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The Role of ORR in Economic Intelligense

CIA/RR Project 351

I. Introduction = What Is Our Problem?

The purpose of this paper is to set forth the nature and nagultude

of the tasks which the Office of Resesrch and Reports, Centrel Intelli-

gence Agency, must perform to discharge ite now mission as set forth in

NSCID 15, This divective calls upon the Central Intelligente Agency %o

coordinate foreigsn econamie intelligenecs relating to the national seeurisy

throughout the US Government and to preduce such econcmie intelligence as

may be needod to supplement thot which other ageneles rmet produce in the
- discharge of their rogular missions. This peper is concerned primarily
with the preoducing rather than with the coordinating responaibilities of
0 .

o

During the first half of 1951, ORR was ongnged in %aking an irventory
of its ignorance comcerning the econcny of the Soviet Blec. The nmain
purpose of this luventory was to establish a basis for planning a progran

. of basic research to which ORR should address itoelf. Such & program mat
spring from a clear conception of why the US Govermment nseds forelgn
economic intelligence, what foreign eccnomio intelligence is, what role
ORR should play in the total econcmic intelligence effort, snd how the
peculisr character of the Sovist econony and of our information about it
influences the methods that we use., This introduction ia devoted ¢oc some
comants cn these four topies, .

Ao

Foreign economic intelligence sorves at least five purposes in the
design of pollcies to preserve our mational sscurity. Thess five purposes,
vhich should be kept continuously in mind in plenning our econocmic research
progran, are as follows: _

, 1, To estimate the pasnitude of posaible present or future military
or other threats to ourselves and our allies. 4 potential enemy can undere
take successfully only those military operations which its economy is capable
of sustaining. In the very short run, its strength may be measured in terms
of the manpower which it can mobilize and the stocks of finished weapons of
var end military supplies which it hes on hand, Inoreasingly in modsrn
times, however, military potential for anything but the briefest csmpaigns
has come to depend wpon the total economic rescurces availsble %o & nation,
including those necessary to support the clvilian econcuy as well as those
necessary to produce and operate the Instruments of warx.
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A clear pileture of the magnitude of the present end poaalbile
future military or other threat i1s noeded to guide us as to the overeall
magnitude of the defense offert in which we must engage in order to prée
serve our frecdems in the event of war. ‘

2. To estimate the gharacter and Jogaldon of possible present or
future military or other threste. Decilsicne which the USSR ex any other
potential enemy make with regerd to how they will allocate their rescurces

.. linit whet they can chooze to do., If they slect 4o invest largely in
- military installationa in the Far Eost, their potential for atbtack in
Burope is correspondingly restricted., This is not & matter of Judging
thelr intontlons but rather of seeing what limitations are placed on the
courses of action open to them in the future by decisions which they make
today about the allocation of their total rosources.

A principal purpome of thus cstimeting the character of
millitary or other threats with which we may possibly be faced is %o guide
us in designing our own defenss offort so that it will protect us sgaingt
real rather than fmaginary dangers.

- 3. To agsist us in estimating, within the range of the possible,
Vhe inteniicons of the USSR or amy other potential enemy. The stonomic
rescurces of the enemy and their pressnt distribution permit him to
seloct any of a range of possible op probable eourses of cotion. Within
this range certain economic ovents may furnish indiestions o to which
alternatives the Soviete intend to pursue and wvhere and vhen.

. These indications of intentions may be very importent in
asslsting us to adjust our defense preparations to moet the most probable

dangers,

L. To help policy-makers decide what we cap do to Zedues possible
or probable wmilitary or other thrests by impaixing an encmy’s economie
capabilifies to carry them out. This includes meagures that can be talen
to weaken him im advance of hostilities and thus delay or prevent his
decision to engage in them, as well az measurer to weaken or destroy the
economic basis of his military power should he choose to ccomit it in
genaral war, '

Beonomie intelligence ean help in &.mggesting gsuch meagures, in
estimating their effectivensss, and in forscasting the enemy's prabable
reaction to them.

5. To amasist in estimating the probeble devolopment of the relative
strengths of the East and the Vest over the next fow years if global hostili~

ties are avoided. A major purpese of theso comparisons is to gulde US polioye

makers. The preceding four objectives are concecrned with stepa which the
Unlted States can take to defend £tself apainst actions of a hostile power.

. | o
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Equelly important is the design of that politiecal poliey which will have
the best chance of achieving our objectives without hostiliiies. Essentiel
to the planning of such a policy is the most sccurate estimats possible of
the relative econcmic strengths of both sides. There are equally grave
dangers in a sericus undersstimate and in & asrious overestimate of future
Soviet economic stremgth. Either will produce policien more likely to bring
on war than will an sccurate estimate. The svalwmation of Soviet stremgth
implicit in various of the proposals for US poliey now boing advancsd in
this country varies widely from great economis wealmesses o very consider-
sble sconomic pover. A prime goal of authoritative eccuomic intelldigence
is to provide the information that will narrow the "guess avea,”

‘ A1) the studies that CRR produsces should refleet an avareness
of these cbjectives of ecomomic intelligence. . . .

Brlefly, economic intelligence is intelligence Telating to the bagio
productive rescurces of an area or poldtical unit, the geals and objoectives
which thoss in control of the resources wish them to gsorve,; and the ways in
which and the effectiveness with which these resources are in fact allocated
in the service of these various goals. There ere a mmber of confusions aa
to the nature and limits of econemic intelligenee which call for clarifieation.

1. In the first place, thers iz sometimes a tendency to regard the
vhole of economic intelligence as sncompassed in a mezo inventory of aveil~
able resources of labor, raw waterials, snd instrumenta of production. This
inventory is a necessary part but only a part of the totel esoncmic problen.
An inventory of resources by itself without an understanding of the gouls
which they are designed to serve or of the methods employed to allooate them
in the servico of those goals can tell us little about capabilities, wvulnere
~abilitlen, or intentions. The Alljed Powers have a total steel capacity
vhich is more than four times as great as that of the Soviet Blee, but such
a comparison is highly misleading. For the United States to achiove its
ninimm gosls, even in a time of orisis like the present, steol must be
allocated to many uses which the Soviets ragard as of low or negligible

priority.

Furthermore, a modern sconomy is characterised by a highly
camplex web of interconnections smong its verious parts. The capaclities
of the sconamy may be limited less by the over-all arvailability of rescurces
than by a failure to keep oll the couplex interrelations in balance. Thus
tank produetion, for instance, may be limited not only by the avallebility
of stoel from which to marmfacture the tanks but also by the sieel available
to make the ralls and the freight cara necessary %o caryy steal from steel
plants to tank plants, or, more remctely, by the steel required for the
machinery necessary to mine the eoal to operate the railrcada. Thus
economic inteliigence must be as much concerned with the goels which rescurses
are o serve, and the ways in vhich thay are related to esch othor, as with .

- the physical inventory of the resources themzelves.
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2. Another problem velates to where econcmie intedlipence leaves
off and political, military, snd selentifie intelligence bagin. Since the
social crgenism 48 a vhole apd these waye of dividing il are scmevhat
arbitrary analytie inventioms, precise lines batween the segments are :
impossible to draw, In very rough torma, aseiontific intelligonce follows
the progress sbroad of new scientific ideas through the rosesrch amd
development phases. When thess techniques emd methods begin to be employed
breadly in production, they beeome the province of ssonomle intelligence.
Militery intelldgence is concerned with the chersctor and capoacltien of
the military establisiments of foreign coumtries and with foraign targets
for our owa military efforts. Where the chorscter of the military establish-
nent depends upon rates of producticn er where the target of our mllitary
effort is the economy of the potential oncey, the lines between mllitery and
economic become blurred. The cutput of final militexry oquipment and the
phiysicel targets on vhich ocur military forces must concenirate are clearly
& primo concern of military intelligence, On the other hand, sconomic
analysis is required to portray the complex nexus of econcmis support on
which military preduction dependa and to pursue the esonmmie chain
reactions which might result fram the destrustion of perticular producing
facilities.

The overlapping between politicsl and sconcmic intelligence is
even greater, OUme of the best ways of studying the geals which 2 collectie
vized state wishes its sconomy to serve is to exaning the Institutional
machinery that it esteblishes %o guide eccnomie procsssos. Thue asrlaln
of the institutions of govermment, although in n senso political phencioms,
mey have profound ecomonic significence. On the other hand, economic condim~
tions are of ecourge an important determinent of the attitedes, loyelties,
and camposition of politicelly importent groups. In these borderiine areas,
it iz the purpose and object of inveatigation rather then the diseiplines
employed that determine whether intellipence is properly to bo termed economic
or politleal. : : ’

, 3. A Linel point of importance which the enalyst must keop in mind
is that oconemic intellipencs is not always the same thing as economic
information. Even the most basic econcmic intelligence shenld alwzye be
produced in relatior to the noede of seme intelligones consumer. The Central
Intelligence Agency is charged with produeing foreign sconomic intelligence
relating to the national security, and the consumers of its product are 4
those US Government officials charged with guerding the natiornml security.

A vast smount of Information w- indeed, almost all information «= aboud
foreign econamies may be relevant to maticnal securlity problems, bui it is
not economie jptellisence until its relavancs to those problems ie made clear.
It i the function of

telligence not to pursuve knowledge for ite own soke
but rather to throw light on the probabtle consequences of nresenmt or future
action. Though the intelligence analyst is not s policy-meker, he must
congtantly sirive to keep in mind the relovanco of information to policy
problems, which alene ecan tranaform information into iatelligenca.

oL
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US Government agemcies are ongaged in the production and
collection of foreign econcmic intelligence. Thevefore, we cannot
determine our program of rescerch on the baszis of the foregoing statement
of ‘the purposes and nature of sconomie intelligence alone. We must also
conslder how our activities can be made Yo reinforce rather thanm to
duplicate the great emount of work which others must carry oz in the dip-
charge of their own miesions. Our recent survey of foreign ecovomie
intelligence throughout the US Govormmend suggests a mmber of sowslusions
ag to what the foecus of ocur activities should be.

1. First, our survey rovealed that ome of %the most urgent newsds
of tho Gevermment ie for some econtral gpot where all the economie
intelligonce cellecied and produced throughout the Govermment can be brought
togathor and focused on national security issues. In recognition of this
meed the National Security Council has directed that the Cemtral Intelligenca
Agency shell perform this coordinating funcition. Althoush this paper is
directed at cur production program, our plans for intelligence production
within ORR must take full account of these ocordinating responsibilities
wrich go aleng with our substantive effort.

2. A secomd conclusion of our gurvey has bsen that the ares most

. In poed of substantial additicnal econcnic intelligence affort is the
Soviet Bloc. This is partly because the Irom Curtain has msde aceess o -
Soviet etonomic intelligence more difficult, pardly because the Soviet
econcmie potential is perhaps the most oritical key to our natiomel security,
ard partly because, for a vardety of reasons, the econcmic potential of
other areas crueial for our pational securily, such as Wostern Earope, hes
“besn much more ertensively studied, The mature econcmles of Western Burops
have long been an object of study by both ecsdemic and govermmental
economista. The Buropean Recovery Program has stimulated intensivs analysis
of the charactoristics, nesds, and prospactes of the Marshall Plan countries.
Thus the econmomic ressarch offort in man~hours directed et the USSR and its
Satellites has been vastly less than that applied to Wectern Europe, although,
bacause of the Iron Curtaln, the effort required o produce camparable underw
standing is many times greater. For these Peasong, ve have comoluded thaet
the prineipal effort of OFR in imtelligence production must be facused for
the immediate future cn the ocoramic problems of the Soviet Bleo.®

3. We began this researsh effort with an inventory of our kmowledge
of the USSR itself. This, of course, is only a purt of the problem. The
eccnomies of the Eurcpean Satellites, whoss analysis was our seeond %ask,

#* The Soviet Bloe excludes Yugoslavia and Finland and includes the Eurcopean
Satellites (Esst Germeny, Fast Austria, Polamd, Czechoslovekia, Rumania,
Furgary, Bulgaria, and Albania) and the Esstern Sstellites (Cemmnmist China
and Camunist Korea).
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are likewise orucisl to the Soviet economic potential. Resent events
have highlighted the importance of China to our estimates of Soviet
strength and intentions. A final source of Soviet stremgth, which must
be ancther object of our efforts, is the rescurces that the USSR eculd
draw upon either now or as a consequence of future develepments outside
the pressnt boundaries of the Bloe,

4o A final wealmess of the intelligence effort as revealed by
our inventory is that the demands which have been placed en the limited
mmber of analysts vorking on the Soviet economy have been 30 frequent
and insistent that analysts have had 1little or no time to do the basisc
research necessary to supply answers im a confident and anthoritative
form. If our effort is to be useful at all, it met be on a suffieient
scale and of sufficient depth to provide & much firmer factual founda~
tion for the estimating process than sconomic intelligence has baen
able to produce in the past. -

There are a mmber of special charasteristics of the Soviet eocnonioc
intelligence problem whieh shape in important ways the methods that ean be
used to study it. These are not, however, all characteristics which meke
the problem more difficult than that of other areas. We may consider first
some of the thinga about the Soviet economy which simplify our problem and
then leok at some of the factors which meke it difficult.

enormously. In the free economy of the United States the tastes and desires
of 150 million different unpredictabls psopls all have an influence on what
in fact eccurs. The behavior of major sectors of the sconomy is greatly
affected by the individual plans of countless consumers, each with a
different and somewhat unpredictable quantitative welght. In the USSR thers
12 one set of plans whish dominates all others, Thus it iz only by in-
advertence that anything can oceur which, from the point of view of the
master plan, is irrelevant or unimportant. This makes the sesond Job of .
econcnic intelligence described above w nemely, the elucidation »f the goaln
and objectives which those 3in control of rescurces wish them to BOTVE == g
great deal. easior, Almost anything that happens can give us some clue.

2, A related point, true to some extent of every economy but
egpeclally trus of the Soviet, 1s that everything depends on sverything
else. The interconnectednssa of the econumy and its subservience to the
master plan mean that there are many different ways in which an economia
fact can be ascertained. Steel production ean be estimated directly from
evidencs as to the location and capacity of steel mille or indirectly from
evidence of the manprwer employed and of the irom ors or coal or alloy matals
or other inputs available, fram the total cutput of all the produste made

-6 -
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wilh steel, or from the capacities of transportetion facilities serving
the steel indusiry. The lack of direct evidencs on some of the things
that we most want to know, as rovealed in the results of cur inventory
of ignorence, emphasizes the very great importance of giving priority
%0 the interrolations of the perta of tha econany. Thus the third tsak
of sconcmic intelligence, to explain all the complex weys in which
resources are in faet allocated to warious uses, is peculiarly essembial
to building a consistent pileture of the Soviet 8CONOTY s

3. A third fact that shapes our methods is that technology and
the laws of nature are no respecters of iren curtains. The Seviets do
many things differently fram the way in which we do them, tut in many
other things they have no choles but to follow the cnly industrial
technique that exists. Thus the elecirolytic process which preduces sodium
hydroxide and chlorine inevitably produces them in the same ratio in the
USSR as in the United States, Ve ean learn many of tho technical limitae
tions on vhat they are able to do fram a study of US industrial practices.
But this must be done with cars, since we kmow that in zome cases the
Soviets appear to be incapable of applying our techniques sven vhere they
know sbout them, whereas in other cases they have devised superior methods.
Nevertheless, with appropriate caution, useful first approsrimations can be
reached by the eomparative method.

One implieation of this fer ressarch plané is that there nmst
be present in our work a much heavier doss of techuiecsl and enginsering
thinking then is customary in economic studies.

v bho A characteristic which has advantages aerd disedvuntagss is that
prices, markets, awd monsy Deown, the stock in trade of mwh econenis

analysis, have limited moaning in the USSR. We are gpared the uncerteiniies

of the capitalist bueiness cyele, and memstary dislocstions are of litile
significance. On the other hand, we are largely denied the benefiig of

money as & comon measure of otherwise incommensurable aotivities. Most of

our thinking must be not in torms of rubles tut of tens and tushels and
beles, of mmbers of machines of inmmorablo different kinds, of caremiles,
kilowatts per hour, and the like. To 2dd all these things up to an index
of capabilitieas, we must concoct our cwn ccmmon measuring rod, a task of
no small complexity.

5. On the negative side is the obviocus fast that information
currently eoming out of the Seviet Bloc is very limited indeed. This does
not mean, however, as is sometimes concluded, that our knowledge ia
inevitably correspondingly limited. Radical econsmic changes do not occur
overnight even in the USSR, end information on sarlier perdods is a good.
deal more abundant. Plecing this togethsr with vhat we are etiing now,
exarcising scme ingemuity in making inferences from the know'about the
unknown (through the interrelations of the cconcmy), and dir%ating the

— 7 L
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collection of crucisl missing pieces of information through the channels
available to uvs, it io possible 4o put together a surprisingly reliable
picture., Whet the searcity of current informaticn moane ia not that

we aro condemued to ignorence sbout the Soviet sconomy but rather that
to find out what wo need %o know takes g greal many more hours of pajne
ataking research, of imagimative interpretation, and of fitiing amd
adjusting than wonld be necessary in the study of an open economy. The
*‘documentation of this conclusiom is to be found in the sstimates of
rescarch tire required vwhich wore complled by the various divisions -
during the course of the inventory.

6. A final charasteristic of the Soviet problam is that becausa
of the costs and difficulties of collecting information, much more {ime
and thought must be devoted to detormining vhat pleces of sdditional
information would be most rovesling if we could secure thems This
point should not be overemphasized. As the inventory discloses, the
irnformation required to give the amswers that we neoed about a good
subjecta is belloved to be largely available in Washington, In those
cases, what is noeded is primeipally much more intensive vmm?: dng of a
rathor lowegrade ore. In other cases, however, f1eld collsction appears
Fo b0 tho only way of £illing in cortein critisal gaps. In studying
an open acondny oné would normally ask for much more information than
one expected to use and then sort cut the useful parts when it came,
"When the cost of information in noney and lives is high, however, much
more careful consideration must bo given to which pieces of imformation
are the vital cnes. One of the principal responsibilities of CRR is %o
give thie kind of guidancoe to the information ecolleecting agoneiss.

The considerations set forth in this introduction do not deternine
the deteils of cur research program or of our mathed of tackling it, but they
do provide a framework of ideas withim vhich the reseerch program may be
carried forward. The next task is to speil oud methed and content ascmewhat
more precisely, 4

IX. Genoral Mpthods = How Shall Wo Go aboubt It?
Ap : 3 .

The contral question of how we should alloeate our Vime has alresdy
beon roferred 0. The problems to whose sclution we are acked to contribute
are very urgent. Evends will not wait for the orderly, patient, exhaustive
research which alone can give satisfactory amswers to these problems. I7
we wore to devote ourgelves exclusively to smessing all the facts we need,
we would have to tell harried policy-mekers that we would be glad to advice
them - beginning in about 2 Joears. We neither should nor aan slay in en
ivory tower thet lomg. Even if it were poseible to devote curselves
exclusively to exhaustive and encyclopedlic studies for the next 24 nonths,
it is highly likely that at the end of that peried meny of the problens
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that wo world be asked to help with would have chenged so m:xt ocur results
would no lenger be particulerly spplicable. '

On the other hand, if we succumb complotely to the very resl preasvre
upon us to answeor all current vequests for prempt lnformation, we will nevepy
have swy information better than the slinm fregments that we can now suppdy .
Thus our dilemma is, in e serse, whether to bo encyclopedie and irrelsvent
or cperational end Incompetent, - '

Clearly the cnly telerable solution is a compromise between those
two oxtremss. Wo must try to answer the most Irportant of the problems putl
to us from day to day as quickly and as compstently as posaible, Bt we
mst reserve a major part of cur cuergles for improving the foundatien of
knowledge firom vihich better quick answers ean be given.

The necessity for this campromise hma two further implications.
The first is that it 1s poesible to pursue this twofeld objective only A7
wo have a cortain minimm of research rescurces substantially larger than
that which the US Governmert hes gllcceted to these problems in the past.
This miniwom we are on the wey to assembling,

The other implication of our compromise is thet since we commob kope
to have enough rescurces fully to axploit all the availsble information ebout
the USSR, wo must be very eure that we uso our scarce rescaych resources o
fill in those aveas of our ignorance which most serdously ilmit cur sstimating
ability. Wo must concentrete cur sScavroe mempover on finding out those things:
that the U8 Govermment needs to know most. The identificaiion of these
priorily areas 1s cue of the most puszling problems facing intallipence,

B. B do we deternine banle rosesxch uricritiea?

l. The mout seductive answor to this question 18 ecoutained in what
ve may call the "bottlensck fallacy.® Sinco econcmic warfare, cold or hotl,
wes first thought of, eccmonists have sought for the woptleneclk, the single
oriftlcal item, the key facility without which the enenyte militery econcmy
would collapese. The history of the. search for such bottlenecks is a record
of feilurw, confirming the sconmmlst®s falth that, given 2 1i%tle tine,
resources are highly substitutable for one another, This doos not mosn thatl
ecopcale warfare is bound to be ineffective. On the coplrary, the very faot
that rescurces are interchangeable means that to deny an CNemy any roescurce
is to weaken directly or indirectly his militery potential., This is partdi-
cularly true in an economy which, 1like the Soviet, has for years been dirscted
toward a single set of goals. Any economie activity recognised by the Kremlin
as pot essential to these gosls would have been abandoned long since. Thus
vherever we make an economic attack upen the USSR, it 46 likaly %o hurt. Bub
it is a delusion to ewpect thet 2 limited attack upon A snall ssgment of the
Soviet economy will eripple Soviebd strength. It is uot the cepandty of &
particular fecility or the availability of a particvlar commodlty whiech
ultimately limlts the capabilities of the Sovieta so mch ag thelr total
rescurces and their abllity to organize them effectively.
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Thie does not mean that all things are equally importoent. The
solection of the more eritical commodities and industries is one way of
cutting the preblem down to size. But when one has done all the pruning
possible, the mmber of critiesl sectors of the economy remains tec great
to tackle them all exhaustively at once. - ,

2. A second method of determining priorities for research is to
see vhat basle ressarch would be most relevant to the problems to which e
are boing asked to give current answers now. The dangers in this preblome
epproach to priorities are obvious. It leads one aluays to ooncentrate
one's research on yesterday!s rather than on tomorrov's problems, Basic
research, by definitlon, tekos time, The problems vhich may be urgent
wvhen the basic research that we start today is finished cannot be eleacrly
foreseen and are almost certain to be different from those which are

plaguing us now.

Murthermore, any attempt to 1ist even the mest urgent of the
problems facing us at the moment reveale how many there are and how much
of the total world economie picture is relevant to their solution, As
part of our study of foreign econcmic intelligence for the National Security
Council, the Cemtral Intelligence Agency attempted to outline the require-
ments for such intelligence in terms of current problens. A very incamplete
sample yielded a 1ist of 42 top priority problems, some of them as broad as
the total military potential of the USSR,* '

Agein, we cannot wholly discard this oritericn. We must try to
foresee tomorrow's problems and guide our research accordingly. Thers are
scme aspects of the Soviet economy which we can take the risk of neglecting,
But we must do a broad enough job to hedge ourselves scmevhat against the
errors in our owm forecasting. )

3+ A third poasibility is to take some espect of the study of each
commodity and concentrate on that aspect alone for all camodities across
the board. Thus one sould take some section of the Outlinme for a Basie
Commodity Study used in the preparation of the inventory and £111 in that
section for every item first, leaving other sections until later. One conld
devote the entire energies of CRR to the study of requirements, for example,
or to techniques and methods of production, or to the organiszation and plans
for each industry, or to levels of cutput, or to same other aspect. '

This principle of selection 18 almost certain to be unsatisfactory
by itself, since the answers to most of the questions which policy-makers are
going to ask involve putting together all of the parts of a basic study to get
at the conclusion. Thus an estimate of eapabllities requires an estimate of

®* "Foreign Economie Intelligence Requirements Relating to the Netionel
Security,® Appendix B to Memorandum for the Intelligence Advisory Committes
from the Director of Central Intelligence, dated 31 May 1951,
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the balance betwson supplisa end requirements to achieve whatever msy be

the goals and plans of the Soviet rulers. An estimate of vulnerabilities
involves a knowledge of the avallability of materials at present production
rates and also an estimate of how goals and plans would be affested if that
availability were to be cut by our action to a point far below requirements.
If the design of a basic study is properly drawn, information about all ths
parts of that study is required to arrive at conclusicns, and no single part
can be left out entirely if satisfactory conclusions are to be reachesd.

4e The investigation of each of these methods of determining
priorities on our research time leads us back to the unacceptable conclusion
with which we started - namely, that the encyclopedic and exhaustive
analysis of most of the parts of the whole economy is the only wey in which
we can arrive at sound and authoritative answers to the questions that are
being asked. But we have already determined that we do not have the time
or the resources to carry through this number of systematic basic studies
from beginning to end, How, them, can we resolve this puszling dilerms?

The anawer ls suggested by looking at the present atate of our
knowledge. What we have just proved is that we need to know samething about
most aspects of most sectors of the Sovieot economy to make a sensible estimate
of capabilitics, vulnerabilities, or intentions. But we have not proved that
we muet Imow everything about every aspect. What we ulready mow permits us
to set certain outer 1imits to the area of the possible. We know the Soviet
Undon 1s 2t least capable of certain minimum actions, and we can set certain
ceilings on vhat they are g% noat capable of. Our problem iz to bring the
"at least™ and the "at most" closer and closer together. This calls for a
research program guided by vhat we may call the method of successive
approximations, '

C.

1. The firat step in the Method of Successive Approximationz is %o
lay out in general terms the specifications of what you would 1ike to knuwo
What 1s the list of all the significant industries, commodities, and services
vhich should be studied, and what are the prineipal problems about them which
wo would 1ike to solve? This was the first assigmment in our inventory and
resulted in the outlines produced as a guide to it.

2. The second step is to ses how much of the outline you ean £411
in and with vhat degree of precision. Thias will reveal that our information
about some aspests of each of our problems is better than our information
about other aspects. It may not be very good. The best information that
we possess may have a very wide margin of error, but other parts of our
outline will be still weaker. Our inventory was designed to tring us through
this second atate = to tell us what we know and what wo do not know about
each of our major problems with respeet to the USSR. It has revealed what
it vas intended to show ~— namely, that our ignorante of certain importart
matters is much greater than our ignorance of others.

C 11 o
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3, The third stage of our Mathod of Successive Approximations im
to concentrate our most earmest efforts for a brief peried on the importent
parts of our problem which we know least about., This dees rot mean that we
seek suthoritative or final answers in these areas of ignorance but merely
that we focus on them until our knovledge is brought up to a lavel equal to
or scmevhat better than our inowledge of the other parts of the pleture,

4» When we have been working in this manner on weak spots for a .
poricd of 2 or 3 or 4 months, we must stand off and take another leck at
vhere we are then in relation to the total ocutline, The wesk spots may
8till be weaker than anything else, or we may have gone far enough with
them so that, although we still do not know much about them, they will be
in better shape then what formerly was our best evidencs., If our second
over-all look reveals this to be the case, we must tackle vhatever other
sectors of our problem are now the weakest, not again with the notion that
we are going to find out everything about them, but only that we are going
to work on them until our ignorance of some other matter requires more
pressing attention. In this btusiness, knowing a 14ttle about a great many
thinga is 1ikely to be more helpful than knowing everything about a very
few things and nothing sbout others. Each substantial drive to gover an
area of ignorance must be intensive enough and substantial emough to permit
us to make real progress toward solutione and not merely to hold our own.
On the other hand, it must not be pursued with such perfectionist szeal that
wve neglect other arens in which our ignorance may be only slightly less
Bmm:r ' '

5, XIn swmary, the Method of Successive Approximations involves

a repeated oycle of review and examination, plamning, and several months®
production followed by another review in the 1ight both of progress and of
changes in the character of the problems to be solved. We havo devoted a
good deal of time resently to the review and planning phases and ars now
launched upon a production program. Scmetime in the fall, another cycle
of review and reexamination of plans will be called for.

D,

LRSI AR SRDIY DS tae

In attempting to apply the Method of Successive Approximations,
certain common problems and difficultles arise which are worth a brief coruent.

1. A particularly bothersame problem is that the things vhich we
know least about, and thue the things which it is mest important to study,
are llkely to be the things on which we have least information. In genersl,
we know more about rates of production of important commodities and products
in the Soviet Union than we do about patterna of distribution of those
products. This is partly because much more evidence is available on rates
of production. The temptation is to study the material that we have and
draw such generalizations from it as 1t seems to contain.

“-l2 -
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In terms of getiing answers to our vital problems, however, w2
cannot permit the awvailable evidence to dictate the nmature of our inquiry
too completely. Several weeks spent searching for every possible way to
button down an illusive fact by .ingeniocus reasoning from other related
facts, by working out limits on what its megnitude could possibly be from
what we know about other parts of the econcmy, or by laying on collestion
requirements may be worth many times the same amount of time devoted to
extracting, setting down, and presenting all the facts that may happen to
be in a glven body of documents. '

Both methods mst be employed. Until we have systematically
examined the avsilable material, we do not know vhat can be got ocut of it.
But the material available was not designed to answer our questions; and
it mest be made to be the servant of our investigation and not its master.

2. An irritating feature of the Method of Successive Approxima=~
tions is that it may well involve us in going over the same materlal several
times in search of the answers to a series of different questions. This
repetition is unfortunate and ecan be avoided to some extent by inveeting
some time in indexing snd sbstracting, either by ORR anelysts themselves
or by an expanded staff in 0CD, If, however; we examine exhaustively a1l
the materisl available 4o us for every impiication that it contains the
first time we study it, we will not complete our investigation feor many,
many months. It is unfortunate that research by the Methowd of Successlve
Approximations involves sume waste and some ropetition, but it is better
than being able to produce no answers until 1954.

3. The natural instinet of the researcher who has plenty of time
is to follow the logical process of trying to tuild up a picture of a
whole sector of the esonomy by first getting an idea of each of its smaller
ecmponent parts. Thus the logical way to estimate the value of resources
used in chemical production is to £ind out what resources are used in the
production of each of the many different kinds of chemicala. Again this
logically involves breaking each particular chemical into the quantitiecs
produced in each specific plant. This suggests that the first step in
answering the over-all question is to try to identify all the physicel
producing facilitles and their capacities and rates of cperation. In many
cases, however, a first approximation to the aggregate figurs ean be achieved
by short cuts vhich avoid the necessity of lmowing vhet in detall it 1s made

up of. :

Thus one can start, for example, with total rescurces engaged in
chenical production in the United States, or in the war economy of Nazi
Germany, as a proportion of total resources, Ons can then conglder knoun
respests in which the proportion in the USSR must deviate from these exsmples.
Soap 1s rare in the USSR, and every houschold does not have its DDT spray.
Sueh sstimates of the whole bsfore you know the parts usually have wide
margins of error, but when current problems are pressing, they are frequantly
better than nothing at all. :

-13 -
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4. Tinglly, for this method to be effestive, it should ideally
1ied not simply to ORR's schedula of research production but to that
US Govermment as a whole., Our delineation of areae of ignoranse
‘be on a Goverrment~uide basis, and cur production to remedy these
s should be plamned in collaboration with other agencies so that
we do not all concentrate on the same geps al once. As the coordimting
part of our activitles progresses, it should be closely imtegrated with
o on g0 that the Govermment as s wvhole may approach more rspidly
an adequate understanding of the Soviet econany.

X4
&3

3

i

Our inventory was designed to revesl our major areas of ignorance
as e basis for plamming our future research production program. In trying
to generalize on vhat wo have learned from this study, we face ths problem
that just as there are many ways of classifying knowledge, so there are
many ways in vhich we can classify areas of ignorance., We ean do this in
terms of commodities, industries, or services about which cur general ,
eoonomic knowledge is particularly weak; or we can conglder those aspsots
of our knovledge vhich are weaker for all cammodities than other aspects,
such as, for example, production, distribution, requirements, stocks,
techniques, etc.s or we ean comsider which of the basle purposes of ecomomic
intelligence we are least well-equipped to serve, such as the study of
oapabilities, vulnerabilities, or intentions; or we ean look at our weakness
in terms of the three fundamontel aspects of the economic problem deseribed
at the begimning of this paper - namsly, the estimating of the preductive
resources of the economy, the mnderstanding of ths goals and objectives which
those in control of the resources wish them to serve, and the ways in which
the resources are in faot allocated in the sarvice of these geals.

An attempt i1z made in this section to suggest vhat seem to be some
of the most sericus wealmesses in the present knowledge of (RR as revealed
by ocur inventory. Each of these wealnesses is drawn frem a different way
of looking at our problem. Thus they are nol commensurable with each other,
in many cases they overlap, and hence they do not add up to any eingle
priority principle for determining what we should do mext. It is inherent
in our problem that we require studies based upon a vide variety of differemt
ways of slioing that problem into its pleces. Indeed, we must be constently
alert for still other ways of subdividing the 1assues to be taclkled vhich mgy
throw more light on certain of cur questions tham any of the wgys we have
thought of so far, :

Tt should also be kept in mind in what fallows that the gemeralisations
made in this section apply in different degrees to different branches of (RR.
There are certain weaknesses that appear to be generally prevalent in much of

-1l -
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our work, but their relative importance varies widely from branch to
branch,

Finally, in plamning our work in sush a wvay ae ‘o 1imit the arues
of ignorance deseribed below we must make full allowance for the rosas:ch
end production plans of other agencies, Since vhet follows has not beon
discussed outside the Central Intelligence Agemoy, cur plans will pra=
sunably be modifled somewhat as a result of discussions in the Economie
Intelligence Committee as to the plana for intelligence production
throughout the Govermment. '

B,

In most sectors of the economy we appear to know 8 good deal more
about the resources and facilities of the Soviet Union than we do 2bout
vhat the Soviets are trying to do with those resources and facilities.
Breadly speaking, we believe that they are trying to dovote them to the
increase of thelr military strength, tut we cannot go far beyond this
nmaster generallzation into vhat products and uses are ragarded as moal
important, what will be given priority in the eveat of o shortfall, amn
vhy, and what goals and objectives will shepe the futurs develepment of
- their econemie program,

We have, of course, a separate branch whose fmotion it is o stady
esonoinle organisations and programs as such, but the offort noeded in this
field is much broader than a single branch can make zud much more intinately
tied in with the problems of sach of the other branches than might at irst

appear.,

Superficially the problem of how we go about the study of goelw
and plans is g difficult one. The USSR has published S=year plana in thm
past, but there is considerable doubt as to wheother it will contimue to
do this in the future. In any case, these plans havs contaimed only the
broadest sort of production targets, with no analyeis of the reasons Per
them or of their relative priority. In this ecase, as im many othera,
however, we can learn much more by indirection end inferance than at first
sppears. :

. In the first place, the plans themselves have many implications
whilch nesd further study. Goale for a series of intereosmnected comodities
such as coal, steel, railroad equipment, ete., can bs studied to ses how
the pleces fit together and what they imply as %o the desired pattern of
usge of regources.

. ., In the second place; wo cap legrh & gpest deal apokt thbi plans and : 4
ghals 4f th? So&rzet’a fréh Eé atructyre of the organization set up to achieve
them, Thé ministries established;the brealdown of funstions vithin thoasas
ministries, the distritution of authority between Moscow and regional

-l 1 L]
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beadquarters, the kinds of people appointed to handle ths various jobs
thus defined, can all give us much information sbout vhat the USSR ia

trying to do.
as slready pointed out, we are helped in this investigation

Mnslly, _
by the fact that everything that happens in the USSR is intended to comtribute

to the central design. The study of all kinds of events can thus give ue
hints which cen be pleced together into a picture of what the guthorities
are trying to do with available resourses. Information on diversionme of
material fram one use to another, priorities on transportation, marked trends
in the production of particular commodities, exhortations to workers in
particular areas, and literally thousands of other things of vhich news
reaches ne give us clues in putting together the pattern of Sovist scomcomic

plans,

The pattern will not emerge automatically, however, from a passive
examination of the material, Ve must seek the answers systematically by
initiating special projects on Soviet organization, on Soviet plans, and
on Soviet goasls as revealed in events. This is ons field in vhich many
of our branches need to concenirate & larger part of thsir efforts for the
time being than they have done in the past.

A related tut different weakness is the lack of adequate attention
in the past to economic indicators of the military intentions of the USSR,
We have been talking above of the general economic goals of the Politbure
and the elucidation of what the Siviets are trying to do with their total
resources. We can look at the same problem fram the other end, exzamins all
of the alternative courses of military action open to them, and then try
to see vwhat observable esonomic events would take plave differently today
if they were planning ons course of astion rather than another in the future.
The evidence to be examined in answering this question will, In most cases,
be the sams evidence that we have been examining to estimate capabilities.
What we need is to establish some machinery for periodically focusing cur
minds on the evidence looked at from this point of view. A contiming office

project designed to do this is being planned.

D,

Partly because ORR is organised largely by industries, sommoditles,
and services, there is a tendency for us to concentrats t{oo heavily on
techniques, facilitles, and rates of output in the separate sectors of the
econcny and to pay too little attention to the way 4in which they are related
to each other, This shows up in our inventory in the great relative wealmess
of those parta of the papers which eall for information on the demands of one
industry for the products of other industries or ssctors (imput requirements)
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and those ssotions devoted to the pattern of distribution of an industry's
output among other industries or final consumers., :

This weokness is particularly serious bscause it 4s not unique to
ORR but 4s common throughout the intelligence community, Other agencles
1ikeuise are focusing their attention on individual facilities and their
productive capacity. As suggested earlier, however, the capabilities anl
especially tho vulnerabilities of the Soviet econamy probably depend meh
more on the efficiency of the comnections betweon its parts then on the
Tesources available in any one sector,

14ke all of the judgmenta of this section, this is an estimate
of relative and not of absolute veakness. Soms notion of how mueh of a
comnodity is produced is clearly a prerequizite to an ostimate of where
that production goes, though in actual analysis it is frequently possible
to reverse the logie and estimate rates of production from what we know
mst be the distribution. Thus it may be very useful to try to estimate
the consumption of electric power in the chemicals industry before we
have firm evidence on elther the total production of electric power, plant
by plant, or the total production of each of the many specisl kinds of
chemicals that require electric power in their mamifacture,

of error in this kind of caloulation are usually very high, but it may be
ponsible to set limits on orders of magnitude which bring our ignorance about
these factors belew the level of ocur ignorance on other matters.

There are various ways in which our efforts on interindustry relations
can be intensified. In the first place, in basic studies on particular
industries, commoditles, and serviees, more attention can be paid to estimating
input requirements and the distribution of output, This; howsver, is not
likely %o be enough. The evidence on these interindustry problems, fraom their
very nature, ean best be assembled by examining both ends of the interindustry

& problem for both the Afrcraft Branch and the Nonferrcus Metals Branch,

To insure that a spotlight is turned on sams of the more important of these
interindustry problems, 1t is proposed that a mmber of joint projects be
set up to make estimates of this lind,

As the mumber of sectors of the econamy involved in such an inter-
industry study expands, it becames the concorn of moat of ORR, Ve have
initiated ons project, the study of the pattern of utilization of energy
resou;ces in the USSR, which will require contribtutions from virtually evary
branch, ‘

17
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Our inventory reveals that we are almost totally ignorant as to
the burden placed upon the economy by specific military operations of various
kinds. JTn a sonse, this is a special instance of the gemeral point just
discussed., Military operations can be concelved of as a consuming sestor
of the ecomcmy. The relations betwsen military consumption arnd the indusiries
and services vhich supply it can be regarded as one of the most important:
cases of interindustry relations. Here what we need to lmow goes beyond %he
actual distribution of products and services to military use at the presont
tire and enocompasses a study of vhat that distribution would be under
various alternative assumptions as to the nature of possible future milltary
operations. This clearly 18 & kind of study in which the military intelli-
gence services must play a major role.

Wo should look to A-2, G=-2, and ONI for estimates of the vealume of
military end items required for and consumed in probable operations of
various kinds, The burden which thess rates of consumption of mem, mmi-
tions, weapona, and supplies place upon the producing facilities turning out
the £inal military product is a problem which the militery intelligence
sorvices and curselves will have to work out Jointly.

As we move farther up the chain of production, going frem tanks {o
parts to steel, frem planes to instruments to vacuum tubes, from bombs to
TNT to ammonia, we move into areas where the responsibility rests squarely
upon us, Thus in the field of interindustry relations generally, special
importence attaches to the relations between industries vhich dirsctly or
indirectly serve a military effort. Our role in the esnalysis of weaponas and
ammunition should focus eapecially heavily on vwhat it takes to make these
things and thus on the implication for the rest of the economy of vhatever
levels of military output the defense sgencies estimate are nesded for vericus
types of military operations. .

This 18 discussed in detaill in the reports of the separate divisions.
Broadly speaking, as might be supposed, our principal gaps in (R are in those
areas vhere we have had no analysts available to work on the problem. Several
are urgent and cutstanding. For example, we have no satisfactory anslysece
in the Central Intelligence Agsncy of the general field of construction of
all kinda in the USSR, Thia is important for many reascns. Construetion
absorbs a very largs volume of resources, places a heavy burden en the
transportation system, and is an important requirement for military instslla-
tiona of all kinds as well as a prerequisite for industrial expansion,

~ 18 o
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Another outstanding wealkness is in the communications fisld, The
technical side of this problem is well~covered by OSI and other ageneies,
but the relations between commmications end all other industrles are almost
uwntouched, This includes an analysis of the requirements laid upon the
csommunications network of the Soviet Bloc by the needs of the Eloc's econamie
gysten, as well as of the volume and character of Soviet rescurces required
to sustain and expand that network,

' Another broad field of serious relative weaknesa is ihe analysis of
the Industries produeing military equipment, including ships, alrcraft,

tanks, ordnance, and ammunition. As already mentioned, seme aspeots of these
industries are covered by the military intelligence services. But the burdens
that they place on the rest of the economy,and, on the other sides, the limita-
tions which the rest of the economy imposes on capabilities in these fields,
their vulnerabilities to the interruption of the supplies that they need, and
the indications of intentions that we can derive from their peculiar require-
ments are 2ll matters on which we must put more emphasis,

G.

Many of our estimates of Soviet capabdlities and vulnerabilitics are
based upon the assumption that the Seviets are using methods similar to ours.
In computing input requirements for a-given outpul, we must frequenily fall
back on US experience., Yet we know that this is in many instances grossly mis—
leading., For example, the US coal miner produces on the average about four
times as much coal per day as his Eurcpsan counterpert. In other respecta,
Soviet techniques may well be ahead of ours, Unless we can set limits %o
the possible range of technical methods that the Sovieta may be using, our

- eatimates will be subject to wide margins of error.

This information is not easy %o get. We know or ecam learn a good
deal about prewar methods, both from the literature and from the people who
participated in the design of their industrial economy. e can, of course,

- find out what went to the USSR under Lend-Lease. For more recent information
we must depend on the visusl observations of defectors, prisoners of war,
occasional travelers, and the 1like; on items in the Soviet press, radio, and
technical publications; on inferences from wvhat we can learn about Inputs
for given ocutputs, etc. We must have more studies on Soviet industrial
techniques, '

H,

In a broad sense this can be desoribed as the need for more attention
to trade. We have examined in ocur recent work on the Europsan Satellites scme
of the ways in vhich they are dependent upon the USSR and the USSR in tuen is
dependent upon them. A matar gap revealed in this project, however, wag the
absence of aven approximate information on the composition and volume of
intra-~Bloc trade. Studies on China have revealsd a similar wealmess in our
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Imowledge of what China is getting from and glving to the USSR,
Of equal importance is the development of more informatiom on the

Interdependonce of major areas within the USSR itself. To what extent

doss the Soviet Far East depend for its econmmic potentisl upon its
somevhat temuous comections with the rest of the Soviet Union? How selfe
sufficient 1s the Urals industrial complex? What are the economie relations
betueen the Caucasus snd other Soviet arecas? These questions are important
to the analysis of the capabilities of transport, power, and communication
netss of vulnerabilities of many kinds; and, to some extent, of intentions.

I,

Alnost any inveatigation of a major sector of the Soviet economy
leads one back to the problem of how to add up incommensurables. Suppose
we can estimate the output of various kinds of machine tools, BHow are we
to measure changes in the total economic effort that goss into machine tocl
production as the camposition of output changea? It is common knowledge
that the prices put upon goods traded by the USSR with the Satellites ars
sharply distorted for political reasons. What then is the over-all volume
of trade betwsen the USSR and Rungary in each direction? How does the
proportion of Sovlet reasources being devoted to expansion of productive
facilities compare with that, say, in Vestern Burops? One is stopped on
the problem of how to measure resources devoted to such sxpansion.

This 18 a problem on which a good deal of work has been dons outsids
the Govermment. Perhaps more can be put in progress by external research
contracts. But & good deal of effort is needed to bring the results into
such a form that they can be used to answer pressing problems now baffling
CGovermment analysts,
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