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~ MEMORANDUM FOR THE RECORD - -

SUBJECT: William Safire's Column on' the Size of the - . |

Soviet Economy and the Burden of Soviet Defense ?5Xl

1. In a column in this morning's New York Times (attachment
A) William Safire maintains that CIA has overestimated the size
of the Soviet economy and, as a result, is underestimating the
share of Soviet GNP devoted to defense. To support this thesis
Safire cites the views of several participants ‘in a recent ‘
symposium on Soviet defense sponsored by the Hoover Institution--
which Safire did not himself attend--and an article in the Soviet
Journal, Novyy Mir, by economist Grigoriy Khanin. Safire also
maintains that a recent speech by Soviet leader Gorbachev, which
he discussed in an earlier column, provides support for his |
thesis. Our assessment of this earlier column--which, we - |
believe, rests on a gross misinterpretation of Gorbacheyv's |
speech--is appended to this memorandum {attachment B). , 2o%l

. : i 25%1
2. According td ‘of the Office of Soviet Analysis. %

who was present at the recent Hoover Institution symposium,

Safire accurately reports the views expressed by several of the

participants but fails to give due attention to the criticisms

that were made of their position by other participants in the '
session. In particular, [:::::}reports that the symposium's 2o%1
leading proponent of the thesis that CIA estimates of Soviet GNP

are too high--the Swedish diplomat Aslund--was sharply criticized

by Rand's Abraham Becker for a reliance on personal impressions

rather than on statistical evidence or rigorous analysis. 2o%1

3. Safire evidently is also unaware that three of the

symposium partici i cites approvingly--Henry
-served on a seven-

membDer group established at the request of DDI Robert Gates some
years ago to explore the hypothesis that the state of the Soviet
economy was worse than estimated by CIA. The final report of
this working group, ‘issued in May 1985, dealt with the decade
1976-84, when, according to CIA, the Soviet economy was growing
at an average annual rate of 2.5 percent. The report concluded

25X1

25X1

25X1
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‘ =ghgsoyie§gfconbmy‘andffﬁg}BQﬁdéﬁbedeyjetfpeféhs:

that “in thefjudgméht”of‘“gevérai" memberé'bf~fﬁeggﬁoﬁp,fﬁe'
maximum amount of overestimation of which we might be guilty

5 Cotumn ‘on the’size of the, Lo

amounted to one. to 1.5 -percentage points a-year, with one member .-

believing that the overestimation.could not be this great and -
only one other believing that a larger error was possible. In
light of the fact that this group was established only to . examine
the possibility that CIA estimates were too high and the fact

that its membership included the leading proponents of this view,

we were encouraged by what we took to be the implicit judgment
that even if our estimates of Soviet economic growth were biased

upwards, the degree of bias would probably not be excessive.

4. Safire's comments on the article by Grigoriy Khanin
reflect the columnist's lack of acquaintance with the issues that
the Soviet economist discussed. It is true that Khanin argues
that official Soviet statistics on economic growth are
exaggerated because they include hidden inflation. It is untrue,
however, that CIA was surprised by what Khanin said. On the
contrary, CIA'has long been a proponent of the thesis that Soviet
growth statistics are inflated. It is for this reason that CIA
produces its own estimates of Soviet growth which historically
have been substantially and consistently lower than those
reported by the Soviet authorities. (Khanin's article,
incidentally, was discussed in great detail at a SOVA-sponsored
conference on Soviet economic statistics under Gorbachev that was
held at CIA Headquarters in December 1987. The -general view of

the conference participants was that the inflation problem Khanin

discussed is a real one but that Khanin's estimates of it size
were not supported by the evidence he cited.)

5. Although disagreeing with Mr. Safire's thesis, we
recognize that the issue he discusses is important. We also
believe that participation in conferences like the recent Hoover
Institution symposium and our own gathering of academic experts
on Soviet statistics is essential to a thorough airing of the
questions involved and--to the extent that our mandate to protect
classified sources and methods will allow--of the pertinent
evidence. MWe have listened to the arguments of those whom Mr.
Safire cites and believe that our estimates take proper account
of the insights they have to offer. Indeed, we regard much of
the evidence cited by Mr. Safire as support for long-standing CIA
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p051t1ons and theses _ Gorbachev and Khanln after al] have _
_ acknow]edged what we have argued for. years--that off1c1a1 Soviet-
‘claims.of economic growth are exaggerated. In our view, "these - -
acknowledgements underscore the need for the estimates that-we
provide and that we regard as the most useful tools available

anywhere to US policymakers or academic analysts concerned with —
assessing Soviet economic performance. - %

25X1

Chief, Defense Economics Division :
Office of Soviet Analysis : |

Attachments:

A. NYT Column by William Safire, "The Genscher Line," o -
28 March 1988, page 21. ‘

B. SOVA/DEIG Memorandum, “Comments on Gorbachev's February
Speech and William Safire's Analysis of It," 3 March 1988.
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i ATTACHMENT- -A .-

ESSRY | Wllkam Saflre

The Genscher Lme

SAN FRANClSCO

n April :15, 1985, ‘when U.S. -

bombers gave a permanent

*headache 'to Libya's .Muam-

" mar el-Qaddafi, Bill Casey brought'a

“group of non-C.ILA. economists in to

sce the President. As bombs fell on

Tripoli, statistics about the Soviet
economy rained on Ronald Reagan.

“What does all this mean?'’ he
asked as-the hourlong presentation
ended.

It meant, the outside consultants
explained, that the conventional wis-
dom about the Soviet Union's size and
strength was wrong: instead of stead-
ily growing, Soviet production had
been stagnant for years.

This meant further that the Krem-
tin's new leader, Mikhail Gorbachev,
would soon be faced with an internal

crisis: he would have to shake up the -

economic system radically to force
ncw growth, or accept & reduction in
what was becoming an unsustainable
level of military spending. Soviet eco-
nomic weakness could profoundly af-
fect arms talks and the maintenance of
the empire from Afghznicizn to Cuba.
The President wanted to knc.w what
the effect of this new interpretation
would be on his policy planners. .
“Theyll say, ‘Help this nice

man,’ "’ replied one of the economists. .

*Mr. Reagan nodded: “’I know, the

Genscher line." He was referring to’

the Ostpolitik urgings of West Ger-
man Foreign Minister Hans-Dietrich
Genscher, who is eager to finance the
revival of Moscow's trade.

That was just two years ago, when
Mr. Reagan presided over an Admin-
tstration split between Defense-
CLA-N.S.C. hard-liners and the ac-
commodationists at State.

Then, a year ago, an iconoclast
among Soviet academicians, Grigoriy
Khanin, was permitted to publish in
Novy Mir a refutation of all past Soviet
figures, exposing the use of hidden
fnliation — ““figure-padding and price
manipulation™ — in estimating growth
rates. C.1.A analysts gulped; their own
estimates for 1986 were closely in line
with the earlier, officially rosy Soviet
figures, which were In the process of
being discredited.

A couple of weeks ago, as reported
in this space, Mikhail Gorbachev put
his stamp on the gloomy Khanin ac-
count in & speech to the Central Com-
mitiee. If the Russian leader can be
believed, the Soviet economy is about
one-fourth smalier today than Soviet
stausticians — and our_own .intelli-

" - gence analysts — have led our de-

fense planners to believe.

Last week, at the Hoover Institu-
tion'in Palo Alto, the best-of-the-West
analysts of the Soviet economy held a
friendly intellectual shoot-out.

"Henry Rowen, a Stanford University

Faﬂing to =
exploit Soviet
weakness.

professor and former Rand Corpora-

tion president who ran studi¢s for the .~

C.ILA. a few years ago, was the organiz-
er; Charles Wolf of Rand, co-editor
with Professor Rowen of “The Future
of the Soviet Empire,’* coming out next
month, presented a paper that shows,
among other stunners, how China is
likely to outproduce the Soviet Union
soon after the year 2000. Prof. Richard
Ericson of Columbia University's Har-
riman Institute was, I'm told, a star
performer, along with a Swedish
economist 1 want to take to lunch. To
fts credit, the Agency had its tearm.,
headed by the economist Derk Swmn
in the thick of the argument.

“Team B,” as the new-estimatc
types will inevitably be called, holds
that Soviet income is the equivalen:
of $3,000 per capita; that means the
Soviet Union would be producing
roughly one-fourth as much as the
U.S. produces. But the old C.I.A.-aca-

‘demic consensus is said to put Soviet

output at one-half the United States’;
that's about as much as economists
candisagree about anything.

Another schism: The old consensus
says the proportion of G.N.P. that the
Russians spend on defense, plus under-
ground facilities and the *“cost of em-
pire,” s sdll under 20 percent; the
Team B estimate of the same items
ranges from 25 percent up o 35 per-
cent of all production. (Our spending
on the same breadth of items is only 7
percent) The first estimate would put
Mr. Gorbachev {n some difficulty at
the summit meeting; the last estimate
would take him to the brmk ‘of despera-
tion for a deal

As Mr. Reagan would ask, What
does this mean? It means that we
should not be in such a hurry to help
this nfce man.

Unfortunately, the “Genscher line”

has taken hold in the Reagan Adminis-
tration; all the hard-liners have been
routed. Secretary Shultz has )usl
agreed (o link Start to “Star Wars."
huge concession. Although both super
powers have sold the world’s media on
the seeming impossibility .of & Start
treaty at the summit, the fix is in for a
rush to sign in Moscow.

The Russians are exploiting Mr.
Reagan's yearning for a blaze of glory,
we are {eiling to exploit the urgency of
the Russians’ need to catch their
breath. 8]
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L and WiTHon Saffre’s nalysis ot 1t v

. Safire has made a not uncommon error in-interpreting . .. -
Gorbachev's remarks as referring to the level of national - =
income when the Soviet-General Secretary .was describing - ..
increments--or additions to--national:income.- Thus,. when
. Gorbachev said that additions declined in the early 1980s--.

“:meaning-that national income giew more slowly--Safire. - - =

“interpreted this as meaning that national income was

falling. : - o

1. In a speech to the Central Committee on 18 February, General
Secretary Gorbachev said that if the increase in the production of - 7
atcoholic beverages and the increase in trade that resulted from the large
-rise in the price of oil in the 1970s are "purged" from Soviet indicators
of economic growth, “for the last four S-year periods there has been no
increase in the absolute growth of the national income, and at the
beginning of the eighties it (the annual increase in growth) had begun to
fall" (FBIS Daily Report, SOV 88-033, 19 February 1988). This provocative
statement was the subject of columns by William-Safire in The New York
Times on 25 February (Attachment A) and Wesley Pruden in the Washington
Times on 2 March (Attachment B). Safire concluded that Gorbachev's
statement amounted to an admission that Soviet economic performance has
been considerably worse than Western analysts believe and that, -therefore,
the burden of Soviet defense must be correspondingly greater as well.
Pruden accepted Safire's findings.

D

2. Safire misinterpreted Gorbachev's statement. Gorbachev said that
the annual addition to the level of Soviet national income had not changed
in the 1960s and 1970s and that this increment had, in fact, bhequn to fall
in the 1980s if the effects of rising alcohol production and changes 1in
terms of trade are netted out. In effect, Gorbachev was describing the
situation shown in Figure 1 (Attachment C), where the absolute annual
growth reported for Soviet national income was almost constant from 1965 to
1980 while total national income was rising (see box insert in Figure 1).
Gorbachev added, however, that the growth shown for 1981-85 would be less
if there had been no increase in alcohol production or in foreign trade
financed by rising oil prices. Safire interpreted Gorbachev's statement to
mean that the level of national iacome (rather than the additions to this

level), had been relatively flat in 1961-80 and had begun to fall at the
beginning of the 1980s.

3. Qur own, independently-derived estimates of the growth in Soviet
GNP show a trend that is even worse than the one described by Gorbachev--
with the increments to GNP declining in each of the Five-Year periods
‘ratner thar remaining flat as Gorbachev claimed (Figure 2, Attachment
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L +CL’{;-0ur esttmates are. not affected by shlﬁts in terms of trade, and the;."'}.
- -f-.;:mfluence 1)f changes m alcohol productxon is negligrble because we' value;f.".;‘

et

'-'-_-,__mcludmg a mgh turnover tax, as the Sov:ets do. : .

g, Mr. Saflre, hav1ng m!Slnterpreted Gorbachev s statement to mean N

" that total GNP had -first-levelled off - and" then declined, went on-to assert

Declassified in Part - Sanitized Copy Approved for Release 2013/06/04 : CIA-RDP90MO00005R000700020002-6

" that defense therefore must have. taken up an increasing share of total

GNP. His 1mp11c1t assumption is that defensé did not go down, and that lt

" therefore took ‘an. increasing share of -a .falling.GNP. . As: po1nted out " above,

however, total GNP did not- shrink (nor did Gorbachev say it did); it. mere]y

- grew more slowly (see box insert in: Flgure 2). And our calculations of

Soviet defense spending show that it too--while not shrinking--began to
grow more-slowly in the mid-seventies. Defense, therefore, continues to
take up roughly the same share of GNP as it did in 1970,

‘5. Two additional points are worth making:

-- Safire states that. "our intelligence analysts" have

been saying that Soviet economic growth during the Reagan
_years “has averaged slightly over 3 percent annually", a .
total gain of about one-fourth". In fact, our current
estimates show that growth of GNP averaged about 2
-percent per year durlng 1981 87, an -overall gain of 14
percent.

- The New York Times columnist also says that the defense
share of Soviet GNP has been given as 14 percent. In
fact, the share was given as 15-17 percent in our JEC
testimony last year (March 1987). (u)

(

* GNP and the Soviet concept of national income both measure the final
output of goods and services. The Soviet definition of final output 1s
narrower, however. [t excludes depreciation and services that do not
contribute directly to production of material goods.

- Attachments:

A. NYT Article, “Bailing Out Moscow"
B. WT Article, “One More Chance to Do Good"
C. Two Graphics: Growth in Soviet

National Income and GNP
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chave justbccn(oldbya

what percentage of its. econemy Mos-

‘cow is devating to armament.

That's just about the most impor-
tant intelligence aumbcer of all! In the
70's. a "Team B of outsiders was
brought in by the C.I.A. to challenge
the conventional wisdom, and dou-
bied the previous estimatc to 13 per-
cent in the Sovict Union. That laid the
basis for our own increascd defensc
spending, which now amounts to 6
percent of our gross national product.

In a little-noted passagc of his long

spoech.last wecek to his Central Com-
mittee, Mikhail Gorbachev made. a
stunning revelation that kicks our
estimates into a cocked hat.

He pointed out that during the
Brezhnev years, economic growth had
tecn artificially hiked by the sale of oil
2t high prices (the USSR, is the
world’s largest producer) and the ac-
celerated sate of vodka (Soviet spend-
1ng on aicohol may have rcached 10
ocrcent of total output, compared with
lzssthan 2 percent of ours).

“If we purge economic growth indi-
cators of the influence of these fac-
ors.” said kir. Gorbachev, it turns
out that, basicallv, for four {ive-ycar
rni0ds there was no increase in the
absolute growth of the national in-

+ comce and_at the beginning of the 80°s,

it had even begun to fall. That is the
real picture, comrades!™

No doudbt the current Kremlin
leader is trying (o make the present
bad ecoaomic picture look betier by
saying the old days under his prede-
cessor were really much worse. But
we should aliow for the possibility
that, conceming the 80's at feast, Mr.
Gorbachev may be tclling the truth.

[{that s the real picture, comrades,
we have to do some fast reassessing of
our own. During the 80°s, as the price

_ of oil has been cut in half, and the -

Soviet gulping of booze has been re-
stricted, the total Soviet output is not
likely to have risen much, i{ at ali,
{rom what Mr. Gorbachev says was its
(alling staic in 1982, ’
Here ts what that new assessment
fcads us o deduce: the Soviet econ-
omy has been stagnant (or possibly
declining) for seven years — most
definitely nat growing steadily ac the

over-3-percent ratc pec year our ana--

" well-placed informant inside
 the Kremtid- that, the-Soviet '’
; ‘A:Umon is ot the €CoONOMIC power our’
{‘intelligence. . ‘analysts . "have loag
‘.xhought it was. . L.
" - Throughout the- Rcagan ycars, our,
"-experts have “assumed . that “Soviei
- growth averaged shghtly over 3 per-
" cent yearly. Thatis & vital statistic: we
~ then put a price each year on what we
_ knew the Soviet military machine cost, -
.and get what we hope is a clear idea of

.our asséssment_ of total growth of -

- about oae-fourth ty this decade tias

boen egregiously. mistaken. Thatsup-

* pasedly seven-{oot ghn( turns-out to -
'~bedoscrw(wc!cctwl,umnshb-
--wnstmhc BrczhnCVyum .

“Apply that new assessment to arms -

control. The way we ‘estimate Soviet -

arins expenditures is by simple bean-
counting, mainly from satellites, and
that total is not affected. What does

change is the perceatage of the output -

devoted to arms: {f it was 14 percent
by the old asscssmcnl_ it must be an

unbearable 20 percent in'the new re- -

ality Mr. Gorbachev revesis.

Thus, under pressure to reduce
arms spending, he seeks treaties;
forced to cut losses, he announces
withdrawal " from Afghanistan end
may offer to reduce subsidies in Cen-
tral America; faced with the pros-

pect of having to match scrious Star

Wars spending. he rails at'the idca of
strategic defense.

Apply that no-growth, onc-fourth-:
smaller fact to cconomic diplomacy.
[t explains 'why the Russians finzlly
scttled the old Czarist debt for 8 dime

How to deal
with a hungry
adversary.

on the dotlar, paving the way for a re-
cent $77 million Sovict bond issuc.
That's also why the Kremlin will b
seeking entry into the International
Monctary Fund. GATT and the World
Bank at the next mectings (in West
Berlin) this fall. Soviet Communism
is starving for capiial.

Our European allies are rushing to
lend Moscow moncy and to subsidize
pipelines. while accommodationists
tiere want (o offer the Russians most-
{avored-nation status on trade. Com-
merce and State Depaniment détente-
niks await only vague “economic re-
{forms™ (0 end our opposition o Soviet
entry into Western credit mackets.

Here is a genuine iSsue o (oSS at
the candidates in our election. In light
of what the Soviet leader admitsis “"a
vecy serious f{inancial problem ™
should U.S. policy seck to finance our
adversary? Or should we “stress”

‘Moscow now, as it surtly woutd da (o -

us if the roles were reversed?

Or should we use this moment of
admitted Sovict economic weakndss
o put an f{rrevocadble, verifiabie,
behavior-modifying pricé on every
ooncession we confer? qa

4
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2 barch Togs

POLITICS ==

One more chance

to do good, ;..o

: .T‘he"pcople who love 1o knock the CIA, for its ex-
Cesses but mostly for its successes, may &t last have
& legumate gripe.

= But so far, aobody’s hearing & peep out of them.

The imphcations are not politicallv convenient.

~ Tng Soviets, say the No. 1 Kremlin insider, have.
mism2naged their economy much more miserably
than the most dedicated commie-bashers have
drearzed of, and the ClA, which missed all this,
made 2 miscalculation of truly dumb proportions.
~“Wilhiam Safire took note of this startling phenom-
€no3 las: week in The New York Times, but, oddly,
mb&ay seems to have noticed. For years, the best
US ‘tzelligence estimates have assumed an annual *
Qwiet growth rate of 3 percent, and it is on this
rumber that Ronald Reagan’s administration based
s reckoning of whai the Russians were spending
ents — and on what we should be N
s7walding to counter Soviet arms.

" Tne C1A reckoned tha: the Soviets were spending

1072 133t moath 1o his pariv’s central
e when the proceeds {rom the sale of So-
A¢ Sovie: vodka are extracted from the
onere wes no growth in the Soviei econ-

z2 the Soviets are spending not 13
rusnanonal product on defense.
<5 led the admunistranion 0 believe,

10 20 percent No! even the

s vastarray of wavs 10 abuse
Tic 206 make them like 12, could continue to

~ anncrzd:hle portion of its national in-
Cevc 08 guns 3nd 1anks and planes and missiles
{07 cven bid

r

el Union, wi

v bugaes )

spénding, seek treatics redicing missiles; aanounce
- d withdrawal from Afghanistan, encourage spec-

. ulation that he might even cut subsidies to the San-
dinistas, and, last but by 60 means least, trash the- -

Star Wars shield that he knows he cannot match.

" <"Herbert Meyer, the forimer vice chairman of the

National Security Council in'the early years of the

. mhamae . » Reagan era, thirks the -
Safire analysis is right on.
He, t00, wonders why no-
body’s talking about it.

Of course, nobody likes

to edmit mistakes, particu-
larly in Washingion. This
was first of all & mistake
of intelligence. “Intelli-
gence” may be the ulii-

" mate oxymoron, since
most of it is haif-baked at
best and all wrong at
worst, Warnors crave it,
but the most intelligent of

- them are contemptuous of
those who peddle it. “1 have no confidence in any "
scout.” said Robert E. Lee on the outskirts of Get-
tysburg. just as he was reduced to {inding one who
could {cll him something, even if it was wrong.

TheClA's mistake about what has been going on
in the Soviet Union was a-mistake further com-
pounded by a lot of other people. Herb Mever
writes about “intelligence addiction™ in his new
book, “Real-World Iniclligence™ (Weidenfeld &
Nicholson), and how deadly it can be.

He liken secrets 10 a bowl of peanuts. Nobody can
stop with justone. ” ... intelligence professionals
can become sa addicted to secret information that
they focus exclusively on this category of raw in-
{ormuiion; as a result they havenY got the energy or
ame 1o collect and analyze open information. And it
S0 just the intelligence professionals who are <o
susceptible 10 secrets. Consumers of intelligence
have been known to become so addicted 10 secret
infurmation that eventually they have lost interest
10 open information — to the point where they ig-
noredat when it landed on their desks or otherwise
hit them between the eves”

We can expect still further compounding of
oryunal error. Once it is {irmly established that the
Soviet economy is worse that we thought it was_ the
detente (reaks within the administration will no
duubt push harder 0 rescue the Soviets with breaks
on loans, trade, technology and the crucial accessi-
Ges they are desperate for, .

If Mr. Gurbachev is telling the verifiable truth.
and even bad guyvs sometimes tell the truth, this
could be one, last golden opportunity for the buss- -
aessmien in the Reagan administration. who imag-
e themselves such wizards 2and wise men. to ex-
tract from the Soviets a far price for evenvthing
the West does 10 bail them out
But dun't hold vour breath undil thev do Tha:

[Easy mark

© wouldnt be intellipent.

- <Apd this, \\;ﬁ;e.s Bit Slﬁrg M exphln ;\"herr. B
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Figure 2
USSR: Average Annual Growth in GNP
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