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If anything about the Soviet Union fit Winston
Churchill's famous line about "a riddle wrapped
in a mystery inside an enigma," Soviet defense ex-
penditures certainly must be high on the list. Re-
lease of only summary data (often simply one line
in the government budget), bizarre and mislead-
ing categories for economic statistics, and, of
course, outright deception made the task of esti-
mating Soviet defense expenditures and economic
capacity two of the major intellectual challenges
of Cold-War Sovietology. Developing reliable data
series and then estimating the size and structure
of the Soviet economy, in fact, absorbed a good
portion of the economists specializing in Soviet
Studies.[1] These economists, based in universi-
ties and governmental and intergovernmental
agencies as well as in the "intelligence communi-
ty," devoted their professional lives to working
out how to join economic tools, creative uses of
proxies and substitutions, and expertise in the ar-
cana of the Soviet economy. Deploying these tools,
those economists in the intelligence agencies inte-
grated information obtained by covert agents
with the statistics published by Soviet agencies. In
the end, these economists produced a series of es-

timates of Soviet economic strength and--even
more important for U.S. budget debates--defense
expenditures and capabilities.

It is these latter estimates, regarding defense,
which preoccupied many of the CIA's economists.
While the organizational structure changed over
time, a dedicated group of Agency economists
worked throughout the Cold War in Washington
(and later Langley, Virginia) to compute and re-
compute estimates of Soviet military strength and
its costs. Two of these economists, Noel E. Firth
and James H. Noren, teamed up to write what
amounts to a biography (or perhaps an autobiog-
raphy) of a data series. Their Soviet Defense
Spending: A History of CIA Estimates, 1950-1990,
focuses not on the Agency of popular fascination--
the Spy vs. Spy aspects of the Operations direc-
torate--but instead on the abstract world of index-
number effects, hidden inflation, and inferred
costs. Yet the CIA's economic analysts, armed with
calculators (!) and eventually computers rather
than cloaks and daggers, produced what the au-
thors plausibly call some of the most important
information of the Cold War.



Soviet Defense Spending presents an analyst's-
eye view of these crucial data, describing the or-
ganizational history of the Office of National Esti-
mates, detailing the methods used to compute the
estimates, and following the political uses of the
data through the national security establishment
and (occasionally) among elected officials. The
mix of memoir and history allows the readers to
learn from the authors' extensive experience
(they total sixty-three years' experience with the
CIA, almost fifty engaged in Soviet economic anal-
ysis) as well as their extensive analysis of the
growing stock of declassified reports. The book is
unabashedly an insider account--dedicated to
those who "worked with integrity and profession-
alism to create and improve the important analyt-
ic capability ... that is described in this book"--
which seeks to demonstrate the superiority of the
CIA's methods over those of its many critics.

It should be said at the outset that some of the
issues surrounding the estimates of Soviet defense
spending are, literally speaking, irresolvable. For
reasons unlikely to be of interest to diplomatic
historians (and thus not dealt with here), the pric-
ing method selected--whether to use rubles or dol-
lars, which base year to use--can have an enor-
mous impact on the final result. There is, further-
more, no simple answer to the questions of which
year or which currency to use; different compar-
isons of defense spending require different meth-
ods. It is these issues about valuation which led to
most of the political headaches about CIA esti-
mates.

After a brief introduction, the first three chap-
ters describe, in chronological order, key events
in building the models of the Soviet economy and
its defense-related sectors. The Soviet economic
estimates were born at the CIA during Max Mil-
likan's brief tenure as the founding director of the
Office of Research and Reports (1951-1952). Mil-
likan defined the strategy for such calculations as
starting with an "inventory of ignorance" and
then reducing the list of unknowns through "suc-
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cessive approximations" (p. 13). This broad direc-
tive was applied to the question of determining
Soviet military expenditures through the develop-
ment of the "building-block method," which began
by estimating the number of physical units
(whether ships, jeeps, or even soldiers) and then
estimating the procurement and operating costs
of each item. The legendary Sherman Kent en-
dorsed this approach when he took charge of na-
tional estimates in 1952.[2] Building blocks had a
number of key advantages: published data on
physical units were deemed more accurate and in
any case were easier to determine through covert
means. At the same time, there remained plenty
of room for "successive approximations": starting
with about twenty-five spending categories, the
reports of the 1990s included almost 1800 such
categories (p. 15). Finally, the reports emphasized
physical units-which were, after all, the most im-
portant element of Soviet defense; expenditures
alone would not indicate what sort of military
threat would be presented by the Red Army.
Where costs were not known, analysts used
analogs--using Soviet trucks or American tanks,
for instance, to estimate the costs of Soviet tanks--
and then adjusted for differences in known physi-
cal aspects from weight to cruising range. Analog-
based data, far shakier than direct-cost data, ac-
counted for over half of earlier estimates, drop-
ping to about one-third by the late 1980s (p. 20).

The next chapter documents the increasing
use of quantitative techniques in national security
studies of the 1960s, especially as the Pentagon
absorbed Secretary of Defense Robert McNama-
ra's "whiz kids." The increasing demands on CIA
resources, not least from the newly empowered
Defense Intelligence Agency, kept CIA analysts
running from project to project and often led
them to neglect to update the price and cost fig-
ures in the CIA database (pp. 37, 41). Even more
time-consuming was the first effort to establish
the Strategic Cost Analysis Model (SCAM) on a
computer system; the authors imply that analysts
were too busy SCAMming to conduct basic re-



search on military prices (p. 51). These resource-
allocations decisions would come to haunt the
Agency in the mid-1970s, as a combination of ex-
ternal pressures, new data (aided especially by a
key defector) and internal works forced a major
revision of the defense burden (that is, the per-
centage of the Soviet economy devoted to the mili-
tary). This crisis comprises the climax of the book,
as one might expect when the protagonist is a
data series. The crisis sparked heated public de-
bate when the CIA announced that their earlier
estimates of Soviet defense spending at 6-8 pro-
cent of GNP lowballed the burden by as much as
half; the revised estimated burden ranged from
11-13 procent.

The aftermath of this crisis is dealt with in
Chapter Four, as the authors patiently defend the
CIA's recalculations. The revisions, they note, had
little to do with an increase in Soviet defense ca-
pability, only with expenditures. Yet the underes-
timates were substantial: the 1975 Soviet defense
budget, earlier reported as 152 billion rubles, was
re-estimated at 234 billion; the procurement esti-
mate jumped from 56 to 94 billion (p. 60). In the
heat of the moment, the criticisms of the CIA (es-
pecially from the hawks) exaggerated the impact
of these calculations. Eugene Rostow compared
the revisions to other "pathological phenomena"
like Galileo's trial or Galen's theory of four bodily
humors. Richard Nixon made the portentous if in-
accurate prediction that, "Thanks in part to this
intelligence blunder, we will find ourselves look-
ing down the nuclear barrel in the 1980s" (p. 65).
External review panels--nicknamed "the intelli-
gence inquisition" by one of the besieged--made a
number of suggestions to the CIA, endorsing the
Agency's basic methodology while bemoaning the
"truly amazing lack of understanding" among
those using the defense burden estimates.[3] The
chapter carries the story of the estimates through
the Gorbachev era, which saw the demise of
SCAM, the shrinking of the Agency's efforts in this
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field, and the first bilateral debates about the de-
fense estimates themselves.

Chapter Five describes the state of the esti-
mates in the 1980s, carrying on the fine tradition
of Whiggish histories of scientific fields written by
practitioners. The authors explain some of the
newest innovations in the estimating methods
and provide the latest summaries of CIA estimates
of Soviet defense expenditures throughout the
Cold War. This chapter will be especially useful
for those interested in the data itself, as opposed
to the computational models and interdepartmen-
tal disputes over territory and method.

The authors take a more explicit stance in de-
fense of CIA methods in Chapter Six, in which
they reply to some of the many criticisms of their
work.[4] This chapter is unlikely to convince long-
term critics, such as Franklyn Holzman (who has
consistently criticized the CIA for overestimating
Soviet defense spending) and William Lee and
Steven Rosefield (who have maintained that the
CIA massively underestimated Soviet defense
spending). Yet the beleaguered authors make their
case well, without resorting to the insinuations of
some of their opponents.[5] This chapter, howev-
er, along with stray comments in the chronologi-
cal sections (e.g., p. 88), implies the specious argu-
ment that anyone being criticized from all sides
must be doing something right. Perhaps a more
modest conclusion applies: the issues are excep-
tionally complex and deeply politicized.

The book concludes with an evaluation of the
CIA's efforts. The authors are rightly proud of the
significant accomplishments of their division: the
estimates, they argue, "provided a generally accu-
rate description of the dynamics of Soviet defense
programs, and, to a lesser degree, their levels" (p.
196). They even outline two positive externalities--
unintended consequences of the military-econom-
ic analysis methods: forcing a look at the day-to-
day operation of the Soviet military, which al-
lowed the Agency to assess how training levels
and maintenance might affect overall war-readi-



ness. At the same time, the analytics provided a
framework for understanding the Soviet military
operations as a whole, and pointed to gaps in the
Agency's knowledge--Millikan's "inventory of ig-
norance" (pp. 199-200). Two appendices deal with
subsidiary issues, such as costing improvements
between the mid- 1970s controversy and the col-
lapse of the USSR, as well as some of the issues re-
volving around the index-number problem.

Soviet Defense Spending is generally well-
written, judicious (if also exhibiting a certain
amount of professional pride), and clear. While
Firth and Noren do make compelling rebuttals of
many of the method-related criticisms, they are
unlikely to convince their longstanding critics.
The authors, furthermore, barely mention a ma-
jor, and quite critical, evaluation of the CIA's work
in Soviet economics. That report, conducted for
the House Permanent Select Committee on Intelli-
gence, written by leading American experts on
the Soviet economy and chaired by Professor
James Millar, defended the CIA against the criti-
cism that it did not predict the great changes of
1985-91.[6] The panel also praised the CIA's meth-
ods used to estimate the Soviet military threat. At
the same time, however, these scholars sharply
criticized the Agency's use of related statistics,
such as defense spending, defense burden, and
comparative defense expenditures. Perhaps think-
ing back to the mid-1970s crisis, the expert panel
concluded that the spending estimates were less
reliable, less useful, and more frequently misun-
derstood (wilfully or otherwise) than data on
physical units. A hypothetical Soviet attack, after
all, would have come in the form of tanks, ships,
missiles, or battalions--not in rubles. Firth and
Noren make the general case at the start of the
book that spending figures were necessary to add
up all these different sorts of physical units. Yet
the spending data, so easily used (and misused) in
debates over the U.S. defense budget, contained
theoretical problems in reporting the data, miss-
ing or inaccurate cost figures, incommensurable
organizations or technologies, and other such
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problems. This rather fundamental question and
the most recent report to raise the issue (i.e., the
Millar report) are both given short shrift in Soviet
Defense Spending. A related shortcoming is the
very limited discussion of the defense burden's
denominator, the Soviet GNP. Less fettered by se-
crecy concerns, a large literature on estimating
the overall size of the Soviet economy (what one
Russian critic called the "crafty figure") has
emerged.[7]

Noel Firth and James Noren have performed
a service for specialists in the Soviet economy as
well as for historians interested in Cold War intel-
ligence. Their extensive research (including a six-
teen-page bibliography consisting primarily of de-
classified CIA reports), their insights into the his-
tory of the defense spending estimates, and their
clear prose make the book essential reading for
those who follow these narrow but important
questions. Their thorough descriptions of the
process of estimating Soviet defense bring a
wealth of new information into the hands of spe-
cialists, while their tables summarizing the data
will prove useful to a wider audience. Recent his-
torical scholarship has taken a critical eye to
American intelligence about specific Soviet for-
eign-policy decisions.[8] Soviet Defense Spending
provides the sort of insider perspective necessary
for scholarly analyses of economic intelligence on
the USSR over the duration of the Cold War.
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