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Chapter 1

STATE OF ECONOMIC INTELLIGENCE IN THE EARLY SIXTIES

“It is a thought provoking question whether
human beings can be taught to accept the life of
the ‘ant in return for an officially determined
supply of goods and services.”

| (b)(3)
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A. ‘'Introduction

The Office of Research and Reports (ORR) entered
the decade of the 1960's with an assured -- but
still somewhat. circumscribed -- role in the pro-
duction of national economic intelligence. It had
made a determined and exhaustive analysis of the
economy of the USSR, its primary target. Because
its judgments about that economy were based on
soﬁnd and meticulou; research, its continuing
analysis provided the clues that enabled the Office
to foresee some 6f the difficulties that lay ahead
for the Soviets. Thus, as will be seen in Chapters
III‘anq IV, the faltering of the Soviet economy in

the ‘early 1960's was noted by ORR's analysts well

in advance of other Western observers -- and of

_Soviet admissions.

The Office's approach to the economies of other

Communist countries differed only in degree from

2
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that on the Soviet Union. As has been noted in
Volume I, however, it was not so prescient
with respect to the Chinese econbmy. Its analysts

did see through some of the statistical distortions

'of the "great leap forward" cémpaign but failed to

discount them sufficiently. To have foreseen also
the Sino-Soviet rupture and the impact of continued
bad weather on agriculture in the early 1960's and
to have ﬁade full allowance for the ideological

intransigence of China's leaders would have beén a

prodigious tour de force of intelligence wisdom,

and ORR, along with the rest of the community,
failed to pull it off. |

ORR's entry into economic intelligence on the
Free.World, which was to be the principal substan-

tive development of the early 1960's, had barely

begun at the turn of the decade.




™. 4 o TEid e " PSRN (I S PR ¥ I A S A R e I e 1.4 N G 1) gt P e O - ol Fyd
s Naa oA Ader. Rt SRS SR AR S A R R R AR S e il S D e A

Approved for Release: 2023/06/14 C05972160

_SECRET

B. Work on the USSR in the Early 1960's

1. Support to Congress

Having made its presence known as an authori-
tative voice on the Soviet economy through the
public appearances of DCI Allen Dulles and others,
the Agency was increasingly called upon for eéo-
nomic intelligence judgments in this period. De~
mands from ORR's traditional customers continued,
of course, while the Congress, in particular, dem-
onstrated an increased interest. A problem posed
by Senator Javits during Dulles's appearance before
the Subcommittee on Foreign Economic Policy of the
Joint Economic Committee in December 1959 resulted
in an unclassified paper (produced jointly by ORR
with the Departments of State and Defensé) which
undertook a comparison of the United States énd
Soviet economies in terms of thé costs and benefits
to each of its bloc and pact system.* The report --
after pointing out the conceptual difficulties of
such a comparisbn -- concluded that each side de-
rived a net benefit from its alliance systenm, but.

that the Western powers gained more from their

¥ This document was publicly printed and released
as being the product of the Agency with the cooper-
ation of the two departments.,
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system than the Bloc countries did from theirs.

The conclusion warned, however, that the Soviet
gains resulted in a total Bloc power position that
presented the Free World with a serious chal-
lenge. 1/*

The Joint Economic Committee again addressed
itself to the Soviet economic threat in 1962. On

this occasion, ORR's participation was substantial,

S
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2. The Military-Economic Problem

B B

Estimation of Soviet military expenditures had

been an ORR effort since the mid-1950's. Initially
the primary interest had been in the overall magni-
tude of these expenditures. Two general approaches
had been developed for this purpose: the disaggre-

'gation approach and the building~block approach.

The disaggregation approach was based on the

hypothesis that officially released Soviet aggre-

£33 B 3 3

gative data -- the budget, national income, indices
-of the gross value of output, and so on -- were

substantially reliable. Thus, if the veil of

secrecy clouding precise definitions and the req-
uisite detailed data could be penetrated, the re-
leased figures could be disaggregated, and their
deeper meaning would unfold. 'Although this effort

had been carried on with less than complete success,

it had yielded a gross appreciation'of the magnitude
and trend in the resources (expressed in monetary
terms) which the Soviets had available to devote to
defensg, nuclear weapons, and space activities.

This approach could produce only gross approxima-
tions, however, and it provided iiﬁtle insight into

the bases for probable Soviet choices between

6
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competing weapon systems. Accordingly, the build-
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ing block approach gradually became the basis for
esﬁimating Soviet military expenditures. The re-
sults of this latter approach, of course, were
compared with the magnitudes that were evolved
from the disaggreation approach and were melded
into the various aggregative.analysés of the Soviet
economy . .

The essence of the building-block approach was

to identify the cost of various military units and

‘their assigned equipment and weapons (e.g., bomber

regiments, fighter regiments, strategic rocket
forces, operétional strength task divisidnsv and
the like). These breakdowns not only were designed
to reflecﬁ the structure of Soviet forces as the
Soviets organized them,, but also were sufficiently
detailed to permit manipulation for international
comparisons. The est&mates of férce structure
(order of battle) and{military manpower and the
estimates of their apprdpriate equipment and

weapon systems were identifiedwin terms of or

distributed to major mission categories. Unit

.costs were devised, based on the best available

estimates of what the units would have cost in

7
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dollars and then adjusted by appropriate ruble-
dollar ratios.* Finally, the unit costs were
apﬁlied to the estimated quantities and the results
summarized in-alvariety of ways: by mission (stra-
tegic attack, air defensé, and so on), and by indus-
trial origin (machinery, electronics, and so on).
Iﬁformation deficiencies still plagued the
results of this approach. Differing degrees of
confidence were attached to the various component
parts, depending on the quality of the estimates of.
quantities and priées involved. Relatively high

confidence was attached .to the estimates of expend-

itures for manpower- on the other hand, for those

for research, deve10pment testing, and evaluation,
the'confidence limits were very wide, not only be-

cause of the inherent problems of scant and mis-

inherent difficulty of defining and measuring such
expenditures in any country. 2/ However, the
application of these approaches by the Office and

the consequent development of data that could be
]

*  There was no single ratio for converting Soviet
military costs from rubles to dollars, but rather

a wide range of ratios for various categories; e.q.,
a ruble would buy the equivalent of $3.35 worth

of military manpower, but less than half that in

‘military electronic equipment.,
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processed by computer made possible an estimation
of expenditures on a detailed military mission
~basis. 1In the early 1960's, this constituted a
significant intelligence contribution in the mil-
itary economics sphere. Sedretary of Defense
McNamara was understandably eager to have the new
Defense Intelligence Agency (DIA) collaborate
with CIA in its analysis in order to reach the
firmest judgments possible on Soviet military
strength as a measure of the threat that his
Department's planning would have to counter. The
CIA-DIA Joint Analysis Group (JAG) set up in 1972
to make long-range projections was a result by
this desire. ORR's "costing" analysis was a major
input to the work of JAG. 3/

3. Other Work on tﬁe Soviet Union

Under the impac£ of expanded military-economic
research, ORR's effort on the Soviet Union in the
early 1960's continued to focus on overall aggre-
gative assessments with some diminution of the
detailed analysis of non-military industrial sec-

tors. The ERA in 1961 and 1962 zeroed in partic-

ularly on the apparent soft épots in the economy -~
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agriculture and manpower -- and undertook a detailed

A R P

study of plans for the introduction of new tech-

ke '.j

nology and automation in Soviet industry. Soviet

o

20-year advance planning, as revealed at the 22nd

Party Congress in October 1961, was also scrutinized

.l

in detail. The 20-year program contained glowing
= promises of the Utopia to come for the Soviet con-
[ - sumer, but ORR's analysis made it clear'that con-
" .sumption would continue to be subordinated to the
requirements of national power and that ;

The general drift of the future pattern
of Soviet life is ... to restrict still

o further individual freedom of choice and
A personal or family goals and activi-
< ties. 4/

One of the significant constraints on Soviet

economic progress in the 1960's was considered to
3‘ ' .be the manpower problem;, caused primarily by the

tremendous population{losses of World War II and

- the low birthrates of the war years. ORR's most

significant report on the implications of this

I;’ L !:i(}

problem was produced in 1960 and issued in the un-

classified dissemination series. 5/ Not only was

it the éubject of a Cabinet briefing by the DDI,
1

but it was reprinted (with Agency A (b)(3)

i M e

3

attribution) as an appendix to the published version

L.

of the Senate Foreign Relations Committee Hearings,

. 10
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Events Incident to the Summit Conference. 6/ It

was also the subject of an article by Harry Schwartz

in the New York Times, 7/ and this publicity caused

-a considerable "run" on the Office's supply of the

publication. Requests were received not only from

Although~the.report was primarily concerned with

describing the changes in the population and labor

force of the USSR expected to take place between

1960 .and 1970, the Schwartz article, and presumably

E;_ ;l

the public interest, were more concerned with its

forecast of Soviet gross national product (GNP).

=

Not withstanding its failure to plnp01nt the eco-

3 . ' nomic slowdowns of the.mld-1960's, its predictions

for 1970 were commendably close to the mark (see

Table 1), Its forecast of Soviet 1970 GNP was $240

E : billion (in 1958 dollars). Put in 1969 dollars (to

compare with the 1971 Statistical Handbook), this

was equivélent to $538 billion, only $30 billion

above OER's estimate for 1970 made in the 1971;;

o

Handbook -- a forecasting error.of less thah. 6

percent. The population forecast for 1970 was 247

S l
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Table 1

Selected Soviet Economic Data for 1970
!

As Forecast As Reported
in 1960 8/ in 1971 9/

GNP (in 1969 US $§) 538 billion 508 billion
Population 247 million 243 million
Labor force 123 million 124 million

million against a recorded population of 243
million =~ 1,6 percent over, while its estimate of
the 1970 labor force was 123 million, compared

with the 1971 Handbook's estimates for 1970 of 124

million -- only 0.8 percent off the mark.

[y

C. Sino-Soviet Rift

The same factors that made it difficult to fore-
see the economic problems that befell Communist
China in this period prevented early realization.
of the depth and durability of the Sino-Soviet
rift. It waé clear from‘1958 on that the Soviet
leadership was not happy with the Maoist deviations
from the Soviet model, as ‘expressed in China's
"gréat leap forward" and commune movements."It
was particularly unhapéy with implications that
the Chinese{had;diséoveredishortcuts on the road
to Cgmmunisﬁ £hat bther Bloc coﬁntries, including

the USSR, would do well to emulate. By 1960,

12
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however, the Chinese were backtracking somewhat,

and it appeared to Western ébservers, virtually
without exception,!that-the Chinese dependence on
'continued Soviet a;d and support would prevent their
going so far as to jeopardize the maintenance of

these particular aid programs. In economics partic-

ularly, the Soviet commitment to provide China with

i " some 291 major projects was regarded as the basis

of China's industrialization program and a continu-

ing necessity if China was to maintain its high

rate of industrial growth.

F K -}’

On the Soviet side the Chinese payments for
‘this aid in the form of industrial raw materials

and agricultural products, although adding only a

minor fraction to total availabilities of such

!
items in the USSR,  filled some critical needs and
enabled the Soviets to conserve foreign exchange
' )
and divert labor and other resources to industry.

. ) .
These conSLderatloqs led the ERA, and other intel-

m

ligence observers, to cdntinue into the 1960's to

predict the durability of the Sino-Soviet alliance

with both partners realizing "the common need,

mutual advantages, and the possibilities for fruit-

ful years ahead." lg/ A serious rift in the alli-

.ance was seen as a possibility only when China

13 : '

W
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possessed sufficient economic independence from the

i

USSR "to alter the character and totality of forces
which unite the Alliance today." This contingency
was estimated tqlbe at least a decade away. 11/
These judgments were repeated, although with
less assurance, in the fall of 1960 aftﬁr the first

significant reductions in the number of Soviet tech-

nicians in China had been noted. To the extent that

the withdrawal of Soviet technicians in mid-1960

was greater than justified by the completion of aid
projects, it was viewed as reflecting a Soviet
."decision toAadmonish rather than a resolution to
punish, for the USSR, no less than China, is keenly
aware of the grave political and economic conse-
quences of an excessive reduction or severance of
Soviet technical aid to, China." 12/%

The first really somber note in ERA'$ assess-~

{

ments of China's economy appears to have been in a

* The depth of the Sino-Soviet rift in 1960 was no
more realized by other elements of the Agenc

A CIA Task Force, chaired by ‘ (b)(3)

of ONE, was set up on 21 September-1960 to

examine the problem. After an exhaustive weighing (b)(6)
-of the evidence, this task force concluded in Decem~
ber: :
(b)(1)
(b)(3)

,g

% m‘ﬂ:",?ﬁ)" Syms
C05972160:7"
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Current Support Brief issued in early March 1961. 14/

It noted two severe setbacks to the Chinese economy '
in 1960: a second consecutive year of poor harvests

. and the USSR's recall of its industrial technicians

“in China. On the strength of these developments

and other evidence, the ERA reduced its estimate of
the increase of GNP in 1966 from 13 percent to 8
percent; It noted that‘projection of economic

growth rates over the next five years had "suddenly .
become more difficult because three basic assumptions

have been cast into doubt." These were (1) continued

Soviet aid; (2) increasing agricultural production

at an average annual rate of at least 3 percent; and

(3) leadership that "would be vigorous and responsive :

l

to the problems raised by'the>increasing complexity
of the economy; 15/ These judgments were reflected
also in the special estimate prepared in the spring
of 1961 to consider the seriousness of the Chinese

economic situation. 16/

After the rift with the Soviet Union was

finally accepted as bonafide and given appropriate

£

consideration in the long-range assessment of the
Chinese economy, major intelligence interest

shifted to the food situation. Following a record

harvest in 1958, a prolonged period of unfavorable

Ex3

. 15
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,aggravated China's agricultural problems. The
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weather had set in, and the management errors

associated with the "great leap forward" program

‘trend of increasing agricultural production which

had been sustained since the Communist takeover in
1949 was halted and then reversed. From 1959 to
1961, agricultural productioh fell far short of

normal requirements, while the population increased

.by some 60 million persons. The excesses and

pressures of the "great leap forward" program led

to falsification of statistical reporting at local

‘levels so that the regime itself appears to have

been unaware of the sériousness of the situation
until late‘'in 1960. It becdme necessary to curtail
the exporﬁs Qf foodstuffs, and in 1961 China began
to import large quantities of grain, mostl& from
Canada and Australia. Soﬁe starvation was reported,
but the devastating famines that had plagued China
in the past were not repeated, probably because

the regimengation of'soéiety made more efficient
distribution possiblé.~ Nevertheiess, widespread
malnutrition was leadin§ to a high incidence of

deficiency diseases, apathy, and fatigue and to an

increase in the death rate.

16
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This situation was of considerable interest

to US pollcymakers in both the legislative and

executlve branches. ThlS interest peaked in the

spring of 1962 when the flow of refugees to Hong
Koné reached unpregedented heights. In April 1962
an unclassified report on the food situation 17/
was furniéhed to Congressman A. Paul Kitchin,

Chairman of the Committee on Export Control of the

_House of Representatives. At the suggestion of the

DDI, ORR started in March to issue

monthly reports on the food situation for the use

of the executive departments. Regular recipients

of this series included a number of key.Kennedy

Administration leaders, such as McGeorge Bundy, Walt

W. Rostow, General Maxwell'Taylor, and W. Averell

Harriman, The series reverted to an ad hoc basis

after the October 1962 issuance, as significant
information reports became more sporadic and as the
situation temporarily eased with the harvest cycle.

'

D. The Support Function

As will be brought out in subsequent chapters,
one of the major forces impelling the ERA to work
on the Free World was the broadening of its policy
support role. It should not be inferred, however,

that the Area's support function was insignificant

17
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prior to this development. It had in fact become
well established with respect to the Communist
countries in the 1956'3. Volume I has described

some of these support activities and the contri-

butions to other offices in the DDI area: OoCI,

ONE, and OBI.* Some note should also be taken here

of other ERA support activities of the late 1950's
and early 60's both inside the Agency and for other

government consumers.

* ORR's relationship with OSI, the other major
substantive component of the DDI (until 5 Aug 1963),
was less supportive than complementary. With re-
spect to Sino-Soviet development in fields that
involved both offices -- nuclear energy, missile
and space activity, automation, etc., -~ the arrange-
ments was that 0SI would exercise responsibility
for reporting on research and development in these
fields, while ORR would take responsibility when
the activities moved to the production stage.
Obviously there is a gray area of potential fric-
tion here, but .in retrospect the not infrequent
conflicts of jurisdiction and of substantive under-
standing have not prevented a healthy and essen-

tially fruitful relationship.
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2., Economic Defense

3 Although ORR's role in economic defense

is beyond
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defense are beyond the scope of this history, it

[ ' ]

should bé noted here that in addition to those
within ORR charged with responsibility for economic

‘defense, many of the components of the economic re-

E" . 'i E‘. . 5

search divisions gave considerable time and effort

to this activity.

)
&

R E3 BEd bl

Other "traditional" support activities of the

1950's have been alluded to in previous chapters.

' .
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Within the.inﬁelligence community the committee
structure .of the Intelligence Advisory Committee
(IAC); lateri(afﬁer 15 September 1958) the United
States Inteliigence Board (USIB), received regular
suppdrt from the;ERA. Naturallyjthe Economic
Intelligence Comﬁittee (EIC) was the committee most
involved, but ﬁhe Joint Atomic Energy Intelligence
Committee (JAEIC) and the Guided Missile and Astro-
nautics Intelligence Committee (GMAIC) also re-
ceived significant and continuing support. Al-
though most of ERA's findings on Bloc economic
activities in the Free World were put out in EIC
publicationsé there were regular contribﬁtions on

this subject to the Council on Foreign Economic

Policy.(CFEP) .

E. Assumptlon of Additional NIS Responsibility

In 1961 the Department of. State Qithdrew.from

‘the National Intelligence Survey (NIS) program

23
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because of the decision by Roger Hilsman, appointed

by Presiden£ Kennedy as Director of INR, to focus
his reduced staff and facilities on policy?oriented
activities. State's responsibilities in the pro-
gram had included the production and maintenance of
the NIS economic sections on all non-Bloc nations,
Most of the burden now fell upon the Agency and was
assigned to a new Research Division in the Office
~of Basic Intelligence. ORR initially assumed re-
sponsibility for only two seqtions - Seétion 44
.(Manpower) and Section 46 (Public Welfare) on
countries of the Sino-Soviet Bloc. This was, how-
ever, only the first step in ORR's assumétion of

increased NIS responsibility. Barely a year later,

the new DbI, abolished OBI's Research (b)(3)

Division and assigned its responsibilities to ORR
and OCI. As described in Chapter V, this was an .
affirmation of ORR's broadened responsibility for
econonmic research on the Free World.
This br;ef review of the Economic Reéearch
Area's support role as it entered the 1960°'s
attests to the increasing demaﬁd within the gov-
ernment for economic intelligeﬁée on'the'sino-

Soviet Bloc. But there was a parallel and as yet

auansatisfied demand for other kinds of economic




:intelligence -- a demand that could be satisfied

" only by a reordering of priorities and a reorgani-

oo

zation of ORR's resources, which came to fruition

in 1962.
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1962 — THE YEAR OF NEW DIRECTIONS

~. intelligence on the Cold War is simply
N . inadequate,

/14 C05972160
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The year 1962 was in many respects climactic
in the history of economic inteiligence. For ORR
it was marked by unprecedented demands for policy
support, by the proliferation of new duties, and
by the most significant reorganization in the
Office's history to that point. It was also, of
course, the year of eyeball-to-eyeball confronta-
tion with the Soviet Union over the installation
of offensive missiles in Cuba and of the Sino-
Indian border war, and ORR was heavily involved

with these dramatic events.

A. Reorganization of 1962

1. Background

Developments in the international situation,
in the operational philosophy of the executive
branch of the Government, and in the intelligence
community itself combined in 1962 to evoke a major
reorganization of ORR.. As pointed out in Volume

One, Chapter II, the formal division structure

established under proved both durable - be3)

and flexible in its responsiveness to the changing

27
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demands for economic intelligence during the 1950's,

The organizational changes that took,place atvthe
divisional level in that perlod were admlnlstratlve
rather than substantlve in nature -=- that 18, the
elimination of the Strateglc Division was an admln-

istrative necessity in the course of establishing

~an all-source research organization,'while the

initial restructuring of the Analysis Division was

for the purpose of separating operational support

from intelligence production. Later responses to

new substantive demands were handled by changes at
the branch level and by the device of the "Task
Force." By 1961, however, it was becoming apparent
that the existing structure, which had been devel-
oped to facilitate an orderly approach to under-
standing the Soviet economy by roughly reflecting
the Soviet ministerial organization, was no longer
appropriate to the responsibilities of the Economic
Research Area.

Three major developments had taken place to

produce a change in the Area's approach to its tasks:

(a) The Communist economic offensive
had grown since its initiation after the
death of Stalin in 1953 to a major weapon
of Soviet foreign policy.

(b) Communist military pewer and its
economic base had become of increasing con-
cern to us policymakers.'

28
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(c) 1Intelligence on the Bloc economies
had shifted from an emphasis on data accu-
mulation to "problem-oriented" analysis.

The response to the first two developments had
been such ad hoc arrangements as the gradual ex-
pansion of Trade Branch's Soviet Penetration Sec-
tion and an increasing levy on'other branches_for‘
assistance in meeting its responsibilities. 1In
response to the military-economic concern, the
guided missile effort -- initially carried out by
a small staff in the Industrial Division =-- had
expanded to a DD/I task force, primarily staffed
by ORR personnel with a few detailed from OSI.
Meanwhile, many other units in the ERA were working
on diverse aspects of the Soviet military establish-
ment. With respect to the overall reporting on the
Bloc economies, the estimate contributions dealing
with them were becoming increasingly analytical. To
support these most important products of the Area,
however, much of the research effort still concerned
itself with detailed descriptions of production
activity and the accumulation and presentation of
data on the individual sectors of the target econ-

omies. In preparing plans for the reorganization

of the ERA, its chief, and his (b)(3)

deputy, hoped that the shakeup

29
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would not dnly provide a reallocation of personnel

responsive to the new priorities in research, but
also make it easier to discourage the "Annual Sur-
vey of the Bulgarian Button-hook Industry" type

of rebort that seemed to be the inevitable result
of the existing commodity and industry-oriented
branch structure. 19/

In addition to the three major substantive

developments, there was an iqcrease in both quan-
tity and variety in the demands being laid on the

Office as a result of the advent of the Kennedy

Administration in 1961. The effect of ORR's having

gone, in a sense, "public" in the debate over Soviet

economic growth was still making itself felt. In
March ‘1961, for example, Chairman Walter Heller of

the President's Council, of Economic Advisors wrote

to ORR's chief, expressing an interest

in the Agency's comparative studies of the US and
Soviet economies. 20/ In June 1961, President
Kennedy took note of thé Soviet challenge in a
press conference. He welcomed the competition and
noted that if the United States increased its
growth rate by one percent -- that is, from 3% to

4% percent -- the Soviet Union would not catch up

with the United States in this éentury. 21/

30
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The new White House team included such people
as Walt W. Rostow from CENIS, who were familiar

with ORR's work and were now in a position to call

~upon the Office for special tasks. They were in-

creasingly concerned with the impact of Soviet
economic developments on the wofld at large and
were not to be put off by digclaimers of responsi-
bility based upon a precise regard for formal
allocations of such responsibility within the
intelligence community.

On 18 January 1962, President Kennedy, alarmed
at the inéreasingly menacing posture of the Soviets
and the Chinese in support of "wars of national
liberation," directed the establishment of a Special
Group (Counter-Insurgency) to mobilize the govern-
ment's resources in preventing and resisting sub-
versive insurgency and.related forms of indirect
aggression in friendly countries. 22/ ORR had
already created a Cuba Branch (9 January 1962) be-

cause of the perceived need for economic intelli-

gence (b)(3)

31
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It seemed clear that similar types (b)(3)

of support would be called for with regard to other
thfeatened areas. At the very least, a heightened
interest in intelligence on Bloc economic and mili-
tary.éid to such areas was anticipated, with a

particular emphasis on the impact of such aid.

On 3 March 1962, Robert W. Komer (b)(3)

serving on the White House Staff,

wrote to the DDI suggesting the need for analyses
in depth of how Soviet aid programs in such major
recipient countries as the United Arab Republic,
Indonesia, and Afghanistan were paying off. 23/
Such analyses were not to be found in the Commu-
nity's regular reports of Sino-Soviet Bloc economic
activitieé in the Free World, particularly its eco-
nomic penetration activities, as embodied in the
biweekly and semiannual issuances 6f the EIC on this
subject. These reports had been issued since early
1956 with responsibility divided on the basis of

an informal agreement between the AD/RR and the
Director of INR in the State Department. The agree-
ment recognized CIA as having primary responsibility
for intelligence on the capabilities, actions, and
intentions of the Bloc countries in ﬁhese activities

and State as having primary responsibility-fbr
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intelligence on the impact of these activities on

the recipient Free World countries. 24/ Adminis-
,trétivély this division of responsibilities had
'been working satisfactorily, but substantively iﬁ
was ciear that State had done little in carrying
out its side of the bargain. The EIC issuances

were, by State's decision, not addressing them-

selves adequately to the impacﬁ of these Bloc pro-

grams., Meanwhlle, the State Department's contri-

butions to Natlonal Intelligence Estimates on Free

World countries were also remiss in this respect.

ONE had, in fact, for some time been unhappy with

State's contributions on Free World economies and
was turning more and more to ORR for assistance in

this field. Other agencies were also concerned.

In June 1961 (b)(1)

referred to the Department (b)(3)

of State's progressive dismantling of its effort
in this field, and wrote:

State just is not doing its part in
Free WOrld underdeveloped countries,

33
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Equally important, we have recently had to
"bail out" ONE by contributing or rewriting
the economic part of NIE's on Taiwan, Yugo-
slavia, Japan, and Brazil and on other
developed and underdeveloped Free World
countries. It has been fortunate that so
far, thanks to ORR's unofficial aid, no
serious economic error has been allowed

to remain in an NIE. 25/

What ORR regarded as an economic error in judg-

ment did subsequently appear in an ONE paper =-=-

fortunately not an NIE. In December 1961 the ORR
review of an ONE memorandum for the Director of

ONE on the subject of Finland concluded that eco-

nomic considerations bearing on Soviet~-Finnish

relations had béen inadequately covered. In so

advising the AD/NE,[:::::]pointed out that ORR was (0)(3)
ready to be of assistance with background informa-

tion on those countries where the Bloc was active

either through its trade and aid program or through

other economic means of penetration. 1In this case
it was the ORR view thaf ONE had neglected a basic
economic fact -- that Finnish postwar development
of shipbuilding and metélworking industries to

meet Soviet reparations demands had left FinlandA

with a continuing dependence on Soviet markets.‘ggf

reference to the State Department's (b)(6)

. dismantling was well founded.

34
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Another factor leading ORR toward a decision

to assume a greater role in economic research on

- the Free wWorld

35
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On .the military-economic side, there were also

compelling reasons for an organizational adjustment .

to the growing demands for policy support. By the _ )

end of 1961 the Economic Research Area of ORR had be- .

come the principal'producer within the intelligence

community of intelligence on the production, deploy-

ment, logistics, and training factors affecting the

operational capabilities of the Soviet guided

missile program. The DDI's Guided Missile Task

Force, set up in March 1960 under the leadership of

drew heavily on ORR's capabi- (b)(3)
: (b)(6)

lities for its personnel and productive facilities.*

Intelligence personnel working on Bloc conventional

ground, air, and naval facilities had been cut from

a peak of more than analysts in three separate (b)(3)

(b)(8)

branches in the mid-1950°'s to a consolidated Air-

craft, Shipbuilding, and Armaments Branch in the

Industrial Division with analysts;, largely

analysts were detailed from the ERA to
-the task force for FY 1962.
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to accommodate this drain on assets. The Soviet

missile and space effort also required attention

from the ERA units and specialists
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Although nqt so demanding in terms of manpower,
a related and highly significant research effort
was aiso going forward. This was the costing of
Soviet military and space programs, including sup-~

port activities broken down by major mission

area -- that is, air defense, strategic attack,

~ground and naval missions -- together with command

and support and residual categories. ORR'S pi-
oneering efforts with this research had established
the Office's reputation with ONE and other consumers,
and there was every reason to believe that demands

for contributions would grow.*

¥ See 1, B, 2, above.
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Accordingly[:::::::] who had taken the lead in (b)(3)

developing the Office's resources in military-

econoﬁics since 1954, prepared a staff study
pointing to the need for increasing the Agency's

capabilities for producing military-economic re-

search.

38
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- The recent establishment of DIA initially

caused some concern about possible charges that

ORR was attempting to set up a competing organiza-
tion before the new agency had been given an
opportunity to'prove itself. 31/ ORR had, however,
developed the capability for, and was being pressed‘
for intelligence judgments on, a wide range of
military-economic matters, some of which were
beyond DIA's apparent area of concern: the pro-
duction and deployment of missile,iaircraft, and
naval systems; the costs and economic impact of
military and space programs; and the assessment of
economic factors affecting Bloc military policy.
The research planned by.oﬁR on these subjects for
FY 1963 amounted to more than a quarter of the
total research effort, and there was every reason
to believe that the burden would continue at an
even higher level, in spite of the recent creation
of DIA. In fact, the existence of the new DIA could
well increase the responsibilities of ORR in
military/economics. The preliminary planning for
‘what was to become the CIA-DIA Joint Analysis Group

.(JAG) was also going on in the winter of 1962.
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Although the plan called for a small

group, of whom on the CIA side would be (b)(3)

an economist, it was obvious that the mission --

to develop and keep current a series of projections
of Sino-Soviet Bloc force patterns up to ten years
in the future -- would require a major economic
research and analytical effort calling for a sub-
stantial input from ORR.*

2. The New Organization

The ERA Division and Staff Chiefs,.after a
series of staff studies and meetings with the Chief
and Deputy Chief, ERA, throughout the fall and
winter of 1961-62, finally designed an organiza-
tional structure which appeared to be responsive
to the new situations. Effected in May 1962, the
new organization called for five divisions and 29
branches in place of the former four divisions and

20 branches and for an increase in the average

grade of the Office from (b)(1)

but did not change the Office position ceiling

or the estimate of funds needed for the (b)(1)

¥ The proportion of ERA research time devoted to
military-economics did in fact increase to 37 per-
cent in the research program for FY 1964, 1Its
growing importance led to the establishment in 1964
of an area-level organization, the Military Research
Area (MRA), and its ultimate evolution into the
Office of Strategic Research (OSR) in 1967.
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coming fiscal year. (The new organizational break-

";\.'

down of the ERA is shown in Figure 1.)

The Analysis Division under the leadership of

remained unchanged. The former

Materials Division was renamed Resources Division

and was increased from five to six branches by

the separation of the Fuels and Power Branch into

AR

an Electric Power Branch and a Fuels Branch.

remained as Division Chief. The ‘ (b)(6)

Industrial Division was abolished, with its three

military branches going to a new Military-Economic

m

Division. 1Its two civilian indqstry branéhes were
consolidated into a Manﬁfacturing Branch. This
new branch, together with the Electronic Equipment
Branch, was combined with three branches from the

abolished Services Division -- Communications, Con-

struction, and Transportation -- into a Manufac-

turing and Services Division. kaG)

Deputy Chief of Industrial Division, became Chief
of the new Division. The remaining function of
the Services Division, international trade, was
deployed within the new International Division as

discussed below.

The International Division, under the former

Services Division Chief, was the (b)(3)

41
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major organizational response to the increased

T
147
Al

effort on the international economic activities of
the Sino-Soviet Bloc. Three regional branches were
created -- Latin America (a redesignation of the

recently established Cuba Branch), Asia, and Near

East-Africa -- for the production of intelligence
on the impact of the Bloc economic offensive against

the countries of their respective areas. The

ﬁj Policies and Organizations Branch was created with
: responsibility for the institutional arrangements
[ﬂ_ ' and programs of the Bloc countries in carrying out '

this offensive. The East-West Commerce Branch was
concerned with the Bloc's economic relations with
the countries of the industrial West, and thus in-
cluded the now much-reduced economic defense sup-
port activities of the Office. Intra-Bloc economic

relations were the responsibility of the new Trade

B3

and Finance Branch; and international transporta-

F tion activities, formerly a function of the Trans-
.‘{f '

& portation Branch, were assigned to the new Inter-
¥ national Shipping Branch.

Description of the new Military-Economic

&3

Division's breakdown of branches and responsi-

bilities is properly the historical concern of the

Office of Strategic Research, its lineal descendant.

42
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Headed by] @~ |the former. Chief of the Indus- (b)(6)

trial Division, it remained a part of the Economic
Research Area from its creation in May 1962 until
the establishment of the Military Research Area in
March 1964. The existence of a separate division
for military-economic research made it easier to
delineate the étrictly economic research function
and to relieve the economic divisions and branches
of a considerable burden of research responsibility,
not only for coverage of production activities in
the military hardware field but also for such mat-
ters as military programming, weapons system de-
ployment, and civil defense activity. The impact
of military proérams on the Bloc economies remained
a concern of the economic research components, as
did the matter of Bloc military aid to countries of
the Free World. In addition, as is described in
Chapter VI below, the varied military-economic
intelligence problems arising out of the Vietnam
War fell largely to the economic research components
in 1964 and in subsequent years.

B. Economic Intelligence on Cuba

l. Introduction

Although the overthrow .of the Batista Govern-

ment in Cuba occurred on 1 January 1959 and the

43
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political tilt of the Castro regime revealed itself
with Mikoyan's visit to Havana in February 1960

and Soviet economic and military aid agreements
soon after, the extension to the Western Hemisphere
of ORR's mission of economic intelligence production
on Communist countries was not immediate. The only
significant intelligence research on Cuba under-
taken by ERA during 1959 and 1960 was in connection
with the economic penetration coverage and in re-
sponse to an unusual request for operational support
from the DDP. The latter involved a detailed and
elaborate study of Cuba's telecommunications
facilities. 32/ This crash project occupied the
attention of Services Division's Communications
Branch for several weeks in the fall of 1960 and
also depended heavily on fhe facilities of the
Cartography Division of the'Geographic Research
Area, which set aside much of its other work for
the month of October in order to concentrate its
resources on the project. The Publication Staff
also found it necessary to take all its typists

off regular work for most of the month in order

to complete this massive study. None of the
analysts concerned with this assignment were

witting as to its purpose, but it is obvious, in
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retrospect, that it was for use in the planned

operations in Cuba which came to a premature end
at the Bay of Pigs. In thanking the DDI for  the

quality and thoroughness of the project, the DDP,

2. The Cuba Branch

It was not until late in 1961 that it was de-
cided that the ERA should take on formal responsi-

bility for economic research on Cuba. On Friday,

29 December 1961, the DDI, following (b)(3)

instructions from the new DCI, John A. McCone, to
render full intelligence support to the DDP in
developing clandestine operations against Castro,
directed ORR to set up a Cuba Branch. On the

following Wednesday, after the New Year holiday,

it was in business, with professionals, none EE%;;
'of whom had any particular background in Cuban or

Latin American affairs, but who had functional

specialties which, it was believed, would be perti-

nent to the Cuban economy.

45 (b)(6)
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On 7 February, it

published its first support project for the DDP,

Other

reports on the sugar and nickel industries followed.
These reports were designed in part to identify for
DDP exploitable vulnerabiiities in the Cuban economy
and were Supplemented by specific intelligence sup-

port to clandestine operational planning against

Cuban targets.

In July 1962, the Cuba Branch prepared an NIE
contribution, which characterized the state of the
Cuban . economy as "in the throes of progressive

decline.”'gi/ An expanded version of this
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contribution was also published as an Intelligence
Memorandum, which presented the ﬁirst comprehensive
picture of the performance of the Cuban economy
since Castro took power in January 1959. 35/ This

proved a very popular publication, receiving wide

distribution - (b)(1)

3. The Missile Crisis

The Cuba Branch (renamed Latin America Branch
in the reorganization of May 1962) was joined by a
number of other elements of the ERA in providing
intelligence collection and reporting support in
connection with the Cuban Missile Crisis of October

1962, These elements included the new Interna-

. . Ty
tional Shipping Branch (
) - (B)B)
The Cur-
rent Support Staff, the loan
of from other domponents, provided EE%;;

around-the~clock coverage during the height of the

crisis. One of the key members of this staff,

was attached to the ONE Working EE%S
(b)(1
(b)(3
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Group on Cuba, and he became the channel for the

ERA's substantial contributions to the many esti-

‘mates, memoranda, and other documents provided

for the DCI and the ad hoc Executive Committee of

the NSC, which had been established by President

. Kennedy to deal with the crisis. All branches of

the new Military-Economic Division, especially the

Guided Missile Deployment Branch, were heavily

‘involved. After the crisis was over, (0)(3)

—_~
O
=
(92}
g

described the contribution of ERA's missile deploy-

ment specialists as follows:

G

lz.;’m; =

B

The expertise of specialists in electronics,

military costing, construction, telecommunications,*
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called upon, not only during the buildup and at
the height of the confrontation but also during
thé dismantling of the missile sites and the long
aftermath period of surveillance which follo&ed.

The contribution of ORR's shipping monitors

has been well described

Soviet shipping and the operation of the

US quarantine were the reporting responsi-
bility of ... an ORR task force which moved
into the OCI situation room and worked in
close cooperation with the Pentagon to main-
tain continuing surveillance of Soviet

shipping not only on the
| This task force dealt with]

'photography,
alongside inspection by US Naval Units,
low-level photography and inspection by
US military aircraft supporting the

~quarantine, and whatever other eyeball
information might help determine the. cargo
of the suspect ships...

It was one of the analysts on this
task force who first alerted the commu~-
nity to the fact that the Soviet ships
heading for Cuba had turned around after
the President's speech of 22 October.

e++In the spring of 1962 an expensive auto-
mated system to account for Soviet ship
movements had been set up in Washington.
The crisis obviously was the test for this
system, for the Soviet reaction to the US
decision to blockade Cuba was crucial to

: 49 a

LLpproved for Release: 2023/06/14 C05972160




t< ]

i.}. pra l

ot 2%

et
. ' :
AT ,
L LA AL R R

r Releas

$ o= Ay : : [ S

'? V'V: PR e () AU 2 Vg e e
: e: 2023/06/14 C05972160% X3
pa Approved fo I ST }«:ﬁ‘;},? ek

S T

the next US course of action. As Wash-
ington waited anxiously for the evidence
of the Soviet reaction, the computer
spewed forth reams of data on Soviet ship
operations and positions, but nothing on
the direction of movement. It was an ex-
perienced lady analyst on the task force,
working with the same data on the dog-
eared 5x8 cards she had been using for
years, who first noted that the key Soviet
ships now were headed east and north, not
west and south.

50
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E Indeed, ORR's reporting on shipping to Cuba was
a key input to intelligence throughout the whole
'period of the crisis, beginning in July 1962 and

extending well into 1963. And, as pointed out by

it provided the clue that the Soviets ‘ - (b)(3)

"blinked first in the showdown."”

The retreat or withdrawal period, of course,

also required painstaking detailed (b)(1)

analysis and reporting of all activities in Cuba.

ERA's reporting resulted in a steady flow of sup-

port projects, including daily reports on shipping,
eval- (b)(1)

[ ,i
—~
O
=
w
~—

uations of proposed economic countermeasures against .

Cuba, and the like. Even those elements of ERA

that focused on Soviet domestic activities sharply

: (b)(1)

increased in (b)(3)

the search for clues of Soviet intentions during

the period. This day-to-day analysis, reported tb

52
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the highest levels of government, revealed a com-

Plete lack of mobilization activity. 38/ This
unheralded contribution to intélligence during a
period of great tension must have provided a back-
ground of reassurance for the policy decisions
that were evoked.

The matter of economic denial measures against
Cuba caused the office considerable concern in the
post-crisis period. The Clandestine Services were
pressing for means to attack.Cuba at economically
vulnerable points and seeking ORR'é guidance on an
economic warfare program. For example, the possi-
bility of crippling the Cuban economy by denying
it "bright stock"* commended itself to the economic
warriors in spite of ORR's insistence that the
proposed denial'would prove ineffective. Such an
embargo was attempted without success. After a
grudging admission that "bright is not as econom-
ically importént to Cuba as we originally believed,"
DDP's Special Affairs Staff -- nothing daunted --
requested é comprehensive study of Cuba's import
and e#port vulnerabilities to help in the planning
and undertaking of further economic denial opera-

tions. 39/ The resulting study, although responsive

* A blending agent used in the production of
lubricants.

53
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as to specific strengths and weaknesses, warned
that there wés little likelihood of causing an
economic collapse in Cuba and pointed out the
difficulties of achieving effective economic inter-
diction. 40/ Once again the "bottleneck fallacy"
was exposed as it had been with respect to the
Soviet Union in the 1950's* and would be with
respect to Vietnam and Rhodesia in.the later 1960's
and 1970's.**

These post—érisis activities contributed to a
sustained crisis atmosphere in the Office (and
undoubtedly elsewhere in the community as well)
which lasted well into 1963. | |was constrained
té point out to the DDI in May 1963 the effect that
this pressure was having on the Office's ability
to carry out its other responsibilities. Among

other activities which were being slighted were:

~* See Volume I, pp. 54-55.

** See chapters on Vietnam in this volume (Chapter
VI) and Volume III and discussions of Rhodesian
embargo in this volume (Chapter: V).

. 54
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It is not recorded whethef this

"support to Cuba. The response, which approached

plea had any effect, but it is evident, as noted
elsewhere, that requests for policy support not
only on Cuba but on a worldwide basis were

steadily increasing, and the ability of the Office

to maintain an orderly program of planned research
would continue to be sorely tested.

As the missile crisis subsided, a paper that
had a certain propaganda impact was written in re-
sponse to a request from Walt W. Rostow, then head
of State's Policy Planning Staff, for an estimate

of the cost of the Sino-Soviet Bloc* of economic

the problem by detailing the Bloc's net export

surplus vis—-a-vis Cuba, the subsidy involved in
Bloc payment of a premium price for Cuban sugar,
and certain other tangible and intangible items

concluded that Cuba would require a subsidy of

$350 to $450 million in 1963. 42/ (0)(1)

* This term was still in use at the time, although
the Sino-Soviet rift was becomlng increasingly
evident.
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The postmortem on the Cuban missile crisis by
the DDI area included two basic studies issued
early in 1964. The DDI Research staff paper en-

titled The Soviet Missile Base Venture in Cuba ex-

amined the Soviet buildup within the broad context
of Soviet foreign policy, while ORR's study con-
centrated on the hard facts of the buildup against
a background of Soviet military and economic rela-
tions with Cuba prior to 1962 and set forth the
evidence on the buildup, and the details of the
Soviet military forces in Cuba and of their~subse-
quent withdrawal.'44/

C. 81n0‘Indlan Border War -

Overshadowed by the Cuban crisis, but nonethe-
less considered a grave threat to the Free World,
was the Chinese invasion of India in October and
Noveﬁber 1962. Tensions had been developing for
some time és.China accumhlated troops and supplies
in Tibet and established pressure points on the
Indian frontier in Ladakh (Kashmir) and along the
MacMahon line in the North East Frontier Agency.
Frequent border clashes throughout the year culmi-
nated in a large-scale Chinese attack on the Indian

. 56
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defense positions on 20 Octobér. The inability of
the Indian forces to stem the advance brought the
‘Chinese to the edge of the Assam plain by mid-
November, but soon thereafter China declared a
unilateral cease-fire and gradually withdrew its
forces behind its own (i.e., Tibetan) borders by the
eﬁd of the year. While most of the community's
eyes were still on Cuba, the Construction, Communi-
cations, and Transportation Branches became heavily

involved with supportive studies for the US policy-

makers with respect to the border war. (b)(1)

The Transportation Branch's report

examined in detail the logistical and operational
problems involvéd for China in the conflict and
provided estimates of the size of forces that could
be employed against India. 45/ It was produced on

a crash basis and was the only guide available to

US policymakers for seﬁeral weeks. The Far East
Branch of Analysis Division prepared a crash project
on thé‘economic capability of China to sustain a
military operation against India, 46/ while the

new Asia Branch of International Division was busy

with a similar project on India's economic

57
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capabilities and the state of her defense indus-

try. 47/ The former report concluded that the Chi-
nese économy would have little difficulty in sup-
porting military operations on the scale then.
existing. It also considered the economic impact
of acceleration in the level of ﬁilitary activity
and concluded that a significant step-up would be
possible if China were willing to accept consider~

able diversion of POL and related supplies and to

undertake a major roadbuilding effort. With respect

to the Indian economic capabilities, the second re-

port noted that because Indian economic plans had

_been based on the assumption of no major hostile

threat to the country, domeétic defense expenditures
had been maintained at a minimum: level: The sudden
Chinese aggression reqqired a re&ision of this
assumption and a consequent reallocation of re;
sources toward defense and defense supporting
industries. The ORR study concluded, however, that
because of the existence of widespread underemploy-
ment of labor and capital fesources in India, such
a reallocation was well within Indian capabilities
and need not be injurious to economic growth.

However, India's desire to get military production
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rolling quickly created a need for foreign assist-

ance under liberalized credit terms in view of

the foreign exchange shortage.

59 . 7 .
S ET S
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A. General
With the demands for economic research on the
'Free World and on the military-economic activities

of the Communist World burgeoning, some of the

traditional research of the Economic Research Area

had to be curtailed.
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Military-economic intelligence on the Soviet
Union was, of course, in great demand. The drain
on the resources available for strictly economic
research was felt not only in terms of the manpower

"buildup of the Military-Economic Division but also

in an increasing number of projects

undertaken by the functional

‘branches in the other divisions in support of the

military-economic activity..

in large part the after-

math of the Cuban missile crisis, which was bringing

. requests for intelligence with great frequency and

63
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demands for considerable detail ~ (b)(1)

Research on the Communist worid after mid-1962

continued to produce significant findings (b)(1)

In fact, with the developing

emphasis on policy support, these findings appear,
_to a greater extent than in the 1950's, to have
had a direct bearing on a number of significant

US Government actions. The Communist economies

were coming into hard times in this period, and

ORR's pinpointing of their weaknesses provided
material contributions to the decision-making
process as new US pqliciés were developed to ex-
ploit these weaknesses.

" B. The USSR

1. The Burden of Military Programs

Analysis of the Soviet economy in 1963-64 was

focused particularly on the Soviet decisions re-

garding reséurce allocation. It was becoming
.obvious that under the euphoria of impressive

accomplishments in the 1950;5 and the hope of

"catching up" with the United States and with the

_burden of increasingly comblex military and space

.
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' space programs, the USSR was suffering from an

overcommitment of resources. The biggest commit-
;ment and the one that was clearly holding back the
advance of the overall economy was the allocation
of resources to the military. Analysis of this
military burden and its effect on the economy was,

therefore, of major concern to the intelligence

community and to the policymakers.

In February 1963, Secretary of Defense McNamara
wrote to DCI McCone questioning recent estimates
of Soviet ground force strength. He suggested a
thorough review of the problem by CIA and DIA and
emphasized that it was essential that "all esti-
mates of Soviet force levels be required to meet
reasonabie'tesﬁs of economic feasibility." 48/

In spite of the Secretary's expression of con-
cern, DIA did not prove responsive to CIA's
efforts to mount a joint attack on this problem.
The new Agency, in existence for only about two

years, was, in ORR's viéw, still floundering with

growing pains.

e e g
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ORR's work on Soviet military expenditures

served as inputs not only to the military capa-

bilities estimates and similar finished intelli-
gence in this field but.also to the broader

assessments. of the Soviet economy. Thus Secretary

McNamara's expressed wish that estimates of Soviet -
force levels be required to meet reasonable tests
of economic feasibility was ‘being met, in the

sense that the Soviet allocatlon of resources to

67
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military and space activities was a major subject

£

of concern to ORR's "aggregativeﬁ anélysts._ In

fact the judgments that were being made with re-
spect to the Soviet economy in this period stressed
that the acceleration of ﬁilitary and space spending

was the most important cause of the Soviet's eco-

nomic difficulties. Hence NIE 11-5-63, Soviet

Economic Problems, based primarily on ORR's draft,

stated:

The growing military burden, together .
with rising space expenditures, has in
recent years increasingly held back the
advance of the Soviet economy. This
effect is particularly noticeable in the
industries producing machinery and equip-
ment, where weapons and other military
hardware compete directly for resources
with industrial, agricultural, and trans-
portation equipment and consumer durables.
The production of machinery and equipment
for nonmilitary users, which increased by
an estimated 14 percent or more annually

. in the years 1955-1958, grew at a rate of
only nine percent or less in the ensuing

Z‘ years. Production for the military, on
the other hand, which declined slightly
in the earlier period, rose by an esti-

- mated average of 13 percent per year after’
1958. Moreover, it seems that orders for
military and space programs have enjoyed
priority in the competition for special-
ized, highgrade resources, such as design
engineers, highly trained technicians,
and high-quality materials and components.

We estimate that military and space
programs consumed in 1962 over 35 percent
of the Soviet production of durable goods,
as compared with about 25 percent in the

68

' %5/ pproved for Release: 2023/06/14 C05972160°7



. Approved for Release: 2023/06/14 C05972160

3 ' , US ... . -Investment in machinery and
' equipment increased by 16 percent annually
» from 1955 to 1958 but only an average of
3 . about 9 percent per year subsequently.
This factor, along with difficulties in
the planning and completion of new con-
struction, explains the drastic slowdown
_ , _ in the growth of investment, which rose
= _— by only 4 percent in 1961 and 4 or 5 per-
- ‘ cent in 1962 after increases of 14 per-
cent or more in the years 1956-1959.

Under the impact of these problems,
7 o ~ the post-Stalin improvement in Soviet

' living standards has begun to slow down
perceptibly. The leveling off in agri-
culture, where net output in 1962 was
about equal to that of 1958 but had to
support 14 million additional people, is
the major cause of this slowdown. 1In
addition, however, the continued low pri-
ority of light industry in the competi-
tion for modern equipment and skilled
labor has kept this a backward sector
producing shoddy goods which frequently
go unsold despite the continuing rise in
money incomes. The annual volume of new
housing has remained roughly stationary
over the last three years.

While per capita consumption is still
rising, the declining pace of improvement
and the attendant growth of inflationary
pressures have not been without repercus-
sions. Certain price and tax measures
introduced in 1962 created strong popular
resentment and raised fears that consumer
interests would be further circumscribed
in the future. This was particularly evi-
dent in.the provincial cities which have
traditionally lagged far behind Moscow,
Leningrad, and Kiev in quality of consumer
goods and the amenities of life; in sev-
eral locations the decision of June 1962
to raise meat and butter prices was fol-
lowed by demonstrations and even riots on
the broadest scale in many years. 51/
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2. Work on Soviet Agriculture

If the analysis of resource allocation was

inevitably a key factor in the understanding of

. Soviet economic problems, nowhere was this more

evident than in the field of agriculture. Since
it had long been recognized that a principal key
to, if not the Achilles heel of, the Soviet econ-

omy was agriculture, ERA's agricultural research

'was accorded great emphasis in the annual planning

and in the stgffing of the organization.

Other persons in - (B)(3)

the branch also had substantial credentials for
their assigned tasks. In one important respect, a
number of the agricultural specialists had a sig-

.

nificant advantage over most of their colleagues:

pproved for Release: 2023/06/14 C0597216
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(b)(1)
(b)(3)
@ (b)(6)
a. - The Diagnosis of Communist Agricul- %
tural Weakness |
E Soviet agricultural difficulties in the early |
1960's were not a surprise to ORR. Even when
.noting the bumper crop of 1958 (13 percent above
the previous year), the Office contribution to
This uncertainty was attributed by EE%;;
ORR to the USSR's resource allocation practices ‘
] :
\
(b)(1) 3
5 (b)(3) |
= (b)(6) ;
|

71
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rather than to any assumption that Communism and

agricultural progress are incompatible. . This
latter bit of conventional wisdom had to be ad-
dressed when Soviet agriéultural difficultiés in
1962 - and 1963 and China's severe égricultural
problems for an even longer period led a number

of observers -- some of them highiy qualified
agricultural specialists -- to postulate that col-
lectivization as practiced by these countries was
incompatible with agricultural sucéess and that
‘they would be unable to solve their agricultural
difficulties so long as they remained saddled with
a system that stifled production inceptiVes. In
ORR's view a good deal of this type of thinking
rested upon a faulty analysis of the role assigned
to agficulture in Communist countries. The Office
stressed that it was primarily a matter of resource
allocation. The usuél practice under Communism

is to gain control over the country's resources
and channel the maximum of these resources into
the developﬁent pf heavy industry. The reason

for this is, of course, that heavy industry is

' considered the basis of economic and military

power. Consumption and, hence, agriéulture are

Approved for Release: 2023/06/14 C05972160,,... e
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regarded as residual claimants on resources be-
.cause human welfare is fundamentally not regarded
as the end reason for economic activity. In terms
of mobilizing resources, it was noted, Communist
societies do very well compared with Western socie-
ties. This was clearly shown in the very high
'degree of inveetment as a proportion of GNP which
they were able to achieve even in the case of.
relatively underdeveloped economies. Communist

. societies could obviously channel ﬁheir resources
into the manufacture of commercial feftilizers,
'agricultural machinery, and insecticides; into
investments 'in transportation and sforagé_facili-
ties on férms; and into the divergence of the best
scientific brains in the country to work on such
problems as improvemen?s in feed strains, live-
stock breeding methods, etc. Instead, however,
Communist societies channeled the maximum (and

the best) resources into heavy industry and the
military establishment. To say that the Communists
ﬁeglected aéricu;ture was a very different thing'

from saying that there was something mysterious

W
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about agriculture which made it incompatible with

Communism. *

The Office's estimates of overall grain pro-

ductlon for -the perlod 1950 57 were in close

¥ ORR, of course, recognized the fact that, given

the opportunity, peasants under Communism will de- .
vote more effort to production on private plots,

either for their own use or in the limited free

_markets made available to them, than to production

for the controlled outlets of the state. -

s
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" agreement with official Soviet statistics. From
1958 on, however, ORR's agricultural specialists
noted considerable exaggeration in the Soviet sta-
tistics, resulting not only from technical changes
in statistical reporting and recording but also
from distortion and falsification within the ad-
minstrative hierarchy. The falsification of sta-
tistics at the lower levels undoubtedly stemmed
from pressure from above to fulfill the unrealistic

pledges made by Khrushchev. 54/ Thus, even the

top levels were prdbably misled, and the full ex-
tentfof the grain crisis of 1963 was not appre-
ciated by the leadership itself.

b. First Wheat Sale to the USSR

In 1963 the Office's expertiée in the field of
Soviet agriculture pai@ off in a significant con-
‘tribution to policy support. Early in January the
‘'White House had been apprised of Soviet agricultural
difficulties as revealed by ORR's research. Food
shortages (particularly of potatoes) had been

observed throughout the northern European part of

the Soviet Union, and winterkill was taking a toll
of the recently sown grain crop. These difficul-
ties, added to the generally unsatisfactory perform-

. ance of agriculture in 1962, revealed the pervasive

- 75 .
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~and cumulative nature of the problem that Soviet

leaders féced. §§/ Noting that unrest and some
civiiian rioting had occurred in 1962, doubtless
caused by consumer dissatisfaction over food sup-
plies and prices, the Office prgdicted further
civil disorders unless such measures as drawing
down state reserves and curtailing exports were

taken. More detailed analyses of the Soviet agri-

cultural bind in 1963 followed. The Office's pub-.

lished version of its NIE contribution on the -
Soviet economy referred to agriculture as "the
most intractable problem for Soviet economic
policy" 56/ and, while acknowledging the unfavor-

able weather of the past three years, attributed

_the difficulties primarily to "the unwillingness

of the Soviet leadership to commit a higher level

e

of resources to agriculture on a continuing basis."”

By midsummer 1963 it was increasingly apparent
that prospects for the coming harvest were poor.

Agriculture Secretary Freeman and the Department

.of Agriculture experts who accompanied him on a

visit to the USSR in July had observed drought
and "spotty" crop conditions, although the Soviets

had been hopeful at that time that large-scale

. imports would not be necessary. At the same time,

!
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however, the USSvaasAshopping for wheat in Canada
and Australia, and the Soviet Grain Commission in
Canada had informally dealt with a number of US
grain dealefs, asking them to "feel out" the US
Government to see whether a request to purchase

US wheat would be honored. In anticipation of a
prospective request, Theodore Sorensen, Special
Counsel te President Kennedy, convened a White

House meeting on 24 September 1963. The attending

experts, including ORR's were re- (b)(3)

quested to consider the implications of such a
sale. ORR was well primed to furnish support on
the subject -~ a recent ORR report had reviewed
the world»wheet situation. Although increasing
world wheat surpluses were expected, with strong
competition by the exportiné countries for exist-
ing markets, the Commuﬁist Bloc would be a net
importer. The Chinese had been making large pur-
chases for several years, and Soviet production was
burdened by commitments to the European Satel-
‘1ites. 57/ .A comprehensive report on the stagna-
tion in Soviet agriculture 58/ and another on

‘ Soviet wheat purchases in Canada 59/ had been

disseminated during September, providing background

_for the upcoming policy decision. The latter

e Approved for Release: 2023/06/14 C059721607
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report indicated that the Canadians had been un-

~able to commit as much wheat as the Soviets were

]

seeking and that the Soviets would need more to

" meet their own export commitments to the European

Satellites and Cuba. . Guidance on the policy im-
plications of an' unprecedented sale of US wheat‘
to the Soviet Union came from various sources.
The Departments of State, Agriculture, énd Com-
merce had, of course, prime responsibility for
considering the foreign and domestic political
aspects of the deal, but ORR handled the economic

issues. In essence, the ORR response covered the

following points:

(1) The 1963 grain harvest.in the Soviet Union

was significantly smaller -- perhaps one-fifth

. below that of 1962 -- and with similar poor har-

.

vests in the Satellites, the Soviets needed some

9 to 10 million tons of wheat to cover their

domestic needs and export commitments. With about

8 million tons under purchase agreement from Canada

and Austfalia, 1 to 2 million tons were still

needed. Replenishment of drawn-down stockpiles

might raise this figure.

(2) It was doubtful that US sales of wheat

_would be used to the benefit of Cuba or Communist

78
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China} and restrictions against reexports, which
would doubfless be honored, éould be specified
in' the sales contract.

(3) With large surplus stocks held by the
United States it would be impossible for the USSR
to manipulate the world wheat market.

(4) Although the existing Soviet,K grain shortage
was a reflection of cumulative effects of severél
years of poor crops and was probably an extreme
case, significant Soviet purchases could be ex~-
pected in future years of poor harvest.

(5) Commenting on the political aspects of the
deal, ORR weighed the argument that a refusal to
help the USSR out of its economic difficulties
could contribute to a weakening of overall Soviet
strength and prestige against the longer range
prospect that the USSR's hard currency. and gold
reserves would be used for the purchase and since
' these were in short supply, Soviet ability to pur-
chase strategic items would be lessened. A rejec-'
tion would boléter thé arguments of those within
the Soviet Union who were opposed to any detente

with the United States, while an acéeptance‘would

o




bl 1 i Gid o ol e SEEC TR WA L e BT B SRR e 3P e
v 4

Approved for Release: 2023/06/14 C05972160

SEGRET

improve changes of further meaningful cooperation
with the Soviets.¥*
At the ensuing meeting with Messrs. Sorensen
and Bundy, Under Secretary George Ball, and Gove;
nor Harriman, these conclusions were'preSeﬁted,
along with the pro-sale findings of oﬁher depart-
. ments Qithin the group. The matter was accordingly
passed with faQorable recommendations to the
President for final decision. 60/ On 9 October
1963, President Kennedy announced at his press

conference that he had authorized the saie to

Russia of more than $250 million worth of US
wheat and wheat flour (amounting to approximately
4 million metric tons). 61/

In his history of the Kennedy administration,
Sorensen describes the factors that led to the

>

- decision to sell wheat to the USSR in terms that

appear to be a direct reflection of ORR's judg-
ments on the subject:

‘In their rush to develop heavy in-
dustry, space and armaments, the Soviets
had short-changed investment in agricul-
ture. The collective farms were riddled
with inefficiency -- "for a closed society
is not open to ideas of progress," as the

* This was a period of "detente" .since the nuclear
test ban treaty had been signed only a few weeks
before and was ratified by the Senate during the
. same week that the wheat deal was under considera-
" tion. :
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President had said, "and a police state

finds it cannot command the grain to

grow." The original soil moisture and
productivity in the "New Lands" opened by
Khrushchev in Siberia and Kazakhstan had
been used up, and a severe drought had

held per capita food production to its

lowest point in history. Large imports

of grain from the West were required; and
sizable purchases had already been con-
cluded with Canada and Australia. Soviet
exports were insufficient to pay for

these imports along with necessary indus-
trial supplies; and the Soviet gold re-
serve was being drawn down faster than

their mines could replace it. 62/

The decision to sell grain to the USSR had
51gn1f1cant pollcy implications for this country.
As a tactic in the cold war, it brought into
‘public view the deterioration in domestic food
supplies and the resulting popular discontent in
the Soviet Union. The necessity of buying grain
caused not only a psychological shock to Soviet
_vanity but also a drain on Soviet reserves of gold
and foreign exchange. It may well have fanned the
embers of discontent in the European Satellites.
With Chinese agriculture also in trouble, the con-
trast between the agricultural economies of the
Communist World and the Free World was marked.
When President Johnson took office following the
assassination of President Kennedy later in 1963,

the US policy of giving publicity to Communist

: 81 | o
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-*  See Chapter Iv.

economic weaknesses became even more explicit, and

the CIA's only press conference, early in 1964,
was a direct consequence of this policy.*

C. Communist China

That the Communist Chinese economy was in

serious trouble was well established by the end

of 1962. The collapse of the "great:leap forward"
campaign, the rift with the Soviet Union, and sev-
eral consecutive yYears of poor harvests had all
contributed to the difficulties. China had been '
forced to make substantial grain imports -- on the
order of 5 million tons annually in 1961 and 1962.
Chinese announcements of pollc1es of retrenchment

and consolldatlon and a change of priorities to

concentrate resources in agriculture and light

industry at the expense of heavy industry also
attested to the fact that the Chinese economy was

in very serious difficulties. 63/

"Early in 1963, however, the DDI,

noted that "the officiai word in town seems to

be the Chicoms are better off economically this
year than last." 64/ He accordingly requested ORR
to prepare an "unequivocal statement" on China's

economy. ORR's response yae,that indeed there were

< 82 B ‘
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"bits and piéces of informatiéh" indicating a
slight improvéﬁéht in overall.économic activity,
»bﬂt that "the depressed agricuituralvscene colors’
the entire economic outlook." §§/ It concluded
that."Faced with overriding problems-of over-
.population, backwardness in agficulture, and a
low level of industrial technoﬁogy, China's pros-

pects for achieving status as a major world power

in this decade have vanished."

. 83 -
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In ORR's view, there were few data that could

be put in an input-output table with any confi-

} ' dence. The folly of expending any substantial
effort on this type of exercise without reliable

8 S data had been well demonstrated with respect to

the USSR in the 1950's.*

* See Volume I, pp. 155?162.
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ERA's use in agricultural analysis of aerial

‘v“""‘-_ ;s) *’ét '\\ o

TF
5y

photography taken by Chinese Nationalist pilots

O E A

started in 1962. This provided a verification of
moisture conditions affecting crop production as

well as a check on'land reclamation and irriga-

' tion programs. 61/

A number of meetings were held with the State

Department's China specialists during 1963 to ex-

‘plore further the mysteries of the Chinese economy.

ORR's reporting on the subject, although based on

thin evidence as to detail, continued to fore-

cast poor economic performance, and it appears

that State did not maintain its disagreement.

ERA's contribution to the annual NIE on China in
the féli'qf that. year noted that the economy was

still operating considerably below the peak level

of 1959-60 and that the rate of economic growth
through 1967 would be well below that of the mid-

1950's. 68/

" The estimate it~ (b)(1)
. 3)

self, although stressing the lack of information (bX

and noting that even broad judgments. were subject

to error, concluded that because of ‘cumulative

FApproved for Release: 2023/06/14 C0597 216 0rrrrms mirecrasrrrerresrrarmmrero—
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difficulties in the economy, China could not be-

come a modern industrial state for many years. 69/
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D. Application to Policy

With economic difficulties pervading all parts
of the Communist world and with firm evidence that
Moscow's'dominétion of the "Bloc" was no longer
to be taken for granted, certain US policy oppor-
tunities suggested themselves. The sale of wheat
to the Soviet Union was one of these. More dra- .
matic, perhaps, was the campaign to publicize
Soviet economic probléms, undertaken at.Presi-

dential direction and kicked off in January 1964

‘with CIA's first press conference -~ the subject:

of the following chapter.

: 88 .
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Chapter IV .

PUBLICIZING COMMUNIST ECONOMIC DIFFICULTIES

"?'stl Want to see some Hot Statistics?”

—Herblock, 1964
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A, The CIA Press Conference

On 9 January 1964 the CIA held its first and,
as far as the writer can ascertain (1972), only -
press conference. It dealt with the.Soviet econony,
and therefore the circumstances that caused it to
take place, its content, and its impact are impor-
tant parts of the history of economic intelligence
in the Agency. Unfortunately, its impact was not
entirely what had been hoped forf The press seemed
less intefested in the message than in the medium --
why was the Agency publicizing itself? Did it have
some conflict with the State Department over eco-
nomic intelligence or over policy toward the Soviet

Union? Herblock of the Washington Post apparently

thought so. He drew a cartoon, showing CIA as a
sinister cloaked figure on the steps of the State
Department attempting to peddle Soviet economic
data to a State Department employee (see Figure 2).
The fact was that the press conferenée was only

one of a number of steps worked out in concert with

90
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/ Figure 2

“Pst! Want To See Some Hot Statistics?”
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the State Department for giving worldwide publicity
to the weaknesses in the Soviet economy. In Decem-
ber 1963, two weeks after President Kennedy's
assassination, the DCI, John A. McCone, had given
a briefing to President Johnson and the National
Security Council based on ORR's latest assessment
of the Soviet economy. The main points in this
assessment, which indicated a marked reversal since
the last exposure of Agency views on the subject,
were as follows:

(1) Growth of Soviet GNP in 1963 would
be about 1% percent.

J (2) Growth in 1962 had also slowed, so
the average of the two years was only 2%
percent, markedly lower than the previous
rates of 5 and 6 percent.

(3) Agriculture accounted for a large
part of the slowdown in both 1962 and 1963,
but not all of it. Industrial growth had
also slowed noticeably since 1958.

(4) In trying to raise meat production,
Khrushchev had prodigally used up his sur-
plus grain production of the preceding
years, 1958-1961, and had much smaller
grain reserves than CIA had previously esti-
mated. '

(5) The slowdown in industry was in
large part the result of competition of
defense for scarce investment and R&D
resources.

(6) Gold production and stocks were
significantly lower than current public
estimates.

91
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(7) The Soviet campaign to obtain long-
term credits from Western Europe for the
purchase'of advanced Western equipment was

" a natural conseguence of its dwindling gold

stocks. 71/

Ll

f.: Y ]

The President suggested that these facts be
made public, and accordingly McCone, after dis-
cussing the matter with W. Averell Harriman and

G. Griffith Johnson, respectively Under Secretary

. F.‘ [‘]

of State for Political Affairs and Assistant Secre=

tary of State for Economic Affairs, ordered that:

the information which’'we had developed
on the Soviet economy in general, Soviet
agriculture, the trends of Soviet foreign
aid commitments, the lag between commit-
ments and drawdowns, the facts about the
Soviet gold and foreign currency reserves
and the imbalance between the sale of gold
and their production of gold, all should
be brought to the attention of the people
throughout the world =-- my purposes (are)
twofold: One, factual knowledge of the
Soviets' precarious economic situation
would have a considerable influence on
the "undecided" leaders of many countries
throughout the world ... if these men
understood the facts, they would realize
the precariousness to themselves of de-
pending heavily on the Soviets as an
alternate to the United States as a
source of help and aid. Secondly, the
Western European countries and Japan should
understand the situation and should realize
that extending long-term credits to the

Soviets was precarious. 72/

At about the same time, Harriman had requested
that "your analysts on Communist economic matters

.[ORR]" prepare a 25-30 page summary of current
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economic weaknesses in the Soviet Bloc and Commu-

nist Asia to be used "in a variety of waYs -= dip-
lomatic,,informational; for backgrounding the press,
-etc. =~ to expose the weaknesses of communism and
to strengthen:the position of the free world.“'zgj

The joint CIA-State program that evolved before

_the end of 1963 included such immediate action as:

briefings of key press figures (b)(1)

a

speech by Richard Helms at the Annual Trustees -
Dinner of the American Committee for Liberation;

a Special National Intelligence Estimate to provide
a nationally accepted statement of the primary

factors in the assessment of the Soviet economic

. : . . 1
situation; and provision of some ORR reports to (b)(1)

- the Covert Action Staff of DDp for use -- after

sanitization -- in a comprehensive program of dis-
semination of news releases on a worldwide basis
by the Inter-Agency Psychological-Political Working
Groups (which included USIA and State). Meanwhile,
the preparation of the material requested by Harri-
man proceeded. The resulting unclassified report

(47 single~spaced pages) entitled Current Economic -

‘Communilst Asia -

93
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The essence of the story on Soviet economic re-
versals was starting to appear in the US press.
The.Washington'gﬁgé of 29 December 1963, naming CIA
as the source of the information, carried an article
which.pinpointed the weakness of Soviet gold hold-
ings and the need for long-term credits. 74/ The

‘New York Herald Tribune carried a similar article

on 5 January 1964. 75/ A New York Times front-page

articlevby Edwin L. Dale, Jr., on 8 January 1964,
with typical Times thoroughness, was much more - ex-
plicit as to the facts and figures of the Soviet
economic decline, but more significantly in the
light of what followed, this article gave particular
emphasis to CIA as the source of the informa-
tion. 76/

The agency was mentioned twelve times in this
article and was identified more explicitly than
ever before as having

virtually exclusive responsibility in
the United States Government for evaluating
the Soviet economy. Several hundred econ-
omists and other analysts work full time
on the question. They primarily use pub-
iished sources, which are now numerous, but
the information is supplemented by some data

obtained clandestinely.‘ll/

The press reaction to Dale's story was immediate.

article cited above describes what en- (b)(3)
(b)(6)
sued: .
: 94
W | ‘
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. . ...somehow. it caused a furore. Front
page, The New York Times, with attribution!
The Washington press corps raised an immedi-
. ate clamor for equal briefing. :

In response to this demand the Agency
scheduled its first press conference for
the following day, at CIA headquarters. .
Twenty reporters attended. The conference
was conducted by the Deputy Director for
Intelligence, Ray Cline. A press release,
entitled "Soviet Economic Problems Multiply,"
was passed out. But by this time' Soviet
economic problems were nO longer news.
The first question asked by a reporter was,
"Why? Why this public apparition, this
naked materialization of CIA?"

The DDI replied, "Well, we thought we had a
good story, so. . . "

Twenty eager faces radiated frank and
open disbelief.

The press conference made headlines
all around the world. However, the mes-
sage of Soviet economic slowdown was sub-
ordinated to speculation about CIA's mo-
tives in seeking the publicity. The most
frequently cited motives were (1) a sup-
posed CIA-State Department conflict over
European long-term credits for the USSR --
CIA opposing, the State Department approv-
ing; and (2) an alleged attempt to rebuild
CIA's public reputation after the Bay of
Pigs episode. 78/

The o&erall purpose bf CIA and State in carrying
out the President's suggestion had been served, but
the publicity to the Agency was distressing to
McCone. Orders were issued that thenceforth news

media contacts were to be on an individual and

hon-sttributable basis and -that the Agency was to

95
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make no releases of any of its estimates, analyses,
or reports, whether classified or not. 79/ The
Director's orders were, of course, observed. When

- ORR next had occasion to release its assessment of

Soviet economic conditions

This was in October

1965. The Department's release, which estimated
the growth of Soviet GNP for 1965 at 3 percent,

was given page 16 attention by the New York Times .

and caused no excitement at all. 80/

Probably the principal reason why the press
‘reaction to these events was unanticipated was the
failure to realize that the press and the public
have short memories. 1In only a few of the articles
was it mentioned that CIA views on the Soviet econ-
omy had been made public on a number of occasions
in the 1950's, principally through the speeches and
Congressional testimony of Allen Dulles. In some
respects this may have been just as well because
the thrust of the earlier releases had been to warn
of the strength of the Soviet economy insofar as
its ability to support a major military establish-
ment was concerned. Thus an unfriendly newsman by
selective quotations from the earlief statements,

could have made a case that the Agency was now

96
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reversing itself. Actually the earlier statements

never contended that the Soviet economic momentum

would be maintained, nor did the present statements

imply that the Soviet economy was no longer able
to sustain its military establishment. In fact,
the increase in Soviet military spending and the
diversion of scarce critical resources in men and
materiel to the military establishment were spec-

ifically cited as the reasons for the slowdown in
industrial output.

In spite of the unanticipated reaction to the
press conférence, the campaign to spread the mes-

sage of Soviet economic difficulties went forward.

444444444j Briefings were given also to Congressional

groups

and

other newsmen.

T
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The Office was also kept busy assuring McCone

that "we really are right," because much of the

press comment played up disagreement with the CIA
position among academic and other experts, and

from such voices of authority as the London Econ-

- omist.  This journal took the position that the

Agency's presentation waé politicaliy‘inspired -
as indeed it was -- and went on to note that the
"novel figuring put out by Washington's Soviet
strategists in their deflating exercise is itself
as open to question as the politicalizing behind

it ... the validity, and also the consistency, of
some of the figures can be seriously chal-
lenged.™ 81/ The Soviet propaganda machine was also
turned on in an attempt to prove the CIA figures
faulty. '

During the course of 1964, most of the dissi-
dent voices were stilled. The academic Qorld
gradually came around, as reputable economists
analyzed the Soviet data and became convinced that
CIA methods and procedures were respectable. This

process received a boost with the publication by

the Joint Economic Committee of calculations by

Stanley Cohn with the (b)(3)

Research Analysis Corporation. Cohn's calculations

~rwemApproved for Release: 2023/06/14 C05972160 = memrogrx
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were explained in sufficient detail to convince
other scholars, and his results were reasonably
close to CIA's. 82/ In addition, Harry Schwartz of

the‘Néw &6rk Tiﬁes'acknowledged the validity of

CIA's figures in his analysis of official Soviet
releases in an_article of 23 July 1964. The Soviet
releases themselves, toqethér with soﬁe rather
bumbling letters to US newspapers by Soviet writers,
gave the discerning reader indications that thg
CIA énalysis might be correct, an impression that
was generally verified when the release of the
Soviet statistical handbook for 1963 belatedly took
place in 1965, |

The press conference episode -~ aside from the
stir it created -- was significant in the context
of the Office's policy éupport activities of late
1963 and 1964. This was largely because ORR had
brought to light an international paymenﬁs crisis
in the Soviet Union. The materials provided for
public dissemination were supplemented by classified
reports, which were of direct use for policy support.

These included:

99
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The findings of these reports and subsequent analy-
ses.wére; in summary; that the Soviets were suf-
fering a payments crisis in late 1963, as the cul-
mination of a series of annual hard currency def-
icits incurred from 1959 on. The crisis itself was
precipitated by the disastrous Soviet'harvest in
1963, which forced the USSR to draw down its gold
reserve to a new low in order to pay for imports of
Western wheat, totaling $800 million in 1963-64.
The chronic Soviet deficit, which was caused by the
USSR's failure to generate enough exports to pay
for its rapidly growing imports of Western equip-
ment, was financed by sales of gold and by drawing
on the medium-term credits available in the West.
ERA estimates indicated, however, that the Soviet
gold reserve had been reduced to around $2.2 bil-
lion by the end of 1962, and to $1.5 billion at the
end of 1964 after payment for the grain imports.
Furthermore, drawings against medium-term credits
were being 1érgely offset by the growing volume of
repayments. The conclusion was that the USSR faced
important internal adjustments and a decline in its
ability to import Western cap;tal equipment, which
would be eased significantly if Western countries

came to its rescue with substantial long-term credits.

' : 100
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ERA was estimating at the time that Khrushchev's
expanded chemical fertilizer program alone would
require about $1.5 billion worth of chemical equip-

ment from the West. 83/
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This was a period not only of economic slowdown in
f? . these countries but also of striving for greater
economic freedom. Romania in particular had shown

“ marked signs of restlessness with the supranational

planning programs and policies of CEMA in 1963, 86/

Perha?s fortuitously, Romania was the only Eastern
European nation to have a good year in 1963. What-
ever the reason, the next several years saw all the
so-called Satellite nations seek-a more independent
course. Although Satellite activity in this re-
spect was in evidence prior to the Agency's press

conference,* it is reasonable to surmise that the
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surfacing of Soviet economic difficulties by the
Agency.gave these nations some ammunition in their
pursuit of economic nationalism.

Throughout 1964,_0RR's‘specialists on Eastern

Europe watched carefully for and reported on the

growing evidence that the supposedly monolithic

empire of Soviet Eastern Europe was, économically

at least, crumbling. (By‘the end of 1964, the

term "European Satellites" had been largely re-
placed by "the Communist countries of Eastérn |
Europe" in US government usage.) Frequent scraps
of evidence formed the basis for a number of short
articles in OCI publications, while more detailed

analyses appeared in ORR's reportlng. The interest

- Approved for Release 2023/06/14 CO5972160
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with the United States was alSO'néted,‘particularly
: ’ |
in response to the President's policy of "building

bridges to Eastern Europe."*

As noted earlie; in this chapter, there was a
substantial body of opinion that was initially
skeptical about the Agency's exposure of the weak-
nesses in the Soviet economy. Much of the skepti-
dism concerned the estimate that Soviet gold re-
serves had fallen to US $2 billion and that gold
production was only about $150 million annually.
The Soviet gold position, a carefully guarded

state secret, was revealed by ORR after meticulous

research and imaginative use of diverse source
material -- a classic case of the "jigsaw puzzle"
approach to intelligence so beloved by Agency'
briefing officers.

ORR's attack on the gold problem involved esti-

mates of annual production, consumption, and sales

¥ President Johnson, in a speech honoring General
George C. Marshall at VMI on 23 May 1964, had noted
that "the nations of Eastern Europe are beginning
to reassert their own ability... we will continue
to build bridges across the gulf which has divided
us from Eastern Europe. They will be bridges of
increased trade, of.ideas, of visitors, and of
humanitarian aid."'§§/

105
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over a 40-year period, starting with what was con-

sidered a reasonably accurate and reliable figure

for former Czarist gold reserves in Communist

hands at the end of 1920. Among the inputs in the
- calculations were Soviet-released production fig-

ures for a few of the early years, apparently valid

estimates for collections from the Soviet popula-
tion, acquisitions from Spanish Loyalist sources

shipped to the USSR during the Spanish Civil War, (b)(1)

appropri=- (0)(3)

ation of the Baltic States' gold holdings when

these countries were absorbed into the Soviet

Union as well as analysis of Soviet reporfs.on
percentage increases in production made by the
American Legation in Riga (Latvia) for the 1934-39
period, scraps of inforpation from survivors of

the NKVD's forced-labor mining efforts under

"Dal'stroy" (the Construction Trust of the Far

North), the memoirs of an American mining engi-
neer who had worked with'"Glavzoloto"'(the Main
Administration of the Gold Industry) in the mid-

1930's, and other bits and pieces of evidence,

In the

words of the Office's principal researcher on this -

problem, L (b)(3)

106 |
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The experience gained in reaching this
assessment does not point to the develop-
ment of any standard technique or method-
ology. The important thing seemed to be
a thorough exploitation of all sources
and pursuit of every however unpromising
lead. Though only about five percent of
the leads proved fruitful, those that paid
off did so handsomely. Sources ran the
gamut from the observations of a Yakut
'panning for gold in one of several thou-
sand streams in Siberia to reports from
the highest levels in Moscow. 89/

On the basis of its elaborate reconstruction

of the evidence, the Office reached the conclusion

ok "-'!

that during the years of Khrushchev's ascendency,

the USSR had steadily drawn upon its gold reserves

over and above current production in order to pay

for imports of machinery from the West. When it

became necessary to import substantial tonnages of

grain as well, gold reserves dropped to a low of

$1.8 billion at the end of 1963.

OFSEY

It was not easy to convince observers of the

Soviet economy outside the intelligence community

of the validity of ORR's estimates. For the

Treasury Department's skeptics, a special briefing
was given following arrangements for a special in-

telligence clearance. The Bureau of Mines of the

Department of Interior, although it did not pub-

lish estimates of the Soviet gold reéexves, did

A
X e N
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;

estimate Soviet gold production using primarily
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unclassified sources,,and,itS'figures were substan-

tiglly higher than ORR's. The Bureau of Mines
estimates led outside observers to calculations of
Soviet gold reserves much higher than those put
forward by the Office; Such calculations were °
widely used to cast doubt not only on CIA's esti-
mate of gold reserve but also on its "denigration"
of Soviet economic progress in early 1964 and sub-
Sequently. When, however, the Bureau of Mines re-
vised its series on Soviet gold production in the

‘1964:MineraLSerarbook, published in 1965, follow-

o ing a briefing by ORR's experts, the doubts were
pretty well eliminated. The British journalLstatist-

noted:

~The necessity to resume gold sales on
such a scale to pay for its bread is a
Sévere blow to the Soviet Union. The size
©of its gold reserves, as well as of its
annual- production of the metal, is one of
the best kept Russian state secrets.. Un-
til January, 1964, Western sources had
Placed the value of Soviet gold production
at $300 to $700 million annually. Soviet
gold reserves were held to be worth between
$4,000 million and $10,000 million. Then
the Us Central Intelligence Agency startled
the world by Putting the annual Soviet gold
production at only $150 million to $175
million, and consequently reducing the esti-
mate of Soviet gold reserves to $3,000 mil--
lion in 1956 and to $2,000 million at the -
end of 1963,

At the time, many experts received the
CIA figures with a good deal of skepticism.

Approved for Release: 2023/06/14 C05972160
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" These figures were also diiectly contra-

dicted by another US Government organiza-
tion engaged in estimating Soviet gold
production -~ the US Department of the
Tnterior. Bureau of Mines... The US Bureau
of Mines, having so impressively demon-
strated its independence of the CIA two
years ago, has now published its "Minerals
Yearbook, 1964" which drastically revises -
downwards its estimates of Soviet gold
production and reserves over the last ten
years. The Bureau offers as its reason
for doing so "substantial new information
on gold-mining activity in the Soviet
Union, which has become available to the
Bureau of Mines since earlier Minerals
vearbooks were published." Since the re-
vised estimates agree with those of the
CIA it is not difficult to guess who has
made the new information available. And
it must have been impressive enough to
make the Bureau's experts publicly eat a
large slice of humble pie.

One therefore cannot but accept the
1964 CIA data as essentially correct, or
at worst, as the best piece of informed
guesswork we have.

There have been a number of indica-
tions over the past few months that the
Soviet Government is worried about the
state of its gold reserves. The Central
Committee of the Communist Party pub-
1ished an unprecedented appeal to the
gold miners to exceed their production
goals and to reduce costs. The prices
in roubles paid Soviet citizens who
turned in the gold they held was in-
creased by 40 percent. The penalties
meted out to illegal gold dealers had be-=
come truly draconian even by Soviet stand-
ards. In an attempt to get more hard cur-
rency and thus save gold, well-stocked
stores and bars were opened in Moscow
primarily for foreigners, in spite of the
psychologically disadvantageous effect
this was bound to have on a luxury-starved
population.
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All this tends to confirm that the gold
situation in Russia is indeed serious. The
crop of 1965.was not as bad in 1963. It

was, however, bad enough to make the Gov-
ernment transport probably as much as one
third of its gold to its rivals' coffers
simply in exchange for the nation's daily
bread. Nothing could advertise more strongly
the acuteness of the country's agricultural
crisis, Speaking at the March (1965) ses-
sion of the Central Committee one provincial
party official said: "If 1963 had been
followed by another such disastrous year,

I do not know how we should have survived."
What we now know about Soviet gold re-

serves shows that he was not exaggerating. 90/

The Economist also came around to the'Agenqy's
view, but after reviewing the evidence and noting
in addition that Russian behavior in international
markets gave credence to the low reserves estimate,
this publication's Foreign Report supplement was
ungracious enough to observe:

Naturally, it cannot be ruled out that CIA

and the Bureau of Mines are in cahoots; but

the Bureau of Mines is a responsible pro-
fessional body which is not on the face of

it likely to have lent itself lightly to

the CIA's department of disinformation.

Russian trading behavior had, of course, been

an additional element of evidence in ORR's analysis.

Again to quote, detailed analysis: (b)(3)

‘essin the realm of deeds Soviet behavior
has been much more appropriate to a nation
with limited and dwindling gold reserves.

The USSR has frequently forgone éttractive‘
trade offers when its efforts to obtain
long~term credits failed, has lost desired

110
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deals by insisting on barter arrangements,
and has been searching among its products’

for additional foreign exchange earners,
And finally, during certain negotiations

on an international gold reserve to which '

each nation should contribute ten percent
of national reserves, Soviet representa-
tives offered, not the $1 billion appro-
prlate to these public claims, but $250
mllllon, around ten percent of our. .fore-

~going estimate of their reserves. 91/

'Later-Report‘ng on'the'Sov1et Economy

111
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The decision not to repeat the press conference
did not preclude the occasional use of press con-

tacts to publicize points of interest about the

Soviet economy.

By September 1965, ORR's economic analysts
were ready to forecast the USSR's economic per-

formance for that year. With a recurrence of

‘agricultural difficulties, Soviet GNP was estimated

112
SECRET
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to be increasing at about 3 percent, compared with

a 7-~percent rate in 1964. . (b)(3)
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Chapter V
ECONOMIC RESEARCH ON A GLOBAL SCALE

Pat: Have you ever been in Patagonia?
Mike: No.
Pat: Good, then I can speak freely.
' Old stor
(b)(6)
116 .
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A. Policy Support Drive

Not long after the reorganization of 1962, it
became apparent that the area branches of the new
International Division would not be able to limit
their‘research to those countries that were the
targets of Communist économic penetration activity.
Among others, Jéhn A. McCone, the new DCI, was
requesting Support on a variety of countries and
subjects outside of ORR's traditional concerns.

A DCI action memorandum of 30 October 1962, for
example, requested a memo:andum on the current
situation and economic ‘trends iﬁ Western Eurpoe,
The resulting paper, prepared in five days by the

East-West Commerce Branch, can rightly be regarded

as a tour de force, since the branch was not
formally organized or staffed for such a task,* 95/

.

* The assigned mission of this branch was limited,
as indicated by its name to the analysis of Bloc
economic relations with the countries of the Indus-
trial West. This included the still important

export control and other economic defense support
activity.. : .

e
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- The major source of the new responsibilities

Z stemmed, however, from the directives with respect

. . to policy support that were lssued in the fall of |

E " 1962. At the direction of the DDCI, the DDI had

% | set up a Senior Inteiligence Officer TeaﬁAfor

. Policy Suppoft

il (b)(1)

- The DDI's Special Assistant for Policy EE%S;

= Support, used the group as a EE%S;

3 | channel to bring to the attention of the substan-

i tive offices the principal policy concerns of the

E " White House'and other consumers. ‘In spite of the '

o several touchy issues.between ﬁast and West of |

j fhat period -- Cuba, Berlin, etc. -- a surprising

2 number of these policy concerns dealt. solely with

Free World matters. Accordingly, a number of

’
;
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requests for economic intelligence support in areas
quite new to ORR were forthcoming. The new Inter-
national Division's area branches, set up for

the limited purpose of analyzing the impact of
Bloc economic programs on a selected group of
underdeveloped countries, found themselves over-
whelmed by requests for a much wider range of
material on countries in various stages of econ-

omic development and with differing economic

systems. (b)(1)

the new
branches found the task of responding to these

new and unusual requests, often with tight dead-

- lines, formidable indeed. (0)(1)

nevertheless, demands filled the pipeline. The
probability of egregious error was great. Fortu-
nately it was avoided. If some of the economic
intelligence papers on.the Free World produced

during these early years seemed superficial, they
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- (b)(3)

3 in terms of the demands made, they filled

: a definite need.*

; Early in 1963, responding £o the new demands '

i _ ORR set up a policy support group, consisting of

- the Area and Division Chiefs and the'Chief of

B Current Support Staff, and chaired by\ \ (bXS)

N [::::::j the DAD/RR. The group's first meeting was ()E)
held on 16 January 1963 to receive a briefing

from on the scope of his assignment: (b)(3)

3
—_~
O
=
(92}
g

liaison with McGeorge Bundy's White House Staff

and other policy groups on matters of current
policy interest. A number of other meetings

were he1d~with[::::::]during the year and served (0)(3)

to keep the Office alert to White House preoccupa-

tions and the shifts therein. It was increasingly

apparent that, while interest in the Soviet Union

and Communist China was undiminished, there was

a growing need to put more and more emphasis on

120




xt_eﬂo —\

A

T T L

i T

m&'znba..‘.uhgu.ﬁ&,‘ DRl 1;.1;5:&{)..’:.&,& RIS “ P‘" Z‘.&-&n‘\'wu&.
Approved for Release: 2023/06/14 C05972160

SEGRET

ki

the problems of the Free World. The pressure

to.add more countries to those that the ERA was

to "cover" could not be resisted. (b)(1)

L ng
=

b

“wy

It was the consensus

£ 6

of the group that nowhere in the Government was

-

adequate research being done on these countries,

=

and[::::::]said ORR should consider assigning (b)(3)’

L—NﬁJ
T
o

analytical resources to this area. Also surfaced

at these meetings were other Free World problems

that could hardly be reiated even in an indirect

3. way to ORR's charter responsibility for research

on the Communist Bloc.

Mean-

tid while, the demands for day-to-day coverage of

Bloc shipping and military aid questions continued.
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As a result of these pressures,

the DDI, directed that approximately

of the professional strength of the ERA be shifted
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Concomitant with these organizational charges,
) the annual research program drawn up on the spring

of 1963 for FY 1964 showed 51gn1flcant dlfferences

from programs of previous years. Planned research

’

on the Free World (b)(1)

of the total and included for the first time

‘a number of self-initiated projects dealing with

~

economic problems of Free World countries. . Such

titles as ' (b)(1)

appeared for the first time,

“while the planning for contrlbutlons to NIE'
1ncluded analyses of the domestic economic situa-
tions of a wide range of Free World countries. 1In

the military area, the analytical effort was ex-

. - b)(1
panded to include such problems as (o))

Studies

of the impact of weapons programs of the Free
World countries on their domestic economles were

scheduled by the reglonal branches of Interna-

tional Division. 100/

. 123 T~ ,
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B. ' Conflict with. Priority National Intelligence
“Objectives :(PNILO's)

.

At the same time that requests for ORR policy
support on the Free World were burgeoning, the
usual'pressures for cutting the alleged fat out
of Agency activities because of budgetary problems
were constantly felt. Not unexpectedly, the best
way to justify an activity.was to relate it to a
hiéh—category Priority National Intelligence
Objective (PNIO). There was little difficulty'

in doing this with the research activities of the

124
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Thus the PNIO's were relatively useless to.
the ERA, either as a guide to activity or as an
authorization for priority treatment by the fiscal
authorities. During the period when economic
intelligence was growing in importance to the
policymakers and in the range of its concerns,

both geographically and substantively, the pri-

ority formally accorded to it in the overall

diminishing -- with unfortunate effects on its

resources, At the same time, the dilemma that’

was becoming particularly acute.

"clamorous customer" was taking its toll in the

area of basic research. The problem was

.scale of intelligence community activities was

had predicted early in the 1950's

Service to the

succinctly stated

A

0597216
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The management problems created by these bu-
reaucratic considerations presumably were not

unique to ORR. Nevertheless, they demanded of

ORR's leaders (0)(3)

126
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- adaptability and initiative to a degree unfelt in

the 1950's. As recounted in the subsequent pages

of this volume and in Volume III, the challenges

‘have been met largely by a variety of tactics

relative to the Office's consumers and competitors
within the community. The first of these tactics
was the acquisition of formal authbrity to do what

was being informally demanded of the Office.

~C. McCone's Letter to Rusk

With the expansion of ORR's economic intelli-
gence activity to Free World countries, it was
not long before concern was expressed that author-

ity for this activity was not clearly established

either in Agency Regulations or in DCI Directives.

This concern was first officially voiced by (b)(3)

the Comptroller, in mid-1963. He sug-

‘{ v . s

gested that it might be desirable to propose

changés in these documents in oréer to clarify

the Agency's authority to allocate resources to

the military-economic and Free World economic

functions. 12;/[::::::]did not féel, however, Ehat| (b)(3)
the time was ripe for a formal step.of this kind. B
Although the demands for production of Free World
economic and.military-economic intelligence were ;
largely caused by the faiiure of.the Departments

127
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of State and Defense to fulfill their responsi-
bilities under existing DCID's, the Office had
not developed, in the year since its reorganiéa—
tion, professional resources adequate to the task
of assuming primary commﬁnity responsibility for
these activitieé. For the time being, at leagt,
it was considered preferablelto justify the
Office's contributions in these fields as "depart-

mental" -- i.e., as support for the DCI, the DDI,

and the Office of National Estimates. 104/

reluctance to push too far too fast (b)(3)

into State's areas of responsibility was shared

in this period by

In 1964 the Inspector General's Survey of the

Office noted

128
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These considerations not withstanding, the

E' i !

_pressures for more emphasis on Free World economic
% intelligence mounted and the need to formalize the

authority for doing it became'sharber.j The final

_impetus which moved the Office to seek formaliza-

tion of its role in the production of Free World

economic intelligence came from the Bureau of the

Budget, and specifically from the former DDI and

former chief of ORR, had (b)(3)
1eft-the post of DDI ‘in April 1962 to become Chief

of the Bureau's International Division. His role

in the drawing up of DCID 3/1 in 1954 has been

described in Volume I.* Although the written

,ﬂ?,: , _ ¥ See Volume 1, pp. 67-73.

129 t

rrApproved for Release: 2023/06/14 C059721607F 50 EF&Tm

RS




% LN L s
i f’ﬁﬁ?\x“" Sl T Wi RN TARS A I O L
aiuaissintApproved for Relea /14 C05972160%

SEGRET

record does not make clear his- specific views on

.‘il-h AR X
se: 2023/0

the Free World matter in 1964, recalls that

it was at[:::::::}behest that the Bureau recom-

mended a reduction being

allocated to Free World research for FY 1966. 108/
This would have cut deep into the Office resources
and its ability to respond to the demands for sup-
porf from the DCI, ONE, and the NIS Program, as
well as from a growing number of consumers outside
the Aéency.*

Again, however, it was not believed to be
necessary or.desirable to revise DCID No. 3/1,
which allocated primary résponsibility for the
production of all economic intelligence on foreign
countries outside ghe Sino-Soviet Bloc to the De-
parémeﬁt of State. Preferring to rely on the
existing language of the directive,| |drafted
a 1ettef for McCone's signature, to be sent to
the Secretary of‘State, setting forth the reasons
why, as DCI, he considered it appropriate for ORR
to produée economic inteliigence on the Free World.

After several drafts and with the (apparently)

130
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reluctant) acquiescence of State's Bureau of

Intelligence and Research (INR), the letter was

sent on 11 Marc? 1965. The letter stated that

DCID No. 3/1 "provides that each department or

agency ... shall maintain adequate research facil-
ities to accomplish its departmental intelligence

production mission, and ... may make such studies

‘as it believes necessary to supplement intelligence

produced by other departments and agencies." The
DCI noted that he had . .

found it necessary to develop within
CIA a limited capability for all-source
economic analyses on non-Communist coun-
tries .... The Clandestine Services re-
quire detailed economic analyses based on
highly sensitive sources to support certain
of their activities in non-Communist areas. :
The Agency's responsibility to produce, ’
at the national level, timely all-source
economic intelligence on current develop-
ments in non-Communist areas precludes, -
as a practical matter, our relying wholly
.on the other intelligence components of
the community.

It also stated that he "must maintain within.the
Agency the éapability of obtaining immediate all-~-
source economic intelligence bearing on critical-
national policy questions....” Furtherhore, the
letter reminded the Secretary that CIA had taken
over the:Departmqnt's.NIs responsibiliﬂiés at

the request of INR's Chief, Roger Hilsman, and

131
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accordingly the NIS Committee had allocated to ORR/

"

CIA the responsibility for producind the Section

6 of the NIS General Survéys fbr tﬁe Free World f o
countries. He closed by noting that he con31dered|
"DCID No. 3/1 properly interpretable as perm1981ve
of these 1ntel1lgence production activities." (See

Appendix B);

‘ ' . ’ +

To all'ihtents and'purposes.that ended the
matter. Iﬁ is notewofthy that the Department of
State (INR), whiéh had fought stubbornly in the
1950's to keep ultimate responsibility for overall
assessments of the Bloc economies* Was‘surprisinély
resigned to ORR's entry in the 1960's into its
assigned field of primary responsibility. There
was obviously somé reluctance on INR's pa?t and

some informal effort to delay the dispatch of

McCone's letter. After this failed, and the letter

had formally been sent

The fact was, of course,|that policy

officers of the Department itself had ffequently

* See Vol I, pp. 67-73.
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been seeking support from ORR on these countries.
The Office was providing not only commentary on

Policy Planning Council papers on Free World

countries, (b)(1)

are to be found

"in the S-Project log for 1964 with the State De-
partment policy bureaus cited as requesters. The

latter project was, as indicated above, pfepared

for Secretary Rusk himself.

D. ' McCone's TLetter to McNamara

As a result, the ORR effort in the field

of military economics expanded to f£ill the gap.

The Military-Economics Division, which had been set
up to concentrate the Office's resources in this
field, was expanded into the'Military Research

Area (MRA) in March 1964. There were, however, two

major categories of military-economic intelligence

activity that remained the concern of the Ecohomic

e i
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Research Arga.. These were the whole spectrum of
problems arising from the Indochina conflict (the
Lt subject of the following chapter) and the conti&—
uing problem of analyzing the strategic impact of
major military and spdce programs on the economies

of the Communist countries, chiefly the USSR. The

latter problem came to a head in the fall of 1964.

Thus at virtually the same time that the organiza-

tional and jurisdictional aspects of econonic

intelligence production on the Free World were a

major ORR management concern, the military-economic

coverage matter was also being determined.

The problem of assigning more resources' to

strategic impact analysis was aired at a meeting

of the DDI the head of CIA/DIA JAG.

' of ORR

in October 1964.

—_~
O
—
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—
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Because additional slots would be necessary, this

meeting was followed by appropriate staff studies

and other procedures which resulted in the estab-

lishment within Analysis Division, ERA, of a

Strategic Impact Task Force (b)(1)

This group, which was (b)(6)

to be raised to a Branch when appropriate author-

ity was given,* was to undertake comprehensive

studies of Soviet long-run growth prospects as

affected by the impact of alternative military

programs. Its duties would include specific

. sectoral analyses of key industries such as elec-
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'tronics and analysis of the requirements for

scarce categories of trained manpower. It would
draw on the MRA's estimates of space and defense
expenditures and on the ERA's USSR Branch for its
current aggregative estimates of Soviet GNP and
components by end use and sector of origin. Thus
it was to move the Office's aggregative projections

to a new level of analysis involving consideration

‘of alternative military and related programs for

_time periods considerably in the future and adapt-

able to the "cost-effectiveness" analysis being
used in the forward planning for US defense. pro-
grams by the Department of Defense. 111/

The ORR proposal was discussed with a number

of Defense officials

It was agreed that the matter

should be formalized by a letter from the DCI to

'/§Ei§§%§f‘ o V?v
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£he Secretary of Defense. 113/ This was accord-
ingly dispatched early in 1965 (see Appendix C).
It emphasized the confusion and expense that

would result from reliance on external contracts

for this type of research and the desirability of
central direction, monitoring, and evaluation of
this activity by the intelligence community. It.
also requested the Secretary's endorsement ok

CIA's intention to negotiate with the Bureau of

the Budget for an expansion of its capabilities in
the field. The concurrence by Defense was duly
accorded in a respbnsive letter.from Deputy Secre-
- tary of Defense Cyrus Vance on 5 February 19%5.

(See Appendix D).

E. Reorganization of 1965

The events described above, culminating ln the

-

DCI's letters to the Secretaries of State and De-

fed

fense, succeeded in establishing within the intel-
ligence comhuniﬁy tﬁe concept that'CiA -- that is,
ORR -~ had a 1egitimate role to play in two major
areas of national. intelligence concern, although

the prime respon51b111ty for these areas remained

in the hands of the Departments. Meanwhile, re-

organization plans were afoot to strengthen ORR's

ability to function in these areas.
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the continuing need to shift emphasis from research
on inapstries and commodities in Communist coun-
tries to aggregative economic reseérch on Free
wOrid countries and on international economic

activities of Communist countries, the existing

~structure of ERA no longer provided the most ap-

propriate mix of numbers and grades to meet the

needs of its customers. Implementation of

proposals to reorganize the area, made in thevfall
of 1964, was now able £o go forward. Within the ‘
Economic Research Area, the folléwing changes were
made (see Figure 35:

(1) The existing International Division (D/1)

was abolished with its elements disposed!as fol-

lows:

(a) The Area Branches were realigned
and formed into a new Free World Division
(D/FW) .

(b) The remaining D/I branches, (Trade
and Finance, Policies and Organizations,
and International Shipping) merged with
the service industry branches of Manufac-
turing and Services Division (Transporta-
tion, Construction, and Communications)
into a new International Trade and Services
Division (D/IS).

(2) The remaining branches of Manufac-
turing and Services Division (Manufacturing
and Electronic Equipment) were merged with
the Resources Division to form a new Resources
and Industries Division (D/R).

138
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FIGURE 3

7 May 1965
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Reorganization of the Economic Research Area, ORR
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(3) The Strategic Impact Task Force was elevated
to a Branch- in Analysis Division, while the Manage-
ment and Manpower Branch was abolished with' its
functions dispersed among the other Analysik Divi-
"sion Branches.

This reorganization was approved by the several

echelons of command on 7 May 1965 with one excep-
!

tion. This was the demand by the Office of Budget,

Program Analysis and Manpower, that the name "Free

World Division“ be changed. The bbjection appeared _ ,}
to be that Cﬁba was among the responsibiiities of 3
this Division and that therefore it could not be
truly considered "Free World." Accordingly it ,
was again named "International Division,"* and the

~word "International" was dropped from the name of
D/1S, Which became Trade and Services'Division |
(o/T).

The number of analysts assigned to the Free

World branches was increased by this reorganization

!
and those assigned to the functional branches cor-
respondingly reduced: While the functional

branches continued to assist with technical know- -

ledge, wheﬁ needed, the Free World branches were

thereafter better able to carry out research on

* In a later reorganization (1 November 1967) this
‘nicety was ignored, and the division finally acquir--
ed the name "Free World Division."

S}Eftﬁ*
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"the individual industrial and resources sectors of

their assigned economies, This was a reflection

6f judgment that

The reorganization also enabled the ERA to
better cope witp'the increas;ng burden of policy
support and pattichlarly of Free World support.

In retrospect, it failed in:-one major respect. It
did not allow for the rapidly growing demands of |
the Vietnam War, althdugh as shown in the follqwihg

|
chapter the ERA was already deeply involved in re-

"search .and analysis on a number of aspects of that

affair. The persistence of the Vietnam problem

z —
was not yet fully accepted, and it required another
two years before a major reorganization took

cognizance of the fact.
. : \

F. Increase in Policy Support Activity

Early in 1965, joined McGeorge

Bundy's staff at the White House. He was succeeded

as the DDI's Policy Support Assistant by

a former ORR Division Chief, who had been
. ’ - o

_SBORET o

iy &G R Y L AR  H

d for Release: 2023/06/14 C05

972160




s I

}7Y B e

2

i Approved for Release: 2023/06

/‘ .
SE - ol

serving on the Board of National Estimates. The
combination of a White House stafﬁer Qith know-i
ledge of and respect.for ORR's economic intelli-
gence product and a former ORR senior economist

in the principal policy support seat in the Direc-

torate of Intelligence could have only one result:

_én intensification of ORR's support role for the

White House.
No area of the globe was considered "off limits"
for ORR's economic intelligence efforts from that
time forward, but the first'major request from .,
the White House, after[::::::::}assignment theré,A  ‘. . (D)3)
was in familiar territory. This was an invitation

o
to assist in the activation of President Johnson's

"bridge building" program.

1. Bridge Building

In his second State of the Union Message, de-
livered on 4 January 1965, President Johnson had
reiterated his intentioné, originally expressed
in May 1964, to "build bridges of trade" to East-
ern Europe.

In Eastern Europe restless nations
are beginning to assert their identity.

Your government ... ,is exploring ways

to increase péaceful trade with these : ‘
countries and the Soviet Union ... 115/ ,

141
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The message was followed on 18 February by the

appointment of a Special Presidential Committee

on US Trade Relations with Eastern European Coun-

tries and the Soviet Union, under the Chairmanship

of J. Irwin Miller, an Indiana businessman. F4444447

(b)(3)
(b)(6)
The Agency, together ?ith the Departments of
State, Commerce, Defense,;Agriculture, and Interior,
| was called upon to aesist the Committee with
briefings and other materials. It was found that
a number of ORR publications issued during the -
previous year were dlrectly'pertlnent to the Com-
mlttee s concerns, and the following reports were
‘ accordlngly made available to its members, i EE%;;

142 \
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(b)(1) -
(b)(3) !
|
i
|
. e - |
Finally, two briefings were presented to the |
- Committee by[::::::]on the subjects of The Stra- (b)(3) |
: . (b)(6)
tegic Importance of Western Trade to the Sov1et
Bloc and The Prospects and Implications for Soviet

Bloc Trade with the Industrial West. These brief-

ings pointed out that Western trade was relatively

insignificant in total Soviet and East European

“~

economic actiyiﬁy and that the role of the United

. | The

USSR and Eastern Europe regarded the West as an

States in East-West trade was negligible.

important source of advanced technology for

SR BT RHS N 2 2 R
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accelerating their economic growéh and had blamed

restrictive Western trade policies for the failure
of East-West trade to expand as rapidly as they
had hoped. The major obstacle to the expansion of
this trade, however, was not Western restriction,

but chronic failure of the USSR and Eastern Europe

) -3 g3

to develop eprrt products capable of gaining

Erd

significant markets in the West. While the Western

share of both Soviet and East Eufopean'trade was

expected to remain about the. same, regardless of

Western trade policy, the removal of US restric-
tions might raise significantly the US share in
total East-West trade. - |

The Committee's report'to the President, dated

29 April 1965, reflected these iﬁtelligence assess-

E ments, both on the impo;tahce of East-West trade to
; ,ihe participants and on the likely future course

E; 2 of this trade. The Committee récommendéd a selec-
{q ‘ tive expaﬁsion of US-Communist trade in non-stra-
] )

tegic items, and urged that greater use by made

2 codd

of trade concessions as an instrument of US policy.

This report was accepted by the President as the

basis for .a proposed modificaﬁipn of US trade policy

toward Eastern Europe and the ‘USSR.

&3
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' 2. Southeast Asian Development -

" Another major Presidential pronouncement in
the spring of 1965 involved the "Free World" side
of ORR's economic research team. This was the
President's proposal, in a speech at Johns Hopklns
Unlver51ty on 7 April 1965, for a massive coopera-
tive development program for all of Southeast Asia,
including North Vietnam, to be financed by 'the
United States and all otheriindustrial countries,
including the Soviet Union. He announced that the
United States would, Congress wiiling, pledge a
billion dollare in support of such a progfam. Al-
though the offer was promptly rejected by North
Vietnam aod by the Soviet Union, the US Government
moved forward with plans to carry it out. On the
day of President Johnson's speech,[::::::]sent'an (b)(3)
urgent request to ORR for ideas on economic develop-
ment of the Southeast Asian region. A major prob-
lem was how to read the President's intentions,
since the usual Johnson "style“ was‘evident in the
way thie proposal was sprung on the Washington (b)(3)

bureaucracy. As[::::::}descfibed the problem:

T 1as | -
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ORR's reéponse made a number of suggestions
and appraised.the prospects of such existing
schemes as the Asian Highwagiand the Mekong River
Basin Projeqt. Viewing the.$1 biilién proposal
againét the background of $10 billion in aid al-

ready -extended to the region since the end of

146
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World War-II,'however, it pointed out the obstacles

i‘
2
L e

that had prevented past and existing aid programs
from having much_of an impact. The response also

suggested a more positive attitude on the part of the

US Government toward the Asian Development Bank, a
project that was just getting started at the time
and was not receiving much encouragement from Wash-

ington. 117/

e —
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With its globél responsibilities now implicitly
recognized thfoughout the community, a necessary
shift took place in the tempo of the ERA's activ-
itigs. The Current Support Staff had,'of céurse,
for many years.operated under "crash" conditions,
However, that staff did not get involved in the

new Free World reSpon51b111t1es except as a trans-
mission mechanism to OCI and its publicgtions. The
new burden of quick response to policy iequests

+

thus fell in large measure on the Free World re-

search branches. During the rema;nder of 1965 a

wide range of crisis situétions occurred that chlled

for response from ORR.* Although some of the aLtlv-

ity was ln the familiar form of NIE cogtrlbutlogs, -
: ’ ! 3

it was by no means restricted to this Wehicle.

Among the situations.that required suéport brojects

on a crash basis were: Indonesia's withdrawal from

the United Nations (January 1965), Singapore's

withdrawal from Malaysia (August 1965), India's

two border wars with éakistan (April and August

1965), the abortive Communist coup attempt in

Indonesia (September 1965), the Indian food crisis

*  The Geographic Research Area had left ORR in
June 1965, 1eav1ng ORR with only economic and
mllltary—economlc responsibilities.

h . 148
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'(fall -and winter 1965-66), and Rhodesia's with-

drawal from its ties with the United Kingdom (fall
of 1965).* Less sudden but persistently grave

!
issues were also receiving attention: The UK's

balance-of-payments problem, ihternational petro-
leum problems, smoldering unreé; in the Congo and
in Portugese Africa, and the nuclear development
plans of France and India. Fihaily, of course,
theré were the ever-present problem of Cuba, mil-
itary and econgmic programs of the Communist coun-
tries in the "Third World," the internal economies’
of traditionalitarget countries, and the burgeoning
problem of Vietnam.

Even "intelligence" on the US economy was not
omitted from the ERA's activities. Not only were
US data requiréd and some amount of analeisine-
cessary for the not infrequent‘comparative studieé

required by policymakers concerned with the growth

race, but also the DCI would have questions of the

"what would happen if ...?" variety with respect to

the US ecbnomy.. Thus in December 1965, in response

'to one of these DCI queries, the ERA prophetically

149 -
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warned that, without action to control prices, an

increase of $10 billion to $11 billion in defense
outlays as a result of the Vietnam involvement would
create great inflationary pressures. The existing

Us inflationary "creep" of 1.5 to 2 percent a year

could under these circumstances increase to 4 to

5 percent. 120/

3. Dual Crisis in India

Illustrative of the variety of support activities

‘that occurred in response to crisis situations are

the several papers called for from ORR during the

fall of 1965 with respect to India. Not only did

the longstanding dispute with Pakistan over Kashmir

break out into open hostilities in August 1965 but

also India found jtself facing a major food crisis
almost 31multaneously.‘ Among the support projects
prepared in ORR in response to these dual problems

were:

T‘Er‘.?l', T
G E LA
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(b)(1)

(b)(3)

¥ So far as the writer can ascertai - (Ex;)

tion of these  |support project (b)(3)

is an ORR record for a single analyst. The yeoman: (b)(1)

o S - (0)A3)
~ R : . (E)(g)
. 151 -+ (0)(6)
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It is dlscouraglng to note that in splte £
ORR's continued reportlng throughout the fall of
1965, the Indlan food crisis seemed to have caught
many US officials-unaware. Tn a memorandum for the
record on the‘16 December 1965 "Rostow Lunch"

meeting that considered the problem, a DDP officer

who was present

. 152
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S-1729 (noted above) addressed to these ery
issues, was already in process, was published on
the'day of the meeting, and was quickly made avail=-:
able to the Departments of State, Agriculture, and

Defense.

4. Black Africa

In Black Africa, as in other.areas of the less-
developed world, the Office's initial interest was
in those countries that had received economic or
military aid from Communist counéries. Thus Ghana,
Guinea, Mali, and Tanzania were the foci of Office
reporting on Africa in the early 1960s. Internal
economic problehs'in the forty-odd new nations og
the region soon outweighed this narrow concentra-

tion, however, and in the reorganization of 1965

the Near East-Africa Branch was replaced by separate'

branches fpr each area, and African researéﬁ was
thus élevated to Branch status. By the secdnd
half of the decade, the Branch's research product
was in considerable demand by policymakers,

particularly in the State Departﬁent.*
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ority in terms of their economic importance, their .

economic problems were myriad. The efforts of the
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The proliferation of newly independent coun-.
tries arising in Black Africa‘in the 1960s put a
considerable burden on ehis small branch. Each
country was usﬁally favored with a brief ORR/OER
memorandum outlining its prospects for economic
viability; demands for an NIS General Survey Eco-
nomic section soon ?ollowed, and since the weak
economic position of these countries made many of
them clients for US aid, the region acquired a !

policy significance far beyond its intrinsic eco-

nomic importance. Although the region and the

‘individual countries had perhaps rather 1léw pri-

1
office to analyze them illustrate in an extreme

form the difficulties facing economic intelligence

practitioners responsible for those countries vari-

ously described as  "undeveloped,"” "underdeveloped,"
"less developed," and even "developing" -- that

is, useful and meaningful statistics are prac-
tically non-~existent. Since economists are ex-
pected.ﬁe quantify and measure and since policy
decisions are supposed‘to be'based'op "hard facts,"

the various papers issued about these countries --
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support papers, oOr internglly initiated projecﬁs -
'were replete with economic data and statistics
which suggested'é'spurious exactitude no maiter
what caveats accompanied them. Some of the

absurdities created by the application of statis-

tical measurements, designed for modern economies,

to countries just emerging from the bush were well

described by\ in "African Numbers (b)(3)

Game," a Studies in Intelligence article, appearing '
in Fall 1964, Demands of the office's ‘consumers

for- such measurements did not noticeably diminish,

however, aﬁd the Office has attempted tq_satisfy
the need with as much common sense as is possible
under the circumstances.

Thé Office's most persistent African problem in
the 1960's was undoubtedly that caused by Rhodesia's
unilateral déblafation of independence (UDI) in

November 1965. This action, although it had only

moderate significance as measured on any quanti-
tative scale of US economic intereéts, created

'
many knotty subsidiary problems. Among them were
the black versus white conflict in Southern Africa,

the United Kingdom's, and ultimately the United

Nation's effort to bring economic pressure to bear

/sE::fiiE(
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on a former colony, the economic dependence of a

- »L_—‘ .:ju 1 .:-, . '7 ".v‘: I A .'..g“" L ,Yy

black state (Zambia) on the neighboring outlaw

white regime in Rhodesia, the US étrategic and ,
financial interest in the copper and chrome pro- !
‘duction of Zambia and.Rhodesia, and the opportunity
for Communist influence by the Tanzania-Zambia
railroad project being planned with assistance
from the Communist Chinese.* Since September 1965
when the crisis surfaced, continuing through March
l1970, when Rhodesia cut its last ties with the
?Crown and became a republic, and down to the time

| of writing, ORR/OER has continually!been called

upon for assessments of this many-faceted problem.

of particular interest has been the concern over

the effectiveness of the economic sanctions pro-

e

g

gram against Rhodesia., In this respect, the

— ]

Office has maintained consistently that such a

et ey
¥

. ri.;:'._A . ,‘-ﬁ}

program would be unlikely to achieve its objec-
tive -- sufficient disruption of the Rhodesian

~ economy to force a return to British rule. :

3 EZ3

* The agreement for this railroad project was

concluded by the parties on 5 September 1967, ’
after Western aid for the project had been denied

.on the grounds that it could not be Justlfled

economically.

R
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The ineffectiveness of economic sanctions

agaiﬁst Rhodesia wés, as indicated, the majog
theme of ORR/OER reporting in this situation. The
voluntary sanctions in effect following UDI in:
November 1965 were replaced by a United Nations

mandatory program on 16 December 1966. The ORR

estimate at that time was 'that these were not
likely to be much more effective than before,
because of Rhodesian determination to evade the
sanctions and their ability to do so with the
ready cooperation -~ official and private -- of
South Afrlca and Portugal (in Angola and Mozam-
bique), who controlled the trade and transport

~routes from Rhodesia. Zambla, dependent on Rhodesia

for its frade routes, was suffering much more from
the sanctioné than Rhodesia, and £pis was, of
course, one reéson for its frantic:search for other
routes and its acceptance of the Chinese offér of
assistance in construction of a railroad through
Tanzania. These judgmeﬁts continued to characterize

the Office's assessment of the pfoblem throughout

the course of this history.
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Chapter VI

VIETNAM

“Writing history especially where it blends into
current events, and especially where that current
event is Vietnam, is a treacherous exercise.”

Leslie H. Gelb
(Chairman of the “Pentagon
: Papers” Task Force)
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A. Buildup of Research Resources on Vietnam

Until 1963, the ERA commitment to economic
intelligence production on countries of the Indo-
china penisula was small.* The economy of North
-Vietnam had been the subject of several studies
by the Far East Branch of the Analysis Division
as parﬁ of its normal mission to follow the Com-
munist countries in the area. 122/ Support
projects that had more immdeiate relevance to US

efforts to counter North Vietnam's activitiés

against South Vietnam were also produced.

159
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The next major project was study of

selected targets in North Vietnam, prepared in

June 1962 for Walt W. Rostow, then Chairman of the

| Policy Planning Council of the Department’ of State.

The position of the requester and the tone of the

‘transmittal memo implied that this was designed

for long-range contingency planning rather than
immediate operational use. 124/

Prior to 1964, the Asia Branch of the Inter-
national Division had produced only occasional
support projects on Laos, Cambodia, and Thailand
as contributions to NIE's or in response to
specific requests. South Vietnam, which of course
had no economic relations with the Communist world,
was receiving only superficial attention.* The

Transportation and Construction Branches of the

160
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Manufacturing and Services Division had also done

some reporting on transportation facilities in

North Vietnam and road construction in Laos. One

of the early projects of this type was a study done

in August 1959 concerned with transportation links
between Communist China and North Vietnam, 125/
There had also‘been a brief descriptive study
requested by the Joint Operational Intelligence
Center (JOIC), SOD, DD/P, on the inland water
transportation system of Thailand, Cambodia, and
South Vietnam. 126/

By the beginning of 1964, the Office was be-
coming more active in its researchAactivitiés with

regard to the Indochina peninsula. Although

then the DDI's Special Assistant

for Policy Support, complained on 8 May 1964 that
"in the entire DDI area, there are only | |
analysts working full time on Vietnam," economic
intelligence on the area was not being neglected.
127/ By the end of April 1964, reports represent-
ing an estimated{::::::han—hours of work had al-
ready been produced by ORR in that year on various

economic aspects of the Indochina problems. 128/
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During the rest of 1964 and early 1965, a period
that was marked by a consideréble expansion of the
US involvement in Vietnam but before US ground
forcés went over from an advisory and support
role to full-scale combat operations, ORR's
economic intelligence support activities also

» ' expanded rapidly. At the end of June 1965, a

k.

precise head count was made in order to furnish
the CIA Vietnam Task Force with a roster of

Office assets for dealing with the situation. By .

then, [:::]ORR analysts were working full-time (b)(1)
' (b)(3)

on Vietnam and [:]other professionals were (b)(1)
(b)(3)

devoting significant time to the problem, for a

total of about "man-year" equivalents. The

B ] i ]

full-time list included

l;' e ‘E“:]

transportation specialists,

b)(1
economist working on North Eb%3; ‘
Vietnam. The International Shipping Branch EE%;;

was devoting about[:::::::]

of its assets to the Vietnam problem. 129/
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Most of the Office's Vietnam support activities
at this stage fell into five related categories.,
These included:

(1) economic interdiction against North
Vietnam, (2) targeting intelligence in
North Vietnam, (3) transportation and logis-
tics in North Vietnam and Laos and along
supply .routes to South Vietnam, (4)

the Viet Cong Economy, and (5) the

economic viability of South Vietnam.

l. Economic Interdiction Against North Vietnam

the

demand from operational advocates of such meas-
ures for current judgments was, of course, never
satisfied. Monthly reports on shipping to North
Vietnam, which provided a continuing tally of
ship arrivals and departures from North Vietnamese
ports with descriptions of their cargoes, were
started in April 1965. Studies issued in the
spring of 1965 indicated again that the economy

of North Vietnam was not significantly vulner-
able to measures taken solely against shipping.
Even if measures were expanded to deny all sea and

rail access to North Vietnam, the economic impact

by P 3 \’ ,,- A,~ -wt -.:_l\ ¢1 " .
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would be rather limited. North Vietnam was char-
acterized as a subsistence, agrarian economy which
could withstand a severe disruption of its small
modern industry sector and still maintain its
military activities in South Vietnam. The studies
indicated, moreover, that while combined sea and
rail interdiction would have the greatest impact,
simultaneous interdiction of the three major rail
lines would produce results of almost equal mag-
nitude. Restricting the activity to rail interdiction
would of course avoid the many political and
diplomatic problems associated with sea inter-
diction. 130/

These projects, prepared at the behest of the
Interdepartmental Vietnam Coordinating Committee
under the chairmanship o6f Ambassador Leonard
Unger were apparently persuasive at the time.
Similar judgments were made over the next several
Years, and sea interdiction was avoided until the
spring of 1972, although as a policy option it was
under continual review. OkR/OER continuously held
to its position in spite of the vigorous arguments

of its advocates.*

*See Volume I1I, Chapter IV.
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2. Targeting Intelligence on North Vietnam

Targeting studies prepared prior to the Tonkin
Gulf incidents (2-4 August 1964) were primarily
for contingency planning or for consideration by
the Clandestine Services. Thus the study prepared
for Rostow in June 1962* was a selection of indus-
trial and logistic targets in terms of economic,
military, and psychological impact. Early in 1964,
at the request of the JOIC, a study was produced
to assess the effects of a partial blockade of
Haiphong Channels. 131/ This was followed by a
more detailed study of Haiphong harbor and its
facilities. This report received a supplemental
distributioh to State's Vietnam Coordinating
Committee, the Joint Chiefs of staff, the Assis-
tant Secreta}y of Defense for International
Security Affairs, and the White House National
Security Council Staff. 132/ A separate DDP re-
quest was serviced by a general study of industrial
targets. 133/

After the Tonkin Gulf incidents and the sub-
sequent Congressianal Resolution opening the way

to bombing operations against North Vietnam, the.

% See p. 160 above.
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support role of ORR became more 6perational. .On.
6 August 1964, two days after the second incident,
the DCI was provided with a descriptive list of
appropriate sites that would provide targets for
a limited, measured response directly related to
the attack against the US Navy. 134/

The tit-for-tat bombing policy, which was in-
itiated after Tonkin Gulf, was abandoned early in
1965 in favor of the "Rolling Thunder" program
aimed at selected economic and military targets
in North Vietnam. From this time on, targeting
studies were intensified in scope and frequency,
and it was not long before ORR had acquired the
additional task of bomb damage assessment.* A
specific study of the Hanoi-Haiphong electric
power network was completed in April 1965 for the
Vietnam Coordinating Committee. This study ana-
lyzed the comparative effects of the destruction
of boilers, generators, and substations in terms
of reconstruction time required for the eight
thermal electri; powerplants in the Hahoi—Haiphong

area. 135/

¥ See pp. 178-187 below.
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This project was followed by a much more de-

. B

tailed descriptive study of the key industrial,

transport, and military installations in North
Vietnam which not only covered the powerplanté
discussed in the previous report but also de-
scribed the five major heavy manufacturing plants,
principal railroad and highway bridges, petroleum
storage areas, and Haiphong port installations.
Airfields and naval bases were also included, and
the possibility of flooding the Red River Delta
through breaching the levees at the appropriate

season was discussed. It was judged that a suc-

cessful breaching of the levees by conventional
bombing would be extremely difficult because of
their size and conformation. Even if successful
the damage to the rice crop would probably not be

critical. 136/

3. Transportation and Logistics Studies

A principal basis for the judgment that North
Vietnam was relatively invulnerable to sea block-
ade was the assessment by ORR's .Transoprtation

Branch of the rail and road links between that

country and Communist China. As indicated above,

a study of this subject had been made in 1959,
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Following a number of brief descriptive support
projects in 1964 and 1965, a thorough review of
North Vietnam's transportation system was prepared
and published in November 1965, describing its
improvements since 1961 and its role inaéhe economy
and in the support of North Vietnam's aggressive
actions in Laos and South Vietnam. 137/ The pos-
sible effects of interdiction of the routes be-
tween North Vietnam and Communist China as well as
routes south of Hanoi Qere analyzed in a study for
the DCI in July 1965. 138/ These materials proved
to be of major importance as building blocks for
the targeting studies and bomb damage assessments
which were becoming an important part of ORR's
mission with respect to Vietnam.

The means by which war materials and other
goods were brought in to North Vietnam was only
one side of the logistics picture. The other
side, supporting North Vietnam's subversive act-
ivities and aggression in the other states of
Indo-China, was of equal concern to ORR's customers.

During 1964, several studies were produced, de-

scribing the condition and estimating the capacity

of key roads and airfields in Laos. (b)(1)

168
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techniques im- () &)

proved, the authenticity and currency of these
were-%lso improved,‘and analyses of traffic pat-
terns were developed., Coverage of North Vietnam
.was also undertaken on a selective basis and

provided material for analysis of truck traffic

and for the target studies outlined above. . (b)(3)

Each of these sources

had certain limitations, and the techniques of
using the material and understanding its limita-
tions required a process of reeducation and re-
orientation of the analyéts who were assuming
the respoﬁsibility for production of finished

intelligence on logistical matters.
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(b)(1)
(b)(3)

Nevertheless, it was becoming possible by mid-1965

to develop some understanding of the principal

routes by which supplies were moved from North

Vietnam into Laos for the Communist forces there

or for infiltration to the Viet Cong in South

Vietnam as well as estimates of route capacities

and rough judgments about their actual use.

4. The Viet Cong Economy

(b)(1)
(b)(3)
(b)(6)
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They reported that the Collation

Branch " (b))

had

‘decided on three priority tasks:

(1) study of the political organi-
zation and infrastructure of the Viet
Cong, '

(2) study of the Viet Cong economy,
"and

(3) study of the Viet Cong supply
routes and methods.

The Branch had been able thus far to‘wprk
on only the first of these tasks. On the economy
of the Viet Cong, only a somewhat superficial

study of thé taxation system prepared by J-2 was

in existence. recommended that (b)(3)

ERA undertake a preliminary study of the economy
of the Viet Cong, which could be sent to Saigon
for evaluation. If Saigon decided that it had

significant additional source materials available,

ERA could follow it up (b)(1)

to exploit the material

and make the study more definitive. The value

171
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of a detailéd étudy of the Viet Cong economy was
believed to lie in the fact that the Viet Cong
were, to a large extent, living off the land
through an extensive tax, conscription, and re-
quisition system which might be vulnerable to

countermeasures if its full scope and composition

were known. 139/ (b)(3)

His report, although it acknowledged

many gaps in information and was unable to quan-
tify the extent of Viet Cong economic subversion,
except in very general terms, was the first de-

tailed description of how the Viet Cong was. able
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to sustain itself and of the impact of this sub-

version on the South Vietnamese economy. 140/

this report went beyond the usual

fact finding and made extensive recommendations,
inciuding:' expanéion of intelligence collection,
more vigorous resource control, port and waterways
security, and monetary controls, and a program of

disruptive activities against Viet Cong economic

resources.

fo

At thevend of 1964 the Viet Cong economy was
estimated to be largely maintained from indigen-
ous sourceé == the seizure of non-military sup-
plies and capture of weapons and ammunition from
the Army of the Republic of Vietnam (ARVN) were

only a part of the picture. Much of the Viet

T BMCTT TR
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Cong material was produced or grown by the Viet
Cong themselves or purchased locally at market
prices. Infiltration of men and supplies from

North Vietnam, principally through Laos, was,

' however, a necessary addition to the Communist

capability to carry on the insurgency in South
Vietnam. A report drawing together all the avail-~
able intelligence on this activity was prepared

in ERA early in 1965 as a preliminary to a more

systematic continuing study. 142/ A tentative

estimate was made that the Communists had enough
porters to transport about one short ton of
supplies per day into South Vietnam over the
Laotian trail system, but that this capability
could be expanded. Both water and land routes
from Cambodia and sea routes directly from North
Vietnam were also discussed, but no estiméte of
the volume carried by these approaches was
attempted.

The Defense Intelligence Agency (DIA) was also
making estimates of levels of logistical support
activity, and there were significant differences
between the estimates of the two agencies. The
disagreement centered on the degree'to which the

Peoples Army of North Vietnam (PAVN) forces in

174
SE T

yeiApproved for Release: 2023/06/14 C05972160:5%




Approved for Release: 2023/06/14 CO5972160
_SEGRET

\
South Vietnam were dependent on infiltrated sup-

plies. In hopes of resolving the differences, DIA
proposed a USIB study of the question. This was
conducted under ONE's auspices, with contributions
by all interested agencies including ORR. The
resulting study agreed with ORR's earlier judg-
ment that most of the Viet Cong supplies and man-
power were obtained within South Vietnam but ac-
knowledged that there was some dependence on out-
side sources for arms, ammunitions, technical and
medical supplies, and cadre and technical person-
nel. The Laotian corridor was identified again
as the main route of supplies; the daily average
to date thus far in 1965 was estimated as "at
least 5 tons and (maybe) more than 8 tons." The
sea route and the land gnd water routes from

Cambodia were considered to be handling signifi-

cantly less tonnage than the Laotian corridor.* 143/

S. Economic Viability of South Vietnam

Through 1964, policy-level interest in the
economy of South Vietnam had been expressed to
ORR only in requests for information on the ex-

tent of French interests in the country. 144/

* A detailed discussion of fhe,Cambodia route
problem will be found in Volume III.
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The only research in depth that had been carried
out on the economy of South Vietnam itself was in
the preparation of the Economic Section (Section'G)
of the NIS General Survey completed in December
1964 and an intelligence memorandum on the natural
rubber industry. 145/ The serious problems of
inflation that were later to plague the South
Vietnamese economy had been fairly well contained
in 1964 as the stability of the piastre was being
maintained by the abundance of goods made avail-
able through the US aid program. 146/

In 1965, however, the inflationary pressures
inherent in the situation could no longer be con-
tained. Mounting defense expenditures, shortages
of consumer goods, and iﬁcreased spending by
foreign personnel combined to send prices up by
35 to 40 percent in Saigon. It was increasingly
apparent that economic conditions in South Vietnam
would be significantly influenced by the growing

presence of US forces and by the scale of US

‘economic and military programs -- with the added

complications of Viet Cong economic subversion.

equally severe inflation could be

expected the following year. 147/
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This developing problem led to a further in-
crease in demands for intelligence support from

ERA, and by 1966 the economy of South Vietnam was

‘being closely followed by the Area. | (b)(3)

formerly of ONE, who was handling Vietnam Affairs

on the White House staff, requested a weekly re-

port on economic conditions in South Vietnam,

starting in April 1966, to provide current report-

" ing on inflationary trends and other economic
developments. This report, later put on a month-
ly basis, was still being produced as of early
1973.

In addition to its current repdrting on the

economy of South Vietnam, the Office also assisted

in programs aimed at devélopment planning.
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B. Vietnam: Bomb Damage Assessment

The responsibilities of the Economic Research
Area for assessments of economic and logistical
factors in the Vietnaﬁ conflict were significantly
increased in the late‘summer of 1965 when CIA was
requested to join the DIA in preparing a monthly
report for the Secretary of Defense on the effects
of the "Rolling Thunder" air offensive against
North Vietnam (began on 2 March 1965). Within
the Agency this task was assigned to ORR, and it
proved to be only an entering wedge for a large
number of requests for assessments of this
actiﬁity from a variety of requesters. Thé month-
ly series 149/ was continued until the bombing
halt of 1 November 1968, but it was not adequate
for the voracious appefites of McNamara and the
other high-level recipients. The Secretary of
Defense also required separate comprehensive re-
porting on the effect of attacks on major rail-
road and highway bridges in North Vietnam. 150/
McGeorge Bundy ésked for independent CIA assess~
ments of the level of civilian casualties result-

ing from the bombing of North Vietnam. 151/

L 178
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Late in 1965, Walt W. Rostow requested an analysis
of the probable economic and social effect of a
postulated escalation of the US/GVN air offensive
against North Vietnam. The resulting report con-
cluded that even an escalation involving attacks
against all major economic targets in North Vietnam
would not substantially affect the ability of

the North Vietnamese to supply the Communist
forces in $outh Vietnam and that it would be
unlikely to bring the Hanoi regime to negotia-
tions. 152/ Similar judgments were to be

repeated many times over the next several years,

‘but at this juncture the sombre implications of

such a conclusion required that dissemination
of the report be restricted to the requestor and
to Bundy,[::::::j the Secretary of Defense, and (b)(3)
the President.
In the meantime, the Secretary of Defense
had requested a detailed review of the bombing
policy. The project was to assess the record to
date and estimate the potential of future air at-
tacks for attaining US objectives in Vietnam and was to
include recommendations for future target emphasié.

The resulting report was given the shorthand title

179




"McNamara I" and became the first of a series of
"McNamara Reports,” ultimately seven in all,*

which were primarily basic assessments of the

effect of the air offensive against North Vietnam

but often included elaboration of related issues

as required by the Secretary.

McNamara I was an analysis of the Rolling Thunder

air offensive against North Vietnam through 1965,
estimating the physical damage and casualties that

resulted and evaluating the potential of air

attacks to achieve the stated objectives of Rolling

Thunder as follows:

(1) to reduce the ability of North
Vietnam to support the Communist in-
surgencies in South Vietnam and Laos,

(2) to increase the pressure on North
Vietnam to the point where the regime
would decide it was too costly to con-
tinue directing and supporting the in-
surgency in the South,

*  The "McNamara Reports" ceased with No. VII in
March 1968, with the Secretary's resignation and
the partial bombing halt announced by the
President on 31 March. Further assessments of
the limited bombing activity over North Vietnam
that went on until 1 Nov 1968 are made in a
series of "Clifford Reports." The latter, al-
though requiring as much research as the McNamara
Reports, avoided much of the detail of the former,
reflecting the growing professionalism of the
assessments. 153/
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(3) to bolster the confidence and
morale of the South Vietnamese.
it concluded that only the third of these objec-
tives was being achieved and.that neither thé
levels of attack applied in 1965 nor substantial
increases therein would, under the ground rules
of 1965, achieve the first two objectives. Al-
ternative courses of action were considered, and
for purposes of comparison, evaluations of US air
offensives in World War II and Korea were pre-
sented. 154/

With the undertaking of the McNamara report
series, the handwriting was on the wall with re-
spect to ERA's organization. In recording a
meeting with Secretary McNamara and Deputy Sec-

retary Vance to discuss progress on McNamara I,

>

noted,
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However a division-level reorganization rec-

ognizing the impact of the Vietnam War on the

economic intelligence mission was still nearly

two years away. Such crash projects as the

McNamara Reports, which came with growing fre-

quency, continued to be handled by the task force

device =~ McNamara I reqﬁired the full-time

efforts of about| |people for about|  |months. (b)(1)
The genesis of McNamara II was a request by the (B)XE)

Secretary to DCI Raborn for an assessment of the

Vietnamese Communists' will and ability to con-

tinue the‘war. He wanted an'analysis of the

strength and morale of the VC/PAVN forces in South

Vietnam and of the morale-affecting factors such

as size and trend of casualties and availability

of food supplies, weapohs, medical services, and

so forth. With respect to the situation in

North Vietnam, he required an assessment of the

drain on North Vietnamese manpower of the South

Vietnam and Laos commitment, the effect of the

bombing offensive, and the attitude of the Hanoi

leadership with respect to their prospects of

winning the war. 156/

225
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The prbject'was laid on ﬁhé DDI area as a whole,
with ORR responsible for an estimate of enemy
logistics capabilities in South Vietnam (with
ONE) and for an overall analysis 6f statistically
measurable resources and capability elements.

The task force assigned to prepare ORR's contri-

bution was headed by who as Chief (b)(3)

of the Trade and Services Division had played a

leading role in developing the Office capability
to respond to previous requests on Vietnam.
McNamara II came out as a CIA Memorandum, The

Vietnamese Communist' Will to Persist.

The ORR contributions included:

Annex I, The Economic Military and Logistics
Resources and Capabilitlies of the Vietnamese
Communists.

Annex II (jointly with OCI): The Effects of
the Soviet and Chinese Involvement 1n the War
on the Vietnamese Communists.

Annex 1V, The Ground War in South Vietnam.

Annex V, The Resources and Logistic Capabil-
ities of the Communists in South Vietnam. 157/

The effort made by the Office in the produc-

tion of McNamara II added yet another area of
expertise which thereafter became an Office
responsibility =-- that of enemy manpower estimates.

Subsequent reports on manpower were concerned

183
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with not only Communist military forces in South

Vietnam but also the availability of labor forces
on lines of communication for repair and mainten-
ance 158/ and ultimately all aspects of the North
‘'Vietnamese manpower situation, including detailed
order of battle intelligence.

"McNamara III"™ was in response to yet another

/) I O 3 o b

request from the Secretary for a bombing program
assessment -- in this case a comprehensive report

covering the period 1 January-30 September 1966,

£ &3

to be followed by quarterly reassessments.* The

quarterly updatings of the bomb damage assessments

for the Secretary of Defense thus became elements

in the informally designated series of McNamara

N

Reports,

McNamara IV, entitled The Rolling Thunder

Program -- Present and Potential Target Systems,

was released in January 1967. As an assessment of
the air offensive in 1966, its conclusion was not
significantly different from those of McNamara I

for 1965: i.e., the two prime objectives of Roll-

ing Thunder -- to reduce the support to VC/NVA

*  McNamara III was issued in two versions, the
late one being more definitive.

184
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forces in South Vietnam and to weaken the will of
the Hanoi regime -- were not being achieved. 160/
Nor were the conclusions essentially different for
the last three reports in the series, covering the
bombing campaign in 1967. 161/

Although various McNamara reports, or at least
summaries of their findings, were undoubtedly
brought to the attention of the President, there
were a number of additional studies undertaken
at his specific request. 'During the first six
months of 1967, at least seven White House requests
were acted upon. 162/ These responses and the
McNamara reports did much to establish ORR's (and
CIA's rolg)in the field of bomb-damage assess-
ment. There were two areas in which ORR's studies
made unique, albeit controversial, contributions.,

In the first instance, ORR was the only intelli-

gence unit in Washington that was

costing the bombing program

Many observers both in and outside the Agency were

critical of this costing approach, but Secretary

185
SEGRET
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McNamara wanted it and apparently liked the results.
Although the absolute figures may have been con-
siderably off the mark, they constituted an objec~ -
tive and probably the only systematic method of
.evaluating the bombing effort.
Secondly, ORR was the only unit in the gov~
ernment that was estimating overall enemy casu-

alties resulting from the bombing. The gist of the

findings

was that (b)(1)

Eeld

casualties were lower than many had expected. While
the Air Force always viewed ORR as critical of the
bombing program, it was ORR's work that was showing
that in terms of tons of bombs dropped, civilian
casualties were extremely low compared with any
other war in history. Since President Johnson was
known to be sensitive t6 criticism of so-called
"indiscriminate" bombing, these findings were well
received at the White House. On the other hand,

the essential message of ORR's assessment was hardly
encouraging. To the extent that the conclusions

can be generalized, the message continued to be:
North Vietnam was paying a price in manpower and
material, its economy was suffering long~term

damage, and the populace was being subjected to

considerable hazard and privation. But the

186
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critical element upon which the war effort rested =--

the will to resist -- showed no signs of faltering,
and North Vietnam's ability to continue the war in
South Vietnam was "not meaningfully degraded.“ 163/

Concurrently with the McNamara Reports and the
special responses to White House requests, the Office
continued to participate in the monthly joint CIA~-
DIA reports on the bomb damage. These were, however,
much more equivocal than the Office's own reports
because of the need to reach agreed evaluations with
an agency that was under pressure to speak well of
the bombing. 164/

C. Summary of ORR's Vietnam Effort up to July 1967

Although the bomb damage assessment activities
that were undertaken by ORR after midsummer 1965
soon became a major preoccupation of the Office's
Vietnam effort, the other areas of economic intel-
ligence concern that had been developed previously
were continued in 1966 and 1967. The economies of
both North and South Vietnam were continually
scrutinized and reported upon. The flow of sup-
plies and men to South Vietnam through Laos, the
capacities of the supply foutes and their recuper-
ability were'covered, not only in the bomb-damage

assessment studies but in a variety of ad hoc

187
W

Approved for Release: 2023/06/14 C05972160



‘Approved for Release 5023/06/14 CO5972160 L

FrisSieim £ ARESLS ‘wm”mwmammum;

responses to specific reduests. The overall bomb-
damage assessments were supplemented by studies of
damage to specific resources -- e.g., petroleum

storage sites, powerplants, etc. -- and of civilian

casualties in North Vietnam.

All this involved, of

course, a heavy commitment of manpower.

The impact of Vietnam on ORR's economic intel-
ligence mission did not cause an organizational
adjustment at the division level until after ORR
had ceased to exist as such, but it was alreédy
clear by July 1967 that until the Vietnam issue was

settled, the successor Office, OER, would be heavily

involved. \ \professional persons were

by then assigned to the, problem full-time =-- nearly
one-sixth of the Office's economic research pro-
fessional strength -- and many others were pro-

viding significant support. The number of finished

intelligence reports on the subject had risen

in the first half of 1967. 165/

These statistics do not, however, convey the:
full impact of Vietnam on ORR. Virtually all the
activities described above were performed in the

Economic Research Area. Although military in

g.l;;ET/
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~genuity, and objectivity, which were being applied -
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nature, the intelligence problems associated with
Vietnam fell more logically to the technical ex-

perts and economic analysts in the ERA than to the

. specialists in the Military Research Area whose

expertise was concentrated on the advanced weaponry

and delivery systems of the USSR and Communist

China. Although had pfobably never A (b)(3)

envisaged the duties to which ORR's technical ex-

perts would be called when he specified the need

‘for "technical and engineering thinking" in ORR's

‘work * the presence in ORR of a group of trans-

portation, construction, petroleuml and other tech-

'nical'specialists enabled the foice to respond

quickly and effectively to the changing needs for
suppoft. - In addition, many analysts with a more
generalizedlecohemic tgaining.and experience were
called upon to cepe with problems tﬁat were hardly
the traditional concerns of professionél economists.,

It soon became apbarent, however, that ORR's econ-

omists were suff1c1ently flexible to develop the .
approprlate analytlcal technlques for thelr new

responsibilities, and that their initative, in-

- % See Vol. I,p. 32.
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to these unusual new problems, were bringing in-.
creasing respect at the highest levels for ORR's
efforts. Whether these Vietnam activities were

"economic intelligence" as it had been defined by

.

o ~——Approved for Release: 2023/06/14 C 05972160 mmrervrmpgrs s+ s exvmnmarp: gy ens

or as it had evolved during the ensuing o (0)(3)
years is probably’irrelevant. The Offlce, which

had on the one hand developed to a hlgh degree the

techniques of analyzing and interpreting the eco-

nomic strengths and weaknesses of target countries

behind the Iron Curtain and on the other hand

" developed the necessary knowledge and technlques
and exploited the exotic source materials necessary

to evaluate the military strengths and weaknesses

of those countries, was now demonsnrating its
ability tQ'provide durahle intelligence judgments
in areas that had never been envisaged by ORR's
founders. For example,‘the judgment made in 1961
about North Vietnam's relative invulnerability to

blockade and the many judgments made from 1965 to .
. i,

. 1967 and after about;Hanoi's continued ability to

; §
i
{

carry on the war in spite of the severe damage

being inflicted by the Rolling Thunder Program

appear, as seen from 1972, to have stood up well -
however distressing they may have been to the

designers and executors of these programs.

1]

>



e

Chapter VII

ORR IN SUPPORT OF NATIONAL POLICY

7RR0K2 R VOV

“What makes the perfect policymaker ... is what
makes the perfect girl —accessibility.”

D ' DDI (1966-1971)
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A. A Change in Leadership

On 30 December 1965, retired as (b)(3)
(b)(6)
Director of ORR, to be succeeded by (bx3)
- (b)(®)
\who had been the Deputy Director since (b)(3)
' : (b)(6)
©1956. During| |13 years as head of the (b)(3)
(b)(6)
Office its character had changed markedly. The
basic intelligence and geographic intelligence
functions had each gained an importance that jus--
tified independeht states. Their departure and
that of the National Photographic Interp:etation
Centér'(NPIC), an outgrowth of the small Photo-
graphic Intelligence Division set up ﬁnder[:::::::] (b)(3)
. (b)(6)
direction in 1952, left the Office with only eco-
nomic intelligence function. [:::::]was, of course, (b)(3)

“a professional géographer and had given-effective
substantive guidance to the photographic and geo-
graphic iﬁtélligence functions while they were
under his ;eadership. Yet it was the economic
intelligence function that floﬁ:ished and broadeﬂed

within ORR during his tenure. The substantive

192
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direction givén to economic intelligence by (b)(6)

and to military-economic intelligence by

and the vigorous promotion of

the Office's policy support role by have . (b)(3)
been stressed in this history, but it should not
be forgotten that these aspects of the Office's

development tobk place under the leadership of

His advocacy and protection of the Office's (b)(3)

tively restricted to a coordination role and

position in the bureaucratic environment of Wash=- -
ington were also essential ingredients in the
success story. It~was'he who as Chairman of the

EIC established the Agency's position of prime

" responsibility for economic intelligence'on the

Sino-Soviet Bloc in the negotiations leading to the

adoption of DCID 3/1.* 1In 1965, when the Office’s

excursions into Free World economic intelligence

were being questioned by the Bureau of the.Budgef,

it was[:::::]who provided DCI McCone with the ' (b)(3)
justification and technique for solidifying the
Office's‘pogition in this activity. In addition

to these high points,[:::::::jdiplomatic skills (b)(3)

were often called into play in his chairmanship

of the EIC, which under his leadership was effec-

¥ Ses Vol. I, pp.72-73. - oo
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prevented from becoming an impediment to ORR's pri-

macy in the economic intelligence field. 166/

b
the new Director of Research and Reports, EbXG)

had come to the Office -- after a brief stint in

ONE -~ from its predecessor organization, the

Office of Reports and Estimates, where he had

been beputy Chief of the Economics Branch. 1In

the early fifties he served successively as Execu-
tive Secretary of the Economic Intelligence Com-
mittee, Special Assistant to the Assistant Director,A
‘and Chief of the Coordination Area. When the

latter organization was abolished in 1955, he was
assigned to attend the National War College . and

upon his return in July 1956, he was named Deputy

Assistant Director of ORR. had what was (b)(6)

probably ORR's most extgnsive firsthand expefience
with the Soviet Union, since he had served there
with the US Military Mission during World war II
and had also been assigned to Moscow, duriné a
leave of absence from CIA in 1960-61, as Economic
Counselor at the American Embassy.* As indicated

frankness in dealing with the Russians
during this latter tour was, according to| ] &),
welcomed by his hosts. He freely acknowledged that (b)(6)
he had been associated with CIA and that the agency '
"has the world's best research organization on the
USSR." On one occasion [footnote continued on

P
!
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in early chapters of this volume, he had been par-

ticularly responsible, under leadership, (b)(3)

for the development of ORR's policy support role

in the years just preceding his accession. He had

also served as Acting Director during (bx3)

several months in 1964 and again

in 1965.
B. Policy Support: 1966 and 1967

Upon]  laccession, the policy support b)3)

activities of the Economic Research Area went into

high gear, with the Office actively promoting it-
self to a receptive group of policy officials in
the State Department (openly bypassing the Bureau

of Intelligence and Research in this activity).

returned to ORR and was appointed (bx3)

to a new position in the Office structure -- Execu-

tive for Policy Supporé.* Early in 1966 he and (b)(6)
[::::::}met with Deputy Assistant
| Secretary of State for European Affairs and with (b)(©)

| | - | Deputy Assistant Secretary of (b)(3)
-when he was visiting a state farm, he responded to (b)(6)

the glowing description of its achievements in

manure production with (in Russian), "In America

we would say that's a lot of bullshit." His hosts
. were delighted. 167/ :

* This was a personal assignment lasting from

9 December 1965 to 3 January 1967 when (b)(3)
:became Chief of Economic Research. (b)(6)
195
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State for Far East Economic Affairs, to brief these

officials on ORR's capabilities and to explore ways

that the Office's support facilities might be of
use in their respective areas. 168/

ORR's research activity on Communist countries
was already well known and widely used by State's
policy officials, but the expansion of ORR coverage:

~to the Free World had not been so well understood
at the "desk" level. Partly as a result of these
briefings and partly as a result of the regular

attendance by ORR personnel at the Policy Planning

Group (PPG) meetings started by Walt W. Rostow,
then State Department Counselor and PPG Chairman,*

the 'availability of ORR's support resources on a

world-wide basis became much better known in this
period and accordingly more depended upon by State's "
officials. This was p;rticularly'true of the

Bureau of Far Eastern Affairs (FE). In,addition'

to the rapidly developing demands for support on

"Vietnam and the -continuing demands for intelli-
gence judgments on Communist China, FE as repre-
~ sented by[:::::::}became an avid consumer of ORR's (b)(3)

products on the Free World countries of Asia.

* Rostow left the State Department on 31 March
1966, to become the President's Special A351stant
.for National Security Affairs.
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1. Support to the Bureau of Far Eastern
Affairs, State '

Réports on the Asian rice situation were of
pa?ticular interest in this period because of
(1) the change of South Vietnam from a rice-
'expofting to a rice-importing nation under the
pressure of the Viet Cong insurgency, and (2) the
need to answer the recurring question about the
attractiveness of the so-called "rice bowl of Asia"
as a solution to the growing pressure on food sup-
plies in Communist China. ORR's answer to this
question when it Qas raised early in 1966 by Gen-
eral Maxwéll-Tayior, Chairman of the President's
Foreign Intelligence Advisory Board, was that
neither the existing nor the potential surplus
rice.broduction of continental Southeast Asia
could enhance China's food supplies signifi-
cantly. 169/

Another Asian subject of major policy.interest
in the mid-1960's was Indonesia. As the largest
country.in Southeast Asia and a major recipient
of Communist military and economic aid, its affairs
had occupied the attention of ORR since the Office
first undertook economic research on the Free

World. Indonesia's international‘édventures, under

197
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the volatilé leadership of President Sukarno, its
confrontation with The Netherlands over western
New Guinea (1957-63), its opposition to the estab-
lishment of Malaysia (1964-65) , and its dramatic
departure from the United Nations (1965) helped to

make this country second only to Vietnam in the

concerns of the government's makers of Asian

policy. This interest was heightened by the abor-
tive Communist coup attempt of 30 September 1965,
which resulted in the eclipse of Sukarno and the
coming to power of Suharto and the Indonesian army.
The potential for a returﬁ by Indonesia to accept-
able international good behavior and economic re-
sponsibility was recognized by'the US Government,
but during the rest of 1965 and 1966 the matter

was handled very gingerly by the Department of

State because the Indonesian Arhy's hold on power
was still precarious and the Indonesian economy had
been mismanaged for so long that there seemed little
to be done to assist it. A number of ORR papers
were preparéd fo; the purpose of giving some degree
of realism to assessments of a possible US role. 170/
They were capped at the end of 1967 by one of the

first instances of computer analysis of a Free

_World economic situation involving policy decisions
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for the US Government. This was OER's response to

a request from[:::::::}for a thorough study of (b)(3)
Indonesia's debt rescheduling and foreign assist-~

ance requirements. Computer analysis of Indonesia's

muddled financial affairs provided a firm and

rational basis for US Government's financial

planners' work with the International Monetafy

Fund and other donor countries towards setting

Indonesia on a reasonable financial course.¥*

* See Volume III for a more detailed descrlptlon
of this pro;ect.
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The lack of reliable data on Communist China
continued to hamper research on that country in the
late 1960s. This did not, however, prevent the
Office from exploiting to the full what was avail-
able or from publishing a number of significant
findings. The China specialists in ORR made sub-
stantial contributions to the first Congressional
(Joint Economic Committee) assessment of the
Chinese economy, released early in 1967 under the

title An Economic Profile of Méinland China.

The ORR contributions in this Congressional

compilation included:

: 202 | SR
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The Office also supplied =-- with‘attribution -

tabular material on Communist China's Balance of

Payments.

These papers provide a revealing survey of the
state of the Chinese economy in the mid-1960's --
insofar as it could be pieced together from the
scant information available. Most of the writérs
characterized Chinese economic developments under

Communism as showing wide fluctuations between

203
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significant economic progress and chaotic decline
as political and ideological turmoil periodically
replaced logic and reason as determinants of eco-
nomic policy. At the time these papers were being .
prepared, China was entering one of these periods
of turmoil -- the Great Cultural Révolution. Thus
the contributors to this volume found it difficult

to make any predictions about the Chinese economy,

beyond such generalizations as "... the (b)(3)

substigution of ideological cant for logic and:
reason cannot help but produée economic disruption.
The uncertainty is how much." 176/

Also in 1967} the Office, stimulated'by an ex-
pressioﬂ of Presidential interest in the subject,

undertook to issue periodic memoranda on the eco-

- nomic implications of the Cultural Revolution.

The extension of the Cultural Revolution beyond

the political realm to industry and agriculture at

the end of 1966 was, as expected, causing consider-

able disruption. Reports of production stoppages

and other eéonomic dislocations were coming in,

and ORR prodﬁced[:::::ﬁntelligence memoranda making. EE%;;

tentative judgments on the seriousness of these

/
204
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events. 178/ A report on the prospects for the

economy, issued in August 1967, summed up the

findings of the research effort on the Cultural

Revolution as follows:

As for the Cultural Revolution, its
effects on the economy became appreciable
only in the last quarter of 1966. In-
dustry, agriculture, transportation, and
foreign trade have been subject to sporadic
disruptions which have not as yet led to
a serious and self-reinforcing decline
in economic activity. There has been,
however, a decline in efficiency and
probably a slow decline in industrial pro-

~duction, starting in the last quarter of

1966 and continuing through the first
half of 1967.

The economic outlook for Communist
China through 1970 will be strongly con-
ditioned by political developments. If
the political turmoil continues at about
its present level, the economy seems
likely to deteriorate further; if the
present disruptive conditions were to con-
tinue for an extended period or intensify,
a sharp decline in industrial production
or an acute food shortage might occur ...
no very confident estimate of Communist
China's economic future can be made, espe-
cially given the present record of poli-
tical turmoil and the past record of twists
and turns in economic policy. Some gen-
eral conclusions may be hazarded, however.
The ambitions which have produced China's
advanced weapons program will almost cer-
tainly remain, and output in the military
industries will probably continue to grow
at a fairly rapid pace. At the same time,
a substantial part of industry will remain
in the backwater of outdated equipment
and technology. The food-population prob-
lem will not be solved, at least over the

205 .o
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next few years. Barring spectacularly
good weather and spectacularly good luck,
agricultural output will have to be sup-
plemented by continued imports of grain

if the population is to be fed at even

its present low level. Foreign trade will
continue to grow and will continue to be
oriented toward Japan and Western Europe.
To an even greater extent than the USSR,
China will remain a nation of extreme eco-
nomic contrasts -- a hungry nation with

a dispirited population, albeit one with

a growing arsenal of advanced weapons. 179/

Retrospectively, it is apparent that the Cul-
tural Revolution did cause a set-back to industrial
production through the first half of 1967, after
which it began to recover rapidly td regain the
1966 peak by 1969. 180/ Agricultural production
was not directly affected in 1967 -- the Cultural
Revolution was mainly an urban phenomenon -- and
it was also generally satisfactory in 1968. 181/

2. Support to the Bureau of Eurqpean Affairs,
“State

Much of ORR's support to the Bureau of European
Affairs (EUR) in 1966 was stimulated by'the efforts
of the State Department to proceed with the Presi-
dent's policy of "bridge-building” to Eastern Europe.
Implementation of the program would require Con-
gressional action, and the State Department, to-

gether with Commerce, needed material for use in -

. 206
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Congressional hearings on the matter. A report

on Prospects for U.S. - Soviet Bloc Trade was ini-

j tiated for this purpose, and the series of papers

that had been furnished for the use of the Miller

Committee* was updated and sent forward. A spe-
I cific instance of "crash" support in this effort
was ORR's involvement in State's dealings with the

Congress with respect to the Soviet plan to build

. a Fiat automobile plant on the Volga. That this
j indirectly led to the demise of ORR's highly suc-

cessful program of unclassified report dissemina-

tion was an unintended consequence of ORR'S policy

support activity,.**

Since Congressional opposition to the bridge-
building program tended to reflect resentment at

Soviet and East European aid to North Vietnam, an

important requirement existed to provide EUR with

the facts about this aid in preparation for Con-

gressional questioning. A support project on Bloc

l:" B

aid to North Vietnam was forwarded in February 1966

for this purpose. This report, which was largely'

a content analysis of European Communist leaders'

and press comment about their aid to North Vietnam,

** See pp. 208~210, below.

3

\
* See p. 138, above. ' o : .
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made the poiﬁt that "the token assistance so far

|
|

“f@. . . provided the DRV seems hardly enough to cause any

gﬁ _]  noticeable disruption in the life of the Bloc." 182/
e . |

21 Thus a case could be made that there was little

- relationship between possible trade between the

United States and Eastern Europe and the latter's
willingness or ability to support the DRV.

3. SIG and IRG Support ' .

The establishment in April 1966 of a new inter-

- departmental mechanism for foreign policy decision-

making also provided an impetus to ORR's policy sup-

port activity. This was the Senior Interdepartmental

3 . .
"
.

Group (SIG) and Interdepartmental Regional Group

(IRG) structure established by National Security

T

Action Mémorandum No. 341. The Agency's role in

this organization

called for the DCI to sit on the SIG

The DDP Area Divi-

sion chiefs represented the Agency on the five

IRG's, which had similar missions with respect to

s R acow (R s R s R P

the five geographic areas covered by the regional

o

{
L

_bureaus of the Department of State. This mechanism
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meant another channel through which world-wide
policy support duties were frequently laid on the

Economic Research Area of ORR. The following

matters -- most of them, fortunately, already being

considered by ERA -- became subjects of SIG-IRG

concern causing a heightened demand on ORR: the

gzambian and Rhodesian economies under the impact

of UK sanctions against Rhodesia; Southeast Asia

regional development, the Export-Import Bank loan
for the Fiat plant in the Soviet Union, Indian
nuclear weapons aspirations, and sanctions against
South Africa.

A unique éupport service was provided to.the

Department of State in the fall of 1965, when an

ORR transportation specialist

prepared a detailed and comprehensive

report. The essence of the report was that the

209

_SEGRET '

Approved for Release: 2023/06/14 C05972160 '



1 G R ~ W ¥~ e -
RO R AT T A RE AT E M S L
:

! ,’35\'—,;‘ INTEEE RA SRR AY L 2 S AR AT o P UL B ¥ S B N
I SR L e ST R % SN AN Sy A ‘Pg‘ AN YRR AU DL R NS
mORREX RUAE 20 LIS W LH 3l cadniine el Tadine N ’é" e fare AL S S

Approved for Release: 2023/06/14 C05972160
. SECRET

Lobito route would be of very limited immediate

use to Zambia unless a serious bottleneck on an
electrified section of the Bas Congo Katanga Rail-

way could be eliminated. 184/

There is no reason to believe that INR was not

also heavily involved in policy support at the same

time that these activities were going on, but it |

was manifest that State's policy officials welcomed
the opportunity to use ORR's research and analytical

facilities in fields where these had proved to be

effective. Thus in closing a letter to sug- (b)(3)
)

gesting research into a number of factors relating

to the Indonesian economy == €.9.. prospécts in

‘world markets for Indonesia's tin and rubber exports, |

" and its égricultural output -- Assistant Secretary

Barnett wrote:

.

I believe ORR is the only organization in
the Government with resources to handle
this research ... or something as ambitious
as these projects might turn out to be. I

]

o
e -
b aied

= im should probably let INR know what we are
11 up to. 185 / | -
. , C. Organizational Developments in Response

to Vietnam War

s

The only significant ERA organizational change

2 dndndan
—

| S——

in 1966 was related to Vietnam. The demands for

,.
~——
§

+
SO

(A

o o A - - 210 |
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policy support on East Asia, particularly Vietnam,

were growing rapidly and showed no sign of abating.
Accordingly, on 13 December 1966 the Aéia Branch
of International Division was split into an Orient
Branch and an Indochina Branch.* The former con-

tinued to be responsible for aggregative economic

research on all non-Communist countries (b)(1)

The Indochina Branch was

responsible for (b)(1)

Analysis Division. The profeSsional'

complement of the two new branches totaled com-

pared with| |[for the former Asia Branch.

This reorganization still did not achieve the
.concentration of Vietnam support activities in one
Division. The logistical studies, bomb damage
assessments, and manpower estimates, as well as
the targeting and other operational analyses re-

i quired in direct support of the war, were still

belng conducted by transportation, construction,

* A nomenclature change which was considered more
descriptive of the divisional functions also took
place on the same date: Analysis Division became
Communist Division and Internatlonal Division be-
came General Division.

Approved for Release: 2023/06/14 C05972160 '
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and other specialists in Trade and Services and
Resources Divisions. This work was centralized-in
an' ad hoc Special Projects Task Force as of 23 Jan-
uary 1967.*

D. Demise of the Unclassified Dissemination Series

The highly successful program of disseminating

" unclassified ORR reports to selected university

libraries, academicians, and other non-Government
recipients came to an abrupt end in the spring of

1967. 1Its demise was brought- about through no.

" breach of security or misuse of a document but by

the embroilment of CIA in a political controversy
with respect to US financial involvement in the
plan of the Fiat Company of Italy to construct an
automobile plant in the Soviet Union.

The program of external distribution of unclas-
sified reports had been started on a modest scale
in 1959 as the result of a suggestion of ORR's
Senior Advisory Panel. The DCI, Allen Dulles,
conéurred in the Panel's view that at least some
of the reseérch undertaken by ORR would be of bene-

fit to the academic community and a public rela-

tions boost for CIA in terms of recruiting.and of

* The establishment of a separate division to deal
with the Vietnam problem occurred later in 1967.

See Volume III.
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gaining recognition of the intellectual quality of

7% the Agency's product. reports with an average (b)(1)
: , : . . : b)(3
,g% L distribution of ~opies were disseminated prior gb%1g
) to 1960; thereafter the list of recipients expanded (B)(3)

rapidly. By 1967,[::]reports had been distributed

- ‘h.: . " .
Ridog

S

and the recipient list numbered[:::]as follows 186/:

£33 ¢ 3 £33

= (o)(1)
A (b)(3)
o
B
. R
.
|
|1
S R The Office was proud of the rapport that had
4 .
& % (] been established with university experts on Soviet
SURRES B O
R ‘ affairs and with other academicians and was able
o 3‘3 "to cite many expressions of appreciation as well
C | |
iy ' ’ .
s e . ' ) .ot . 213
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| SEGRET
as less tangible but even more valuable assistance
for its recruiting activities. The dissemination
of- ORR's findings and methodological techniques
had exposed the Office's research activities to

the rigors of critical examination, not only from

its formal consultants but also from other recog-

| nized scholars. The quality of ORR research was

thus enhanced, and in turn the desirability of ORR
as a place of employment for economists was pro-
moted. There was evidence also that outside re-

search was benefiting from the use of ORR material.

The contributions made by ORR to the unclas-
sified papers issued b§ the Joint Economic Committee
(JEC) of the Congress constituted another significant
body of tﬁe Office's research findings that were
made available for public use. Dulles' testimony
before this committee in 1959 was followed by a
published study bn the relative costs and benefits

to the United States and the USSR of their respec-

tive alliance systems -- a document that was openly

Approved for Release: 2023/06/14 C05972160 '
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attributed to the Agency (with collaboration by the

Departments of State and Defense).* A wide-ranging

colmpendium of papers on the Soviet economy was pub-

lished by the Committee in 1962

s;é;ﬁ )
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A comparable contribution was made to

the committee's compendium on Communist China in
1967.* Mention should also be made of the more
than 100 books and articles produced by ORR per-
sonnel for outside publication and the numerous
public presentations made by ORR's professional

economists in academic and professional meetings up

* The list of papers and authors in the China
volume was as follows:

1t
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to 1967. It was manifest that h¥*§hdF #i@g;ghgg
Agency was well known by all who might be interested
in' such matters as the major center of Communist
economic studies in the government -- and pfobably
in the entire Free World.

In short, the many public surfacings of ORR's

"role seemed to have been finally justified as an

appropriate and valuable means.of promoting the
image of CIA. Nevertheless, there had always been
a grudging and uneasy acceptance of these ORR -
activities on the part of those Agency officials
who had primary responsibility for public relations.
They could not deny the benefits, but they feared
that such activities could "get out of hand" and
‘cause CIA to get involved in public controversy
that would be potentially damaging to the image
that it was their job to protect. The press con-
ference episode of 1964, although not directly re-
lated to the unclassified dissemination policy,
was regarded as the type of embarrassing situation
that could 6ccur. Such a viewpoint, of course,
could not be reconciled with the fact that the CIAa
association with the revelations of Soviet economic

weakness was what created the headlines and thus

. 217
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increased the degree of Soviet exposure and embar-

rassment, which was what the President and other
policymakers were after. 1In the long run, there-
fore, as Soviet economic problems became geﬁerally
acknowledged, the Agency's image had been enhanced.
Since the situation had gone beyond the control of
the public relations experts, however, it was feared,
and outright public exposure through the press was
thereafter forbidden. It was against this back-
ground that ORR became involved én the Soviet-Fiat
automobile plant controversy.

The agreement concluded on 4 May 1966 betwéen
the Italian firm Fiat and the Soviet Union for the
construction of an automobile plant on the Volga
was, of course, a matter of legitimate economic
intelligence interest, but it would not have had
much domestic politicai impact in the United States
if it had not developed that the Italians were
seeking a $50 million loan from the Export-Import
Bank for the purchase of US machine tools to in-
stall in thé plapt. The Bank was =-- quite cor-
rectly --.unWilling to proceed with the loan without

a policy decision from the Administration. At a-

. S 218 =
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meeting of the Senior Interdepartmental Group (SIG)

= £33

on 31 May 1966 it was agreed that such a loan would

bd

be in the US interest. 1In order to present the

3

full case to the President and the Congress, the
SIG requested CIA, in collaboration with State's
Economic Affairs desk, to prepare "a study of US

and certain Western countries for the purpose of

L . showing a.curve of investments accompanying or
following a sharp rise in automobile production,

and the resource implications thereof." 188/

FIREES B

Meanwhile, Assistant Secretary of State for

Economic Affairs, asked for a (b)(3)

v
‘
—_~
O
N—
—_~
»
~—

study that went somewhat beyond the impact of the

initial Soviet decision (to mass produce auto-

O

mobiles) on investment allocations to a considera-

.
IR

tion of the secondary effects on steelmaking and

other industrial supporting facilities and the

. tLe
PRI PRIST FUR NP

I "
4 ,J\’

tertiary effects on road construction, service

' station requirements, etc. The study would be

used not only to address the immediate question

of the Export-Import Bank loan but also the re-

Bl s £ et ar et s oan e
%.. -

lated question of the export to the Soviet Union

N

PR,

of a steel mill from_the United States; it would

i

also provide general guidance on East-West trade

-
1.

] . 219
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] policy. [:::::::]requested that the study be un- (b)(3)
(:jf - Classified or that an unclassified version be
%ﬁ‘ j S prepared "so that it could be released by the
@@3 ) ' President to the Congress and to the press if de-

sired." 189/

ORR's Manufacturing Branch turned out the re-

: quested study with the title Impact of the New

{ [] . _ Soviet Automobile Program on a crash basis, and it
was duly forwarded to Solomon on 10 June. The
|

covering memorandum specified that the report .

should be handled as unclassified unless specific

attribution was given to the Agency. 190/ Since

the State Department wished to use the report in

]
n
i:> ' ' _ representations to Congress, the DCI directed that
if it were so used it should be clearly marked as
) an Agency paper. Accordingly, another version was
2 | prepared with minor re\}isions and a more seductive

title, USSR: About to Enter the Automotlve Age?

It was published as an unclassified report of the

and given wide distribution to an "elite" list of

(} . ~ Directorate of Intelligence under the Agency seal,

government recipients.
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A few other copies were distributed to Congres-

sional requesters during the fall of 1966.

The thrust of ORR's message in this report was

that the Soviet decision would bring the USSR one

step nearer the automotive ége, but that the

announced plans would not mean any significant

AUl
Y
o
=3

-
£ »
L™ :.?-
b L AN
ey,
Y
4

change in Soviet economic priorities or alter
Soviet military and space programs. The'day of

a personally owned automobile was not yet in

&3 3

sight for the average Soviet citizen, and there

v E would be only slight iqcreases in investment re-

é : F ' quired for supporting facilities for the production
@“ ! ; of steel, gasoline, and tires or for so-called
,f | - | tertiary investment -- i.e., highways, service

‘ . | stations, motels, etc. The report did not discuss

| ] . the proposed Export-Import Bank loan, although it
fgf | - did include a table showing the United States as
'?}4 i the source of $30 to $50 million of the estiﬁated
55?‘ : $8b0 million cost of thelprojeét. igl/. There was

Approved for Release: 2023/06/14 C05972160
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(jjg’ ; no mention of the US machine tools contemplated,
SRR B _ .
A : or of the possibility that either the machinery
£, 3 [] :
xd L or the automobiles produced could have direct or

indirect effects on Soviet military potential.

In short,_there was ostensibly nothing in the re-
ports that could be foreseen as involving the
Agency in a céntroversy over US policy on East-
3 West trade.

The Agency did get involved, however. East-

West trade was an explosive issue between the

Johnson administration and the Republican leader-

ship in the Congress, and the Agency report was

quoted by both sides in support of their position.

An Evans and Novak column in the 18 January 1967

LA 4 _ edition of the Washington Post, entitled "Machine

Tools for Russia," mistakenly attributed to a

7l . so-called "Confidential" CIA report the prediction

o Ll o0

that the new automobile plant would "have deep re-

Apum e s

verberations inside the Soviet economy. By even-.

tually spawning highways, gas stations, tires and

P AR

"—.
r e

other auto accessories, it would compete with war

production for priority inside the Soviet econ-

© “
i

s

‘.]

omy." 192/ It also attributed to CIA the view

that "this first export to Russia of'US precision

.tools cannot help build the Soviet war machine,” 193/

remreerApproved for Release: 2023/06/14 C05972160™5
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a judgment that the Office did hold with respect

&

to the particular tools likely to be involved,
but one which had not been made public in
writing. 194/

In the course of the controversy, the DCI was
requested by one of éhe Congressmen involved to
express his opinion of the proposed Export-Import
Bank loan; the report USSR:. About to Enter the
Automotive Age was reprinted in a larger report
on the subject by the Subcommittee on International
Trade of the House Committee on Banking and Cur-
rency 195/; and the Director was finally invited
to testify before the Committee on 3 May 1967.

Helms testimony, in which he was assisted by

traced the developments which

led to the CIA report, reiterated the Agency's

role as a fact-finder and its scrupulous avoid-
ance of advocacy in policy decisions, and, in re- .
sponse to questioning, brought out that there was
little danger of any géin in war potential either
to the Soviet Union or to the Communist forces in
Vietnam from any US participation through the
pro&ision of machine tools to the Soviets' pro-

posed Fiat plant. Following the testimony, the

223
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Subcommittee defeated by a vote of 18 to 15 an

v attempt to amend the pending Export-Import Bank

Ll

bill by barring the bank from financing exports to
any country engaged in hostilities with the United
States or to any government supplying a country
engaged in hostilities with the United States
(i.e., North Vietnam) .*

!
] . Even prior to the Congressional hearing it had
] aifeady become clear that the embroilment of the

S Agency in this controversy was disturbing to the
E1 N DCI. An investigation of the circumstances of the

Fiat Report -- its origins, its review within ORR,

(:)\ : its release to Congress, and its ultimate wider
Y A. " dissemination ~-- was conducted by the Inspector

ég' u '.A General's Office. 196/

N 1 E . ' The unclassified report, as reprinted in the

Congressional document, was widely discussed in

the press early in March 1967. One of the points

o (233
E‘im el ]

E ‘that was played up was a statement in the report
4 that there were only eight filling stations in

1 Moscow. A Soviet attempt to ridicule CIA's count

was allegedly made by two Russian journalists, who

. [} *  The Bank was ultimately enjoined from involve-
' ment in the deal by action of the US Senate, but
Fiat was able to buy about $35 million worth of

, : machine tools from US firms for the Russian plant
(:); - ' ‘ .without the benefit of Bank guarantees.

0 N
s . .
.
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came up with pictures of 99 gas stations in Moscow

in the course of a day's search. The AP dispatch

reporting this event, however, pointed out that .

most of these were not for public use and that in

fact -foreigners in Moscow were served gasoline at
only one station. 122/

Apparently this public exposure énd attempt at
ridicule were too much for the sensitivities of the

Seventh Floor. On the day that the AP dispatch

was received, ﬁhe Executive (b)(3)

Director-Comptroller, issues a memorandum, noting:

Experience has shown that finished
intelligence produced by the Central In-
telligence Agency, which has been made
available on an unclassified basis, is’
utilized abroad to the detriment of the
national interest. This is not so much
because of the content as the fact that
it is the official product of the Central

A SR Intelligence Agency. Consequently, no
o ond ' sanitized versions:will be produced of
: finished intelligence which is an official
i ' Central Intelligence Agency project, and

all such reports will bear a classifica-~
tion appropriate to the content and source.

This means there can be no dissemi-
nation of such material to college and
university libraries. Also, if we receive
- - congressional requests for such material,
. LJ it will be made available through our own
; S, congressional subcommittees. 198/

o This directive was the death knell of ORR's un-

3
! Fl
NP

classified dissemination program. Efforts to have

T

[

i . an exception made f6r4the Office's well-established
,<i\i - ‘ ' . '

225 R
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and beneficial procedures were unavailing. The
facts that the Fiat case had resulted from an un-
classified feport prepared in response to a policy

request and that the subsequent publicity had re-

. sulted from Congressional use of the report rather

than.from ORR's favored academic recipients were

not sufficiently persuasive, and finélly on 1 May
1967,[::::::}signed the memorandum concluding the (b)(3)
unclassified series.* Previously published reports
in the series, except the Fiat report, would con-

tinue to be released, but no more reports of this

' type were to be produced. 200/

E. The Six Day War

Alﬁays excepting Vietnam, the most pressing
international problgm'that stimul#ted a major
policy support effort from ORR in its last months
of existence was the Afab-Israeli Crisis culmi-'

nating in the Six Day War of June 1967. According (b)(1)

to Office activity records,[::]requests for support

£ N "\“l
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in connection with this affair were received in

FY 1967, of these from the White House. The (b)(1)

Office's long-established function of following
the extensions and deliveriés of Communist mili-
tary .aid to developing countries stood it in good
stead in responding to requests for judgments about
the military strength of Arab couﬁtries. 201/

As the antagonists were mobilizing for the
showdown in late May 1967, studies were supplied
to Walt W. Rostow, Special Assistant to the Presi-
dent, analyzing the abilities of their economies
to function under conditions of mobilization. 202/
| |support papers covering a wide spec#rum of '(
subjects were furnishéd to the Middle East Committee (0)(3)
of the National SEcurity Council during June 1967,
while the DDP was the recipient of an estimate on
Arab military losses. .The broader international
implications of the crisis were analyzed in self-
initiated projects concerned with the Suez Canal

closure.* 203/

¥ A more detailed discussion of OER's substantive
contribution in the continuing Arab-Israeli con-
frontation is included in Volume III of this his-
tory. '
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F. Epilogue
On 1 July 1967 the Office of Research and

. Reports was dissolved. The Military~Economic

of Strategic Research (0OSR) -- a development that
had been in the planning stage for many months.
The Economic Research Area together with the sev-

eral staffs of ORR, was reconstituted as the

combined with elemehts from OCI to become the Office

i
I
]
[ Research Area
i
[
|

Office of Economic Research (OER) with‘

as the Director and as the

the separation of military economic research
activities that had been developed within ORR are

the proper concern of OSR's history. From the

3 OO 3O &3

perspective of the history of ORR, it appears as

a natural part of the evolutionary process. Eco-

[

nomic intelligence was set up as only one of the
three major functions of the Office when it was
established at the end of 1951. The other two

functions, basic intelligence and gecgraphic in-
1

N Snow N S

.

and departed as organizations in 1955 and 1965,

L

Acting Deputy Director.* The detailed reasons for

telligence, also evolved in their distinct patterné

228
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respectiveiy. Economic inteiligence was preoccu-
pied during the first ten years of the Office's
existence, 1952-61, with the target countries of
the Communist world. Intelligence production was
first concentrated on a vast cataloging effort of
these countries' strengths and weaknesses, an
effort which undoubtedly had its operational uses
e.g., in support of economic defense -- but can
now be viewed primarily as a building-block
activity necessary for the sggregative research
which was to bé of much more significance for the
guidance of policy officials. Historically sig-
nificant events within the target countries --
e.g., the increase of CommunistAeconomic relations
with the.Free World, and particularly with under-
developed countries inAthe Free Worldl-— caused

some redirection of the economic intelligence

_effort in the latter half of the decade. Military

economic intelligence, initially concerned pri-
marily with.conventiohai weapons and delivery
systems, expanded in response to the growing mis-
sile capabilities of the USSR. The growing re-
quirement for this type of intelligence and such

related topics as civil defense and military

229
S T
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costing led in the mid-1960's to the establishment

of a military economic intelligence organization
at the Area level which was co-equal with the
economic intelligence organization. The growing

stature of both organizations in the intelligence

hierarchy led to the 1967 decisions that raised

them both to the Office level.

By mid-1967 the economic inteliigence activity
had a tacit charter to function anywhere in the
world. it was clearly the leading organizatioh in
the US intelligence community =< and probably in the
entire Free World -- doing economic research and

analysis in depth on the Communist countries; its

detailed reporting on many facets of enemy activity

in the Vietnam War was in great demand at the

TN
w L

highest levels of government; and its facilities

%, ? ' on the Free World were being increasingly called
{E upon for éupport by all departments and by the
% i {3 White.House. Thus the new Office of Economic Re-
i search was qreated in a far different atmosphere
{} ‘ from that in which its predecessor was set up.
§ . - It will be recalled that ORR had been created from
% {3 the residue of a disintegrating conglomerate, the.
1 | office of Reports and Estimates.* OER, on the

Vo .

_ _ .* GSee Vol. I, Chap. I & II.
C ] ' '
14
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~; 5 other hand, was created because both the economic
éﬁ - intelligence function and the military-economic
L A .
iii = ‘ intelligence function had developed‘in significance

and infutility to the policymaker to the point

{ J

where enhanced organizational recognition of both

roles was necessary. The formal recognition of

i OER and OSR as separate Office-level organizations

3 3

was an acknowledgement not only of the growing com-

plexity of the economic intelligence mission but

"
L 3

z

also of its importance in the formulation of US

foreién policy.
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APPENDIX B

11 March 1965

The Honorable Dean Rusk
Secretary of State
Washington, D.C. 20520

Dear Dean:

In discussions with the Bureau of the Budget a ‘problem has arisen
with respect to the Agency's production of intelligence on the economies
of non-Communist countries. The Bureau appears to interpret the Agency's
e _ limited research and production in this area as contrary to the provisions

3 ‘ of DCID No. 3/1 (Production and Coordination of Foreign Economic
JIntelligence), which allocates primary production responsibility of economic
intelligence on foreign countries outside the Sino-Soviet Bloc to the
Department of State. At the same time, this directive provides that each
department or agency ... shall maintain adequate research facilities to
accomplish its departmental intelligence production mission, and ... may
‘make such studies as it believes necessary to supplement intelligence -
produced by other departments and agencies. Paragraph 7c. of NSCID
No. 3, which discusses the CIA's responsibilities for producing economic

¢ . intelligence on the Sino-Soviet Bloc, states that the CIA may produce such
other intelligence as may be necessary to discharge the statutory
responsibilities of the Director of Central Intelligence.

r ¥

-

,‘
¢
[

o 3

g -
AW -

While continuing to recognize-the Department's primary responsibility
for the production of Free World economic intelligence, I have found it
necessary to develop within CIA a limited capability for all-source economic
analyses on non-Communist countries. Part of the need to create this
capability grew from the discharge of CIA's responsibility for providing
intelligence on Communist economic activities in non-Communist countries.
The Clandestine Services require detailed economic analyses based on highly
sensitive sources to support certain of their activities in non-Communist
areas. The Agency's responsibility to produce, at the national level, timely
all-source economic intelligence on current developments in non-Communist

B areas precludes, as a practical matter, our relying wholly on the other
> . intelligence components of the community. Lastly, as the Director of
Central Intelligence, I must maintain within the Agency the capability of
obtaining immediate all-source economic intelligence bearing on critical
national policy questions and also insure that I have within the Agency
the competence to evaluate the economic intelligence on non-Communist
A areas obtained from the Department and other agencnes upon which we
w0 are dependent.
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We have found it helpful to reinforce the Department's economic
contributions to National Estimates, particularly since 1961 when the
Department consciously reoriented its economic intelligence effort away
from more basic research toward direct support of policy officials in the
form of brief departmental reports and memoranda. It is my understanding
that the reduction in the Department's capability for economic intelligence
research on non-Communist countries has stemmed not only from this
reorientation but also from the transfer to CIA, at Mr. Hilsman's request,
of the Department's NIS production responsibilities.

We understand the adjustments that the Department has made in this
field and believe that the people concerned, both in this Agency and in
the Department, are fully aware of the economic intelligence produced in
their respective organizations.

I have informed the Bureau of the Budget that my responsibilities
as DCI require that I maintain such limited capability as we have developed
for all-source analyses of the economies of non-Communist countries, and
I have also had the matter brought to‘ bttention. The
proliferation of new nations, particularly in Africa, and the increasing
challenge of Communist initiatives in these newly emergent nations has
brought about a sharp increase in the demands, at the highest government
levels, for economic intelligence. In my view, it is necessary for the
Department and CIA to continue at least their present joint production
capabilitiecs on non-Communist areas if we are to respond to national
economic intelligence needs of urgent concern. This could not be done if
the capability of either the Department or of the CIA in this field were
reduced.

My purpose in writing you is to insure that you are aware of my
views on the importance of maintaining both State and CIA production
capabilities at no lower than present levels and to inform you that I am
advising the Bureau of the Budget that we consider DCID No. 3/1 properly
interpretable as permissive of these intelligence production activities.

Sincerely,
[s| John
John A. McCone
‘Director
251
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APPENDIX C_
7 Jan 1965

Dear Bob:

My staff has recently advised me of the increasing requirements being
posed by DOD and ACDA to assess the costs and economic impact of
military and space programs of foreign countries. Such studies, of much
greater detail than are required for national estimates, are clearly essential
to realistic program planning efforts. The intelligence community cannot
at present fully meet these requirements. As a result, some studies are now
being done for the DOD which differ from our assessments which respect
:to basic data, method and conclusions, and in fact differ from one another.

Accordingly, I directed that this problem be discussed with your
Comptroller, Mr. Hitch, and that the possibility of greater centralization
of attention and effort on this matter be explored. Mr. Hitch stated that
the DOD requirements for costing foreign military programs will increase
over even the present level. Consequently, I believe that economic analyses
of the cost of foreign military programs and their implications, whether
done within the Government or under contract, should be more centrally
directed, monitored and evaluated. This approach would safeguard the
quality and consistency of the research and would result in significant
monetary savings to the Government.

Mr. Hitch, aware of CIA's past efforts in the economic field, reacted
favorably to our suggestion that the intelligence community is best suited
to provide a central point of reference in these matters and could meet
the increasing requirements by supplementing the substantial core of
experienced analysts now in CIA. ‘

General Carroll has been informed of our conversation with Mr. Hitch.
I believe him to be in full agreement with our views and anxious to work
out mutually agreeable machinery to coordinate and integrate our efforts
to efficiently meet DOD and other needs. '

If you agree, I propose to work out arrangements with the Bureau
of the Budget to expand CIA's capabilities for this type of research on
the promise - that off-setting dollar savings will accrue by a reduction in
the need for DOD to let external contracts in these fields. I do not suggest
that DOD restrict its flexibility in relying on outside contracts where you
deem this advisable. But I would suggest -that such contracting be done
in the full light of the capability and experience of the intelligence
community. . .
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I would appreciate a statement of your views on this matter making
clear the priority of DOD's requirements as well as your reaction to the
proposal to seek a more centralized response to this problem.

I intend to discuss this matter, which has similar nnphcatxons for our
support of ACDA, with Bill Foster.

Sincerely,
Isl

John A. McCone
Director
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APPENDIX D

February S, 1965

Honorable John A. McCone
Director
Central Intelligence Agency

Dear John:

I also have been concerned about the quality of some past studies
relating to cost and resource impact of foreign military and space programs;
and, because of the increasing importance of these economic studies, I agree
that they should be more centrally directed, monitored, and evaluated. I
wholeheartedly concur that the Central Intelligence Agency should continue
to have primary responsibility for these analyses and, consequently, I
support the expansion of the Central Intelligence Agency's capabilities in
this area. As you expand this capability, we should be able to phase-down
our external contracts.

To assure greater control of this effort within the Department of
Defense, I have designated the Assistant Secretary of Defense (Comptroller)
to coordinate and integrate DoD requests for foreign cost and resource
analysis so that the capability of the Central Intelligence Agency can be
effectively utilized. These requests will be transmitted directly to your staff,
This is not intended to restrict the necessary cooperation between the
Central Intelligence Agency and the Defense Intelligence Agency. As you
may appreciate, General Carroll's capability in this area might need some
augmentation, not only to enhance cooperation with the Centrai Intelligence
Agency, but to assure responsiveness to future requirements, including the
undertaking of specialized comparative costing problems. Furthermore, the
Assistant Secretary of Defense (Comptroller) will also inform your staff
of actions which might result in external contracts in these fields.

Sincerely, .
Is| Cy

Deputy Sec/Def
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