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THE SCOPE OF THE TERMINAL REPORT

The Terminzl Repert, United States Economic Assistance to Sputh
Viet Nam, 1954 -~ 1975, consists of three volumes; the Summary whi&p is
contaired in Volure I end II and the Biblioéraphj ;f Official Docunmentis in
Velume III. The Summary vrovides the reader with e description of ﬁajor
economic assisterice ectivities undertaken by the United States Agency for
International Development endhits predecessors during the extended period
of U.S8. involvenent in South Viet Nam. It salso se;ves as e factual eccount
of the times as they perteined to U.S. progrems and provides a setting for
those who wish to read more fully by using the Bibliogrephy. The Biblicsrazhy
is an annotated listing of memy of thé major documénts; files, reports, &nd
other official records accumuleted by the Agency over a period of more ilan
20 years.

This terminal Report was prepared in recogniticn of the magniture.
and duration of the Agency's assistance to South Viet Nam. The report's
purpose is to preserve primsry source material of historicel vsalue.

Two other maJor'activities wvere conducted es edjuncts to the Terminel
Report: |

1. Project Appraisel Reports of all ongoing A.I.D. projects at thre
time of the fall of the Government of Viet Nam have been prepared. CThess
formel eveluation documents provide detailed information on the status cf
ongoing programs &t the time of the fall. |

2. A coxrprehensive description of economic policies and éettings,
the "Economic Context" has been prepared along with more detailed secicr
ﬁescriptioFs in certein aress, whichop}ovide suprlemental inforhation to the

naterial irn Volumes I and I cf this Report.

o Y
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Neither the Project Appraisal Reports hor the more detailed sector

descriptions have been published, but copies are on file with the A.I.D.

Reference Center, Agency for International Development, Washingten, D.C. 20523.

Both cetegories of unpublished documents are listed in ithe Bibliography

under their respective subject headings.




INTRODUCTION

The United States Goverrnment provided econcric acsistence tc the Fe-

Tublic of Viet Nam (Souuh Viet Ham) from its inceriicn under the Geneva

Accords of July 20, 195% until its fall on April 30, 1975. These effcrts
= . .
ere sunrarized in Volumes I end IT of this Terminal Report, and Volume TIX
provides the reader with an extensive biblicgravhy for further resesrch.
Pur'ing much of the Viet Iam experience, U.S. econcmic aié wes unlike
any ctrer effort with respect both to megnitude end to types cf zctivities.

Irn terms of objectives,the U.5. thrust in economic assistance mey be di-

vided into five periods:

95L 1958 - Separeticn cf South Viet Nam from the Associsted Ststes

of Indochina and an influx of refugees from the north to the south prc-

vided & series of immediate rroblems for the fledgling Vietnamese govern-

&

ment. The following were some of the specific A.I.D. cbjectives aimed at

easing some of those problens:

1. support efforts to resrgenize end trein e national aryr cdeguute

to maintein internel security end provide initial resistance to externcl

eggression; . .
2. help meintein eccriric stability end assist in rehsbilizalion =i
T develcrrent efforts, ircluling integreticn into the eccncomy of the tw:
million-or nore refugees, dizplaced pe £SOLD end dexobilizeld solilers vl
i right otherwvise be wvulnerable to cormrurist subversion;
3. essist in strengthenirg end inmproving the structure and o7lwriive-

ness cf the governtert, so thet it right beccxe more responsive LoV

needs of the pecpley
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\ - b, help expend end irprove putlic inforzation sgrvicés in order to
increase pcpular understandirg of end support for the governwment.
1950-10£) - Care of refugees vas de-emphasized during this period
. irnesruch as refugee prcoblems had besn largely brought under control
’ 19583, The ycer 1958 was & time of transition frcm an emphacsis on tﬁe 125k
—_— ] of helping to esteblish a new government to eccncmic development. Howevrer,
- development siteryis were 1ucrea51nb*j thwarted frem 1959 on, &as the
strength of the Viet Cong became evident.
1062-19¢£ ~ Economic assistance objectives changed dramszticelly dur-
ing this pericd. HMejor emphasis wes rplaced.on counterinsuraency‘. Bveie
ving objectives during this pericd were:
X 1. maintaining e_conomic stebility;
* 2. =assistinz Vietnamese Revolutionary DeveTopuent effcrts (pacifice~
tion)-to estatlish, expand snd consolidate goveranent control and services
- in the villages;
3.. relieving the econcmic and scecial conseguences of militery crere~
tions;
4, expanding the econcry in secure areas and prepering for future
social and econcnmic developuent.
1967-1972 - Tre transfer cof peseification ectivities f;cm ISAID tc tra
_— ) American =ilitery and the formal stert of ynuleat;on wzrked further
) shifts in U.S. goels during this perici. USAID still pleyed a surzcriive
- role in paciﬁicatian, striving to ezse the sufferings of wer viqtims, er.c
cantinuing its efforts to meintain eccrnemice stablllty USLID strecsed tie
development of Vielnarnese institutione zné services in the econ ':.ic scell
i and technicel essistance esreés. The latter irncluced beth the care citw

A .




~for development planning and actual progress in development insofar as
wvartime conditions permitted.
1973-1975 - Policy shifts during 1973-1975 were dictated by.
'=ﬁ=5 . Hanoi's Easter offensive of Apéil 1972, the signing of the Paris Accords
in January 1973, and.decliﬁigg real aid iévels brought on by the com-
bination of U.S. force withdrawal and worldwide price inflatjon. USAID
pfiorities during this time were to:

1. meect the humanitarian requirements brought on by the incrcased

hostilities, particularly in the area of refugees, but also children and

others uprooted by the war;

2. essist in the transformation of the economy from a conditicn

of external dependence to one of self-sufficiency.
”' '.:. T
L This Summary depicts the setting in Scuth Viet Nam under which

these goals were developed, describes the U.S. responses in line with

these goals, and attempts to show the rationale behind these responses.

U.S. economic assistance to South Viet KNam is summarized on the

L j following page. Part A of the Table shows aicd totals for each of the
periods discussed above. Part B presents the same data in terms of
— cnrual averages.

A Definitional Note

Omitted from the aid summary are the piaster purchases of the U.S.
sector which generated some $2.6 billion of dollar earnings for the G\L
during the course of the U.S. involvement. Piaster purchases fell intc

one of two general categories: (1) official purchases, which derived almost

entirely from Military Assistance Support Funding ‘(MASF) and financed the

e mmi s e mesmmems siame st e e e vama e aves s m e a8 iy e e —tn ‘48 e ——— A 21 <% e T q r
«
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local currency expenditures of the Military Assistance Command Viet Nam

MACV); (2) personal purchases, which financed the personal piaster expend-
itures of the U.S. military and civilian persounel (N.B.: official'expend—
itures of the U.S. civil sector were financed almost entirely by counter-
part generated by the Commercial Import Program.)

That piaster purchases were not aid funds in origin is therefore
clear, What has been less ciearly undarstoéd is that, for the most part,
they were not aid in their effect. This is becauée the expenditures
related to them consumed local resources--i.e., wage payments to local
employees, rentals, payments to local contractors, etc.-~-for the benefit of
the U.S, sector. The bﬁlk of the expenditures fell iﬁto that category.

. Certain piaster purchases were properly considered as aid. The
significant programs in this category were DOD-financed highway programs
funded under the so~called "AID/DOD Realignment Program," support of the
Rural Developrment (RD) Cadre vrogrem and the Locel Procurement Progren
(during 1971-75). They have not been included in the aid category partly
because of insufficient data omn the amounts involved. Moreover, while
these programs were aid in the true sense of the term, at least two of them,
the R D Cadre program and the Local Procurement program which involved the
purchase of locally produced goods for transfer to the Vietnamese armed
forces, were as nuch military as economic in naéure. As an indication of
their relative importance, the R D ‘Cadre pfogram involﬁed a maximum of
$20 million'in any one year: the AID/DOD Realignment program amounted to

$17.4 nillion in 1973, which was either the peak year in terms of expendi-

“tures or very clece to it; and the Local Procurement prograr reached a
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peck of $28.6 million in 1973, These programs accounted for as much as
two-thirds of a greatly reduced piaster purchase total during 1973-74, but
' no more than 10 percent of the totsl during years prior to 1972,

Direct Dollar Suppert for Humanitarian Aid under the so-called
"Kennedy Amendment" during:fiscgl years 1972-75 fell into yet another
category. Humanitarian Aid was a line item within Lhe A.1.D. Appropriation
for Viet Nam; hence, clearly aid. Yet because the funding mechanism (at
the Viet Nam end) was identical to that of Defense Department operations

requiring local currency purchases, it was included more often than not in

piaster purchase summaries. The aid table below does include this Direct

Dollar support on an obligations tacis under "Project and Other Aid." Bei-~
ance of payments tables within the ECCROMIC OVERVIEW Section show this
funding on a receipts basis as a separate line iten.

One further reservation needs-to be made concerning the non-
inclusion of piaster puréhases within the aid.tabies. While the bulk of
such purchases wzs not aid, the share of purchases made at an unrealistic

exchange rate was, properly considered, aid. That is, to the extent the

United States paid more for the piaster than it was worth they were
supplying a form of grant aid. The amount of such "hidden 2id" cannot be
determined any more than the "true" value of the piaster could be deternined.
It was substantial--probably exceeding $200 millgon--in certain years,
especially during 1968-70 vhen the piaster was heavily overvalued. After
1971, whan the piaster remained at or near a realistic level, the amount of

"Lidden aid" was insignificant. 1In any event, the aid table understates
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6
the total amount of U.S. economic assistance to the extent that such
"hidden aid" took place. / |
Piaster purchases, whether aid or not, did convey dollars to the
GVN and were a crucial item in Viet Ram's balance of payments. Piaster
purchase totals are properlyvincluded as a part of U.S. Import Support, a

summary Qf which appears in Table 1 of the ECONONIC OVERVIEW Section. They

also appear in the Balance of Payments summary, Table 9 of the same section.

o’
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U.S. Econcnmic Assistance to Viet Nam

(Obligations Basis, Fiscel Years, in ¢ Millions)

L | Focd For Project end
Period cIp Pezce Other AID Te* 2
' A. Totsls
195L-58 791.2 Lg.0 163.5 1,003.7
1959-€1 393.2 29.3 18.7 5L1.2
1962-66 851.k 336.5 o/ L400.2 1,533.1
1967-72 1,282.6 b/ 678.2 = .1,06k4.5 3,025.3
1973-75 70k.5 2 507.8 & 180.5 1,320.8
Totels 4,022.9 1,600.8 1,927.4 7,551.2
B. Annual Averages
. 1954-58 158.2 9.8 32.7 205.7
1959-61 S 131.1 0.8 39.6 168C.h
1962-66 170.3 €7.3 80.1 317.6
1967-72 2i3.6 _, 113.0 &/ 177.4 504 . 2
1973-75 23L.8 & 9.3 &/ 60.2 betg
Totals 182.9 T2..8 87.6 343,
) Kctes: (2) Ircludes Direct Dellar Sunpert for rumeniterien cid totelin:
$2.h millicn in 1972 end $£6.2 rillicn éuring 1673-75.

(b) Includes Preogrem Lcen of $50 millicn in 197L.



e . e is a i

[ I TV RO S N R L o T v E PO SN SR L LA NFCIE . S 7 VSRV VRS ORP R PNe -

N

o \L.\',u’- e Laen 159
! :dvgemarralion Lina l

Scuth China
Sea

-

e o e e s e e o
5

South VYietnam

esrmmmme Interast.onal boundary

.o Province Lourdary

oo - Mlarg regon IR Bt ey
(-] Province capital

Da Lat Auvtonomous muniziodiily

——— Ravit0ad

—~~—=-= Road

——— Terad

./ 9 S TH Woes
e " "
v M
sC TH Rt imatees

P
3
]
g
.
oo
£

: GAVEE ANT B WDARY REFPAEEENTAT 0oy '
| M ATENDT N ITIULATAY AUTEIS TAT.NG LI N J

502242 375




TABLE OF COWTENT
ULITED STATES ECONOMIC ASSISTANCE TO SOUTH VISTEAM, 195h-75
TERMINAL REPGRT
Voluﬁe I - A Swirzary, Part 1
Viet licm in Perspective
A gencral Overview
E , An Econcmic Overview of South Viet Kem

Rurel Devclopment & Field Operations
[}

Volurie II -- A Surrmary, Part 2
© Agriculture
Child Care

Civil Avieticn

Cormrerciel Import rrograx
Develerment Planning
~] Educetion

Housing & Urban Affeirs

._’..._._" - _L;'—".._—_: -

~ Industry

Land Reform

° Logistics

rant a—

0
[}
[}
-

PublicAACninistrati?n &L
Public Eeslth

~ Public Safety
Putlic VWorks

War Victics, Felief and Rehebilitetion

Volure III - A Bibliogrerhky cf Cfficizl Docurents



. ) Volume I

== . A Surmary

 Part 1

Viet Nam in Perspective

A General Overview
An Econonic Cverview of Soufh Viet HNam

) Rural Development & Field Operaticns

3

e mimd e —————— =iy ——— g



VIET NAM IN PERSPECTIVE



The Vietnamese people possess a history which is dominated by con-
flict from without and from within. .They were either at war with the Chi-
rese. or under Chinese—domination from the Third Century, B.C., uniil 9.0,
£.D., when the final &atterpts of the Chinese tc retake the Red River Delta
vere repelled. Althcough Viet Nam fell dbriefly once agein into Chirese
hznds in the fifteenth century, A.D., it generally managed tc maintein its
indspendence until the Frenéh_movea in and gradually clzimed 211 of Indo-
china’a; a colony between 1858 and 1900.

The practice of westerners furnishing militzry support and eadvisor
to>the Viethamese dates back tp the sixteenth century, when the Portuguese
helped the Kguyen facticn of Viet Kam in its war with the Trinh faction.
This activity ceme to a halt et the end of the seventeenth century vwhen
tbe Nguyen and Trinh factious reached a truce.

The French joined the Tortuguese, the Dutch &nd the English ir &
fierce competition for'trade in Viet Nam. By the early nineteenth cen-
tury, the French hed begun to dominate western influence, &ssistinz E:-

peror Gia Lcng in overthrowing the Tey Son Dynasty &and imrverting mission-

eries vwho pleyed en impertzsat role in the subsequent relsticnships whick

éevelcped tetveen the French end the Vietnamese. Toweri the middle of the
k]
R

-ireteenth century, pressure was mounting in influential French guerters

for pcsiﬁive action tec estzblish e position for France in Viet llem of the
kiré cther European powers enjcyed, cr were ecguiring, elsewnere in hsie.
The rissiornaries had been roused to an angry militence by the impriscmznt
or executicn of some of threir number end by the periodic persecuticn cof

Vietnermese Christians. An-imperiel ban hed not halted missionary ectivity




.in the country, but it was clear thet local suthorities would‘never
cease t5 obstruct Christianity unless fcorced to do'sé. Considgration of
French national prestiée sand military advantege were .also present,,as ¥vas
the desire for z share of the econcmic berefits to be gained fron ﬁn
agcressive poiicy in Asia. .
IE:EE _ . In Sepicrber 1857, &ll these factors led to France's decision to tske
Tcurane (Da Nang). The city was captured in 1858, and the French, there-
after, turned their attentio; to the south. Inflicting hesavy losses cn
the Vietnamese, they took Sszigon by July 1861. Ig June 1862, the Vietn=-
rese court et Hue ceded Seigon and adjaceny eree. to Frence and sagrecd to

pey & war indemnity. They elsc pronised not to cede territory to any

other power without French rermission. The western part of the Southarn

deita, vhich was virtually cut off from the rest of Viet Nam, was annexed
by Frence in 1867, thus ccmpleting the territoriel formation of what leter -
became the French colony cf Cochin China. The French next turned their

ettention to the Red River, having found the llexong unsuiteble as a trade

ot e e m et aa LU

route to China bLecause of its rapids. A treaty was signed in 187L which

opened the Red River to French treders, but Chinese pirates lergely nulii-

fied the value of the concessicn. In 1883, an expeditionary force brought

northern Viet Ham under French control, and the signing of 2 Treaty of

LR $ 1

_ . Protectorate on August 25, 1883 forrally ended Viet Nam's independence.

The treaty cof 1833 and one of June 1884 es%ablished Ffench protec—
torates over ncrthern Viet lam (Tonkin) and central Viet Nam (Annam). All
of southern Viet Nizm (Cochin China) hed been in French hands since the

conguest in 1867 =and now, with the abvrogation of what was left of the

e . I ¢



country's independence, the neme "Viet Nam" itself was officially elimin-
eted. In Annam, the erperor and his officials were left in Qharge cf in-
ternel affairs, except for customs and publiec works, but they functicred
under the eye of the French who Lad the right to station trcops in the
area. The protectorate over Tonkin made few concessiens to the appea;ance
of avtonory, end French reéiden% officerg in the larger towns directly
centrolled the edministration. Tie final'phase cf.French consolidatien
was marxed by the formetion of an Indochinese Union in 1887. Consisting
of Tonkin, Arnam, Cochin China and Cembodia (a French protectorate since
1883), the Union was administered under a French governor general vwho was
responsible directly to the M;pistry of Colonies in Paris. In 1893, Laos,
following annexation by France, was slso added to the Union.

The basic political structure cf French Indochina wes completed by
1900. Each of Viet Nam's three regions was treated differently, slihough
besic policy decisions for all usually originated in Paris. Cochin China
vas administered directly by a French-staffed.civil service under a gover-
nor and a colonial council. It alsc sent a represgntatife to the Cherber
of Deputies in Peris. The colonriel council, the legisletive body, ccnsis-
ted of both French and Vietnemese reubers. In the administrative EpLEra~
tus, only subordinate positions were open for Vietnarmese. In the protec-
tcrate of Tenkin, the.nsn&arinate wzs reteired for administrative purrcses,
but importent executive powers were vested in a french senior resident gt
Eznei. 1In A:nam, where the emperor wes still hicminally in power and the
rmendaringte ceontinued te funetion, French rule was only & little less &i-~

1

rect.



- Early in the twentieth century, nationalist movements began to devel--
op, initially, among urbarn intellectuzls. A number of nation2list groups
found inspiration in the Chinese netionalist moverment. Of these, the best

‘ . known end most important was the Viet Nam Nationalisi Party (Viet Ner Guoe
Dar. Dang--ViQoD). It wﬁs establisned first in 1925 in Centon. Two yeers
later, the VEQDD was elso esteblicshed secretly in Hanoi by KNguyen Thai.
Hee, a school teacher. An uﬁfising staged in 1930 at Yen Bsy, northwest
of Ha;oi, wes severely repressed by the French. The VIQDD was nearly ces-
troyved, and meny of its surviving renbers fled to Yunnan in southwest

China., They returned to Viet Nam efter World Wer II tco confrcnt both the

French and the communists. After the Yen Bay insurrection, the lesdership

of the clandestine nationalist movement in Viet Ham was teken over by the
Indochinese Communist Party (Dong Duong Cong Sen Dang), which chose not to
wre participate in that uprising. Formed in Hong Kong in 1930, it united sev-

eral existing independent communist groups under- the leadership of Rguyen

Ai Quoc (Nguyen the Patribt), later kncwn as Ho Chi Minh.

The thoroughness with vhich the Yen Bay uprising wes repressed for s

time rendered the rore nmilitent netionalists inactive. Sore Vietremese

did, however, ettempt to advance the ceuse of nati;nal literaticn throuzgh
referms frenm sbeve. They locked to the young Erpercr Beo Dei as their

- | best hope. 2Reop Dai hed sscended the throne in 1925 et the age of 12 on
the death c¢f his father, Emperor Khai Dinh, but did not return to Viet llex
until 1932 after he hed compieted his education in Frence. ZETec Dai was'

greeted with enthusiasm by the Vietnemese who expected thet he would be

able to persusde the French to instell a more liberal regime. He etterz-

G
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ted to -reign es a constitutional monerch, according to the terms of the

treety of 188h establishing the protectorate, and he strove to modernize

the ancient irperiel sdninistraticn st Hue.
Armong his young colleborators was Ngo- Dinh Diem, governor of the Fhan

Thiet erea in Binh Thuen province, who was given the portfolio of nminisier

[N

of the interior and appoirted heed of the secretariat of the Vietn=awese-

French commissicn which was ¢harged with the respcensibility of implement-
ing Bao Dei's refcrm propcsels. When it becawme obvious that the French
had no intention of grenting reel power to thé Vietnamese administration
and would pake no concessions towerd unificétion of the courtry, the
youthful emperor appeared to lose interest, and Higo Dinh Diem resigned his
official position.

After the fell of Trance in June 1940, theVVichy government acceded’
to Jéfanese demands, which ultimately led to the establishment of Japagese
controls over all of the French Indochine peninsule. The Japanese occupa-
tion and the French reaction to it hed the effect of further stirmulatirg
naticnelist sentirents. Fearing thst Japan would capitelize on the strong

enti-French feelings of the pecple, the French edrministration undertook to

liberelize certsin of its repressive poclicies. It improved technical end

r}

-,

tn

L

rccetionel educaticn progr ,» orened new schocls, and launched a youth

rcvement, presumably,in kcres of winning the surpert of youth groups. It
also opened additional civil service vosts for the Vietnemese. The French
epvarently intensed, however, to reinforce the colonial order through
these tokxen concessions while they continued to impose restrictions on

nzticnalistic asctivities.
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Nzuyen Ai Quoc (He Chi Minh), 2 communist since 1920 and founder of
the Indochinese Comrunist Party in 1936, wes still in the forefront of the
Vietncmese communist movement ten years later, although he spent much of
this pericd cutside of Viet Nam. Allied with and deftly exploiting the

ner~ccmrunist nationzlist groups, Rguryen Ai Guoc eventually emerged tle
cominant pclitical figure of the country. To brosden the social and po-
1itical bases of 1ts a“t1v1t1es, the Commu.ist Daruy, in May 1941, adcpted
& policy of colleboration with all non-communist nationalists. This de-
cisicn leé to the formstion of & united front organizaticn, the Viet iam
Irdependence League (Viet Ham Doc Lap Don Minh), better knovwn as the Viet
Kinh. One of the first actions of the Viet Minh wes to form guerrille
bends, under the direction of &o Rguyen Gisp, to operate in Vietnamese
territory ageinst the Jspanese and the French. Ke also begen implanting
agents and setting up intelligzence networks in Tenkin. leanwhile, efforts
by non-aligrned, non-cormmunist groups, beset by factional wranglings, vere

virtually nonexistent. Vhile in China, Ko Chi Minh was Jeiled for his

communist activity in 1942. Nevertheless, the Viet Minh continued its

vigorous efferts to win popular suprort.

During the same period, the Chinese, who urgently needed intellicerce
on Jezpanese ectivities in Tornkin, estterpted to reke use of the non-comiu-
nist V;ezna" se exiles fur this purpose. At Chinese urging, & new orgeri-
zation callecd the Revoluticnary Leegue of Vietnem (Vietnar Cgch Maink Densg
Mnph Hoi,; but usuelly cbbrevieted to Dong Minh.ﬁoi), wes formed in Octcber

20L2 end given financiel support by the Chinese Kuomingteng. Although el

the majer neticnelist grcunc--lnc’ﬂlilg the Vietnemese letionalist Party

v

end Viet Mirnh--were represented in it, ihe new orgenizetion, without =zctive

- . ——— hae -t L e AW & e irmms et bt W




Viet Minh cooperation, remained ineffective. It was against this back-
ground that in 1943 the Chinese released Nguyen Ai Quoc in exchange for his
offer to help them. Thereupon he took the name of Ho Chi Minh (He Who
Enlightens), presumably to conceal his communist affiliation from the
Vietnamese people.

‘=£=§ Ho Chi Minh was expected to work through the Dong Minh Hoi and used

. | the funds which the Dong Minﬁ Hoi received from the Chinese Nationalist

Goverpment to strengthen his ;ommunist organization. His organizatiog

's

produced some intelligence of use to the Allies, and Vo Kguyen Giap
guerrilla bands engaged in minor forays against the Japaﬁese. In return,

Ho Chi Minh received an undetermined amount of small arms, munitions and

comnunication equipment from the United States for counteraction against

the Japanese. This aid later formed the basis for his claim that the Viet
Minh enjoyed Allied support. Working in nationalist disguise, Ho Chi Minh
effectively strengthened the organization of communist cells throughout
Viet Nam. In the subsequent struggle for leadership in the nationalist
movement as the war endeé, tﬁe superior organization of the communists

enabled him to gain control of the Viet Minh and to claim the credit

for nationalist activities during the war. Capitalizing on the burgeoning
anticoloni~list sentiment of the time,Vietnamese communists claimed to be
e — fichting against economic misery and for national liberation.

In'September 1944 the Tokyo goverﬁﬁent, alarmed over growing indications
- of anti-Japanese activities, decided to displace the French and grant
independence to the Vietnamese. Initially, this plan was to be executed
on April 25, 1945, but the reoccupatioP of the Philippines by the United
States “forces ia October 1944 and tﬂe growing aﬁareness that Japan was losing

the war advanced the date of the Japanese displacement of the French,
4
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~and on March 9, 1945, at the instigation of the Japanese, Empeoror Bao

Dai proclaimed the independence of .Viet Nam under japénese “protection".
Meanwhile, at Hanol, the Viet Minh went into action, ;efusing to support
the Bao Dai regime. Ho Chi Minh began to refer to the Viet Minh éuérrilla
units as the "National Liberation Army'" and announced the formation of a
Committee for the Liberation of the Vietnamese People, with himself as
president. By late August 1945 the Viet Minh partisans and agents gained
adninistrative control over tﬁe Tonkin area by a show of force. Bao Dai,
apparently convinced that a united and independent.nation offered the only

possibility of preventing the return cf French control, decided to abdicate.

:E! Recognizing only the nationalistic character of the Viet Minh movement and
i

assuming that it had Allied support, he abdicated in its favor on August 25,

1945 and handed over his imperial scal and other symbols of office to Ho Chi
Minh._

On September 2, Ho Chi Minh formally proclaimed the country's indep-
endence and the establishmen; of the Dcmocratic Republic of Viet Nam.

At the Potsdam Conference of July 1945, the Allies agreed that the

British were to accept the surrender of the Japanese south of the 16th

parallel, and the Chinese would perform a similar duty north of it. After
World War II the Vietnarmese expected the Allies to support their claims to

independencef Nationalist China opposed the return to France of Indochina,
cping

apparently 40 reassert its traditional influence over Tonkin, and, in

- principle, the United Etates favored the formation of a provisional inter-
icwever,

national trusteeship./ in February 1946, a Franco-Chinese agreeﬁent was
concluded whereby China agreed to withdraw from the northern area. An

agreement between France and Ho Chi Hibh was signed in March 1946, by which

the Democratic Republic of Vietnam was recognized as a "free state" within



the Indochinese Federation (yet to be created) and the French Union.

As a result of this agreement, French forces were éetmitted to land in

the north. Bao Dai, who had been acting as high counselor to Ho Chi Minh,
was sent on a "goodwill" mission to China where he remained in exile, thus
climinating the possibility that he might provide a rallYing point for
groups not thoroughly aligned with the Viet Minh.

- | . Differenceé between the French and the Democfatic Republic of Viet
Nam immediately developed over the question of defining the "free state".
A delegation of the Vietnamese representatives, headed by Ho Chi Minh,
traveled to Paris to settle differences. The Paris Conference was broken

up in early June 1946 when a Republic of Cochin China was established in

the south with the support of ‘-separatist French elements. In September 1946,

however, Ho Chi Minh signed a modus vivendi on behalf of his government--

an agreement which he reportedly described as '"better than nothing'". The
agreement was designed to facilitate the resumption of French economic
and cultural activities in return for French promises to introduce a more

liberal regime. The modus vivendi did not include recognition of Vietnamese

unity or independence and was opposed by many within Ho Chi Minh's regime.

French actions to enforce customs controls in October aroused further

hostility. In November shooting broke out in Haiphong, and the subsequent

French bombardment of the city reportedly killed more than 6,000 Vietnarmese.

The French demands which followed were so completely unacceptable to the

- Derocratic Republic of Vietnam that it decided to risk a long.war of libera-
tion rather than to accept. On December 19, 1946, it launched the first
attack on the French in what was to be known as the Indochina War. In this

act of resistance against French trooﬁs, the Republic had the active or

passive support of a majority of Vietnamese.

S S



10

The war touched off by the Viet Minh attack lasted for eight years
and caused unending misery to the Vietnamese as well as the French. It
was financially and militarily disastrous to the French and resulted in
more than 35,000 of them killed and 48,000 wounded. The United States
gave the French substantial military and economic aid in support of their
'ietnanese efforts, reportedly totaling over $2 billion during this pro-
tracted ?eriod. Large sums wére also spent by communist China and the
Soviei-bloc countries on assistance to Ho Chi Minh's regime. The war,
which started out as an anti-French struggle, became enmeshed with the
worldwide conflict between East and West. During this period, the Viet-
narese people also witnessed the emergence of two governments, both com~
peting for popular support.

In the early months of 1947, the French military forces reestablished
their control over the principal towns in Tonkin and Annam and cleared the
road between Raiphong and Hanoi. This forced the Viet Minh to resort to
the guerrilla tactics whibh'became the chief characteristic of the war.

Ho Chi Minh's armed forces made use of the jungle to neutralize French
mechanized mobility and power. By selecting their objectives and retiring
when they met superiqr strength, they pfesented a ﬁroblem with which the
French could not cope. Aft;r three years of fighting, the Viet Minh con-
trolled large areas throughout the country. The French had firm control
only in the large cities.

Early in thg struggle, the French sought to encourage the Vietnameée
anticommunist nationalists to take a stand against the Viet Minh and to

cooperate with France, but the effort failed as the nationalists claimed
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the French would not clarify their policy with respect to future Vietnamese

unity and independence. In 1946 somc of the anticommunist nationalists in
Nanking, China, formed a Front of National Union of Vietnam and appealed

to Bao Dai to return from exile in Hong Kong and head a nationallgévernment.”
The French, seeing another opportunity to make the nationalists ap

effective counterforce against Ho Chi Minh, offered Viet Nam "liberty
within the French Union". Bao Dai, apparently fearful of becoming a pawn

of the French, cautiously agféed only to represent Viet Nam in negotiationms.
Violent Viet Minh reaction to these maneuvers inciuded the assassination

of prominent nationalist leaders. Negotiations between the nationalists and
the French continued for two years and by J;ne 1949 France finally approved
the limited independence'for "the State of Viet Nam" within the French
Union. Bao Dai assumed the role of chief of state, but the principal
natiopalists (including Ngo Dinh Diem) failed to unite behind him, since
they claimed that the French did not offer feal independence. Althougﬁ the
new government was permitted internal autonomy and an army of its owvn,
strong safeguards to protect French nationalsg and economic interests
were maintained, and the foreign policy of the new state was coordina‘ted
with that of France.

In the neantime, Ho Chi Minh rid his coalition government ‘of the
moderates and nationalists whom he had accepted earlier and showed himself
to be completly communist. In March 1951 the Inaochinese Communist Party
(dissolved in 1945) was revived as the Workers Party (Dang Lao Dong).
Propaganda eﬁanating from the government, however, continued to be solely
nationalistic in tone.

After the defeat of the Chinese Nationalists by the communists in

late 1949, Communist China became the fixst state to recognize the North

-y
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Vietnamese regime as the legitimate government of all Viet Nam. Soviet-
bleoc countries quickly followed suit. In ea;ly 1950, after North Viet Nam
began to receive as§istancé from Communist China, offensive action was g¢-
celerated against the French Union forces composed of Vietnemese as well
as French soldiers. In 1951 the advance of the communist forces was
temporarily halted with the aid of American equipment, but in 1952 the
== communists started a new offensive in several areas. Vigorous counter-
attacks brought no decisive'r?sults, and 5 military stalemate followed;
where tanks could go, the French Union forces held, but in the mountains
and in the mud of the rice paddies Ho Chi Minh consolidated his control.
In February 1950, Great Britian and the United States recognized
the State of Viet Nam headed by the ex-emperor Bao Dai as the legitimate

government. VWhen France concluded agreements with Laos and Cambodia

similar to that with Viet Nam, the three countries became the Associatef
States of Indochina and were accorded diplomatic recognition by more than
30 other nations. In May 1950 the United States announced a decision to
give aid to Bao Dai through France, and a United States Economic Mission

arrived in Saigon. In September 1951 a United States-Vietnamese agreenment

for direct economic assistance was also signed.

The Bao Dai regime was unsuccessful in its efforts to win popular
support. Confronted with a choice between French colonialism and the
communiet led nationalist movement, many Vietnamese, attracted by its
appeal for independencé and unity, tended to side with the Viet Minh
organization. While the military battle was raging, steps were being
taken to bring a negotiated end to the Indochina War. France was admittedly
unable to continue the war and Ho Chilninh, under apparent Sino-Soviet

pressure, had let it be known that he was ready to discuss peace.

— A
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In February 1954 the Big FOuf (France, Great Britain, the Soviet Union

and the United States) powers at Berlin agreed that a conference should be
held to seek a solution to the Indochina War as well as the one raging
in Korea,

On April 28, 1954, two days after the opening of the conferernce at
Ceneva, a Franco-Viethamese (nationalist) declaration, proclaiming Viet
Nam to be unequivocally sovefeign and independent, was made public. It
was only after May 8, however, that the conference began focusing its
attention on all of Indochina. The immediate cause was the decisive
French defeat at Dien Bien Phu at the hands of the Viet Minh forces on
May 7 and the resultant popular.pressure in France for a rapid qonclusion
of the war. The Indochinese phase of the conference was attended, under
the co-chairmanship of Great Britain and the Soviet Union, by the representa-
ti;es.of the United States, France, the United Kingdom, the Soviet Union,
Communist China, the State of Viet Nam, the Democratic Republic of Viet
Nam, Cambodia and Laos. Final negotiations for armistice were conducted
directly between the French High Command and Ho Chi Minb's People's Army
High Command. A truce agreement covering the territory of both North
and South Viet Nam was signed on July 20 between the two High Commands.
Scparate truce agreements were also concluded for Cambodia and Laos,
respectively.

The.agreement for Viet Nam fixed a'provisional rilitary demarcatica
line roughly along the seventeenth parallel and provided for total evacua-
tion from north of the demarcation line of the military forces of France
and the State of Viet Nam, as well as for the evacuation of the Viet Mirh
forces from south of the.demarcation line. It élso provided for a pericd

of 300

r
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_days during which freedom of movement was to be allowed for all persons
wishing‘to move from one sector to-the other. Undér fhe agreement, the
introduction into Viet Nam of any troop reinforcements and additional
military personnel was prohibited excépt for rotation purposes; {mﬁorts of
new weapons were similarly limited to replécement.levels. It also imposed

IEEE% . ) restrictions on the establishment of foreign military bases, and on the
participation of both North-and South Viet'Nam in any military alliance.

Finally, the agreement provia;d for the formation of an International

Control Commission, with represenatives from Indié, Canada and Poland, to

supervise the implementation of the truce arrangements. In addition to

the agreement, a Final Declaration, dated July 21, of the Geneva Conference

provided for the holding of general elections throughout North and South

Viet Nam in July 1956 under the supervision of the Internationzl Control
Commission with preliminary discussion to begin in July 1255.
I ’ The armistice agreement was reached over the objections of the State
A of Viet Nam which did not sign it. It vainly protested the manner in

which the truce was arranged, a2s well as its terms, pérticularly those

relating to the partitioning of the country. It demanded that the whole

country be placed under the control of the United Nations until conditions

warranted the holding of free general electionc. It also objected to the
Final Declaration, protesting that %the French ﬂigh Command arrogated to
itself, without prior consultation with the Stat; of Viet Kam, the right to
- fix the date for elections. The United Statés also did not concur with’
the terms of the truce agreement or with the Final Declaration.. In a
unilateral statement issued on July 211 however, the U.S. representative
declared that his country would refraiﬁ from the threat or use qf force to

disturb the provisions of the agreement and of the Final Declaration and that

i
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it would view any renewal of aggression in violation of the agreement with
grave concern as a threat to international peace and security. With regard
to the proviéions rélating to the elections, the ﬁnited States
expressed its continuing determination to seek unification through free and
fair elections to be conducted under the supervision of the United Nations.
lHHEé . It further reiterated its traditional position that all peoples are entitled
to determine their own futuré_and that it would nog-join in any arrange-
ment which would hinder the r;alization of such a principlé.

France then proceeded to complete the transfer of the remnants of
its administrative and military control to the State of Viet Nam with its

capital at Saigon. The government of Ho Chi Minh, seated at Hanoi, moved

steadily to achieve its program of communizing north of the seventeenth
parallel. Despite the cease fire agreement, a well organized Viet Minh
undarground network was left behind in the south, especially in the jungle
regions in the southern Mekong Delta and along the Cambodian and Laos

border regions where French Union forc;s had not bgen able to establish
effective control. This underground network formed the nucleus of subsequent

Viet Cong insurgency directed against the Saigon regime.
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Shaping a New Country: 1934-1958

Signing of the Geneva Accords in July 1954 set the South Vietnamese
Governnuent ;drift from the traditional organizationai structureé which
had guided its baniiing systen, ité foreign policy and its educational,
agricultural, and public health systems. Experienced French adminis-
trators and technicians who advisced previous governments were leaving.
Communist activities, althouzh clandestine, continuved. The Vietnamese
civil administration was weak and the national army disorganized. The
Chief of State, Rao Dai, called on ﬁgo Dinh Diem to form a government
but, although Premier, he lacked control, eépecially over the army. In

addition, three powerful sects, each.with its own army, formed opposition

to the Diem government. After a time, Diem brought the army under control

and after six months eliminated serious opposition from the Binh Xuyen,
one of the sects threatening the stability of the new government. Fight-
ing against the othef two, the Cao Dai and Hoa Hao, continued for some
time before it was contained.

Diem turned his attention to his own status and called for a refer-
endum to allov Vietnamese to choose between Diem and Emperor Bao Dai.
A referendum was ordered for October 23, 1955, and Diem's bid to replace
Bao Dai wzs successful. O0Officizl Vietnanese governrment records showed
that 97.8 percent of the voting population particéipated and that 98.2
percent of the voters chose to replacé Bao Dai with Diem as Chief of
State. Refusing to recognize the provisions of the Geneva Accords vhich
called for the holding of general north-south elections in 1956, Diem
proceeded to form a legislatiye branch .of the governmént in the south,

- - r—— -
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A constitution was drafted. Election of a 123-man unicameral National

Assembly was-ﬁeld o% March 10, 1956. Amidst charges of rigged elections,

Diem had succeeded in setting up both the presidency and the Naticnal

Assembly in an effort to strengthen the central government. -
IE:é% ) ) During this tumult of warring factions and political turmoil, the U.S.
economic assistance cnﬁmunity attempted to help the new government with
some of the concrete»problems>it faced in institutional development,

refugee care and resettlement,and training of administrators and

technicians for the public service. The United States, which had been

providing military and economic assistance to Viet Nam

through France ever since World War II, had established its

\ first economic mission in Saigon in 1950. This office, designated as

the Special Technical and Economic Mission (STE¥), operated in cobpera-
tion with the French, providing assistance to the Associated States of
Indochina, including North Viet Nam. ‘This missioq, which was essentially

of a technical assistance nature, was limited both in scope and in funds.

Signing of the Geneva Accords prompted the establishment of the

United States Operations Mission (USOX) in July 1954 to deal exclusively
with the problems of the newly created Governrrent of South Viet Nam
—— (GVN). The new country was beset by numerous problems which created, in
ﬁurn, ne§ demands upon the U.S. cconoﬁic assistance program. The first
and mcst urgent human problem to be dealt with.was the arrivél of nearly

one million refugees from North Viet Nam within the first 300 days of the

South Vietnamese government's existence.
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At the time the number of refugees was based at more than §00,0C0
(see Attachment 1) but later iudicatiéns suggest there may have been in
excess of 900,000 refugees. Those who moved from South to North Viet Nam
numbered about 90,000, including Viet Minh cadre and their families.

The refugees from the North, whose travel and subsistence were pro-
vided by USOM under its progrgm "Operation Exodus," had been transported
and housed in reception centers in the South. The massive operaticn cost
$55 million, including $11 million for a U.S. Navy sealift. By FY 1956,
with a budget of $37 millioﬂ, the refugee effort concentrated on resettl-
ing the new arrivals from recebtion camps to designated villages, vhich
had been surveyed earlier to test their econowmic potential. Through the
Commissariat General for Refugees, USOM‘provided funding for specific
pgojects in these villages to allow the refugees to reestablish them-
selves as farmers, artisans and small pusinessmen. The refugee opera-
tions were largely completed by mid-1957.

In addition to meeting the immediate refugee problem, USOM, and
its parent agency, the Mutual Security Administration, saw Viet Nam's
situation and its majcr problems in 1955 as:

1. Internal and Exterhal Threats. Groups opposing the Diem regime

still posed a threat to survival of the government. Even though Diem
had made progress in quelling and pacifying some of these groups, only
an uneasy truce left the government in‘a controlling position. Viet
Cong activity was seen also as a threat to the new government. Then

there remained a potential threat from the North.
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2. Economic Problems. South‘Viet Nam's budget receipts and foreign
exchange earﬁings were far below its expenditures, wﬁich were 1ﬁflated by
the cost of maintaining a large afmy and the cost.of providing minimal
assistance to refugees. Exports covered only 20 percént of necessary
imports. Hence, the bulk of the country's imports were dependent on
foreign aid. There was a need to improve both the productive capacity
and the living conditions of a people weary from years of war. The
threat of inflation was present. And there was a lag in the formation
of new governmental economic and financial agencies to replace those
establishea by the French for the Associated States of Indochina. The
shift in economic assistance from mostly French franc aid to direct
U:S. dollar aid created opportunities for éompetition and hence lower
prices for the Vietnamese. But new trade relationships and procedures
between importers and non-French suppliers were élow to develop.

3. War Victims. There were more than two million persons leftr
displaced by the war, including the refugees from the North. Nearly
a million South Vietnamese had been displaced by the war and needed
assistance in order to resume normal existence. Demobilized sqldiers
and their fcmilies added to the social problem for the governwent. And
all of these groups presented a potential source of unrest to disconfort
the government.

4. Administration. USOM felt that South Viet Nam's civil adminis-

tration required strengthening in order to improve and extend government

services and increase operating efficiéncy. The added responsibilities
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of independence made this need particuiarly acute.

The Mutual Security Agency outlined four objectives in Viet Ram
at the tine:

1. Provide financial support for the reorganization and traininé
of a national army adequate to maintain internal security and provide
initial resistance to exteréal aggressioﬁ:

2. Assist in maintaining economic stability and in rehabilitation
and development efforts, including integration into the economy of the
two million or more refugees, displaced persons and demobilized soldiers
who might otherwise be vulnerable to communist subéersion.

3. Assist in strengtheni;g and improving the structure and
effectiveness of the government, so that it might become more responsive
to the needs of the people.

4. lelp expand and improve public information services in order to
increase popular understanding c¢f, and supporf for, the government.

In keeping with these objectives, USOM's 1955 and 1§56 programs
vere devecloped to support development of the army, ﬁainly by providing
funds to defray costs of pay and allowances, training costs, construc-
tion, and military medical services. Relief and resettlement of refugees
froﬁ the ncrth, as well as displaced persons in the south, received
priority attention as Qell. Assistance was also.given in agpiculturc,
land refcrm, irrigation, agricultural credit, transportation, and public
health but these areas received less attention during this period than

in later years. Experts were provided to establish a new national bank,
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improve central bank operations, foreign exchange and related fiscal
operations, taxation, budget formnlagion and foreign trade policy. A
number of contract American employees were brought to Viet Nam to advise
in improvement of the overall administration of the government. And USOM
continued a 1951lproject direcéed at development of government information
facilities and began a secohd_project in 1956 to develop 2 national radio
network,.both activities aimed at achievement of the fourth objective
déscribed a2bove,

A sizeable commercial import program was generated in order to
attain the second objective, i;e. economic stability, and to generate
local currency in pursuit of other objectives.* During its first year
as a separate natlon, 1955, the national budget amounted to 537 million
déllars. Revenues totaled 146 rillion, leaving 73 percent gap. The
Commercial Import Program, which essenFially filled the gap, brought
goods into the country which were sold for piaséers. The piasters so
generated, known as counterpart, were given to the Republic of Viet Ram
to cover budgetary outlays. |

USOM created a Trade Division in April 1955 to handle the burgeconing
Commercial Import Program. *The program was utilized as a major tool for
economic stabilization throughout the course of U.S. involvement and in
every year, excepting the period 1967-69, was the largest single A.I1.D.

program in terms of monetary input.

1

*The Commercial Import Program was a continuation of a similar program,

which had becen used by USOM's predecessor, to generate piasters for
Viet Kam during the French Indochina War. :

)
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In FY 1955, $322 million in eéonomic assistance was provided by the
U.S. The Coﬁmercial Inport Program, providing capital goods and raw
materials of value toc the economy, accounted for §§54 million, of 79
percent, of the totai. Most of the counterpart funds were attributed
to support of military programs. Refugee and technical assistance
accounted for 18 and 9 perc;q;, respectively, of the total program,

The budget deficit was narrowed in 1956, to $392 million from $537
million the year before. Ordinary revenue§ covered 48 percent of expendi-
tures compared with 27 percent in 1955. USOM's assistance was abcording-
1ly reduced-from $322 million in FY 1955 to $210 million in FY 1956 of
which the Commercial Import Program accounted for 83 percent.
| USOM operations shifted gradually from stabilization and refugee
assistance during 1954~55 to programs of technical and economic ascist-—
ance aimed at modernization of the governwent apparatus and tﬁe econony.
By mid-1958, emergencies had been contained and peace was a temporary
reality.

USOM began to concentrate on a program of economic and technical
assistence aimed at helping Viet Nam regain economic stability, improve
its agricultural production, improve revenue collections,.and ;estore'
its badly damaged and neglected physical infraétructure, as well as train
administrators and technicians. Total economic assistance for FY 1958

amounted to $189 million and cumulative economic aid from 1954 through

1958 totaled a billion dollars.
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USOM direct hire pérsonnel grew from 27 in 1955 to 164 by 1958. Most
of these empioyees Qere technicians, such as agriculturists, educators
and medical specialists; in addition, there were numbers of Americans
working in Viet Nam under USOM contracts, addressing specific technical
problems. This number increaéed from one in 1955 to 342 by 1958.

USOM had developed 42 jqint projecté'with the 'Vietnamese goverpment
in support of its ovérall goals by wid-1958. These projecfs were dis-
tributed in seven major areas: agriculture and natural resources, 11
projects; industry and mining, 4; public works, 1ll; health serviées. 33
education, 6; public administration, 5; aqd information, 2. Details of
USOM aid projects are discussed in later sections of this report. (For
listing of projects, see Attachment 3.)

The Rise of the Viet Cong: 1959-1961

A sustained effort against communist subversion appeared to have
reduced that disruptive force by early 1959 and more land was being put
into production.

USOM was expanding its technical assistance efforts during this
period and had 48 active projects in South Viet Nam in 1959. There were
16 institutional contractors active, inclyding the Michigan State
University team which had been engaged in advisory work in governnment
and police administration since 1955. 'The number of direct hire employees
stood at 199. . -

In 1957, the Government of Viet Nam began a land development program

to reshuffle familizs living in overcrowded areas into areas where land
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was plentiful, but not yet developed{ ﬂost of these land development
centers were in the sparsely populated mountainous Highlandé of South
Viet Nam. USOM allocated VN$ 350,000,000 for land development in 1959
and 45,000 people were resettled, bringing the total since 1957 to
125,000. By 1960, 121 villages accommodating 159,000 farm people had been
established. This program};ontinucd until 1663 and-received mixed reaction
as to'it; effectiveness., Some progress was made in industrialization and
the railroad was reopened from Saigon to Dong Ha, near the 17th parallel.
Rice production in 1959 reached five million metric tons, more than twice
the 1954 level. Rice exports reached a post-Indochina War high of 245,000
tons. In general, conditions appeared more conducive for stability and
g:owth than for some tire.

In late 1959 the Viet Cong began to increase terrorism, although not
with sufficient impetus to disrﬁpt either USOM or GVN programs to 2
significant degree, as it would do later. In fact, Viet Nam made sub-
stantial gains in agriculture, education, and industry during 1960.
Through its agricultural assistance, USOM aided the Vietnameée government
in raising the yield of rice paddy from 1.9 tons per hectare in 1956/57
to 2.2 tons in 1959/60. But it also gave great emphasis during this
period to crop diversification in a country which was heavily dependent
on rice and rubber. USOM also played an important role in developing
Viet Nam's educational system which had been badly neglected during the

war years. As a result, elementary enrollment stood at 1,500,000 on

September 1, 1960, a surprising increase from only 400,000 four years

N
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before. There were many positive ﬁrogress indicators in 1960. And
progress continued ir a number of key arcas as late as 1963 and 1504.

By late 1960, the Viet Cong insurgency was becoming a serioﬁs issue.
The U.S. Government was aware of the growing problem and Vice-Prcsidént
Lyndon Johnson, visiting Saigon in May 1961, promised to increase aid to
South Viet Nam. PresidentAkghn F. Kennedy decided to increase military
assistance to the belecaguered country and by 1962 USOM was engaged in ex~
ecuting civil programs designed to assist the Vietnamese Government to
deal with the insurgency.

The era of relative peace was coming to an end. The high hopes of
peaceful development, which were engendered by the formation of a free
South Viet Nam in 1954 and by moderate successes in the development field
since, were also fadiug. From 1961 on, USOM shifted its operations from
those of stabilization and peaceful development to the realities of a
period of war which would continue, except for one relatively peaceful
interlude from 1949 to 1971, until Saigon fell on April 30, 1975. How-
ever, the momentum of development did not abruptly stop in 1960 or 1961.
Rice production, only 2.8 million tons of paddy in 1955, reached 4.9
million tons six years later, in 1961, and 5.2 million in 1963; The
country continued to show gradual progress even though it was clear that

an insurgency of growing proportions had sprung from the isolated

terrorist activities of 1959.
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An Era Of Counterinsurgency: 1962-1966

In 1962, USOM shifted emphasis from its traditional role in econﬁmic
developnent to one of civil counterinéurgency as tﬁe entire U, S. mission
began to focus on the growing inrcsurgency, which by that year had berome
a serious threat to the stability of the Vietnamege government., It may
be useful to review éome of tge events in Viet Nam from 1954 to 1962 which
led to this newv direction.

The end of the French Indochina war in 1954 suggested that peace
might logically follow in its footsteps. .But there was a certain amount
of communist activity from the’beginning which hinted, at least in hind-
sight, of the greater violence to come. By 1959, it beceame clear thati the
Viet Cong were steppiné up violence to some degree in the south. However,
the direct response to guerrilla warfare did not fall within the sp=2cific
ner the traditional consideragions of .U. Sf economic assistance
programs. Resvonsibility for response lay with the South Vietnamese
government and from the U. S. side with the Military Advisory Assistance
Group (MAAG). In 1960 the U. S. MAAG helped the Vietnamese Army form
sixty Vietnamese ranger companies trained for antiguerrilla warfarec.

L it

Lzter in the year, FAAG prepared an orgenized pacification plan. his
plan was not placed into execution but similar plans would follow In lster
years from these early teginnings.

In adiition to the fact that the insurgency was growing, there woro

also signs that certain elements of the Vietnamese population werce

-
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tecoming dissatisfied with the leadership of President Ngo Dinh Diem,
especially the Bhuddists who cleimed the regime was unduly repressive.
There was an unsuccessful coup in December 1960 and the dissatisfaction
. between President Diem and elements of the population would grow for three
years until Rovember 1963 when he was deposed by another coup and killed.
On December 12, 1960 the Viet Cong formzlly announced the establish-
nent of Phe Netional Front for Liberation and terrorist activity continued

to rise.

U. S. Revises Objectives

In Weshington an interagency Viet Nam Task Force was formed under

the State Department and includec representation from the Defense Depart-

ment, A.I.D., the U. S. Information Agency (USIA) and the Central Intelli-
gence Agency (CIA). Two study missions were dispatched to South Viet

Nam in 1961, one led by Eugene Staley and the other by Ceneral Maxwell

Teylor. Both groups called for political and administrative reformes, new
economic progrems for rural areas, greatly increesed U. S. advisory and

supply efforts and a larger, more effective Vietnamese military establish-

ment. Those eareas dealing with economie programs &nd admiristrative re-
form would provide the besiz for A.I.D.'s involvement in counterinsurgency
—_— es it developed in the early 196037 Both A.I.D. and the Military Assis-
tance Advisory Group began enlerging th;ir staffs. MAAG had doubled its
size in 1960 to 685 advisors and leaped to 10,000 advisors by the end of
1962. By December 1962, USOM and MAAG had advisors at the province level
throughout South Viet Nam. For A.I.p. this represented the second time

it had fielded officers at the province level but in 1962 the mission wzs

!
NG
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quite differcnt thzn that of the i95h-58 reriod. Now it was targeted
specificallj on the civil aspects of counterinsurgency with thebhamlet,
the léwest 2duinistrative level of governwent eFDla.iZEd as the bezie
recip e:t of assisiance programs ranzged and monitored from the province
level. (Seec attackment L for a chart indicsting the verious echelons

of governrent administratiéﬁ@)

This shift in direction was rnot universally heraldesd within A.I.D.
There were those who felt that only those activities which normally fell
under A.I.D. operations should be conducted in Viet Fam. The prevailing
argument,<however, was in favor of i iating short ~term civil counter-
irsurgency programs vhich would stave off defeat and enzble more tradi-
tional approaches to development efter the threat against the Covernment
of Viet Nsm had diﬁinisbed. Tne thrust tc maintain economic stability,
mainly throuch the tool of the Cormercial Import Program, continued -
through the 1962-1066 pericd. But in the area of project assistance,
there were mejor shifis towzrd shorter-term polltlcal ard security ob-
Jectives.

At the Eaigon level, USDL crested the Division of Rural Affeirs

(redesignzted the Office of Rurzl Affairs in June 1962) to commend its

counterinzurgency field opsrations. eltered the USOlM staffing pat-
tern consideredbly, placirg & large element of A.I.D. officers in thes ares
of field cperzations with sub-offices estzblished in Viet Nam's feur mili-

tary regicns as well &s in the provinces. By 1964 the Office fcr Rurzl

Affzirs (OR:) and the Office for Progvam and Planning were designzted

-
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as the two main offices of the USOY organization. ORA ostensibly ccor-
dinzted the work of the technical divisicons and provided counterinsurgency
and project assistance with emphasis on counterinsurgency. The long range
geal of this effort vas to gein the suppori of the rural people for the
government of Viet Kam. The procgram office provi@ed economic expertise,
rrogram planning assigtancehand nonprojeét economic assistance, including
the Commercial Import Program which remained in terms of dollsar input the
largest U. S. sid program in Viet Nem. (Sec Attachment 5.)

Durinz this period, USOM public health programs were phased from ed-
visory interests in preventive medicine to an expanded program of direct
redical care for sick and wouﬁded Vietnamese. U. S. and other ccuntry
medical teams,including physicians as well as support personnel, were
stationed at province hcspitals. Education programs were redirected
from long-range goals to short-term rural programs aimed at gaining poli-
tical suppert. The hemlet classroom beceme & primary target and thousends
of such clzssrooms were built ' in the ensuing years as a result of these
nevw directions. Agriculture shifted to large operétions designed to dis-
trivute fertilizer, introduce more productive rice strains, and generzlly

r: femilies which constituted the mzjeor
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segient of the nation's populsticn. The refuzee effort was boosted with
increased zdvisors, cornmodities end funds to meet the humane as well cs
relitical pressures btrousht on by large sczle movements occasioned by

increasing varfare. Another rmsjor thrust was the development of 2 molsern

loristics sycsien for the Goverrrert of Viet Nam. USOM supply adviszors
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were stationed eventually as fer afield es the province level iu efforts
to bring gquicker results;

During this period, USOY¥ became the principal advisor to a Vietnamese
program, Chieu Hoi, which was originated to encourage Viet Cong to defect
and rejoin the GVN. The Chieu Hoi program, translated "Open Arms", was
based 02 similar programs undertsken during the Malayan and Philippine
insufgencies and provided Viet Cong with & more desirable alternztive to
surrender, which would have led them to prison camps. A Viet Cong who
reentered society through the Chieu Hoi program received 45 days indoc-
trination in a special camp set up in his province capital, and was then
free to rejoin his family. The GVN reported 11,248 returnees in 1963.
After the fall of Presidert Diem in November, 1963, the progréﬁ faltered
for two years with fewer thun a thousand returnees each year, but picked
up steam once again after 19€5, reaching its zenith in 1969, surpacsing
its goal of 40,000 returheés.

USQO began directing more attention to the Nationel Police in 1962.
As the Michigan State University police advisory contract expiréd UsSoii's
public seafely division begzn geering u§ for the task of developing a
rationel police system whi;h could handle not only those elements of law
enforcerent vhich are norrally associsied wilh police work but zlsc to deel
with those asrects ef counterinsurgency in vhich the poiice would be
expected to pley z major role. Programs during this period includad

esteblichnent of en extensive radic cormunications system to assist
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population. The Public Safety Division estimated that the GVH police
force of 17,000 in 1962 was not mnearly the size needed to provide law
end order in rurzl as well as urban areas and &ss%sted the Natioﬁal
Police in iraining additional officers witg which to exvand the force;

By 1964 there were 58 direct hire police advisors in South Viet Kam.
Puring the coming yezrs thié'pumber would increese many times as the pub-
lic safety vrogram extended its advisory effort to each province in South
Viet Ham. Total aid dellar funding for Nationzl Police grew from
$265,000 in FY 1955 to $3.5 million in FY 1962 end rose sharply to $20.7
rmillion in 1966 as USOM expended both its program support and its techni-

cal staff. By May 1, 1267 the Hational Police strengsth had reached 65,700.

The Strategic Hamlet Prozrsn

- The GVH, which had suspended village electicns in 1956, began a
program of local develcpment in 1959 known as the Agroville progrem, which
essentially was an stteript to build social end economic centers. This
plan was discontinued in 1981, primarily because of iés unpopularity with
the residents who had teen moved into them, and the Vietnamese began ex-
perimeniing with the "strategic hamlet" concert. The decision to concen-
2ification ztrztegies &t the hamlet, tie lowest a "iniétrafive
unit, rathzr than the lavger village level, herdened during this period.
ot until 12892 did the Vietnamese and their American 2lliies conclude that
the village level was the more profitable level for government attention.

Kamlet rzcification without utilizing the villzge structure presenied a

* ¢
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formidable problem ig that there were beﬁween 10,000 and 12,000* hanlets
(as compared to some 2,100 villages) in Viet Nam, a number which required
nore personnel and material support than the government, even with general‘
American support, could muster. )

The GVN provided vastly_inflated figures to the U. 5. on the progress
of the strategic hamlet progfam, which coﬂétituted the basis of counter-
insurgency ectivities through 1964. By November 1953 the GVN claimed
8,5Lk4 strategic hamlets had been completed and another 1,051 were under
construction. But the figures proved invalid, with less than half this
nurber even nominally completed.

On the efternoon of Novemb;r 1, 1963, military forces organized
under General Duong Van Minh, seized strategic points in the City of
Saigon and called for the surrender of President Diem and his brother,
hu. By the following dzy, Diem end Rbu had been seized and executed.
The nationzl government was paralyzed by the fall of South Viet Nam's
first president.

The death of President Diem sealed the fate of-the strategic
hamlet program. During the months following his demise the pacificeation

program remained stagnated for the balance cof 1963 and through 196k,

although there was an enormous anount of activity spent in planning new

¥Although Viet Nam counted 12,000 hamlets in 19G2, there were' a number
of factors which obscured an accurate assessment, including the fact
that some hamlets which had ceased to exist, were still carried on cffi-
cial rolls. Later, more direct attempts to sscess hamlets led to the
conclusion that there were about 10,000 existing hamlets.
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tproactes to counterinsurgency during 196L.

The Strusele to Reestablish the National Government

. : From November 19¢3 until the installation of P?emier Nguyen Cao Ky
on 19 June 1365, a plethora of governments attempted to rule South Viet
Nam, some lasting only a few days or weeks. Animosities developed over
whether Ehe government shouldlbe nilitary or civilisn. Buddhist factions
stirréd in protest of military government but the strength of government
during this period was directly related to the Army which represented the
prime political force of that time. After & succession of generals and

civilians had held the office of premier, it finally fell to Air Marshel

Kv, who held power until 1967. DNstional elections in 1967 caused Ky tc
lose his prime position a&s Premier to General Nguyen Van Thieu, vho was
chosen over Ky as candidate by tbe military leaders. Ky ran for office
as vice-president. Although the Thieu/Ky ticket received only slightly
more than one-third of the'vgtes cast, it received a simple majority and
took office. Thieu remzined in that bffice until the final days of the-

var vhen he resigned and turned over the Presidency to Tanh Van Huong, who

in 1971 had replaced Ky as Vice-President.

return to Peoeid

The -buildup of U. S. tactical forces began in 1965 and by the ené of
the year there were 184,000 American troops in South Viet llam. Ancther
siganificant event of that year was the formation of the Ministry of Rural
Development (iDRD), csometimes called the lMinistry of Revolutionary Devel-

opment in Enslish, This ministry, which controlled a growing force of

R
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cadremen vworking at the hamlet levél, became the focal point for ecivil
counterinsuréency within the Vietnamese government for the next‘phree
. ‘ years. Through this ﬁinistry USOﬁ‘s Officg of Rural Affzirs found a
suitable counterpart for its counterinsurgency and technical projeqt
activities until 1963 when yORD vas sﬁcceeded by the Central Pacification
and Deveiopment Council es the chief coordinating mechanism for pescifica-
tion (counterinsurgency).
In 1966 the USOif (redesignated USAID in that year) joined with
MORD to prcduce a specific plan sirmed at improving the delivery‘of govern-

ment services at the local levels and of expanding administrative, agri-

cultural, educational, public heelth and other public institutions parti-
c;larly at the hamlet level but also with éome projects at the province
level. The program vas hampered by its newness and the inexperience of
the thousands of cadremen who hzd been recruited to serve as catalysts'

at the hamlet level. The Viet Cong, by now in full swing against govern-

ment pacification progreams, provided another major hindrance, killing and

haressing cadremen and destroying pacificstion vrojects. Yhile the pro-

arem deliterately focused on the hawlet level, most hamlets of Viet ilam
w2re left untouched since available forces could te mustered to work in

~ ) only a small percentage of the nation's hemlets .at any one time.
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he Zenith of the U. S. Effort: 1907 « 1972

The yeér 1967 'was one of transition for USAID, moving from a direct
reole in counterinsurgency in rurzl areas to one somewhat more in line
with traditional policies and practices of economic development. USAID_
‘===5 _ : had entered the field of ccuntq;insurg?ncy heavily in 1962 and reestab-
lished its staff of province field edvisors late ip that year. By 1966,
USAID had agricultural, comﬁﬁnity development and public safety advisors
et the region and province level and vas dispersing officers at the district
level as well. Graduzlly, a desire to consolidate management of civil

and military advisors developed within the U. S. Mission and in Washington.

U. S. Mission Restructured

In Kovember, 1966, the first stage toward consolidating field manage-
ment was teken. Civilian advisors from all agencies, e.g. A.I.D., USIS,
OSA, serving at regionzl and provincial levels were assigned to a new
organization, the Office of Civil Opefations.(OCO) under Deputy Ambassador

William Porter. This move left field operations with only two chains of

cormznd, that of the civilien advisors under Ambassador Porter, and that of

the militery advisors under Cen. William Westmoreland, Commanding General

of the Military Assistence Command, Viet Fam (MACV). .In May, 1967, a
second reorganization pleced &l11 field advisors, civil end military, under
cormand of General Westmoreland (See Organizaéiqnal Chart, Attachment 6).
- An officiel carrying the personal rank of Ambsssedor was placed in charge
of these operations. This position was first.filled by Ambassador Robert

Komer, who reported tc Generel Westmoreland. This combined eivil-military

S S _ B\
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organization was designated Civil Operations Revolutionary Develcprent
Support (CORD3) and &1l American activitiés concerned with counterinsur-
gency were placed under it. This mové provided the U.S. counterinsurgency
effort with 2 single ranagerizl chain which was considered more efficient
than multiple chains.

There were 1,977 A.I.D{ direct hire employees in Viet FNam on June 30,

1968, O0Of that total, 1,076 emplovees were assigned to CORDS. In 2d8di-
[ ]

tion, there were several hundred A.I.D.-finznced American employees wiio
vere also édeleiled or ecsigned tc CORDS. (See USAID Perscnnel Chzrt,
Attachment 7). Although USAID.provided the bulk of COEDS civilian perscn-
nel, USAID wes relieved of direct responsibilities in the counterinsur-
gency prograwc.

Of USAID's four major goels in 1967, two remained under its primery

management responsibility: Nationeal Deveiopment and Econcmic Staoiliza—
tion. The remaining two, Pacificution;and Wer Spppbrt end Relief, vere
placed under the directicn bf CCRD3. Some idea of the balance among the
progrars cen bte gained by examining the expenditure of USAID funds di-

rectly in these four areas rfor FY 19068:

(Million)
*
Foonomic Stebilization $165.7
. War Cupport & Relief o 50.¢C
Pacificaticn 575
lizticnel Developrment 73.5

(Attechzent £ shows distribution of preject program dollars by purpose. )

12
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A litile noticed activity in.l967 vas the small scale trial of a
nev high-yielding rice, IR 8, which had been develéped in the Philippines
&t the International Rice Research Institute (IRRI). This variety and
others devsloped later at IRRI would bécome g2 chief ingredient in Viet
Nem's rice production increases in the 1975

USAIDL z2lso provided tecﬁnical assistance to the GV in prepsring
for local elections by secret ballot in 1967. The renewed GVN inierest
in representative governuent at the village level of government vas a
significant reversal of an ehtrenched policy: to deny election of local
reprcseniatives in favor of appcinted officials. Elections were held in
1,300 of Viet Nam's 2,000 villages and in>5,000 of its 10,000 hamlets.
Presidentiazl and Fational Assembly electioﬁs were conducted this sane
year.-

The 1968 Communist Cffencsive

While the GVN zonducted its elections im 1967, thg Viet Cong vere
preparing a major series of attaﬁks on Viet Nam's cities, the Tet oflensive
cf 1953, On the night of January 31, 1963, the City of Saigon and more
than 30 Vietinzmese province and disirict towns were attacked on & scale

3 Ly the Viet Cong. The fighting lasted for severel
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vaeks end wzs followved in May by enother, lesser -offersive. HMore than 12

-

nousand ecivilians were Lhilled, 20,C00 vcunded and alrost a million refugees
perscrs vere generastedld. .

er displaced [ Preoperty céamage vzs estimzted &t 173 million dollars.

The effect of these attacks was merenterily to peralyze programs in wnich

UZAID hed rm-jeor interests and to set the economy back in several importnnt
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aspects.

Insnediztely after the offcusive began, President Nguyén Van Thieu
createda, on February 2, the Central Recovery Cormittee wﬁich combined
the talents of vaerious government ministrics to deal with the civil
crisis creaied by the offepsivé. The comrittee was charged with directing
activities eimed at_easingndis ress of thL refugees, re=tﬂr1ng facilities
in the provinciel tcwns and Saigon, reopening lines of transportation
and developing a nztionzl spirit of unity to ease the recovery from the
ettacks. USAID rrovided food, construction materials, clothing and
piaster Tunds to suprort the cazre end ressttlemestof refugees. It
essisted the GVN in dealing w1th economic problems created by the offen-
cive and by a 30 percent increase in Vietnzmese military personnel oc-
casicned by the natiounwide mobilization.

Despite the scverity of the Viet Cong offensive, the effects on the
Vietnamese economy were not as serious as they might have been and by
the last } alf of the year the nation was already regalnlng economic mo-

mentun. USAID's pr¢““ry interests were in providing resources which

enabled the economy to stand up urder the economic stresses of war; to

s

Toster ecconcmic growih in spite of the Tet Offensive; &nd to assist in

leng rense rlanning for the heopod-for years of-pezce to come.

The U. S. milit=zry buildup rezched its peak.in 1969. From an averzge
militery perscnne- )
of 650 [/ during the 1954-60 period, it climbed to 5:2,000 from

@11 branches on Jznuary 31, 1969.
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Vie;ﬂémization end a Decline of Viclence

N . " The period 1969-T1 marked the start of the Vietnamization Progrenm
. P ‘ 'prcclaimed at the Midway Conference in June i969. Vietnamization invelved
. the gradual twning over to the Vietnamese of military end civiliar sctiv--
ities forrerly carried out byﬁthe Americans. The U.S. pledged to continue

military and economic support while the Vietnamese took over the acival

ightinx aéﬁ those assistance progreams that they wished to mainteirn.

The Vietnamization pregram was reflected in USAID's personnel figures

immediately. From its peak strength of 1,277 direct ‘hire personnel end

371 on lozn from other agencies or June 30, 1968, the numbers dropreé to

1,846 and 307 the following yeer and to 651 and 83 by 1973, several rcnths
after the cease-fire. U.S5. Project Assistence declined sherply in line
witﬁ the perscnnel reductions. From an averczge of $256 million ennuzlly
during fiscal years 1956-€8, Project Aid fell tc en average of $139 million

during 1969-71. The decline ‘in Prcject Aid was entirely resronsibie for a

drop in overall econcnic assistance of the same megnitude during this

pericd.
U.S. Eccnomicz Assistance, 1966-T1 )
(&:4i1licns*= Aunual Averzrzes)
a 1966-68 10€0-71
Comrercizl Import Progran 239.8. 21€.5
) Food for Peace 118.L4 132.7
Froject Assistance ‘255.6 139.k
Totuls ] 613.8_ L§8.6
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The period also saw & marked deciine in the level of viclence, pro-
vidirng & favo*abie clinate for ULnLu s overell economic assistance objec-
tives. The return of many refugees to their hores had a béneficial effect
on agricultural outrut. Also aidihg in thg rovth cf agriculture vas the
progressive introduction of mirscle rice vearieties begun in 1961.‘ ?he new
varieties fererelly “”*uceﬁ twice as much peddy per hectare as local
varieties. 3Ty 19731, 2,650,000 hectares, scre L2 percent of the total cul-
tivated, had.been sown to mirecle rice varieties. . Rice production, which
vas 4,3 miilion metric tons in the 1966-67 crop year, rose to 6.1 million
tons in 1971-T2, an increase of scne 42 percent.

A sweéping econcriic refornm pregram, involving extensive revision of
the interest rate, exchange rate, and tariff structures, was carried out
w1th Americzan technical advice durirng 970-Tl. The infletion rate was
brcught down to 15 percent in 1971 and the irvestment climate was wvastly

irproved with the elimiration of meany forms of eccnemic control and the

restoreticn of merket incentives.

Througu'funding and the provision of civil SpeCIELIStS to MACV/CORDS,
USAID participated in the reestizilishzent of the leng dorrmant Village

Seif-Develcrmant Progrem in 1G6Q9. The shifi from hemlet to villege gov-
ernment rerresented z nejor shift of pelicy in the pacificetion field. It

lacel the peticnel goveriwent in direst cepteet with reny citizerns
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for the first tirme. USAID fundirg provided e millicn piasters for each

villege verticipatirg in the restcration effcrt end, by the time that

USAID Ffuniing terminated in 197L, mcst of South Viet Lem's 2,100 villeges

o]

vere participating in the Villzre Self-Develcprent Progrem. These 2,100
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village governments proved much more cepable and managezble than the
10,000 hariet governments which had received sttention in the eerlier years
cf the ccunterinéurgency effort.
' : After years of complex techiical assistance ené negetisting between

USAID and GVi, on March 26, 1970, Presiden: Thieu leunched the USLID-
acked Lzné-to-the-Tiller prpgrhr which, in rzry resrects, proved to be
one cf the most drarmatic and successful iénd refcrm prcgrams ever conduc-
ted in the less developed world. During the next three yeers, more than e
rillion hectares of lend were cistributed Iree to the terents. A porticn

£ CIP counterpert funds vere esrrarked tc essist the Government in com-

pensating landlords. Advisory zssistence in executicn of the program wzs

also provicded.

The period 1969-T1 represented a high point in the USAID program in
South Viet Hem. Much of USAID's effort had bee" eimeé &t stebilizsaticn,
rether thern develcprment, on grounds that this wes a prereguisite to eco-
nomic growth. Econcmic stebilizeation eppezred tc be withinr reach as the
year closed ené USAID lccked forward to increesing sun.i.investments for

econermice gr‘amh in the ensuing years. Tetel eccnczic essistance since

el 2 - 3
1GEL reszchei elirest $h.
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billien ty the ené of this rericzi.

Thersz were & nunlter ¢f pluses in the eccroric develcprment erez, as

-

rz"lected in the cherges vhich hed teken place during tha 3decede endiln
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The r-rule=icr hed incressed ty 27 vercent--frem 1h.4 million et <t
s of 1661 to 18.3 rillicn at the end of 197i. Rice production increased

el thet pericd frew L4.€ million tons in 1962 to 6.1 millisn meiric
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tons in 1971, en increase of 33 rercent. Viet Nam exported 85,000 tens of
rice in 1962. During the worst of this war decade, it imported es much as
750,000 i{onsz to makxe up for lost production. But by 1971, imports were dcwn
to 160,000 tons.

The Government of Viet Nem supported an army of k00,000 at the be-
ginning of the 1960s. At tbe close, troop strength was epproaching 1.1
million. This expansion, plus other increesed activities connected with
the procecution of the wer, brouzht on inflstion which began during 1961-6lL,
greati% vorsened in 1965 and was brought urder control in late 1970 snd 1671.

The Viet Cong guerrilla war, which had reeched en unaccepteble level
of violence during the early 19€0s had been receding since 1969, vhen the
Vietrnamese government began an intensified effort to seperate the Viet Cong
from the poruletion through pecification. This development represented a
reverse in the long term trend end suggested that more time end effort could
be devoted to developmert if the»level of violence continued to drep.

A.I1.D. formed five msajor objectives for 1971: 1. Prevent run-sway
inflation and severe econémic dislocations. 2. Eese the suffering of ecivil-
ians disrlaced or injured by the war; 3. Assist the Government of South
Viet Nem to expend its protecticn and influence over rmore of the nopulaticn,
especially in the rursl arezs. UL, Assi;t in econaﬁic develozment to the

. .
extent pcszible and feesible urder the censtreints of wertime conditions.
5. Xelr ‘the Government of Scutl Viet Fem inmprove its present range cf social
and econcxic services end prerere & basis for plenrning its future develorment.

Eut es the Viet Cong rmoverent seemed on the wane in 1971, the Herth

Vietramese Army was resdying e lerge-scale invesicn which would tir the level

ol violernce upwards once -zgain.

Tre 1972 Communis? offensive differed in two majlor resvects from

. B



feasive. TFirst, it did not come as such e surprise to ellied

'y

the 1928 o
rorces. Scéond, it vas primzrily ¢ conventional miiitary offeﬁsive by
e orih Vietnanose Army rather thzn a Viet Corg guerrills acticn.

Alli=d intelligence recorded the North Vietnamese buildup eaply in
1972, There was no doubt the North Vietnamese would sttack. The major
reraining questions were vhere znd when. This §oubt was dispelled vhen,
at the end of March, at Easter, the North Vietnamwece Aray (NVA) launched a
series of major ettacks. They moved south from North Viet Nem across
the 17th parallel into Quang Trf, the northernmost province of.South
Viet Naj.. They noved east from Lacg into Kontum Province and casi from
Canmbodie into Binh Long Province. The fighting raged in varying degrees
éﬁrough the first half of the vezr. Aftef initially losing control in
Quang Tri, the Vietnamese Army, supported by the U. S. Air Force, stabil-
ized the military situation wnd took back the capital city of Quang Tri
as well zs part of the province. The North Vietnamese drive al Kontum
Province vwas aimed at capturing the province capital of Kontum, a scenic,

-

tree shrded town nestled in a vzlley. Althrough North Vietnamese tarnks
’

troke throuzh defenses and erterec the city in May, they were driven bzek.

The VA 634 net tzke the city, tut remzined in control of much of the

‘vvevires. Binh Long's cepitel of An Loc was ilhe scene of the third

zttle of this invasion. Tre IVA 4id nct take this city eitier
tut it vw-- leveled during the rrolcnged siege. Much of the province
~niined in enemy hands and lzlsr served as a headquarters for the Viet

Lmorrevizicennd Tevelutionary Ceovernrent.
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Althougp the 1972 North Vietnamese invasion was more limited geographi-
cally than the Viet Cong Offensivé of 1968, it was rmore dameging in some
respects. Another mejor refugee movement was pre;ipitated, genersting 1.2
f' ‘ million refugees, mostly in the Da Nang erea of Military Region 1. 'THe
'==== ] invasioﬁ was at least partly responsible for the business recession that
began in 1972 and fo; an inérpase in the.inflation'rate, from the low 15
percent rate achieved in 1971'to 25 percent in 1972.

On the plus side, the refugees were cared for with more dispatch than
in the past. Exports, still smell, doubled over 1971. Tax collections
increased. The land reform program moved forward largely unimpeded by the
invasion. .

The Cezse-Fire and Its Aftermath, 1973-1975

Rumors of an impending cease~fire which began in late 1972 were
followed with an announcement on Janugry 23, 1973 by President Richard
Nixon that a cease-fire would begin on January 28, 1973. On that day,
at 8 a. m., Saigon time, the ships in the Saigon River sounded their

whistles. They wvwere joined by church bells for several minutes as the

IR cesse-Tire begen. But within 24 hours there were charges and couater-
cherzes of violations by both sides. The level of violence remained high
— in 1973,.despite the cease-fire.

The cease-fire dia, ét least, bring an end to U. S. militery
rarticipation in Scuth Viet Nam. Indeed the military effort.had been
phasing out since 1969 but the remaining advisory and tactical personnel
were removed under the terms of the agreement. Left behind were a few

( 'U. S. marines guarding Embassy buildings and a handful of military
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personnel in the Defense Attache Office. The DOD, at the same time,
recruited several thousand American civilians to aid in maintaining certsain
physicel structures until they could be turned over to the GVK and to
provice technical assistance to the Vietnamese armed forces.

For more than ten years, USAID's program considersztions had been
largely dominated by the exigencies of the war. Much of its funds and
many of ips persornnel had bee&'committed to programs connected with
counte;insurgency, rather than those which related primarily to economic
development. Hence, the annual planning factors for USAID programs
involved a heavy input of both political and military considerations.

From the cease~fire of 1973 forward; USAID, based on the prospects of
eventuel effectiveness of the cease-fire gnd despite the continuing
violence, concluded that its programs should be greatly narrowedland
pointed more directly at economic self-sufficiency for South Viet RNam,

For that reason, programming was thenceforth dependent more on the econcrcic
than on the military situaéion.

Status of the Vietnamese Ezonomy

The principal factors in the economic situetion in the weke of the
cease~fire were the impact on.employment resulting ércm the U. S. force
>withdrawa1 and the precipitous decline in reel exterral assistance. The
latter was a result both of the loss of dollar earnings essociated with the
U. S. troop presence and the rezpid rise in import prices during 1972-74.
The withdrawal of U. S. troops thus marked the start of a painful economic
transition. By the end of 1974 the government was still struggling to

erploy productively the substantial hﬁman end material resources that ha2l

) -
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beer idled by the U. S. pullout, and to move the eéonbmw onto the path of
self-sustaining growth. Fext to the continuing war itself, thé €COonCLiy
represented the most difficult challienge facing the government. |

An inventcries buildup, in part related to tﬁe withdravael and declining
'==== | ) purchasing power, took place in the first quarter of 1972; The Easter
offensive, launched on April 1, 1972, precipitated the economic downturn,
vhich appeared in store anywa&, and forced pbstponement of plans fer
finally turning from pursuit of the war to economic development. Piaster

purchases by the U. S. sector fell from the peak figure of $403 million

in 1971 t0-§$213 million in 1972. All forms of import support —- deflined

as CIP, Food For Peace, and piaster ﬁurchases -- declined from $872 million

to $596 million in the same period. Compounding the problem for Viet KNam,
import prices in mid-1972 began a remarkable upsurge which brought a
doubling of the import price level. Accompanying the surge in import
prices were severe shortages of critical materials and commoditiés on the
international market (synthetics, iron and steel, fertilizer, cement) that
egeravated the problems cf the business community. The final calarity in

1972 was bad weather which demaged the 1972-73 rice crop, causing.a 5

percent decline in output from the previous yesr.
By 1973 the gap left by the U. S. pullout became the dominant fact
in the ecoromy. U. S. sector piaster.purchases fell to $96 million,
- vhich was to be the approxirmate residual rate. The number of Vietnamese
directly empioyed by the U. S. sector fell to 17,273 by Septembér 30,
1973, compared with a pezk employment of 160,041 in June 1969. It was

estimated'that the number employed indirectly by the U. S. sector drorped
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by at least as much., Although exports did well, rising from $23 million
in 1972 to $5G million in 1973, for the most part the new investments
needed to provide employment for those displaced did not take place.
The war itself wes the inhibiting factor. Worldwide inflation continued
'==== throughout the year. Imports were up six percent in nominal terms, but
dewn 22 percent in realrterms. Along with recession and rising unemploy-
ment, Viet Nam experienceﬁ it; worst price inflation ever; consumer prices
in Saigon rose by 62.5 percent during 1973.

The first guarter of 1974 saw a continuation of the rapid rate of

inflation that had prevziled over the past two years. In fact, the rate of

inflation during the quarter eécelerated somewhat under the impact of

sharply higher petroleum prices. In the second and third querters, however,
the rate of price increases slowed considerably, to an annual raie of about
10 percent. U. S. import support rose in FY 1974 —- to $693 million from
$540 million in FY 1973. CIP assistanée increased from $226 million to
$285 million and was augmented by a $50 million Program loan that was
edministered through the CIP mrechanism. However, rising prices again

meant a reduction in import support measured in real terms. TImports in

197k rezched a record high of $887 million, but in real terms were 19
percent below 1973. The recession continued thyoughout the year and urban
unemployment continued to mount. By the end of 19Tk unemployment was
- estimated at 15 to 20 pcrcent of the labor force.

Progress was mede in a number cf areas during 1973-7L4 notwithstandin

the general recession. The agricultural sector did relatively well. The

rice harvest rose from 5.9 million tons in 1972 to 6.6 million tons in 1973

__~_h§27'
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and 7.1 million tons in 197h. By the end of 1974 the country was finally
producing enough rice to meet its own needs. It was felt that if further
production gains could be managed in 1975 and heyond, the country could
. ! enter the export lists in rice and add substazntially to its foreign ex-
change earnings.

A major event was the completion of the Land-to-the-Tiller Progranm
in March,1973 under which 800;000 hectares of farm land were distributed
to some four millijon former tenants.

Exports continued to rise impressively through the first quarter of
1974, then leveled off under the impact of declining merkets abroad for

Viet Nam's principal export products -- frozen shrimp, rubber, and pine

logs. Export earnings in 197k toteled $75 million.

Tax collections, spurred by a mzjor shakeup of the Tax Directorezte
in 1972 and a number of new tax measures, rcse'dramaticaily in 1972
ard 1973 before leveling off -- finally -- in response to the business
recession. Domestic tax ;evenues rose by U7 percent in 1972 and another

93 percent in 1973. The two-year increase of 183 percent far exceeled the

consumer price increese of 107 percent during the same period; thus, the

increase was & real one. U; S. advisors pleyed a Ley role in the re-~
structuring of the tax system during this time.

Privete foreign investment interest was minimal during 1972-Ti. How-
ever, the discovery of traces of o0il by foreign companies drilling olf
Viet Nam's Yest coest dufing 1973 raised excited hopes of eventual camzércial

developmer.t. Foreign oil cormpanies peid $47 million to the GVX for oil

exploration rights during 1973-7k. Official third country aid was mostly
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ir the a;ea of project assistance, but balance of p;yménts loans were
received from Trance, Japan, and Tciwan. Imports financedlby Such loans
first took place in 197k, réaching $26 million. |
Taking 1972-T4 as = wholé, U. s. imporf suppo£t declined by 65 per-
== ] - cent and imports by 46 percent, in real terms. Industrisal productioh
declined by about 40 percent. Agriculturzl proguction increased at a rate
at least equal to the 2.6 peréént rate of populetion growth. Thus, the
burden of the recession fell almost entirely on thé urban areasiand the
Lo bercent of the population living in the cities. For the economy as

a vhole, per capita income is estimated to have declined during this

period by 15 to 20 percent.

° Policy Shifts to Accommodate Cease-Fire e&nd Declining £°d Levels

The cease-fire created an awkward planning problem for both the GVN
and USAID. Should planning be done on the assurption that the fighting.
would continue, that it would decrease graduslly or that it would stop

altogether?

The decision was made to assume that the level of violence would be

no greater than it was in 1972 and that it would diminish graduall& in
severel years to manageable proportions. Maintenance of bearable econcnic
- ) conditions &nd progress toward self-sufficiency, were judged to be important
éuring thie period if GVIl were to maintain the ailegiance of its people
while fendins off continued attacks by its enemies.

From 1973 through the final months of the war in 1975, USAiD concen-
traeted on two majcr objectives: continged hurmanitarian assistance to

refucees and.other persons uprooted by the war; second, assistance to the

1o
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GVN in moving from a state of external'dependence to one of econonic
self-sufficiency. The first objec%ive was aided by the earmarking of
dollers for humanitarian assistance under the so-called "Kennedy Amendment."
Direct dcllers obligated undcr the Kennedy Amendment totaled $83 million
during FY's 1972-75. The dollars, which, unlike CIP funding, were available
to the GVR for imports withEQt restricti&h as to source, supported GVN pro-
grams in the areas of refugeé relief and resettlement, and child care.
USAID's Relief and Reconstruction Division was the largest in terms of
personrel employed during most of this period.

The effort to move the economy toward self-sufficiency faced a
dilemma at the outset; namely: an effort that,by any economic reasoning,
should require large amounts of cepital input would have to take place
during & period of éeclining real aid. Yet there was nothing to do but
meet the problem head-on. Indeed, precisely because aid levels were not
likely to rise significantly -- if at all -- in the future, the drive
for self-sulficiency essumed a spacial urgency. 7

The GVii, with the aid of U. 8. technical adviée and support, took
a number of important practical steps toward development during 1971-Th.
Foremecst of these were the economic reforms of 1970-T1 vhich esteblished
a realistic exchange rate of structure and paved the way for a revival of
exports. The Foreign Investment Lavw was revritten in 1971. The Industrisl
Development Center was converted to a full-fledged Development Bank, also

in 1971. The Kational Economic Development Fund was established on March

28, 1972 witk 10 billion piasters of capital provided from U. 5. counterpart.
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A largely mqribund private lending institution called Societe de Finenciere
et de Development (SOFIDIV) was convértéd to an active private investment
bank, renamed Investment and Development Bank (IDEBANK) in 1973. An
Investment Service Center and an Export Promotion Center were sterted
|=ﬁ== in 1972. Finally, the GVN Ministry of Plenning, upgraded from Commissiarat
General status in June-19712fproduced a Four-Year Plan for 1672-75.
The planhiers had the bad lucgﬂto be overtaken by events, since the Easter
offensive of 1972 upset their calculations from the stsrt, but the Plan
vas rated a creditable effort in terms of internal consistency end logic.

These were all useful stebs and they produced results in terms of

development loans and sharply rising exports, the recession notwithstending.
By 197k, however, the Mission felt the ﬁeed for a Plan that would demcn-~
sﬁrate to the Congress that there could be an end to large-scale aid to
Viet Nam.

The Five-Year Plen for Self-Sufficiency

The Five~Yeer Plen for economic self-sufficiency, which formed the

basis for the funding level recuested from the Congress in FY 1975,was

i prediceted on the nction that if the U.S. would supply relatively large

levels of eid dQuring en iridiel period, it would be tossible to phese cut
—_— U.S. concecsionel eid in five yeers. The "adequate" initial aic level wes
proposeé at $750 million in FY 1975. fhe plan postuleted a five percernt
rete of economic growth based on rapidly rising investrent end a highly
favorable cepitel:output retio (i.e. the emount of output that can be hzd
from a given volume of investment).. USAID economists were fairly certein

that giver South Viet Nexm's lerge pool of underemployed resources, the

assumpticns in this erea were not unduly optimistic. Some of the other
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essunpticns underlying the plan were more questlonable. There would have

to te & greduel virnding do*a of the war. Exports would have to rise very

repidly. Most inportant, aid and invesiment from third ccuntries. znd
interpationel ipstitutions would have to rise qulte repidly. Indeed, the

additicnal third ccuntry =aid bé;hne so irportent during fhis
pericd as almost to constitute e separate USAID cbjective in itself--
glong with humaniterian eid and the gcel_of self-sufficienrcy.

ATD planners Yred d*f;lcu;»v defending the plan against critics who
obJected that one or another cf the plen goals wes unrealistic. It wes
not ezsy to meke the cese thzl not ell geels hed to be met for the overeil
pler to meke sense. At any rzte the plan wes not overwhelming v endorsed
by the Congress, vhich was unable to.agree on an econonic aid bill before
the Chrictmas recess. By the tirme & bill finelly wzs acted upcrn in Deceu-
ber 1974, the question If econonic aid to Sos th Viet Uer hed beccrme mixcd
vp with the detericration in the overall situaticn and the appropriaticn
in larch 1975 for FY 1975 was the lovest since 166k, ever in nominal
terms: $245 millien. .
jtery 2id for South Viet Nam hed been Tfixed at $700 million in

.

Y 1975. VWithin this budget, the Depertment of Defense vwas net able to

- ~32 o~ e . - 4o 4 - b - .
»evizoe rmajlor war egulirment, tanks, plares and trucks, on a one-tc-one
% - ”: - P 3 ~ P o 8 ~ T =4 N 4 ~ 24
ce3is, &5 z2_1lzwed unisx the cesse-fire agreemenis. It restricted its

ving criticel ccnsuwuable items such as emmunition and
fuel., Vhile tne GVN wes aprozling for suprlerentsl U.S. military end
escnomia essistence in late 1974 and early 1975, the vpace of fighting

raplialy accelerszied. Communist fcrees, elihough still much smaller than
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South Viet Nem's 1.1 miliion srzy, hed been tuilt up in numbcrs since the

1972 invesion. Further, unlike the South Vietnsarese Army, the communist

-}

ferces were not tied down by defense of populetion ereas and physicel ir-

frastructure, and they were well supplied with terks &nd artillery weesnons

wiiich hed not been used by them during earlier irsurgency steges of the
War.

In Februery 1975, the Eq@xuﬁists caﬁturea and’ permsnently helid the
first of Socuth Viet Nam's province cepitels, Phucc Einh in Phuce Long
province. This precipitateé the first relfugees of this finszl ceapeign.
Orn Merch 14, 1975, President Thieu, faced with mounting North Vietnemese
pressure in the Central Highlenés and declining eid from the outside, en-
nouﬁced to his generals kis de}ision to witkhdraw texporarily from Darlac,
Pleiku ernd Kontuwm in the Central Highlencds. But the withdrawal turred

into & disorderly retreat, which precipiteted e second retreet in T Cerys

beginnirg at the encient Imperial Capitsal of Hue. Thousends of refugees

-

streersd into Da llang. Vhen it became cleer that rorthern I Corps ves

colleysing, air and see evacusticn was launched to scuthern coestzl cen-
ters vhich vere ccnsidered sezfer et the time, e.g. I'ha Treng, Cam Peanh,

Kinh Thus:, Birh Thuan and Vung Tsu. Eut the ccurse c¢f events moved tco
b} w3

t thecse greas slsc wiurd

m

swiftly axnl,. by easrly Lpril, it wes eppoarvent the

fail. A lzst ditch effort was nzde to resettle refugees in the Delts =x2

[&]

headed for Pru Quee island cff the ccacst

of Kien Ciang. Some 40,000 had recched there by the time Seigon fell.

sore shiys legden wiith evacues

Or. Av1ril 10, President Ford rede & lz:zt etterpt to gein eid for tre

South Vietnzrese Avry, vwhich was naking a stzrd in the III Cc*ps area

v e
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surrounding Saiger.. But within a few day » GVN forces had been reduced
to five divisicns surrounded by 16 tq 2C North Vietnamese divisions, es
the rest cof the Korth Vietnemese Army crossed into South Viet Nam for the
ultimete occupaticn. President Trieu resigned on April 21, and President
Ford arncunced cr April 24 thst the war in Viet Nam was over for the Uni-
ted States.

The U.S. syeeded up the evecuaticn of its erployvees and citize
2 2 b B Ss

o a

which’ had been undervey for some time end, by early morning April 30,
the evecuaticn was completed, save focr some seventy-five Americans re-
meiring behind either wvolun arll} or in c=ptivity.

As meny Vieinemese were evacusted as could be accommodated cduring
the last hectic deys. Approxirately 140,000 manaced to leave, all but
6,629 of whom eventuslly made their wey Lo the U.S. Frocessing centers

were quickly estsblished in the Fhilippines and Guam to hendle the refu-

- m

gees &end cexmps were se¢t up in ithe U.S. &t Camp Pendieton, California;

Fort Chaffee, Arkensss; Csmp Eglin, Fiorida and Indientown Gep, Pennsyl-
venie, As of Decerber 21, 1975, 81l cf these camps hLed been closed end

the relugees &re nov settled in towmes end cities &1l over the country

n

once agein to start s new end,hepefidly’, rore setiled life.

e — M emes i mmwiar s st s e e e A gL e S AN S e o e L M e ms & s n s s mmmmae . AEeen ven e e o ae
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POSTSCRIFT

The residual value of the U.S. econemic assistayce programs in Soutl
Viet Nam is obscured by the central fact that the form of government,

. which was supported by the United States for twenfy—one years, was over-
thrown in 1975. Thus, in purely political terms, one would conclude that
these programs, taken together, were not successful, if thgir overall pur-
pose was to sustain the Government of South Viet Nam. But this is far
too simplistic. Economic assistance is just one 6f several foreign policy
tools applied to the achievemenf of U.S. interests and, because .of the
interplay among pclitical, military, diplométic and economic factors, it

is very difficult to isolate any one'tool or factor from the others as a

determinant in and of itself. Furthermore, even if one agrees that main-

tenance of the GVN was the primary goal of economic assistance, there were
many %eneficial spinoffe for the people, as described in Volumg II of
this report, in such areas as develcopment of trained manpower in a wide
range of skills; institutional development in many spheres of public and

private life; technological and scientific advances, particularly in agri-

culture and industry; and physicial infrastructure in virtually all walks

of life.
Nowhere can this point be better illustrated than with rice--the sym-
. ' bol of security and prosperity. With the introduction of the ncw "miracle"
.varieties of seed, proper application of fertilizer and insecticides, and
improved overall farming practices, rice production reached new records,
despite the fact that the war deprived the South Vietnamese access to largc

segments of formerly productive land.
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The farmers of South Viet Nam, onée too poor to pay taxes, came into
their own in the late 1960s. They bought their own tractors and in a few
years were able to pay their own taxes to support those government ser-
vices which were of mest importance to them. )

The concept of government itself was greatly altered during the years
of U.S. involvement. Locaiigovernments,'énce neutralized by the desire of
the Vietnamese chief executive to exercise strong central control over the
people, developed into loczliy elected bodies with greatly expanded powers
to make decisiens without consulting the central government.

&l
Viet Nam's education/system, with American advice and assistance, de-

veloped far beyond any goal wﬁich might normally be expected in a country
with such limited assets and such huge military commitments. 1In 1975,
mass education for all was far closer to reality in South Viet Nam than in
its neighboring countries.

The road system in South Viet Nam, despife its selection as a chief
target by the Viet Cong, grew to surpags most comparable'developing coun-
tries and provided a nationwide network on which té move goods and people.

Through the yvears, tens of thousands of South Vietnamese were trained
within the country or abroad in virtually every professional, technical
and adninistrative field-~doctors, engineers, educators, accountaats,
managers, public administrators, etc. This largé and valuab}e resource,
for the most part, remains in South Viet Nam teday.

The question might arise whether these human and material assets will

be used under another government. It scems logical to assume that the
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ability to grow more rice, to educate more children or to repair a tractor
are advantages which any government, no matter what its political bent,
would be desircus of continuing. A balanced evaluation of the effects of
U.S. economic assistance in South Viet Nam must take into counsideration
not only the support given the Government of South Viet Nam but the assist-

ance given the people of South Viet Nam as well.
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44 i Attachment 2

U.S. Economic Assistance to Viet Nam, 1954-75
(Obligations in $ Millions)

(1) (2) (3) (%)
' .
. a/ b/ Project &c/
- Year™ Cip— FFP Other AID= Total Aid

| 3 1954 - 0.1 - 0.1
1955 253.7 2,2 65.5 - 322.4

N 1956 174.7 14.3 21.0 - . 210.0
1957 210.9 22.8 48.5 282.2

1958 151.9 9.6 27.5 189.0

31959 146.4 6.5 54.5 207.4

1960 135.6 11.3 34.9 181.8

19861 111.2 11.5 29.3 152.0

1952 94.1 21.9 30.0 156.0

1963 95.0 52.6 £8.3 195.9

13964 113.0 59.1 52.7 224.8

1965 150.0 49.9 75.0 - 274.9

1666 399.3 143.0° 194.2 736.5

1967 160.0 73.7 334.4 568.1

19868 160.1 128.5 238.1 536.7

1969 13C.0 299.4 184.1 413.5

1970 238.5 110.8 127.4 476.7

1971 281.0 188.0 106.7 575.7

1972 313.0 67.8 73.8 d/ 454.6

1973 226.2 186.8 87.2 d/ 500.2

1974 335.1 e/235.3 48.3d/ . 618.7

1975 143.2 57.7 £5.0 © 245.9

Totals 4022.9 1572.8 1927.4 7523.1

Notes: (a) Tiscal years for all but piaster purchases, which are on a
calendar year hasis.

(b) Does not include de -obligztions.
(c) Including also Direct Dollar Support from 1972-75. See
sote (¢Q)
R (d) Broken down as follows:

Humeniterian Aigd
Project Aid (Direct Dollar Support) Total

FY 72 71.4 2.4 73.8
FY 73 56.2 31.0 87.2
FY 74 22.3 26.0 48.3
¥Y 75 15.7 29.3 45.0

(e) Includes Program Loan of $5) million
Sources: AID Statistics and Reports Division,'U.S. Overseas Loans and
Grants'"; Viet “lam Program Summaries, AID.

St S
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Attachment 3

' SLUEDULE OF JOINT VIETUARESE-AUERICA

N As of FY 1956
==
PROJECT TITLE
LGRICULTURE AND NATURLL RESOURCES

— 1 qr.ou! -.:ra Eutension and Infoomation. ... Fesens ceenss
i - iculural Collegd and General Training............ cesesncanas
}::c sch in I: versfied “Ciops....... eeretsanaencoaanas eeeseacacenenes

alh Water Cenirel Svatem. .. L . i e ittt cerr i cattetranns e teeen R

ent (2ural Reseitlement)...oociieeaen e cececerrrnne secosne
00k Davelopment ittt iiiee seeeaen
- haricaiiural Heenomics and Statistics... .. ... eecassseans Ceerteceseaseennas
aricuiuial Frodusuen Crodit. i ieennns Ceeeteanrecieteetectananenane ..

— hgriculiure! CCUDOTALVeS. . .ouvuunereenns
— Develepment of llarine Fishories.......... tereserssccnssasisntetcaseecnns

JHDUSTIRY L&D MINING
— Jeng-Son Coal Exploralion Survey.....iieeiceeieses teseensesrosensasons

~ Jadustrial Deveiopment Center..... eeraea et ecscesscscesacertansesssaens
— -aal Indesirial Survey..........e sessetescssrotacsncnetacanes vecesane
‘ol Doavelopient. . innen

. WORKS '
- Yighways end Bn"ge*‘ ......... tesesocessessassssecseosnaranteransosocons
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ADMINISTRATIVE APPARATUS
GOVERNMENT OF VIET NAM
EXECUTIVE BRANCHE

NATIONAL EXECUTIVE!

- REGIONAL MILITARY |
COMMANDER l

PROVINCE CHIEFl

DISTRICT CHIEF?Z

VILLAGE CHIEF!

HAMLET CHIEF

l. Levels of government with pover of taxation.
2. Levels of government not established by comstitution but
established ad hoc in order to cope with war-related demands.
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FIGURE 4 : TOTAL USOM/VIETNAM OBLIGATIONS - FISCAL YEAR 1563
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CORDS Field Organization

Deputy Force Deruty fer
Commander CORDE

Force Lssistent Depuiy Deruty Sernier |
b s e e ~ a —— e e — s ) Y
General Siaff fer CORDS Lavisor (Mititerv)l
fienagementi Fleis end Reperts
Surnord Procroms *
Chieuii New-1life¥ Rurel Refugcel{Pzychelogicel|Public
. * . :
ol QDevelotxent_“evelcwxent Cperstiorns Safety®
. ARV Diviesicen
U.S. _ Province e e == = —— 71 pa@vicorv Te:sr;
3 A3
- LAY

- — — — — Cocriination--lilitery end CCITZ retters
. ——— - — Operational Conircl when units essigred ea RD direct

suprort missice

¥ Thes2 functions formerly conducted under USQH fleld crereticns.
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. . . Attachment 8

PROJECT PRDL-JFIAM DDLLAFb

FY 1968
(IN MILLION DOLLARS)

P.A. $4.8 - 2%

PwW. $23.3 || PH $28.2 /
: ED. #9.3 - 4
% ot 3% ' =

(ENG.)

LOG. 433.3
1S %

Lheix T e T e s
MISC. $10.7 T 2

P.S. $26.3
12%

f

PU WA
IND. 90.4

CH. 0.9 - 0.4%
TOTAL | $219.0
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U.S. ARMY AND TOTAL U.S. MILII?RY PERSONNEL

IN SOUTH VIET NAM=!

TOTAL U.S. MILITARY

DATE U.S. ARMY PERSONKEL PERSONREL
. 31 Dec 1860 &00 930
’ 1 Dec 1961 2,100 3.200 .
31 Dec 1962 7,900 11,300
- 31 Dec 1963 10,100 16,300
= 31 Dec 1964 14,700 23,300
) 30 Jun 1965 27,300 .59, 900
31 Dec 1965 116,800 184,300
30 Jun 1966 160,000 267,500
31 Dec 1966 239,400 485,300
30 Jun 1967 285,700 448,800
"31 Dec 1967 319,500 485,600
30 Jun 1968 . 354,300 534,700
31 Dec 1968 359,800 536,100
*31 Jan 1969 365,600 542,400
30 Jun 1969 360,500 538,700
31 Dec 1969 330,300 474,400
30 Jun 1970 297,800 413,200
31 Dec 1970 256,700 | 335,800
30 Jun 1971 241,683
31 Dec 1971 158,320
30 Jun 1972 48,005
- 35,865
31 Dec 1972 24,108
10 Mar 1973 7,047
28 Mar 1973 -
1/ Logistical Support, Vieﬁ Nam Studies, by Lt. Gen. Joseph . Heiser, Jr.

(Departnent of the Army, Washington, D. C. 1974, pg. 14) 1971-1973; Office
of the Army Historian, Washington, D. C.

Indicates peak strength in South Viet Nam _
Between 1954-1960 U.S. Military Strength averaged about 650 advisors.
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FORWARD

This report represents an attempt to summarize economic activity,
and A.T.D.'s influence on policy-making and economic developments,during
the period of U.S. involvement in Viet Nam, 1954-75. 1In its considera-
tion of the U.S. Aid program, the report confines itself almost exclu-
sively to economic aid,as distinguished from the Military Assistance
Support Funding Program (MASF) which of course was a great deal more
important in terms of dollérs expended. MASF-funded activities are con-
sidered in areas where a direct economic impact‘could be observed, in-
cluding especially the piaster purchases of the Military Assistance
Command Viet Nam (MACV) and its successor agency, the Defense Attache
Office (DAO), to finance their in-country activities, and it is recognized

that MASF had an important indirect economic effect in the provision of

. infrastructure - roads, harbors, airports, etc. However, in the interests

of keeping the scope of this paper within ﬁounds, these indirect effects
of MASF-funded activities, a; well as the direct support of the war
effort, are not dealt with.

The report was of course undertaken after the fall of Viet Nam, which
has meant the unavailability of the economic files of USAID/Saigon, 211 of
which were lostf Fortunately, a good deal of material was available in
A.1.D./Washington, enough to make this effort possible. However,.it has
not been possible to obtain complete data series on all topics, nor in
many cases to be very precise on dates of key events. Apart from the
1954-64 period on which the available material was very skimpy, the prin-

cipal data problem has concerned 1974.




Still.on the subject of data, the usual caveat o£ wfiters on Viet Nam
applies here. That is, whatever the area of activity, one seldom encounters
two data series that agree with one another. The writer has includéd the
series that he considers most reliable, has reﬁoncile; conflicting series
to the best of his ability, and has tried to mz2intain consistency within

the confines of this report. No other claims are offered.

oy
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I. Intrecduction: Background to U.S. Involvement

American influence on the Vietnamese economy can be dated from the
late 1940s with the channeling of large sqale military and economic aid
through France. A portion of Marshall Plan aid was earmarked by the
French for their dependent overseas territories. Though indirect in
nature, U.S. assistance was critical to the apility d{ the French to sus-
tain their effort during those-yéars.

Direct U.S. involvement began with the establishment of the Special
Technical and Economic Mission {(STEM) in 1950. STEM operated in cooper-
ation with the French, providing assistance to the Associated States of
Indochina,vincluding North Viet Ngm. The eafly program involved techni-
cal assistance and advice in such projects as develoﬁment of marine
fisheries, improvement of the Port of Saigon, civil aviation, health ser-
vices, adult literacy training, and development of government information
services. It was limited in budget as well as in scope.

Direct U.S. involvement on a large scalc began with the establish-
ment of the U.S. Operations Missions (USOM) following the signing of the
Geneva Accords in July 1954. At its inception, USOM's function was to
plug the financial gap left by the departing French and to assist in the
transition from dependent territory status to an independent state. To
these tasks was added that of coping with the flooa of refugces from the
North. |

II. The Vietnamese Economy in 1954

South Viet Nam in 1954 was a predominantly agricultural country with

a largely rural population of about 11 million. 1Its per capita GNP of




_

about $160 placed it solidly in the ranks of the less developed, but well
above the poorest in terms of living standards. Rice and rubber, though
having suffered severe production declines due to the war, still provided
the backbone of the economy and accounted for about 85 percent of the
country's exports. Although below its export totals of pre-World War II
years; Viet Nam along with itsnSQUtheast Asian neighbors of Cambodia and
Thailand wag one of the world's leading rice suppliers.

The'country produced a wide range of secondary crops, such as pea-
nuts, corn, tea and coffee, sugar and fruits in great abundance. There
was a fairly plentiful fish supply. There were virtually no known mineral
resources, save for the coal deposits at Neng Son in the northern part of
the country. Industry had been very little developed, consisting of

small-scale light manufacturing, mainly in the Saigon-Cholon area, employing

_ about 40,000 workers. The country{s transportation network had been fairly

well developed but had suffered severe war.damage, with some 60 percent of
ﬁhe road and one-third of thé rail network having been destroyed.

For all its natural wealth in agri;ultural resources and its rice
exports South Viet Nam was not gelf-sufficient in food, importing substan-
tial amounts of wheat, sugar, an dairy products. It; potential in agri-
cﬁlture was at least partly offset by the rapid population growth and more
than matched in the near term by the heavy ‘influx of refugees from the
North.

The foreign trade account was heavily in deficit, with exports covering
20 to 39 percent of imports. The gap had been covered during 1950-54 by

French~-ultimately American--aid.




II1I. Early Difficulties

The new state of South Viet Nam faced a staggering array of difficul-

ties at the outset. The refugee migration from the North variouslytesti—

mated at 800-900,000 persons, was to add some eight percent to the country's

population in a ten-month period of 1954-55. At the same time, the with-~
drawval of the French meant fhejloss overnight of a major economic prop.
The French had employed some 40;900 people in arsenals and workshops
around the country and 120,000 Vietnamese had served in the French army,
few of wvhom were to remain in the reconstituted national army. French
civil servants and technicians were leaving the country in large numbers
and the goverrment meanwhilé had to cope with severe tecﬁnical problems
involyed in the shift to independent country status. The government it-
self facgd intense internal opposition from three dissident sects; indeeé,
" the survivability of the untried Diem government was very much aﬁ\open
question.

To meet the immediate problems of the new state, the U.S. Congress
appropriated in fiscal 1955 $322.4 million in economic aid. Qf the total,
$253.7 million was allocated to the Commercial Import Program (CIP) to
cover Viet Nam's budget and balance of payments deficits. Not only was
this to be the largest one year A.I.D. authorizatibn until 1966, but
vieved in real terms (after allowance for increases'in world érices over
the years), the CIP portion of the program would be the largest ever
except for one §ear, 1966.

Project and other aid in FY 1955 amounted to $66.5 million of which

$57 rillion was applied to refugee assispénce. The refugee program
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received another $37 million in FY 1956 after which time this form of
assistance was términatéd, at least for the time being.

A major portion of USOM's effort in 1954-55 involved assisting the
Vietnamese in the transitional p}oblems brought on by the departure of the
French and the need to develop a nevy administrative structure overnight.
Not the least of these problemsmwps the closing of thé.Tripartite Institute
d'Emisiion, which left tﬁe countf§ temporarily without a bank of issue.
With USOM assistance the National Bank of Viet Nam opened as a Bank of
Note Issue on January 1, 1955.
1v, 195&-64

If the overall period of U.S.'direct invélvement from 1954-75 divides
naturally at the year 1964--the last year before the U.S. presence was to
take a quantum leap forward--the 1954-64 period itself could be divided
almost as neatly into fwo periodg, before and after 1960. The years 1955-60
were marked by relative security, financiél stability, and a fairly im-
pressive measure of economic development. The period 1961-64 on the other
hand was marked by rising Viet Cong insurgent activity,’ ihcreasing budget
deficits, mounting inflationary pressures, and for the most part, economic
stagnation.

A. Economic activity

For the reasons stated above, the avéilable indicators of economic
activity can be reviewed most conveniently by considering separaiely the

periods 1955-60 (from here on we will speak of 1955 as the starting point

since this was the first full year of relative peace) and 1961-64.




1. 1955-60
Production data from Viet Nam have aiways been of questionable reli-
.ability, and they seem to have been especially so for the 1955-64 period.
Partly for that reason observers have differed in thgir assessments of
ﬂ::éi economic progress, or lack of it. &t seems to be beyond doubt, however,
that the 1955-60 period was one of more rapid growth than any period that
was to follow. In part this was ; catch-up process, a making up for Josses
suffered during the prolonged period of warfare, but the record seems to

have been impressive; an indication, ﬁerhaps, of what could be achieved

given relatively peaceful conditions.

Rice production rose rapidly as the cessation of fighting enabled
abondoned lands to be put back into productibn. By 1960, the area under
cultiv;tion had reached 2,400,000 hectares, up from 1,660,000'in 1954,

"Rice production was reported as 5,092,000 MT of paddy, which compares with
2,080,000 MT in 1954 and 2,767,000 MT in 1955. The i959 and 1960 produc-

tion figures are questionable since they imply huge increases in yield

(from 1.2 MT per hectare in 1958 to 1.9 in 1959 and 2.1 in 1960), but

undoubtedly Viet Nam's rice output had surpassed pre-Indochina War, if not
pre-World War II, levels. Rice'exports in 1960 were 340,000 MT, below
N pre-World War II levels, but still high enough to set a post-Indochina War
record and a-figurg not to be reached againl Rubber production, bene-
fitting from the cessation of major hostilities rose steadily throughout.
the period. At 68,000 MT for the major plantations (which accounted for
roughly 85 percent of total output), rubber output in 1960 was 33 percent

above the 1954 level.



-6 -

Manufaéturing activity gained little ground duriné 1955-60 in terﬁs
of final output; the index of manufacturing production in 1960 had risen
a modest 16 percent from its very narrow 1955 base. However, this périod
did see the implementation of a 1957-62 Develoﬁment Pian which, while
favoring agriculture ahead of industry, nevertheless accorded more atteﬁ-
tion to industry than theretofore. The emphasis was on import-substitute
industries and good progress was”ﬁade in the areas of textiles, paper, and
cement. Other industries stsrted (though whether befére or after 1960
is not clear from available records) were pharmgceuticals, chemicals,
plastics, and metal working. The government's proclaimed intention was
to base new industries on thé country's ﬁatural resources; but in practice
they tended to become heavily import dependent. Export development was not.

a factor., Other developments of note during this period, both in 1957,

‘were the promulgation of a new Foreign Investment Law that, on paper at

least, appeared to improve the climate for foreign investors, and the
establishment of an Industrial Development Corporation financed largely by
a $10 million contribution from USOM.

2. 1961-64

Terrorism had begun to recur on a rising scale by late 1959 and was
a growing if not yet disruptive problem in 1960. The real shift to large
scale terrorism with.decisive economic implications ;ame with the forma-
tion of the National Liberation Front in Decembef 1960. The rise in insur-
gent activity was to impact far more heavily on the countryside, anﬁ agri-
cultural activity, than on the cities wher?, in fact, the manufacturing

sector made significant progress. .
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Rice output continued to expand during this period, but less rapidly
than in the previous six years. By 1964 bokh the area planted and rice
output were about ten percent above their 1960 levels. Rice exports were
323,000 MT in 1963 ($36 million) and 49,000 MT ($5.3 million) in 1964.

The area under cultivation in the 1964-65 crop year was at a level not to.
be seen again until 1971.

Agricultural output_aé a wﬁqle leveled éff during 1961-64. Rubber
production held within a range of 68-79,000 MT.

Contrary to the relative stagnation in agriculture, manufacturing
production enjoyed relatively rapid growth during this period. The largest

single accowplisliment was completion of the Ha Tien cement plant with an

. annual capacity of 250,000 MT. Other industries started during 1955-60

came on line during 1961-64, including, in the Saigon-Cholon area, a
Michelin tire plant, a glass plant, and a paper plant. Development of the
textile industry was significapt with major foreign exchange savings
effected. Overall, and again, the data are suspeét both in themselves and

also by virtue of the narrow base from which the index was constructed,

the index of manufacturing production which stood at 100 in 1956 and 116

in 1960, was at 179 in 1964. The 1960-64 gain was one of 54 percent.
Employment in manufacturing had reached approximately 100,000 in 1964,
_ more than twice the 1954 level.

B. Fiscal and Monetary Developments

Data on actual goverrment expenditures (as opposed to budget data)
are not available for the years prior to 1961. However, it is known that

budget deficits were largely covered by foreign aid and National Bank
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borrowing was either nil or at a very low level. The principal element
of stzbility was the relatively constant éize of the armed forces, which
held within a range of 242-248,000 throughout the 1955-60 period. With
the formation of the National Liberation Front in December 1960 and the
concomitant rise in insurgency, the armed forces began a rapid build-up.
The force level rose to 305,000 in 1961 and from there steadily to 514,000
in 1964. .Civil service employmeﬁ; also rose rapidly, from 110,000 in 1961
(first year for which data are available) to 143,000 in 1964. Overall,
governnent employment reached 657,000 in 1964 having increased 58 percent
in three years.

The burgeoning payroll was naturally reflected in overall government
expenditures, whichk rose by 77 percent in the two years 1961-63. Revenue

collections, meanwhile, lagged far Behind, as did the contribution from

- foreign aid. The result was an increasing deficit to be financed by

monetary means as follows:
GVN BUDGET 1961-64
(SVN billions)

1961 1962 1963 1964

Expenditures . 16.3 22.0 28.9 28.9
Revenues -11.6 -11.3 -11.9 -13.0
Deficit before foreign aid 4.7 10.7 17.0 15.9
Forcign aid - 4.7 - 7.7 - 7.4 - 6.4
Deficit -0 3.0 9.6 9.5

Money supply, which had been relatively stable until 1958, rose 134
percent during 1959-64. Consumer prices moved much more slowly, rising
only 24 percent in the same beriod. The disparity between the growth of

money supply and the rise in prices for the entire period 1955-64 was
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temarkable.. It reflected idle capacity with substantial unemployment in

the economy, including the large numbers discharged from .French employ

and the refugees moving South. Also a factor in the dampening of infla-

tionary forces was an increasing monetization of the country's trade and,

especially during 1955-60, a fair measure of economic growth.

By 1964

the slack in the economy was increasingly being taken up, helped along by

the rapid growth of the armed forces. The country was to have only another

year or two of breathing space before inflation would become the dominant

fact of economic life.

C. Balance of-payments

The available foreign trade data are so contradictory that it seems

best to summarize the balance of payments in terms of annual averages,

taking several years at a time.

A presentation of this nature will also

‘enable the reader to see rather easily the change in trade and aid magni-

tudes as between the 1956-60 and 1961-64 periods:

Simplified Balance of Payments (Annual Averages) 1955-64

H.
I.

($ U.S. millions)

1956-60

Exports 70
Imports, c.i.f. ~245
Trade deficit =175
Services - 21
Misc., transfer payments

and capital . 13
Errors and omissions 1
Balance before foreign aid -182

(C+D+E+F)
U.S. aid 208

Change in foreign assets (inc.~-) - 26
(of which gold and foreign
exchange) (= 23)

1961-64

63
-292°
~229

4

24
1
-200

182
20

( 18)
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Comparing 1961-64 with 1956-60, we can- observe thé following: a
substantial rise in the trade deficit, brought on mainly by higher imports;
a partially offisetting improvement in the services account (owing partly
te rising piaster purchases by the American sector), Hut a higher deficit.
ﬂ==é before foreign aid nonetheless; a decline in the level of American aid; and
a change from a rise to a decline in the level of Natiqnal Bank reserves.
KBVN holdings of gold and foreigﬁkexchange rose from $125 million at the
end of 1955 to $216 million at the end of 1960, and were then drawn back
down to $136 million by the end of 1964.

D. U.S. Aid directions

The conposition, as well as thLe magnitude, of the U.S. aid program

changed significantly after 1960 as can be seen in the following summary
for the 1955-64 period:

,ﬁﬂg Composition of U.S. aid
P ($ U.S. millions)

Annual Averages 1955-60 - 1961-64
cIP 179 103
PL 480 Title I (Food fcr Peace) 11 : 39
Project and Other _42 40
Total 232 182

As can be seen, the principal shifts were a sharp drop in the level
of the éIP, only partially offset by a rise in Food for Peace, tﬁe sale
surplus U.S. agriculturél commodities. The Projeét program held its
owvn during the ten year period. .

The major development in the administration of the USOM program was

a shift in emphasis from concentration on economic assistance and development

D
é‘_‘\l
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to a focus oﬁ counterinsurgency.v While the shift in emphasis can be

dated as of 1961, it beéame more or less éfficial with the formation of the
0ffice of Rural Affairs--the forerunner of CORDS--in June 1962. With the
establishment of the ORA, USOM for the first time located a large element
of A.1.D. officers in the area of f&eld operations with sub-offices in the
four military regions and on doﬁh!to the province level. Concomitant with
the estabLisﬁment of ORA was an increasing emphasis on the Public Safety
progréh, another major element of the counterinsurgency effort. Economic
and other technical assistance péojects were not discontinued, merely over-
shadowed in the new emphasis on coﬁnterinsurgency.

E. Exchange Rate Developments

There was one formal devaluation during'the 1955-64 period, in January
1962. 'Lesser changes, short of a full-fledged devaluation, occurred in
11957,

1. 1955-61

The official rate of exchange, established in May 1953, was 35 piasters
to the dollar. A "free" rate applicable to financial transactions, existed
at VN $73.5:1. The official rate applied te A.I.D.-financed imports until
1957 when a production tax of ffve or seven piasters, depending on the
commodity, was added to bring the effective A.I1.D. rate to 40 or 42:1. A
very few GVN imports moved at the official ;ate; most were subject to a
stabilization surtax that brought their effective rate to from 74 to 110
to 1, depending on the year and the commodity. Exports of rice were subject

to the official rate until 1957. Exporters of other commodities were

- \M
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allowed to retain abroad a certain percentage--varying by ;ommodity—-of
their foreign exchange proceeds. From 1957 on, all export- proceeds were
repatriated, 65 percent at the official rate and 35 percent at the "féee"
rate, for an effective rate of 48.48:1.

_— 2. After January 1, 1962

As of January 1, 1962 all exports and imports became subject to a
Consolidated Surplus tax of 25 piagters to the dollar, which replaced pre-
existing special taxes. This tax, commonly known as the "five sevenths
tax'", brought the basic trade rate to 60:1. 1In fact, rice>was the only

export product to move at 60:1. Rubber exports were subject to a tax

" which lowered the piaster yield to 48.65:i. Other exports received pre-
miums fanging from five to 15 piasters per dollar. On the import side,
less essential imports became subject to greatly increased customs and aus-

. ferity duties. Finally, there was no change either in the official rate
or the financial rate of 73.5:1. By 1962, however, the official rate
applied only to U.S. purchases of piasters for official use.

3. Summary; appropriateness of the rate level

Owing to the complexity of the rate schedule, it is impossible ta
measure precisely the extent of the 1957 and 1962 devaluations. At one
— . extreme, the A.1.D. import rate,-the devaluation amounted overall to 71
percent. At the other, the official and financial rates, it was a de-
valﬁation of zero. Exports were somewhere in between, devending again on
the comrmodity. The following is a surmary of these changes. It aséumes
that the privilege granteé to some exporters of retaining. a percentage of

their earnings abroad during 1954-57 was -worth 73.5 piasters to the dollar,

e %
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i.e., equal to the financial rate. Given the array of customs and aus-
teritv taxes applicable to GVN financed imports, no attempt was made to
neasure an effective GVN import rate.

Effective Exchance Rates 1954-66
(piasters per dollar)

1954-57 1957-62 . 1962-66

Official 35 35 35
A.I1.D. import 35 40-42 60
Financial 73.5 73.5 73.5
Exports:
Rice 35 60
Rubber 40-42 48.48 45,65
Other 45.8-7}.5 - ) 65-75

It seems certain that the piaster was overvalued--perhaps heavily

so--at least until 1962. The devaluation of that year may have caught the

piaster up on an internationzl parity basis, but even this is doubtful.

Overvaluation was at least partly reflected in the piaster cross-rate in

Hong Kong which during 1955-62 fluctuated in the range of 82:1 to 92:1.
After January 1, 1962, the Hong Kong rate moved up modérately holding in
a range of 90 to 100 to the dollar until 1964 when it ended the year at
121:1. Overvaluation seems to have been reflected in the performance of
exports which in fact were not an area of priority importance to the GVX
during these years. Exports of products éther than rubber and rice--
which admittedly were not very responsive'to excha?ge rate moveménts, at
least in the short run--were $11.7 million in 1957 (first year for which

such data are available) and did not get back to that level until 1972.

e e e e e e - e —— e e S 5
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F. GVN econcnic policies

There is unfortunately nothing in tﬂe A.1.D. records of major econ-
onlc policy issues and their disposition during the 1954-64 period. Anart
from being further removed in time, which has ieant considerable loss of
records, this again was a period that relative to 1965-75, has been slighted
by the analysts. A certain amount is known, however, of the policies and
attitudes. of' Vietnamese economicubfficialdom, and more can be inferred from
the record.

The Vietnamese were then, énd were to remain, essentizally conservative
in their econcmic thinking. This éas especially notable in the fiscal area,
an inheritance from the French who inculcated a balanced-budget, project
approach. Only the exigencies of the increaéing warfare were to impel them

to deficit financing, but even then the GVN would never become proflipate

“in their approach to spending.

Conservatism was reflected also in their approaﬁh to planning. The
$500 million allotted to the 1957-62 Plan could be contrasted with Nguyen
Huu Hanh's estimate of $160 million as the amount needed annually to
relieve unemployment in the Saigon-Cholon area alone. . It was reflected
2lso in the GVN's demonstrable predilection for accumulating currency
veserves. The decline in reserves during 1961-64 could be ascribed to a
temporary reéuction in U.S. aid, but when the aid level was steady, &s it
was during 1955-60, resarves rose strongly. (The rise in reserves, from'
$125 million at the end of 1955 to $216 million at the end of 1960 may

well have been a factor in the subsequent reduction of U.S. aid during

1961-64).

S sy
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Economic policy, especially in the approach to fo;eign investment,
reflected a strong element of nationalism, not surprising considering the
long period of Chinece and French domination. While the Foreign Invéstment
Law of 1957 contained all the right investment.incentives, and President
Diem professed to welcome foreign investors, the government frustrated.its
proclaimed intentions by taking majority ownership in all of the largér
new business enterprises. Moreover, investment procedures continued to
be strangled in a bewildering array of red tape. The-security situation
was also a factor, but the fact remains that foFeign investment was insig-
nificant throughout this period.
| The Vietnamese were extfemely laggafd in export deveiopment. This
was ewident in the absence of any attention to.exports in the 1957-62 Plan.

Exchange .rate policy appeared to favor certain exports, in that they were

‘accorded rates that were favorable relative to the other exchange rates in.

effect, but as discussed above, even at the preferred export rates, the
piaster appears to have been overvalued throughout this period.

The Vietnamese mayvhavé felt that they could not do very much about

" their exports given the supply inelasticity of their major export commodi-

ties, rice and rubber (if so, Lhe events of 1971-74 were to prove them
wrong), but it is likely that another factor accounted for both their
export and exchznge rate policies; namely, the easy ;vailability of Ameri-
can aid. Given U.S. aid, developrent of exports.may not have seemed very
necessary. At t#e same time, maintenance of a low (overvalued) excﬁange
rate was preferable in that it minimized the piaster cost of imports,

thereby contributing to price stability,_ahd maximized the dollar earnings




from U.S. purchases of piasters.
As stated earlier,'the policies and attitudes suggested here are to
a large extent inferred from the record, rather than documented as such.
What is interesting is that most of the elements of the situation were to~
‘==§ ) persist throughout the period of U.S. involvement. Sg too would the atti-
tudes until the U.S. force withdrawal and the ‘threat of a U.S. aid reduc-
tion would compel a rethinking.

V. The Vietnamese Ecoromy in 1964

Although considerable change took place in the first decade following

the signing of the Geneva accords in 1954, the impact of the war and of the

American presence on the country's'economic life had barely been felt in

comparison with what was to follow.

In 1964 Viet Nam's population of 15 million was still about 80 percent
rural. Saigon, the major city by far, had a population of less than a
million. Rice production was at the highest level since pre-World War II
years and rice was still being exported. The only industries of signifi-
cance were textiles, paper, and cement, all government 6§ned,- and little

investment was taking place, either foreign or domestic. There was wide-

spread unemployment - more especially, underemployment--and the economy
- was largely stagnant.
On the ﬁolitical front, the assassinétion of Ngo Diem Diem in November
- 1963 had been followed by a period of uncertainty as rival politicians
jockeyed for power. In response to the growing insurgency, the arﬁed
forces had increased to half a million men. U.S. military personnel in-
; country numbered»oniy 23,000 at year end.. Deficit spending had become an

increasing problem, but had not yet led to significant price inflation.

\oh
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Externally, the country had long since become dependent on U.S. aid to
finance needed raw material and capital goods imports.

As an indicator of the changes taking place, the share of the govern-
ment sector in the total Net Domestic Product of Viet Nam rose from 15
percent in 1960 (first year for which such data are available) to 21.3
percent in 1964. The share of Fhe government and services sectors to-
gether had risen from 56.3 peréeﬁt to 70.7 percent. By 1972 these shares

would be 34.1 percent and 78.1 percent, respectively.

VI. The Import Eceonomy, 1965-67.

The period 1965-67 in Viet Nam was unlike anything ever experienced by
an underdeveloped country. An enormous foreign presence was superimposed
on a small, basically rural economy in a short span of time. To combat the

resulting inflationary pressures, the U.S. fostered a deliberate policy of

maximizing imports. As a result, along with the inevitable, far-reaching

economic distortions, the country enjoyed, for a time, a substantial degree
of prosperity.

A. Inflationarv Pressures, 1965-66

Prior to 1965 inflation had been & matter of little concern. As
noted earlier, deficit spending had been on.the rise since the beginning of
the GVN force buildup in 1961 but the slack in the economy was sufficient
to absorb the increasing demands on it with- little repercussion in terms
of prices. Consumer prices, as measured by the National Institute of
Statistics (NIS), averaged only 3.2 percent higher in 1964 than in 1963.

But the slack, in terms of underemployed manpower and resources, was being

used up. The combined effects of U.S. and GVN force buildups and declining
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donestic production were drastically to alter the situation during the
next few years.

1. U.S. Force Buildup

With the decision to commit U.S..gfound forces on a large scale, the
Americen buildup procceded at a rapid pace. U.S. military forces in-country
. ’ rose from 23,000 at the end of 1964 to 184,000 ia 1965 and 485,000 at the
end of 1966. The force level ﬁas to rise by only another 57,000 in the two
following years leading to the pecak level of 542,000 reached in January 1969.
Concurrent with the buildup in the U.S. military was the growing
demand by the Department of Defense (DOD) and its contractors for Vietnamese

‘citizens to work on comnstruction projects, drive trucks, unload ships, etc.

Ey the end of 1966 the U.S. sector employed 142,000 persons, whereas it had
emplo;ed only a handful two years earljer. No¥ did this count the indirect
~employmer{t of countless others~-probably equal in number to those directly
employed--engaged in supplying and catering to the U.S. forces, from the
employees of the oil companies to laundry workers, car wa§hers, and bar girls.

The impact of the U.S. forces and of the Vietnamese employed in the

U.S. sector was not to be inflationary in the long run. This is because,

eventually, the dollars spent by the Department of Defemse (DO)) to obtain their
piaster requirements would be rechanneled into imports which, because they

vere taxed, had a deflationary effect that more than offset the original
inflationary impact. However, the spendiﬁg to import absorption process

worked with 2 time lag which amounted to six months under the best of cir-
cumstances, but which might as well have been infinite in the special condi-

tions of 1965-66. As will be secen in the discussion of the port congestion

U e ..'_,_../...\\\,'f_
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problem of those years, the time lag in question was greatly lengthened
by the fact that the Pért of Saigon could not accommodate the available
A.I1.D. gcods, let alone all of the additional goods that might have been
financed by the available GVN-éwned foreign exchange.
'==== _ The rise in the U.S. force level was, then, almogt wholly inflationary
during this period. The increasing U.S. sector employment--both direct and
L indirect-—was less so, or less oﬁviously s0, since those employed were
producers. Since, however, their production consisted almost entirely of
services consumed by the U.S. forces themselves, their principal economic
effect was as a partial offset to the spending of the American troops.

Meauwhile, their employment at basés, camps, and in the multitude of U.S.

service industries meant a real diversion from previous production of goods
and services for the economy propsar.

“?ﬁ?? 2. GVN Employment

The GVN armed forces continued to expand, though somewhat less rapidly
than before, rising from 514,000 at the end of 1964 to 562,000 at the end

of 1966. More significant was the rise in civil service employment, which

rose by 76,000 to 219,000, including police, in 1966. Altogether, public
sector employment, military and civil, rose by some 124,000 during this

period.

3. Diversion of Resources From Prodﬁction
- The shift of manpower resources to GVN and U.S. sector empléyment was
accompanied--and aided--by a movement of the population as a whole away
from increasingly insecure areas of the countryside into the cities.

{ Viet Nan's population was to go from a ratio of about 80 percent rural,

'
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20 percent urban in 196; to one of about 60-40 by the end of U.S. involve-
ment. The process can be seen as inevitéble, and even desirable, in the
sense that it was necessary to provide the manpower needed by the war
reiated industries, such as construction and stevedoring, but it had a
severe impact on agricultural output. Between 1964 and 1966, some 200,000
hectares of rice land were to go out of production; oulput would decline
by 800,009 M7 of paddy, or 16 pe;bent. Agricultural output as a whole
would decline by a like percentage.

4. The A.I1.D. Response

A.1.D. Administrator David Bell visited Viet Nam together with
Secretary McNamara and the State Department's Chairman of the Inter-Agency
Viet Nam Coordinating Committee, Michael Forrestal, early in 1964. The
principal result of the mission was to persuade the GVN to adopt a
. "resources" or "foreign exchange gap'" basis for estimating U.S. aid require-
ments. Previously, both levels and composition of import requirements were
calculated insofar as possible, on the basis of the projected budget defi-
cit. Given the orthodox attitudes of the old line, colonially-trained
GVN officials toward defiﬁit spending, it was felt that this approach was
a;lowing deiense requifements t¢ go unfunded, thereby inhibiting the war
effort. Under the new approach, the GVXN was urged to increase its defense
budget as réﬁuired to support the war effori, permit deficit financing to

/did not

the extent tax revenues and previous CIP counterpart generationsE
a) Under Commercizl Import Program (CIP) procedures an importer vaid for
an imported item in piasters at the prevailing rate of exchange. Pavment
was made to a counterpart fund at the National Bank through an inter-
mediary bank. Most of the counterpcrt, excepting a portion retained for
U.S. uses in-country, was in turn transferred to the GVN which applied
it to the budget as foreign aid revenues. '
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suffice, and leave the level and ccmposition of imports to market forces.
U.S. aid would supply fhe financing to.the extent GVN-owned foreign ex-
change reserves @ere insufficient. )

The changeover in approach and aftitude was not accomplished overnight,
but at least the stage had been set for the increase in the level of U.S.
aid that was to follow. Faced with the prospect of runaway inflation in
1965 U.S. economic policy maker;‘opted for a rise in imports sufficient
to hold the inflation at least reasonably well within .bounds. To accommo-
date the increase, as well as the other demands being created by the
counterinsurgency effort, both the overall A.I1.D. authorization agd the
portion of the-authorization allocated to the CIP program, more than tripled
in size between 1964 and 1966.

U.S. A.1.D. Auvthorizetions, 1964-66
(G.S. '$ millions)

1964 1965 1966

CIP 113.0 150.0 399.13
Food for Peace 59.1 49.9 143.0
Project and Other 52.7 75.0 . 194.2
Total 224.8 274.9 736.5

5. Progress of Inflation

Before assescsing the progress of inflation it will be useful here

briefly to review the technigue by which inflation was commonly measured

in Viet Nanm.

a. Method of analvzing inflation; the monetary gap. The causes of’

the inflation that developed during 1565-66 are easy enough to idenfify;
very briefly a huge increase in public expenditures accompanied by a diver-

sion of resources from production. But precise measurement of the process

-
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proved difficult for analysts given the unusual processes at work and the
inadequacy of the avaiigble national accounts data. To resolve their dif-
ficulties, economists developed a technlque of monetary analysis known as
measuring the "gap'. The gap, as understood in this context is the incredse
in money supply predicted to take place in a given time pneriod in the future,
or vhich actually took place in the past. Gap analysis did not provide a
direct measure of price inflatioﬂ since price increases seldon corresponded
to increases in the money supply, especially in the short run. However,

it did provide an estimate--or an ex-post view--of the inflationary forces
at work,

The basic elements of the gap.equation are simple, if often difficult
to measure. They are the forces operating to expand or contract the money
supply, defined as demand deposits and currency in circulation. In the
Vietnamese context, these could be identified--in a simplified way-- as
follows:

Expansionary factors:

- GVN expenditures

- exporte

~ dinvisible expenditures, including the piaster expenditures of

foreigu governments and their troops

- private credit expansion

Contractionary factors:

- GV tax collections, including customs

- imports

- .invisible imports

- private savings

b. Inflation, 1964-66. With this as background and keeping in

nind that declining real output during this period was also a factor, the

\2@
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monetary factors in the inflation of 1965-~66 can now be assessed:

Billions of Piasters

1964 1965 1966
. Expansion
GVN budget 28.6 44.1 59.0
. U.S. sector expend 1.9 12.6 37.5
Credit and Other 7.2 8.6 33.1
Total ) 37.7 65.3 129.6
Contraction =
GVN rcvernues: 13.2 15.5 38.6
(Donestic taxes) (8.1) (9.7) (17.3)
(Impert taxes) (5.1) (5.8) (21.3)
Imports . 13.8 17.1 47.3
Other ' 3.0 5.1 9.4
: Total .30.0 37.7 95.3
_; Errors and omissions -2.6 —7.49/ . -16.49/
a Money supply increase 5Gap) 5.1 . 20.2 17.8
Money Supply Inc. ()& 237% 74% 372
Cost cof Living Inc. 67 36% 61%

a) National Institute of Statistics (NIS) for working class families.

b) Owing to the imprecision of the dita and the varying lead and lag
times invelved, it was seldom possible to arrive at a precise re-
conciliation of all of the factors involved in the money supply
increase. The "errors and omissions™ category was especially
large in these two years: 1in 1965, because the gap technique had
as yet been little refined; in 1966 bacause of especially difficult
data problems relating to the devaluation of that year.

Looking first at the bottor lines, we see that money supply rose by
__;__ 74 percent in 1965. Price inflation was a far more moclerate 35 percent
largely becé;se, for part of the year at le;st, there stili existed some
slack in the economy as it moved toward full employment. By 1966 resources.
were fully employed in all but thgfricliunal sensc, and the inflationary
overhang had its effect. Money supply;‘;estrained by the impoft surge

combined with the devaluation in June of that year, was held to an increase
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of 37 perceht but prices shot up by 61 percent. It wa; fo be the worst
inflation year of the U.S. involvement until 1973,
The principal factors in the early inflzation can be seen from the

above data. On the expenditure side, GVN spending wa; initially more im-

- ) portant than U.S. expenditures. In 1965 the massive effort to coastruct
bases for the troops was still in the organizing stage; actual U.S. ex-
penditurcs were small until 1966. Revenue collections lagged far behind
combined GVX and U.S. spending, und the vercentage inérease in reﬁenues lagged
behind the rate of inflation itself., The inelasticity of domestic tax
revenues with respect to price inflation was caused at least in part by

the fact that most Vietnamese indirect taxes were levied on a specific as

opposed to an ad valorem basis. 1t became evident early on that if tax
revenues were to keep pace with inflation, tax rates would have to be
‘frequently adjusted.

Perhaps the most interesting development was the early lag in imports
notwithstanding the demand inflation that was taking place, the ready
availability of import financinpg and the conscious effort of policy makers

to maximize imports. The explznation lay first in the mechanics of the

CTP itself, and later, in the port congestion of 1965-66.

6. Inports, 1565-65; Port Congestion

~ In U.S. dollar terms, payments for imports (which corresponded closely

. to actual arrivals) rcse from 233 million in 1964 to 572 million in 1966.
These figures laéged far behind the combined A.I.D. and foreign exéhange
availabilities for the period. As partial witness to this point, GVX

holdings of gold and foreign exchange ro$é from $135.7 million at the end
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of 1964 to $300,7 nillion at the end of 1966.

Initially the import lag was a matter of the normal lead time between
ordering and arrival of goods under the CIP. Even under normal circum-
stances it took seven to nine months from the time an importer placed his
order in Saigon through the paperwork procedures and shipping time, to
arrival in Saigon. By the end of 1565, and all through 1966, a jam-up of
facilities in the port of Saigdﬁ_yas adding to the proﬁlem so that goods
were delayed in reaching the market place for months after the ships
carrying them arrived in Saigon.

The results are evident in a comparison of authorization and import
payments data for 1966. The ccmb;ped funds available under the CIP and
- PL 480 Title I (Food for Peace) programs for the 1966 fiscal year was
$542 wmillion. Import payments for calendar year 1966 (six months later)
were $335 million, thus, a buildup in the aid pipeline of some $200 million
was added to the GVN exchange reserve buildup of $128 million in the same
year. As 1966 began, it was evident that import %inaﬁcing alone could
not stem the inflation given the other forces at work.

7. EKonolulu Conference, February 1966; Tax Increases

Top U.S. and GUN economists met in Honolulu in February 1966 to map
strategy for countering the inflation. The decision was taken to make an
effort to raise taxes. Several new tares were accordingly introduced in
March vhich together were designed to raise an addit;onal VN$ 5 billion in
annual revenues. Further increases were planned but had to be put off for
political reasons by April. The Buddhist "struggle'" movement was under

way.
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8. The Devaluation of June 1966

The devaluation of June 1966 was undertaken primarily as an anti-
inflation measure, but the need to counter inflation was not the sole
. motivation. The effective rate for irmports had been set at 60:1 since
| January 1, 1962 and inflation since that time had made imports increasingly
cheap relative tc domestically produced goods and services. Together with
the port Fierup, which was contriﬁuting to a scarcity of goods in the
market, those importers able to obtain licenses and get delivery on goods

were making large profits. 1Indeed, the "windfall" profits of importers

was one of the leading topics of the day in economic circles. From the

standpoint of equity as well as finance it made sense to bring those pro-

fits into the Treasury.
From the economic standpoint there appeared by now to be no other way
. to effectively attack the inflation problem. Public sector expenditures
were rising strongly, tax revenues lagging.badly, and dollar imports were
at a lower level than desire& owing to the port congestion. By raising
the piaster take per aollar of imports, import absorption could be in-

creased and the gap reduced accordingly. To the extent that the prices of

imported goods theretofore had not been a matter of "windfall" profits,
prices would rise under the initial impact of devaluation but this effect
- weuld be temporary and, hopefully, of limited extent.
The devaluation was announced on June 18, 1966. It changed the effec~-
tive rate for most transactions from 60 to 118 piasters per dollar. This
amounted to a piaster devaluation of 49 percent, but involved a 97 percent

increase in the cost of foreign exchauge. The accommodation rate for the
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personal pﬁrchases of the U.S. troops which had been movéd to 118 in
September 1965, remained zt that level. The rate for U.S. official pur-
chases of piasters, which ﬁad been changed to 73.5:1 in June 1965 w&é
moved only to 80:1. From that point until Octbber 1957 when the official
purchase rate was changed to 118:1, the U.S. government was thus receiQing
an unfavorable rate, resulting in additional dollar revenues to the GVN.

There were other measures t;ken at the same time as the June 18
devaluvation:

1. 1lwmport licensing was freed from all restrictions and both the
GVK and U.S. governments declared that large amounts of foreign exchange
were available to meet demaﬁd. |

« 2. Import licensing applications pending were all approved and
penzalties placed against withdrawing of appliczations.

3. The import industry itself, which had been closed to new en-
trants was opened, and more than 100 new firms were admitted over the next
several months.

4., GVXN civil and military personnel received a wage increase
averaging about 27 percent.

S. A subsidy was placed on imported rice to hold its price at the
pre-devaluaticr level; in effect, exempting it from devlauation.

6. Custcms duties were not increased. They were recomputed to a
base of 80:1 in such a way that the piaster amounts per dollar of imports
were.left unchanged. Because of this the average effective cost of im-
perts (customs included) was about 70 percent as opposed .to the 97 percent

increase in the. exchange cost alone. .
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9. Effects of the 1966 Devaluation

a. On inflatidn. The devaluation was successful in its primary

goal of raising import absorption. An IMF study done at the time showed
that in the absence of devaluation money supply would approximately have .
doubled in 1966 whereas in fact it rose by 37 percent.

On other counts the verdict is less clear cut. ?;ices roserby 33
percent from the end of May to the end of July, then stabilized and rcse
by only four percent from May to the end of the year. In early 1967 a
new wave of inflation began and by August 1967 prices were 35 percent

higher than a year earlier. This increase, in turn, compared with an in-

crease in money supply during the {welve months from end-May 1966 to end-

" May 1967 of 17 percent.

From the foregoing events there is reason to believe that the'psych-
ological shock arising from the steepness of the devaluation was such as
to dislodge hoarded cash, resulting in a price inflation considerably in
excess of the monetary increase. Quite possibly the Aevaluation was too
steep for a2 one time devaluation. The more appropriate judgment may be
that it came too late; being too late it had to be steep.

b. On_impert licensing. One clearly unfavorable consequence of

the measures was the surge of impert licensing that ensued, a result of the
action taken to free up the import trade. " Total licgnsing in July, Avugust,
and September was $246 million compared to $133 million in the first quar-

ter. Relaxation of import restrictions was needed.to encourage competition

in the import trade but ccming as it did at a time of acute port congestion

the effect was a worsening of that situation. By the end of July 1,000
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barges in the Saigon river were lLeing used as warechouses while the ware-
houses thenselves were so jammed that goods could scarcely be located.

c. On forcign exchange reserves. The embarrasing rise in GVN

foreign exchange reserves to $300.7 million at the end of 1966 was attri-
butable in part to the part tie-up and consequent inability of importers
to utilize all of the foreign exchange available to them, but was helped
along by the decision to peg the\official ﬁurchase rate at 80:1 at the
time of the devaluation. The situation was finally remedied in October
1967 vhen the rate was aligned with the remainder of the exchange rate
structure at 118:1.

10. MACV Expenditure Control Progran

The final anti-inflation measure to take place in 1966 was the imple-

mentation of the MACV expenditure control program. Both the personal

. expenditures of the troops and expenditures for salaries of local employees,

rents, etc. had been rising sharply, and with the force level still ex-
panding they were a matter of serious concern from an inflation standpoint.
Of course, these same expenditures brought dollars to the GVN, and future

econonists in Viet Nam would look back with near disbelief to a time when

“a dollar inflow, for whatever pyrpose, was discouraged. In November,

1966, the U.S. Mission began setting expenditure ceilings, official and
personal, aéency by agency. Personal spending on the economy was discour-
aged by an extensive program including an advertising campaign to inform
the G.1.s of the consequences of overspending ("Don't hurt them more'),
high interest savings accounts, out of country R&R trips, and an expanded

X system. Through such devices, per capita spending of the troops was
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cut from a peak of $30 a month to around $10 a month in 1966. The program
was to contribute greatly to the relative stability in 1967.

11. Inflaticn in 1967: the Rice Price

As mentioned above, there was a éohsiderable surge of prices early
in 1967, perhaps attributable to psychological factors stemming from the
1966 devaluation, but this had run its course by around mid-year. The port
congestion had quite suddenly eésed and goods were moving into commercial
channels at last. The rate of inflation for the full.yeaf 1967 was 34
percent, but most of the increase occurred in the first half of the year.
The increase in the fourth quarter was barely one percent. Apart ffom
.overall price ﬁovements, a development of particular interest took place
in the price of rice.

ﬁice had been subsidized - not allowed to'rise in price - at the tine
of the 1966 devlavation. In 1967 PL 480 Title‘l rice imports hit a record
high 750,000 MT and the price of imported rice dominated the domestic rice
market. This was a situation of which GVN officials generally approved,
concerned as they were with the political implications of higher rice
prices. U.S. planners, however, were increasingly concerned that thellow
price of domestic rice was édversely affecting farm incomes, the incentive
to grow rice, and perhkaps also the pacification program.

The issue was settled in March 1967 with a 20 to 25 piaster per kilo
increase in the wholesale price of medium grain rice in Saigon. Contrary
to some predictions, there were virtually no political repercussions.

B. Production and Incomes 1965-67

The large scale diversion of resources in support of the war effort
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has already been discussed as one of the principal factors in the high
level inflation of 1965-66. In this section we will take a closer look

at the production changes involved and their impact in terms g f individual
incomes.

1. Domestic production

Agriculture was the sectormharéest hit by the diversion of manpower
resources to U.S. and GVN secto;;employment and this sector also suffered
adverse effects from the widespread fighting. Industrial production
gained throughout.

a. Rice. The 1966-67 crop year was the low point in rice pro-

duction during the 1960s. Between_ 1964 and 1966 some 300,000 hectares of

‘ rice'land went out of production and production itself declined by 800,000
MT of paddy. However, the hectarage under cultivation held steady during
1967 and production in the 1967-68 crop year rose by 350,000 MT (8 percent).

Though 1ittle remarked at the time, 1967 saw the start of the first
pilot project to produce IR-8, the so called "mir;cle.rice" Fhat was before

long to revolutionize rice farming in Viet Nam as in other developing coun-

tries.

b. Other agriculture. Most other agriculture crops did poorly

during 1964-67. Reflecting developnents in rice, the RIS index of agri-
cultural production declined by 16.5 percent duriné 1964-66, then rose by
4.6 percent in 1967, the overall 1964-67 decline being one of 13-.percent.
Rubber production, heavily hit by the fighting and 'VC taxation and subject
to an increasingly unfavofable exchange rate, declined by over 40 percent.
Sugar production, a direct victim of the hostilities once cane fields were

discovered to provide excellent cover for the Viet Cong, fell by 27 percent.

W
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The one real success story in agriculture was vegetable production which,
stimulated by U.S. troop demand, rose by 78 percent during this period.

ANot included in the NIS agricultural index were pork, fish, and tim-
ber. Pork production, benefitting from the growing public demand for pro-
tein foods, rose during 1964-67 by five percent. The fish cétch held its
own and timber production declined by 27 percent.

c. Industrv. Iuduéi;jal production, almost unaffected by the
fighfing énd.benefgting directly from the import program, rose by 44 per-
cent during 1964-67. Foodstuffs, beverages, and tobacco, which together
accounted for 73 percent of the index weight, increased their combined pro-
duction by 51 percent. Textile production rose only eight percent, its
growth being hampered by imports of finished textiles from Far Eastern
sources. Lesser industries doing better than average were: iron and
steel, up 67 percent; electrical equipment, 210 percent; and plastic
articles, 233 percent.

2. Goods Availabliity

The increase in manufacturing production during 1964-67 was more than
enough, in value terms, to offset the decline in agricultural output.
Taking the indices for industrial and agricultural output above, pro-
duction increased by about five.percent. Douglas Dacy, in his study for
the Institute of Defense Analysis, "Availability of Goods in South Viet
Nam from 1964 Through 1967," took the matter a few steps further to obtain
a concept of total goods availalility. By factoring in certain nroduc-~
tion not included in the available indices, i.e. timber, work, and fish,
and adding imports not dest;ned for the wroduction »rocess (senerally

. speaking, consumer goods and P.L. 430 foodstuffs), he calculated that the
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overall availability of goods roce during this period by'some 21 percent.

Dacy's summary, by sector, is as follows:

Pe:cent Increase in Goods
Availability, 1964-67

1. Agriculture (incl.

pork, fish and timber) 3

2. Industry - 45
3. 1lmports 101
Total . 21

Of course, the influence of irports on goods availability was more
than this summary alone would suggest, since the 45 percent increase in
manufacturing production would not have been achieved without imported raw
materials and capital goods.

3. National Accounts

The "goods availability" concept probably gives a more meaningful

picture of the extent of national well-being than the national accounts,

and not mcrely because of the notorious unreliability of Viet Nam's
national account statistics. Yet the national accounts do need to be con-
sidered since they attempt, at least, to measure total préduction of goods
and services, and they can indicate the magnitude of shifts in the factors
of production.

Real gross national product is estimated to have risen by 12 percent
during 1964-67, MNet domestic product (GNP less depreciation and indirect
taxes plus subsidies) rose by 16.3 percent. This figure has to be quali-
fied right away by pointing out that the government sector accountgd for
38 percent of the increase and that most of the government sector increase,
in turn, consisted of wages and salaries Qaid to additional employees. To

the extent the additional employecs were military personnel, nothing was
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added to the national wealth (one could make a case that nothing was added
- to the national -wealth.by adding civil servants either, but civil servants
in theory at least provide services). Moreover, the government sector
could be seen as even more significant if its contribution to the services
sector could be determined. Withal, the private sector, net of government
activity as near as it can be deterﬂined, is.estimated by Dacy to have

grown by 12.8 percent during 1964-67%/ a significant achievement under

the circumstances.

As already suggested in the section on goods availability, such growth

as occurred was largely attributable to imports, which by 1967 were equal
to about 40 percent of GNP. The government sector, meanwhile, accounted

- for 23.7 percent of net domestic product, which compares with 21.3 per-
cent in 1964, and a less developed country average for this indicator of
about 13 percent. Neither indicator -~ the predominance of imports or of
the government's share of the output of goods and services - was a good
sign for the long-term health of the economy. .

4, Income Distribution

There is little question that as a general proposition people in
1967 were better off in terms of the material things of 1life than they
were in 1964. It showed not merely in such economic indicators as those
discussed above, but was qbvious to most observers in terms of visible
prosperity: 1i.e. motorbikes, TV sets, transistor raéios, etc. The
matter was not one of rapidly rising per capita inéome or consumption,
because wage rates did not in fact rise by very much, but rather one of

expanding employment. By 1967 virtually anyone who wanted to could find

a) Douglas Dacy, "The Wartime Economy of S. Vietnam."
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a job. Many were moonlighting to hold two or more jobs, and families

were listing more of their members with one or more jobs. Families, in
effect, were pooling their incomes to obtain the goods that were increasingly
visible to the observer. '

Mission economists spent a good dezl of cffort in trying to determine
which groups were benefiting most in the economic setting of the 1960's.
Certain thiqgs were clear. GoQé:nmcnt employees fared poorly, at least
from 1964.on, as public sector wages were held down in the effort to con-
trol inflation. According to one Mission study, real wages of GVN employees
decliped by from 52 to 55 percent,. depending on job category and marital
status, between the end of 1964 and the end of 1967. Certainly, then,
they were not prospering (although, to be sure, they undoubtedly_were
anong those moonlighting, therefore still able to afford some of the
aforementioned luxeries).

The income split as between rural and ‘urban dwellers, was less clear.
Those gaining the most were fhé merchant classes, especially those in a
position to take advantage of the "ywindfall™ profits to be found in im-
porting. The farmer, except for those directly affected by the hostil-
ities, appears to have held his own during éhis period: Prosperity came
to the urban dvellers first, bug by 1967 the rural dweliers had probably
caught up.

€. Imports, 1965-67

1. Volume of Imports

Imports roughly tripled in volume from 1564 to 1967 and came to

account for about 40 percent. of Viet Nam's GNP. The breakdown by category

N
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of financing:

foodstuffs) programs would bring the 1967 totzl close to $800 million.

Commercial Imports, 1964-67
(U.S.$ Millions, Payments Basis)

1966 1965 1966 1967

Gx 94 85 237 288
(A.I.D. freight)* (3) 7) (16) (26)
CIP 105 155 259 194
P.L. 480 34 48 76 153
TOTAL 233 288 572 635

* Payments for freight on A.I.D.-financed goods.

It should be noted that the data above cover commercial imports

only, i.e. those paid for by private importers. The addition of imports

under A.I.D.'s Project and PL 480 Title II (mainly relief shipments of

al

In addition, probably $100-200 million of goods entered the country

illegally through one or another black market channel.

2. Compesition of Imports; CIP

The composition of imports spanned a wide range from consumer gocds

through capitel goods and raw materials. In general, the CIP nrovided

capital goods and raw materials, while less essertial goods were imported

It hzs been decided, for the purposes of this paper to consider inmports
in terms of commercizl import payments only. The reason for this is
twofcld: (1) Data on import arrivals were extremely inaccurate. This
inaccuracy applied beth to the imports that were included under’ the
payments concept - i.e. rice was never fully accounted for - and pro-
ject assistance for which all data were guesstimates; (2) Commercial
imports had the more significant economic impact. Since project
imports were not paid for, they were not a factor in a monetary sense;
they affecteéd the econony in varving indirect ways.

N
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with GVN exchange. The CIP, which is desc;ibed in detail in a‘separate
section, operated on tke basis of a '"Positive List" of goods eligible for
financing under U.S. aid. Until 1971 the Positive List would be exclusive
in the sense that goods listed thereon could be imported only through the
CIP. An importer could, however, obtain a waiver to import with GVN-
owned exchange-in cases where he c;uld not locate a U.S. supplier for a
Positive List product. One effe;t of the Positive Li;t technique was to
increase the effective cost of the goods to the Vietnamese since the U.S.,
by and large, could nét compete on price with other suppliers, notably
those from Japan and Taiwan, especially when relative shipping costs

were taken into account. This was to become an issue later on when sources
of external financing began to be squeezed.

The big increase in consurer goods imports during this period is
illustrated in part by the following: rice went from zero in 1964 to
750,000 tons ($135.5 million) in 1967; fabric imports, from $6.6 million
to $49.3 million; Motorcycles, from $3.6 million ;o $42.1 million; and
POL (about half of which was properly considered a consumer import),
from $18.4 million to $29 million. These figures underlay the prosperity
that had begun to be evident by the end of 1967.

3. Implications of the Import Progcramn

Of all the economic issues that analysts were to focus on in later
years, probably none hLas generated more interest than the decision taken
in 1964-65 to utilize imports as the principal anti-inflationary tool.

The pros and cons of the debate are basically these:
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Pro:

(1) Inflation had to be held under reasonable restraint. Civen
the delicate political climate of 1964-65, an inflation rate of Indonesian
proportions, say several hundre@ percent a year, simply could not be
afforded. And U.S. economists were quite conv?nced that an inflation of
this magnitude was in store.

(2) }he loss of productién resulting from the transfer of resources
to the war effort weuld have to be made up. Certainly this applied to the
foodstuffs, especially rice, which yould be readily available under PL 480,
but also to basic production which would founder without large-scale raw
material imports. Mass urban unemployment, &s well as runaway ihflation,
had to be averted.

(3) There was no other way. The Vietnamese tax system, an archaic,
.poorly administered inheritance from the former French regime, simply
could not be geared up to provide the tax revenues needed, even if drasti-
cally higher tax revenues were deemed feasible on political grounds.
Moreover, the tax system was based to a large extent on imports. Of the
domestic taxes, a predominant share were levied on a specific, rathér than
an ad valorem basis, so that thsy did not respond automatically to inflaticn.

-Ezﬂlh

(1) Taxes could have been raised. At least, the effort should
have been made. In fact, the first meaningful effort to raise taxes was
not made until 1966.

(2) The exchange rate could have been used to increase import

. absorption much earlier and more frequently than it was.
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(3 The price paid for the result achieved - moderate sucéess in

controlling inflation - was too high in terms of:

a. Damage done to the country's basic economic structuré.
There is no question that competition f%om competing imports - subsidized
imports insofar as the piaster was overvalued - aborted development in’
many areas of both industry and agriculture, a point that came increasingly
to be recognized in the 1970's. “Export development was discouraged in so
far as it had not already been completely discouraged by the overvalued
exchange rate. But then, the high import policy itself encouraged an
overvalued exchange rate. '

b. Damage done to social and zesthetic sensibilities, and per-
haps the fighting spirit of the South Vietnamese people, by the widespread

presence of luxury goods in a2 poor country at war. The country's subse-

-quent loss of support in the U.S. may have owed much to the quick impres-

sions cf the “Horda economy' gained by visiting journalists and Congressmen.

One might develop a middle-ground between these two positions. 1In
retrospect, it does seem that there could have been more effort on taxes,
and exchange rate policy throughout the 1960's does seem to have been
laggard. Also, it can be argued that more inflation could have becen in-
curred without bringing on disaster. Kowever, hindisgﬁt is easy. It
should be realized that on exchange rate.policy, in-particular, the GVN
was extraordinarily resistant to pressures to devalue. Inflation was an
overwhelming concern of economists and politicians alike. .Most of ‘all,
no one thought the war would last ten ycars, let alone that we would lose

it. The policy makers in 1964-65 were aware that they were inviting
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econonic distortions, but the extent of those distortions could hardly be

4

perceived by people expecting a war of, at most, a few years' duration.

VI1. The Tet Offensive

Cn February 1, 1968 the communists launched their Tet offensive,
attacking across the country on a hitherto unprecedented scale. 1In this
and the subsequent, lesser offensi;é of May—Qune 1968 they were to suffer
appalling militery reverses. H;wever, the ps&chologiégl impact of the
attacks on thé American public was to be decisive; in retrospect, the Tet
offensive was to mark the beginning of the end of U.S. involvement.

A, Econcmic Impact

Economically, the Tet offens%ve was a costly setback, very nearly a
disastrous one. Something over $200 million in capital goods, including
houses, were destroved, and trade and cocmmerce were halted for a number
of weeks. Production of most urban goods and services was severely cut
back. Industrial output for 1968 declined by nine percent, back to the
1966 level. Construction activity in the cities ;irtﬁally halted. The
agricultural sector suffered little in the way of permanent damage, but
incurred significant near-term production declines. Fortunately, the
1967-68 rice harvest was largely in at the time the Tet attacks began, but
the 1968-69 crop was to decline by seven percent. Agricultural output as
a vhole was off by eight percent. GNP is estimated to have declined by
4.5 percent, but the drop in private sector output mhst have been consid-
erably more. TFinancially, increased military costs and the expense of
caring for nearly a wmillion new refugees placed an enormous additional

strain cn the GVI budget.
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BR. Mobilization and the Budget

A direct result of the Tet offensivé was a full-scale mobilization
by the GVN, which meant the drafting of another 300,000 men into the
military. Only 100,000 of these were actually added to the payroll in
1968, but in combination with sharply higher costs of refugee care and

other expenses associated with ‘the upsurge in the level of fighting, this

meant a VN$ *23.7 billion (25 percent) increase in government expenditures.

Efforts were made to raise taxes. Austerity tax rates (on imports) were

raised in April, and a 20 perceﬁt war surcharge was imnposed on most domes-

tic taxes in July. Yet, given the erosion in the tax base caused by the
decline of economic activity, tax revenues for the year barely exceeded
1967. The result was a Vi$ 22.9 billion rise in the budget, deficit for

the year.

* C. Monetary Gap and Inflation

The effect of the budget deficit on the overall monetary result for
1968 can be seen in the following Gap summary for 1967-67. Given the
relative stability in the other factors, the increased deficit accounted

for virtually all of the additional (over 1967) money supply increase in

1968. .
Monetary Gap, 1967-68
(VNS Billions)

1967 1968
GV Civil Dudget 42,2 46.6
GVN Military Budget 55.3 74.6
Sub Total 97.5 121.2
U.S. Expenditures . 46.8 - 47,7
Exports and Invisibles 12.0 ’ 9.6
- Change in Bank Credit . -1.4 1.4

Total Expansionary 15379 : - 1799



Monetary Gap, 1967-68
(VN$ Billionms)

1967 1968

GVN Revenues 53.2 :54.0
Imports 73.7 66.3
Invisibles 8.6 10.6
Other _0.7 7.3

Total Contractionary 136. 2 138.2
Errors and Ounissions - =0- 0.2
Money Supply Increase (VN$) 18.7 41.9
% Inc. in Money Supply 297% -51%

% Inc. in Consumer Prices 32% 237%

The surprising result, in monetary terms, was the very moderaté
degree of pric; inflation. Money supply, rose by 51 peréent, but prices
rose only 23 percent from beginning to end of the year. This was due to
the extraordinary mood of caution that gripped.businessmen and households
_alike. fﬁ the uncertain climate of 1968, with people concerned for the

safety of their money arnd possessions, the inclination was to hoard cash.

D. Balance of Payments and Exchange Reserves

Joining in the general business retrenchment of 1968, importers cur-
tailed their activities. Import payments declined 14 percent below the
1967 level. DMeanwhile, U.S. sector piaster purchases continued at a high
level; a slump in troop spending was largely oifset by rising official
expenditures. As a result of these factors, official holdings of gold
znd foreign exchange continued to rise, feaching a peak of $373 million
in August and Septembe;, 1968.

The steady rise in foreign exchange reserves, from 1964 to 1968,
ended at that point. It seems as good a peint as any to'bring the balance

of payments up to date.
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.Simplified Balance of Payments, 1964-68
(U.S.% Millions)

1964 1965 1966 1967 1968

. A. Balance of Trade .
— 1. Exports .49 40 25 22 16
. _
i 2. Commercial Imports, c.i.t. =233 288 -572 -635 -548
Balance of Trade T -184 =248 -547  -613 =532

B. U.S. Support

1. U.S. aid 139 203 335 347 239

(C1iP) (105) (155) (259) (194) (101)

(PL 480 Title I) ( 34) ( 48) ( 76) (153) (138)

2. U.S. Piaster Purchases 15 126 333 327 © 301

(0fficial) ( 8 (94 (233) (212)  (246)

(Fersonal) C 7). (32 (100) (115) ( 55)

Total U.S. Support 154 329 668 674 550

C. NRet Invisibles and Other -11 ~41 +17 -46 -3
D. Change in GVN Reserves

From Operations =41 +40 +138 +15 +15

I VIII. Reccverv From the Tet Offensive, 1968

By mid-sumner of 1968 much of the damage done iﬁ the Tet and May-June
offensives had been restored. Those made homeless, numbering nearly a
million, had been housed, many in structures btuilt by the people themselves

with the help of USAID contributions of cement and roofing, and the GVN's
( contributions of cash. Industry, which had suffered damages to plant and

equipment estimated at $50 million, had begun to recover with the help of
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a $10 million Reconstruction Loan from USAID. The principal land and
waterways were reopened, major power systems were put back into-operation,
and pacification teams moved back into the rural areas. Most of all, fron
the point of view of economic recovéry, it was clear that the Viet Cong
had failed in their all-out bid for control. Investors and speculators
alike could take heart.

A. The Surge in Import Activity

One of the first signs of business recovery was a surge of new
license applications by importers. Total import licensing rose from $170.5
million in the third quarter to an unprecedented $225 million in the fourth
quarter of 1968. By contrast, in 1967, a good year for.business, licensing
had averaged $132 million per quarter. The import boom was to last until
May, 1969 when the GVN, alarmed by its declining exchange reserves, would
put on the brakes. The heavy import demand of this period is generally
.attributedlto a depletion of inventdriés during 1967 and through the Tet
offensive. This is mainly sutmise because no one in Viet Nam ever had a
good notion of what inventories were. Pérhaps more important, the exchange
rate, still at 118:1, was once sgain getting out of line. Imports were
becoming cheap relative to domestic goods.

As to the measurement of in;entories, USAID attenpted to keep track
of CIP gbods.held in bank warehouses, but this was less than half the story,
and never a very accurate one at that. ﬁSAID also tried to urge/compel the
Vietnamese banking system to establish a corputerized Import Credit Data
System that would track all goods from time of ordering to disposal in the
marketplace, but this very costly effort'fiﬁally succurbed in 1969 under

the weight of GVN apathy.
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B. _Agricuitural Activity

The agricultural economy began its recovery sometime after mid-year;
the precise timing is not clear. At any rate, the declines in produbtion
noted in Section VII should be read with this in mind; that it was not
all a down year.

A significant developﬁent"in 1968 was the planting of 100,000 hec-
tares to IR-8 seed, or Miracle r{ce. IR-8 yielded up to five metric tons
of rice per hectare, as compared with the roughly two.MT per hectare
yielded by the traditional variefies.

Also, in November the wholesale rice price was raised by 25 percent,
Asufficiant once again to reﬁove the subsidy on imported rice.

IX. Ynd of The 01d Ways; January 1969 - August 1970

This Section covers a period beginning with the outset of 1969 and
“ending with the first of the major reform measures in the fall of 1970.
It was a~period of improving security and relative prosperity but one in
which a growing inflationary threat combined with the prospect of declining
aid levels would lead finally to new policy approaches. |

A. Agricultural Prosperity

The years 1969 and 1970 were good ones for the farmer generally, and
rice farmers in particular. Rice procuction rose by 700,000 MT in 1969
and another 400,000 MT in 1970. At 5.5 million MT in 1970, rice output
had surpassed the 1964 levsl and was at the highést level achieved since
the Second WOrld War. Apart from increased plantings to miracle rice,
rice output was benefitting from a greaﬁer application o§ fertilizer,

and frem increased use of tractors and water pumps. The "green revolution"
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had arrived in Viet Nam.

Prices of agricultural imputs did not.keep up with farm product
prices during this period, partly because of the fixed exchange rate.
The per kile prices of rice and fertilizer, for instance, which were in
a ratio of 1 to 1 in 1967, were in a ratio of 2.5 to 1 by mid-1970.
Moreover, paddy prices had moved ahead of the cost-of~living after 1968:

Averége Paddy Price Cos{ of Living

in Middle Delta Lower Class - NIS
1967 100 100
1968 95 117
1969 ' 181 141
1970 * 209 . 182

There was no question that the Delta rice farmer's terms of trade were
improving in this period.
B. Industry

Industrial output rebounded strongly'in 1969, rising 24 percent from
the depressed level of the Tet offensive. Nevertheless, industry was
accorded a relatively low priority during this period. " With high level
inflation the predominant cocncern (see below), USAID was inclined to
discourage inveétmgnt projects that could not ensure a quick payoff in
terms of output. One example of the overriding concern with stabilization
was the tempdrary suspension of the so-called "Commercial Consumables"
program. Vietnamesc industry had begun, gradually, to supply some of the

goods required by the Vietnamese armed forces - such as boots, barbed

wire, canteens, etc. - thereby reducing‘the cost of the Military Assistance

Support Finding (MASF) progzram. In late 1969, the USAID Joint Economic
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Office effected a suspension of the '"Commercial Consumables" program on

the ground that with overfull emplovment .and high level inflation these

gocods were best supplied from outside the country, at least for the time
] being. The program was reinstated in 1971 as the "Local Procurement Pro-
gram".

C. Import Licensing and Reserve Drain

The heayy import licensing that had begun in the summer of 1968
continued unabated into 1969. Total licensing in the first quarter was
$1%0 million, compared with $225 million in the fourth quarter of 1968.

Since the first quarter is normally a seasonal low point for import activ-

ity, the slight reduction could be regarded as not significant. Reflecting

the trend, official exchange reserves confinued the decline begun in
September 1968 when they had peaked at $373 million. 1In May, with reserves
down to $282 million, the government began to ration foreign exchange for
imports (N.B.: automobiles and motorbikes had already been banned, in
January). The reserve decliﬁe.was to continue until a temporary low

point of $204 million was reached at thé end of June 1969. Import licen-

sing, meanwhile, fell to $155 million in the second and third quarters,

respectively.

D. Growing Inflationaryv Threat

The eightfmonth period from August, 1968 to April, 1969 was one of
rerarkable stability in terms of the price indices. The NIS consumer
price‘index rose only 3.5 percent during that period. However, every
eccnomist in Viet Nam knew that it could not last. The principal factor
in the stability of prices was the heavy vblume of imports, which from

- September 1968 to June 1969 resulted in a decline in exchange reserves
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of $169 million. This plainly could not go on; indeed, the government
acted in May to halt the hemorrhage by the simple expedient of letting
import license applications pile up on the desks of Ministry of Ecoﬂomy
officials. The slowdown in licensing in May foretold lower import 1eve1§
by mid-summer.

Other factors were at work,-of both a long and short-term nature,
pointing to increasing inflation;ry pressures.

For the longer-term, there was the U.S. force withdrawal, which
began in the winter of 1969. U.S. forces reached their peak level of
542,000 in January and would be down to 474,000 by the end of 1969. In
the wake of the Tet offensive grumblings had begun in the Congress about
aid to Viet Nam, and no one could be sure anymore that the aid require-

ment would be fully met. The U.S. fdrce withdrawal, then, loomed as a

growing economic, as well as a military threat, since the troops would be ’

taking their dollars with them (by now, of course, the U.S. presence had
come to be recognized - by econcmnists, if not the local p?ess - as a
deflationary factor, since the imports and import taxes financed by U.S.
piaster purchases more than offset the initial inflationary effect oé
U.S. piaster spending). To be sure, it would be, for a combinatioﬁ of

reasons, another two years before the U.S. withdrawal was to mean reduced

at the tire.
With ths U.S. forces withiristing, the GV felt it h3d no opticn, hut
to increare fte otm force level., Vietnomiration wvas forrmally preclaficed

at the Midway Conference in Jurc, and the decisicn was thereupon taken to
Y P
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raise the force level to 1,100,000 men, an increase of some 250,000 from
the 1969 fcrce ievel.

Given the manpowver situation at the time, the new troops would have
to come largely from the economy. The force level had already bzen in- -
'==é= ‘ creased by 150,000 in 1969, and the- employment situat?on could by now be
descrited as overfull, Normal population gréwth could- supply only about
50,000 draft-age males a year. |

On the budgetary front, a long-delayad pay increase was decreed.

It would provide a flat 1,000 piaster per month pay increase for 211 GVN

employees, for a total cost of 14 billion piasters annually. Vhile the

pay increase was cffective July 1 the GV delayed its impact by holding

back the first disbursement until Septerter.

Arcther, altogether new factor in the budgetary outlook, was the
Land Reform progran, which had been announced by President Thieu in his
Yew Year's address on January 1, 1969. Tge program, to begin in 18790,
would result eventually in the transfer of over one million hectares of
farm land to their tenants. The former landlords were to be paid 20 per-

cent in cash and 80 percent in ten-year six percent bonds. The cost to

the GV7 budget would be VNS 10 billion by 1971, rising to VNS 22 billion
in 1974.

b E. Anti-Irflatien Tfforts, Farlv 1969

- The GVil's initial anti-inflation effort came in February with the
irposition of a new "special perequation tax" and a reform of the tariff
structure. A more sigrnificart move took place in June when perequation

( tax rates vere raised and extended for thez first time to CIP imports.
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The net addition to 1969 revenues was VN$ 8-9 billion, a not inconsider-
able aiount, but weil short of the cost of the pay increase alone.

By Septerber it was apparent that in the absence of drastic action,

. ! the result would be a 1970 monetary gap on the order of VNS 80 to VXN$ 90
billion; i.e. a money supply increése on the order of 60 percent.

F. The Fajlure To Devalue

The reader may wonder why there was no devaluation at this time.
Devaluation seemed indicated cn severazl counts: no devaluation having
occurred since 1966, iwmports had once again become overly cheap relative

to dermestic goods; devaluation was the surest and cleanest way to increzse

impert absorption and cut the monetary gap; and in the absence of devalua-

tion, the increasingly unrecalistic valuation of the piaster was being re-
flected iﬁ risirg black market activity. The black market rate for a
- $10 till rose frow 200 piasters at the end of 1968 to 225 in Septezber :znd
would soar to 360 by year-end.
The answer to the questiou is that the GVN would not have it. It

is not that the U.S. advisors did not try to persuade them to devalue;

indeed, scarcely a meeting between GVii and USAID eccncxic officials

passed without the subject bein§ debated. The GVN wa; told that the in-
cfeasingly unfavorable accommodaiion rate, especially, was getting bad
notices in the U.S. and that Ccngressmen were expressing interest in the
fact that, at 11&:1, the G.I. was being asked to give foreign aid to
Viet Xamn,

Appeals to self-interest were tried. The overvalued pilaster was

causing capital flight, notably through'the practice of over invoicing
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imports. The G.1.'s were buying less ‘ard less of their ﬁiaster require-
ments through legal channels. By mid-1969 the average G.I. was spending

$7 per month with piasters purchased legzlly, versus $30 in 1965. dbviously,
he was going to the black market. Finally, thé very ;pectacle of a rising
'==é= ‘ . black market rate and of Saigon market places choked with black market.

. goods was becoming more and more of a turn-off to reporters and visiting
Congrescsmen increasingly inclinea to question the war anyway.

All to no avzil. As to G.I. spending, GVN officials firmly believed

that a devaluation would not help (as events were later to shew they could
not have been more wrong). They argued insistently that as long as there

was any black market premium at all the b.I.'s who had by now established

their-black market channels, would continue to buy their piasters illegally,
and there would always be a black market premium, so the argument went,
"because with continuing inflation, any fixed official rate would soon be
out of line. The "crawling Peg" was barely considered at the time.

GVN officials were, of course, concerned about the pblicical conse~
cuencces of a2 devaluation. EHowever, uppermost in their minds, if seldom

mentioned to U.S. cofficials, was the fact that the GVN stood to realiée a

Ligher level of dcllar inflow from U.S. official pizster purchases the
lctrer the rote of exchange. Piaster purchsses for official purposes were
nct aid, inscfar as the»official rate was at a realistic level, because

- the U.S. sector consured Vietnamese resources. But to the extent the U.S.
paid rore for their piasters than they were worth, they were providing a
form cf grant aid. This "hidden aid," little noticed by the Congress at
the time, coqld.never be precisely measuréd, any more than tha "true",

value cf the piaster could be measured, but it wes certainly over $200

. ; \{ ;



o~

- 52 -

million in 1969.

Unable to move thé GVN on the devaluation issue, and umable or
unwilling to try to force them to it, the U.S. advisors agreed to an
alternative solution. -

G. Austerity Tex Measurec of October 1969

Aided by the government's success in delaying required expenditures,
notably the pay increase which h;d been approved in July, tbe.money supply
remained relatively stable, rising conly six percent during January -~ Aug-
ust, 1969. However, perhaps in anticipation of what was to come, prices
had begun to move upward again in May. Betwegn April and October consumer
prices rose st an annual rate of 49 percent.

In September an IMF Mission arrived to work on a new tax package
2long with U.S. and GVN economic officials. The result, the so-called
"Austerity Tex Measure", was announced on October 2§, 1969. Austerity
taxes, which were one of three schedules of GVN import taxes, were in-
creased by armounts ranging from VN$ 20 to VNS$ 520 per dollar on items
comprising over two-thirds of Viet XKam's total imports. The tax increases
were assessed according to a number of criteriz, foremost of which was the
Cecree of "essentiality" of the product. The effect of the tax, taking
account of the exchange rate itself and Viet Nam's two other varieties of
import tax (éustoms tax and perequation téx)--which were not altered by
the decree--was to raise the effective cost of impprted goods by.an aver-
=« Abcut one-third of the country's imports were exempted entirely;
considering only the two-thirds thot vere taxed, the average increase in

cffective Inzort cost wos en estimated €4%. Given an effective collection
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performance at the Customs, the measure could have resulted in a revenue
increase of over SVN 40 billion in 1970. 1In the final event the measure
raised about VX$ 27 billion, but even this brought import revenues to a
level 60 percent over those that would have been raised in its absence.
While thc measure was labelled an "austerity" tax and was, in fact,
concentrated most heavily on luxury items, it proved necessary for
rcvenue purposes to raise tax rates on numerous borderline items, some of
them of importance either as foodstuffs or as raw materials for agriculture
and industry. Thus, for example, wheat flour was taxed an additional VN$
40 for a 22 percent increase in the effective import cost; Portland cement,
VNS 40 (28 percent increase in cost); metal sheets, VNS 120 (81 percent
increase in cost); and small marine engines, an item of crucial importance

in agriculture and fishing, VN$ 80 (53 percent increase in cost).

- H. Rezction To The Measure

The iumediate reaction to the measure'was a country-wide wave of
price inéreases, many of them not justifiable on economic grounds, and
considerable protest frorm the public and tﬁe legislature. By Novenber 13,
1262, two weeks aftcr the measure, the USAID price inQex was up 12 percent
over its pre-cecree level. Unfprtunately, specuiation on rice was at its
neight at this juncture, adding fuel to the fire. Rice prices in the
eate tvwo weéks rcse over 20 percent; even éo, the portion of the overzll
price increzse attributable to the measure alone was as much as ten percent.
Prices bezan to fzll back slightly later in November as the purport
of the measure hegan to be understood--but the protest continued in the

legislature. On YNovember 14 the GVN issued a decree rescinding a portion
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of ‘the tax hikes, notably those on petroleum products. The amount of the
rollback, in revenue terms, was only about UN$ 3 billion, but it was suffi-
cient to appease much, though not all, of the legislative opposition. .

I. Inflation and Speculation in 1970

To the disappoinﬁment of the economic officials, prices'soon resuged
their upward march, Between Janusry 1 and July 30 consumer prices rose
by about 25 percent. The increase could not be attributed to menetary
factors, as the money supply during this period rose by only eight percent.
Rather, it seemed to relate to the sheer duration of the inflation pre-
ceding. The faith of most Vietnamese in their money was finally crﬁmbling.
The realization that piaster notes wére not a secure form of saving had
penetrated all levels of the population. Speculation was intense in
imporied goods, gcld, green dollars, real estéte-—anything that promised
to hold fts value. It was also apparent in the activity in twc important

sectors of the econony, the rice market and the import community.

1. The Rice Market

Indicative of the specuiative climate that had taken.hold in 1970
was the behavior of the rice market. As noted earlier, the 196%-70 rice
crop was a good one, some 700,000 tons higher than the préceding year.
based on this, one would have expected an increased flow of local ;ice
to market, a declining demand for imports, and rather soft prices. i
Instead, local rice marketing was at only about the previous year's rate,
consunption of imports reached nearly 500,000 tons in 1970, about the

same as 1969, and prices, which rose sharply in late 1969, remained high

and steady throughout 1970. Import stocks, wvhich were only 48,000 tons
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at the beginning of 1970, remained at low levels for most of first-half
1970. It appeaéed thaé several hundred thousand tons of paddy rice were
withheld from the market by farmers, merchants and speculators and apparert
rice consumption in urban areas was high. ' -

2. Import Activity

Speculation was also evident in the market for iﬁported goods generzlly.
A vave of heavy irport licensing; which began in October 1969, after passage
of the austerity tax decree, was cnly brought down to a low level after
February, when the GVN licensing authorities, concerned by the prospect of
declining reserves, once agzin sharply restricted licensing. After
February 1970, the list of goods e€ligible for licensing was confined to
necescities, with even such items as spare parts for machinery excluded,
and the licensing average was only about $20 million a month. CIP licen-
eing was also subjected to a number of restrictions. During FY 1970,
about 40 percent of the license applicatisns submitte@ to the USAID were
rejected, usually because, in the judgment of USAID CIP staff, applica- |
tions included desmand above current consumption. One result of both GVN
and CIP restrictions was to rzise market prices of most imported products
consideratly zbove theilr impert cest. The excess, es was the case in
1966, was a windfall profit, which accrued to the §mporter and to any
others vith Qhom he was obliged to srlit it. The windfall gains were
greatest for CVi-financed goods, but were also substantial on soﬁe CIP

commocities.

J. Verdict on the Austeritv Tax; Skuldlurcerv at the Customs

For the most part, the Austerity Tax Measure did what it was intended
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to do. It raised import revenues by about VN$ 27 billion which, in turn,
meant roughly a 55 percent reduction in the potential money supply increase
for 1969, But that is probably about all that can be said for it. 1In the
longer-run, it could be faulted even as a revenue measure for the simple
reason that, as an Import tax measure, it tended to perpetuate the coun-
try's dependence on imports.

For the.short-term, the measure, together with the near-hysterical
public and press reaction to it, seemed to exacerbate the various specula-
tive forces at work. Perhaps the public, and the import community, realized
that the Austerity Tax Measure was not the answer to Viet Nam's longer-term
inflation problem, and were reacting in the certainty of more to come.

An interesting result of the measure was the opportﬁnities, and in-
centives, it gave to importers and dishonest customs officials to connive
.at falsifying invoices to effect capitel flight. The opportunities be-
causé of the great number of new tariff'cafégories created; the incentive
because of the greater cost t; the importer of not getting his product
moved into a lower category. After the Tax Measure had been in effect
for several months, a USAID study based on a comparison of the actual and
theoretical tax toke showed that import revenues were considerably less
than they should have been. The matter was brought to the attention of
the Ministry of Finance and resulted eventually in the firing of the
Customs Chief and wost of his téém.

K. Gap Results, 1969-70

Anticipating in part Section X which will deal with the situation

from the time of the first monetary reform in Augusé, 1970, the
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Monetary Gap results for 1968-70 are summarized below: *

Monetary Gap, 1968-70
(V3$ Billions) .

’ , Expansionary .
— GVN Expenditures RT3 133 187
(of which: military) ( 75) ( 92) (122)
U.S. Expenditures J_? 48 56 53
Exports ané Invisibles 10 12 12
éredit Expansion 1 _ 4 A5
Sub Total 180 ' 205 267
‘1 " Contractionary
Tports 66 . 82 82
Revenues . 54 87 123
N ) (Domestic) (28) (36) (52)
e _ (Import) (26) (51) (71)
T Invisible Imports 11 . 11 : 11
Savings, etc. _12 11 | ‘;21
Sub Total 138 a1, 243
Errors and Omissions -0~ 3 =2
Gap (Inc. in Money Supply):
- s 42 17 22
) Percentage 51% 13% 167

- % Inc. in Prices (N1S) 23% 31% 32%

As cen be seen, the increase in money supply in 1970 was held to

VRS 22 billion, or 16 percent. In the absence of the Auéterity Tax Measure,
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the money supply increase would have been apout vN$ 49'billion$/ or 35 per-
cent.
By August 1870 the latest surge of inflation appeared to have run its
. course. The NIS consumer price index rose only 6.5 percent from August

to the year-end. The explanation for the levelling off in prices seems to
= lie in the decline in liquidity. in the sixteen months from April 1969
to Avgust 1970 prices had risenf59 percent, but money ;upply only 22 percent.
Bank credit was in short supply and finally, the Austerity Tax Measure, as
inefficient as it may have been had raised the cost of imports considerably,

thereby putting an additional element of squeeze on importers. The respite

in the inflation was not readily seen as such at the time, but in retrospect

- it was an excellent time for the set of reform measures that were to follow.

a/ The 1969-70 Gap comparison shows an increase in import revenues of
VRS 20 billion. The difference between this figure and the VN$ 27 billion
by which it has been said that the Austerity Tax Measure raised import

revenues is explained by the lower volume of GVX imports - which account

for the bulk of import revenues - in 1970; GVN imports were $403 million

in 1969 and $360 million in 1970.
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X. Feonermie Reform and Progress, Sentember 1970 - March 1972

This secticn ccvers a pericd from the start of the 1970-71 econoric
refor=s to the ccmrmunists' Ezaster offensive of April 1972. It was pro-
bebly the besf yeer end & half for Viet llem of the U.S, involvenent, cer-
tairly the best since the 195C's.

A. 2 Chence in Iconcmic Leadershinp

In October 1969‘Phamjkim Ngoe, en American-educated businessman of
. N
liberal economic persuasion, became Minister of Economy. Ngoc had his
baptism of fire in the trayail of the Austerity Tax Meesure (for which te
Probzbly cannot ve blered; the measure wes adopted too soon after ligoc
sssumed office for him to have a hand in its design). During 1970 he
becenc the informzl lesder of a group of young, like~minded, mostly
Arer;csn—euucetea economists, including soon-to-be Minister of Finance
He Yuen Trung, vio chared in common two traits worth noting: & convic
tion thet the cpecreations of tﬁe econcry are be§t left'to the free pley of
the rzrket place, and a'willingness to taeke unporular decisions in th
faece of public opirion. Ngoc and Trung weuld engineer the highly suc-
cessful reforrs cf 287C-Tl. Their ternure would span the best year cf izs
U.S. irvolverert (1971) ard one of the werst (1972) before beoth woul

lcse cffice in the riizst ¢f e deteriorating situstion in Octcber 1973.

crm of Eevterber 1070

Until August 1G70C interest rate poliey - or the lack of it - hzi

been éictated by tre needs of the irmort community, which accounted fir

85 to 20 percent ¢f the busiress of the Saigon banks. Irmporters wentel

4
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low interest rates in order to facilitete their dctivities, in particuler
the cérrying cof large stccks over freguently 1ong.périods of tire. Lend-
ing rztes renged from 9 to 13 percent and savings rates fronm € to 12 per-
cent, devending on terms. Under the circumstances, with inflztion aver-
agirgz 25 to 50 percent, savings of individuals agd businesses vere minj-
mal. Fecr example, during the 18-month period from Janvery 1, 1969 to
June 397, 1970, & "normal" veriod in terws of inflation in Viet Kam, sav-
inzs and time deposits of tﬂé commerciel Banks rose bty VN$T.9 billion.
Another VI$1.1 tillion wert into private sector ﬁoldings of Tresasury
bills, bringing the corbired increase in bank/till sevings to VH$9 bil-
lion. The money supply, meanvhile, increased by VE$24.9 billicn. Thus,
bank savings during this period emounted to only 26.5 percent of the
eoor>ined money supply and savings increase ( 9 + 2i4.9 = .265. A ratio
clcse to 50 percent wes thought both desirable end attaineble.

On their part, the bankis were not interested in attempting to en-
courage savings deposits. Apart from csheer inertie (which in their case
was slways considereble), the reasons seered to be that: (1) cperations
were prcfitable as things were; (2) they would not be able to find suit-
gbie lending outlets For such funds es they could ettrect; end (3) it
wouldn't work anywey. Tre kind of interest retes needed to rezlly at-

Viet Iew weuld bte so high, the erguzent wernt, es to
provcke an insteant crisis in business - mostlylinport—circles.

Azeinst these erguments was the incontéstable economic cese to the
effect that’savin;s vere escentiael, both on anti-infletion grdunds ané to
vroviée e basis for ecconcmic developmernt. Infletion would be curbed tet:

by drawing funds oul of circuleticn and by meking more costly - therety

e simes e e e e fam T mr e 4wt o e mm—— e D r =t et e n e % A ———————— w0 i am b g i en v % po———m e o
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discouraging - the widespread speculeztion.-on inventories that had been
telring place. X

(2) HMeasure 6f Septerher 1970

The Septerber decree on interest rates resulted in en approxirate
doubling of the pre-existing rate schedule. The rew lending rates vere
set at from 18 to 2L percent; §avings end tire ceposit retes at from 10
to 21 percent (although cne populer ferm of <av1ng, & sevings deposit
with lottery fezture, vaid only 8 percent). Treasury Bill rates were
incressed in line with sevirgs retes. Eirmulteaneously with the increese
in interest rates, the GVI. irposed = system cof advence deposits on ir-
ports by which importers of most GVH-finenced goods were required to
post deposits at the time of.application-for an irmport license. This
ves en edditicnzl snti-speculation meesure thet would. prevent new im-

periers from helding an advantage over those with old stocks on hand.

(3 Afterrmeth of ihe Measure

¥Vhile it could be argued thet sevings retes were still necative,
nevertheless, savings anéd time depcsits of the privete sector turned up-

werd immediately in recsponse to the rezsure. The -increacse amcunted to

A

V.80 billion during the fourth guerter of 1970, ard another \A€27 L pil-
Trezsury bili keoldings <of the prlvate sector, tre
21,3 Tiilicrn. The 1971 increese corn-

pzred with a meney supply increase cf Vis35. 9 b;¢110n for that year. Thus,
31.3
b7 vercent of the potentizl roney suryly increase (31.3 435.9= .L7) wes

sivhoned into savings ceposits. In subseguent yeers this rstic would

ize to over 60 vercent.

+

The Interest Rete Relform wee elso successful in its cther =z=im cf
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discouraging speculetion. Vhile inventory date were never available to
cor:firm the point, observers generally agreed that the measure had re-
suiled in the disgorging of & considerable volume of goods being held
for speculative purpcses. At any rete, price infletion, which had be-
gun: to slow by July, remesined at a moderate 20 percent annual rsate
ikrcougn the end of 1970. The relative calm on the inflaticn front pre-

veiled despite the partial devaluetion of Octcber 3.

C.  Meessures of Octorer 3; 1970
The Economic end Fiﬁancial Messures of October 3, 1970 comprised

the follewing:

(1) Esteblishmert of a new "parallel rate" market, et Vi$275:
U.S.¢1, to apply to:

. ==Accormodaticn purcheses of the troops;

--All cther firencizl trensactions, except those of the govern-
rent and student remittences; .

~-Exports

--Certein GVN izports, mostly in the "less essentiel” cstegcry,
estireted to account for erocut haelf cf all GVii imperts.

(2) Irncreeses in rerequetion tex rates of up to 140 pissters
Ter c¢ciler on a range c¢f ngstly GVN-Tinenced irmports. Three USAID-

Firereed products - fish nets, yern for fish nets,and fishing boats -

vere ircluded. These tex ircreases were mainly for pretective purpsses.
(3) A pay increesse for civil servents and militery perssznel,
estirzted &3 avereging 17 percent on total ccrpensaiticn, end an insreesce

ir veterens' allowances.

(L) Elirireticr ¢© the rice price differentisl between Central

T UESST P SO W 4




!

- 63 -

Viet Nax and the rest of the country.

>

(5) A VN$10 piester (30 percent ) increase in the wholesale

rrice of susgar .
D. Efiect of the Qcicher Mepsures

The Sertember and October measures were the.first of a series of
actions that were to take place in 1970-T1, culmineting in the major

reform package of Neverber 15, 1971. Teken together, their aim would be
to increese the effectivene;s of the market eccnomy while moving the
country in the direction of self-sufficiency. MQst of the policy aress
to be covered vere touched upcn in Octobe; 1970, notably exchenge reate
reform, export promoticn, discouragement of less essential imports, and
elirmination of import éubsidies. Two near-term effécts of this set of
reasures n2y be noted here:

(1) Decree of Devaluaticn

Establishment of the parsllel rate, together with the accompanying

e

increases in peregustion tex amounted to a de facto devaluation esti-
mated by the Missicn at 15 percert. A further round of perequation tex
increases cn Decernber 12 added ancther five percent to everege effective

irport costs.

L] ~ 4 2 A}
(2) 2ceocrroisiicr Rete

ne eccommcdeticn rate to 275:1 hzd a drametic an
irmediete efrect. Fer cepite exzenditures of the trocos rose from a
ronthly everage cf i befcre the mezsure to $22 after. Per capite mon-
tnly experiitures cf DCD ccrtractcr perscnnel rose from $46 to $2L7.

“he increessec cere cespite the fecst that, even at 275:1, the accommoda-

ticn rete still wes fer tekini the Jeigen black market rete of arcund

s N
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hOO:l.—/And in fact, per capita expenditure rates were to climb ruch
higher feollowing the devalueticn of Novermber 1971: to $50 a monih for

the troors, $uLB & menth for DOD contractors.

E. Feform Measures of 1971

It is likely that 1971 will be remembered more for its econoric’
policy reforms than for any cther feature of the economic scene. Before
essessing the pr1nc1pa* econon rie develop._ente of that year; the nature
end tirinz of these me asures will be set down here. UYote that only the
most significent are listed in this paper. The measures in question,
following cn those underteken in September-Cctober 1970, took plece in
March, June, August and November of 1971 &s follows:

March 6, 1971

- Irnport taxes on suger and wheat flour vere reised, so that prices
of sugar nearly doubled anrnd of flour vere reised by 30 percent.

- The price of irperted rice was raised from VI$31l/kg to Viidkl.5kg
(for medium grein). Rice rationing in Centrel Viet Nem was
abolished. :

- GV ernplcyees were grented en increese in the cost of living

llowence to reise totel conpensation en averzge of about four
ercent.

fﬂ

g

- Freigat and insurance cn GVi-financed and PL 480 irports were
skifted to the 275 r

d thet 3VT-owrned companies would hencefzrth gc to the
for creldit, rather than to the Treasury.

c" system (CL) was intrcduced: for irpeorts.
lar, the GL was made mandatory for perzl-
+icnal for 118 rete goods.

tober. The rate for £10 gresn rezched
to 388:1 at the year-end.




Auzust 1971

Taxes and prices of cigarettes were raised.

- For the first time, dual licensing (CIP and GVN) was instituted
on a limited list of capital equipment items and spere parics,
with differential rates of 118 and 400 on U.S. and GVE-firanced

! imports, respectively.

November 15. 1971

- The exchonge rete structure was revised, so that four principal
- rates were left:

- 116 - still the rate for official foreign government purcheses,
end also for GVN transactions end remittances to students gbroad
275 - for U.S.-financed imports

400 - for GVN-financed imports

410 - for invisibles generally, personsl accormodations, trens-
actions con capital account, and for exports

The lest three rates sbove vere referred to as the persllel mar-
ket rates, categories I, II, III, respectively. (Infcrzelly, they
beceme known more generzlly es the A.I.D. rete, the GVi rate, anc
the Financial Rzte).

-~ The decision wes mede by the GV that the three parsllel market
rates wculd be adjusted frequently by smell steps, on éecision by
& commitiee composed of the Ministers of Finznce end Econcry and
the Governcr of the Hational Benk.

— GVI imports were plecei under the GL system, end import-licersing
was, in principle at least, dome avey with except for U.S.-finen-
ced impcrts. : .

~ Import taxes were chbrpleiely revised. The o0ld scheiules ¢f per-

esuetion tex, irpeort duty, e&nd austeriiy tax were gbolished erni

— replaced by 2 sirngle schedule of four ates 0, 25, 5% enc 200
~ ‘percent. Rew materiesls end cther basic ccommodities tock the O

rete, most manufectured goods the 25 rate, luxuries the 50 rete,

(‘F

and the 200 rate wes reserved for perscnal-use vehicles. In
N ed¢iition, the Hinistry cf Econcry announced its willirnzcuess to
grent e pereguetion tex for protective purpcses on regusst ty

locel industry. Generaily the rete would be 25 percert.

- The GV selling price of both domestic and inmported rice In Cen-
tral Viet Nam was raised to substantially eliminate the subszicy

3
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-on it.
- GVIl wages vere reised es fecllovs: a generel increase of 1,200
piasters per month wias given to all employees; soldiers in RVN

combst iniantry battelicns received a special allowance of L,500
piasters per rpenth; soldiers ir EF mobile battelions received a
similar eilcwance of 2,500 piacters per month. Speciel &llowances

for Fatlionel Police and for tax and customs ccllectors were de-

cided upon for leter irplementation.

In the fece of pleas from the privete sector, it wes de01de¢ thet
machinery end ecuiprient beins irported under CIP for spproved investmen
projects, ordered tefcre thé Yovermber 15 reform but not delivered, would
be edunitted at the old rate of 118. Alco, it wes decided excepticnelly
to grant a protective perequsticn tax higher than 25 percent for textiles.
The initial rate was set &t 50 percent =and, while the intenticn wes +to

reduce it by midé-1972, the reduction was not, in fact, to teke plece.

’ Ldditional Messures Teken in Eesrly 1072

. The GVN tock a nurber of mdcditionel measures cduring the first quer-
ter of 1972, mostly intendec to tidy up details of the November reform:

~ The prices of gasolinre end rercsene were reised so es to rcughly
elimingte the subsidies invelved. Premiur gesoline went frem 21
to 30 piasters/liter, kercsene from 11 to 16 piasters/liter.

- On March 1, the Neticrnel Eccncuic Develorxent Fund was leunched
with a Vii510 billicx: riester irnitiel commitzent of ccuntergert
fund
funds.

- v

- The exchange rete fcr Fertilizer end pesticides wes reiced from
118 to 200, :

d At

- Prices of weter end electricitiy were reised.

s the excherze rete for officiel purchese of piesters
covernmern® wes reised frem 118 to the category III
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rate-tariff structure; nct rerely the level of import costs, but also

the tariff structure, the GVi-CIP exchenge rate differential, snd the

GVY licensing system.

(1) Devalusticrn aud@ Tariff Simmlificeticn

The exchange rate-teriff reforms involved btoth devalusiion end tzr-

b

iff sirplificetion. The tax measures of March 5, the progressive edop-
tion of Open Generzl Licensing at the h400:1 rate'beginning in June, ard
the November 15 reférms, takén together, provided a develuation of some
33 percent (Mission estimeie). After November 15, it could be said that
the pisster was &t, or very nesasr, a reelistic level vis-a-vis other cur-
rencies.

The tariff revision of Hovember 15 changed the import tax structure
overnight from one of thrze schedules, each with scores of rates, to two
extremely sinple schedules: a customs tariff with four rates: 0, 25,
50, and 200 percent; and a perequation tax with two rates for lirmited,
protective purposes. The jcb of the'Custcms-authcrities would be simpli-

fied ot the same time that their opportunities for false classificetion

wculd be limited.

ot conly weas the irxport tex structure drestically sirmplified, it was

By

€1ls0 sherply leowered. The rssult was to sk

vy

+t much of the collectiorn c¢f

e

irrert revenues to the sxclhienge rate, where it could be more effectively
gdvinistered. The GVI hzi ccme full circle from the Austerity Tax lezs-

ure cf October 1969.

(2) CWN-CIP Rete Tifferential

“ith the edopticn cf the parallel rate of 275:1 in October 1970, the

GVE wzs, in pert, reccogrnizinz through its exchance rate policy the highor
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cost of GVi-financed reletive to CIP goods (not entirely, because there
vas also sn intention to discourege importation of these goods placed in
the parsllel rate market). The procéss was extended with the edoption of
Cpen Geperzi Licensing in Jdune 1971, vherein more enrnd more GVii-finenced
goods became subject to the 400:1 rate. With the Novermber 15, 1971 ncve,
alli GVN goods were &t 4C0:1 and £11 CIP goods st 275:1. These were nct,
of course, the effective irmport costs, since inmpcrt tariffs were eddec

vith ioport teriffs included, the differential was more than thet sugees-

ted by the LCO to 275 spread.
There wes nothing scientific ebout the selection of the LOC gpg 275

rates; the spreasd was, at eny rate, to shift repestedly throughout the

remeining period of U.E. invclverent. Economists 4id krow that CIP gocds

vere considerebly more expsrsive then the comperable GVR-finenced product
from Japan or Taiwan -~ for reasons of higher cests of shipping, red tere,

etc., as well as product price - but they did not know how much more.

They were enxious to get the exchange rate spread as "right" as possitie

to prevent unsettling swings in importer activity frcm one list to the

other, and meanwhile they wcrried zovout the reel eccncmic cost of tied

eid (i.e. CIP). They believed thet this cost wes sc high as to offset

£ b1y gzined throush tield eid, =xi

the balance c¢f peyments s:iing ¢

(U]
cF
1)}
|Jl

en

'3

arcued that by untyinrg 2i3, the sevings in rezl irmdort costs would en-

n

eble a reducticn in the overzll aid level withcut &ny real ccst to Viet
- Hem. These considerations led to the experiment with Gual licensing Iz
June 1871

(3) =zuel Licensin:

The Yission's cese with resvect to the econcric cost of tied &id

(’ s .
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- cculd not be statistically proven, but in hopes of demonstrating their
point,.Mission eccnoni sts persuzéed the GV and AID/Washington tc have
certain mzchinery irrorts (in which the U.S. was thought to have 2s ruc
of & competitive advantage as enyvhere) availatle under both GVf and CIF
finsncing for a trisl period. If importefs shewed a deronstrable préfer-

|===é _ ‘ euce for the GVii-financed product at L400:1, as opposed to the CIP.product

et 118:1, this would constitute a solid argument in fevor of untying for-
eign aid - or st least a lafée portion of it.

The result of the experiment wes inconclusive. Vhile mechinery
licensing was about evenly split as between GVI end CIP during the trial
period, it appeared thet the Ministry of Eccnoxy, ever &nxicus to save

Toreign exchange vhen U.S. &id vas available, wes in one way or snother

c¢cercing importers into using CIP. Under these circumstences there was
no way accurately to neasure importer preferernce. Dual licensing was ex-
N . tended into other areas, but by then the reason was the shrinking availe-

rility of CIP funding rather then eny considerstion of economic cost.

() Oven Gererel Licernsing

The intent of Open General Licensing (OGL), adopted for a designeted

Zist of goocds in June end extended eventuelly to virtuslly &ll GVI-finen-

csi goods vy Iloveuber 1%, wes to eliminete the licensirg require:ent cn

G ll-finznced goeds. The move acccorded with the.general cesire of GV

zzcnoric lesders to remove econcmic centrols vhere feesitble, and with the

- piaster &t a rezlistic level,it was thought & good ides to let the rarket -
rzther then lover echelcn officiels at the Ministry of Eccnormy - determins
vhich goods should ernter. The evcluticn of OGL is interesting meinly es

( & cese lesson of whet coculd hapren %0 & systen in Viet ilam vhen the in-

NS

-«
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terests of those edrinistering it - here égain, tbose same lower level
echelon MOE officiuls -~ did not coincide with those of its designers.

Under bGL an.impcrter would purchase an Open General License (since
he wes buying in advance, this made it, in effect, &an advance deposit)
entitling Lim to open e letter of credit for any goods.on the .OGL list -
later, pot on the prchibited list - enytime up to one year from the date
of his purchase. The system would be subject to spot post-checks only,
send irmporters fognd.utiliziﬂg OGL to bring in a banned item would be
penalized.

Socn efter the system was launched concern was expressed that the
post-sudit system wculd not be sufficient protection against unauthorized
imports. Morecver, it was ergued that some importers would shy eway
from OGL fearing they later might be accuced of, and penslized for, axn
illegal irrert. The solution wes a questionreire which an importer coculd
£i1l ir et his option and submit to the Ministry of Economy (MOE). The
guestionnaire would identify the proéuct the. importer intended to bring
in: its cormodity ccde, price, supplier country, etc. - On epprevasl frem
the MOE, the importier ;culd procead in the assurance that his importeticn

wotld not be cuesticrned later.

¢r. that OCL worked as internded for a while, sni

3
b
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thet it aid hsve & szlutsry effect in freeing up the impert trade. =ut

creduelly, irpercertitly to the Americen cbservers, the "guesticnneire

J
evclved intc an import license. The irmporter came to know that a

guesticnrnizive” wes expected of hirm. Ilo decree had been necessery o el
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In line with its liberal E/economic rhilosephy, the GVN econoric
team was determined to eliminste import subsidies - that is, heave gll
imported goods priced at least equai to their world merket wvalue - ard
keep domestic industiry protection to a mininum. In the former rercera,
it proved quite ruthless, alicwing such necessities as whest, flcur end
sugar (a necessity in Viet Nam, at least) to rise dresetically vie the
exchange rate or import taxes. The wonder is that the rise in the over-
all price level was soO mode;ate in 1971.

On protecticn, it proved rore equivocal. It eppeared rather scon
after the Kovember 15 refoéms thet 25 percent was not much of & basic
pvrotection rate for a country.in Viet Ham's primitive stsie of indus-
trial development, end in the case cf the textile industry even 50 per-~

cent ves not adequate to prevent cerious damage from competing Jepenese

and French fabrics. The onset of the 1972 recession rede the 25 percent

protection limit increasingly untereble end it wes bresched in a2 nurber
of areas.

G. Economic Letivity, 1971

1071 wes a goci year for ihe econory end one in vhich substerntiel

change wvas teking place. .

Agricultural cuinut rose Yy ebout 13 percent overell. Rice rrcéuc-
LA “ lOC‘ ~ane, o fm L s Tevel !‘2 aev
ercent to &, 300 II/T of peddy, a level vercent
above the 1966 lov point. The 1971 increase was due chiefly to the fur-

ther increeses in the hectarase scwn to IR-8 varieties. Atout 200,0CC

- ]

2/ The term 'llvercl’ is Intenced here in the classic sense of tic terr;

i.e. 2 ninimum ¢l economic conirols.

1




-T2 -

ﬁectares were\converted to IE-8 in 1971 for a to{al to date of 675,000.
By 19%1 IR-8 varieties mccounted for an estimated 2,650,000 /T of out-
put, or L2 percent of the tctal crop. -

Rice imports in 1971 were down io 160,600 tons of milled £ice and
there was a.stock drawdown of G0,000 tcns; Adéding in the 75, 000 tons
required annually merely to sccommodate population growth, there would
need tc be about a 325,000 M/T increase in production (550,000 tons of
paddy equivalent) to reech éheoretical self—suffﬁciency in 1972. 1In
practice, more than thet wculd probsbly te needed, since farmers would
withhold stocks from the ﬁarket when they perceived the tightness of the
situation. In any event, it wes not to happen.

(2) Irdustry |
: Although results were uneven, the industrial sector made some pro-
gress during 1971. The RIS index of industriel production rose only 2k
percent, but this index was biased by the heavy weighting (45 percent of
the totel index) given the teversge industry. Beer end soft drink pro-
duction declined slightly in‘1971, e result of the UlS. force withdrawal
An elternative USAID index%/based on 11 incdustries, showed a fcur percen
increese in 1971. Industries deoing well vere texti;es, helped ﬁartly by

on of the post 1265 reccnstructicn leh rmocdernized eguirzent,

b

ccrrlet

rtly by a generpl decline in smuggling, &nd 01eareutes, which also

‘rd
m

tercfited from reduced smuszlirz (i this case, vie the PX gystem).

ticr of the cld Tn fe & <

- &/ Tromonerecrn, LD dndex, arried
tzek tc 1970, wi]l be citecd in liew cf tDc uIS index. The lattcr, basel
on 1082 veights, ned beccte *nreallstlc.
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into an Industrial Development Bank (IDB). By 1972 thé IDB had cast off
its traditional responsibilities such Qs technical feasibility studies,
basic econoric research, industrial development and”prémotion, and
essistance in project implementation to emerge as an institution charged
with the provision of long-term loans and equity finencing. Within féur
‘:ﬁéi . years, with the assistgnce of a'U.S. consulting firm, the C.W. Robinson
Company, the ID3 became recéggized as a ;éasoned dévelopmept tank with an
experienced staff and had attfacted loans from internetional lending
institutions.

b. Divestiture

Another notevorthy development in 1971 was the formal start of a

divestiture program wvhereby ownership of GVN-owned companies was to be
transferred to private hands. Eleven companies were identified as initial
candidates for divestiture, ranging from the tiny Vinh Hao Mineral Water
Company to some of Viet Nam's largest, such as SICOVINA (textiles),

COGIDO (paper), and the Ha Tien Cement Companj. The purpose wes to
expand the role of the private sector in industry, &nd té provide an

outlet fer the Land Feform bonds bteing issued to former landlords under

the Land-to-the~Tiller Progrem. A U.S. firm, the Thomas Miner Company,
was contracted to assist in the technical aspects of the progrem.

— Two smzll companies, Vinh Hao and the Thuy Tinh Glass Company, vwere
successfully divected before the program begean td bog down. The problen
was partly one of vzluation, the price to be put on the companies, which

proved to be exceedingly difficult in the eircumstances prevailing in

e _ . e
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Viet Nam, partly a general misunderstanding between GVN and USAID offi-
cials as to the eppropriate role of divestiture in the GVN's overall
eccricmic program. The program snzgged on the proposed divestiture of
the Viet Nam Sugar Company in mid-1973. At that time, the GVE had
sfopped importing sugar ard wes trying to promote the growth of cane
towerd the end of self-sufficiency. USAID was able to persuade the GVN
that in the cese of sugar the:national‘interest ruled against a sale to
privat; interests. In mid-19Th the divestiture program was shifted to
the Ministry of Planning. Shortly thereafter the future of the divestiture
procgrem became linked with the establishment of a nétional securities
market, then in the organization stage. It was feit that any further
divestitures should await formal estcblishment of a securities market.

The latter had not been effected by the timeé Saigon fell.

(3) GHP and Goocs Availability

On balance, GNP in 1971 rose by four to five percent. This probably
did not translate into inéréased consumption, &s overall goods evail-
ebility appears to bave been about tﬁe same as in 1970. The increase in
domestic production was offset by a decline in imports. Legal imports
rose by 4.5 percent, but afier allowancé for increéses in world prices,
there was provably no gain in real terms. Meanwhile, the volume of goods
entering the country illegally declined-by an estimated $50 to $100
million. This was attributable both to better control procedures &t the
Fcrts and to the feduction in the U.S. force level which, quite simply,
meant a sraller potential supdly.

(4) Manpover and EZxrloyment

The labor market bugzn to ease in 1971. Tnis was attributable in
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part to a slowdcwn in the GV ferce buildup as the 1,100,000 fcrce tar-
get vees neared. Vhile replecemenf regquirements continued to run high,
cenly ebout 50,000 ﬁew persornel wvere added to the arzed forces‘én-197l.
The civil service, cn the cther ﬁand, inc?eased jts rolls by ercund
100,000 as it reoved to meet the incressed demands brought upen it.by the
Vietnamization pregram. The main factor of ease was a 25,000 declire in
the rurbter of people direcily erployed by the U.S. secior. As many eas
25,000 mcre mey hzve withdrawn from "indirect" U.S. sector erpicyzent.
£ significent development cn the employment front in 1971 was the

the :
leunching of/ Associetion Fer the Developnent of the De Neng 4Area (£DDA).

ADDA wes formed toﬁgggifg werks exployment in the Iz Kang aree which had
been heré hit by the U.S. force withdrewal. Its ectivities wvere to ex~
éand cteadily, both in ares and in scope Qs the recession deepened in
1973-7L (see Section YIv,m).

In general, it sppears thet the net of all these factors was an .
ployment increese of screvhet less then the naturzl sddition to the lebor
force. During 1971, the population rose from an estimeted 18.3 million

to 1B.8 million, &nd the lsber forece from 6.9 to 7.1 million.

(5) Morev Sucvlv erdé Infletion. 1971

The money sucpiy¥ in 1971 increesed by 28 percent, but after allov~

v
o

2]

ing for a Vi¥$9.6 biliion increese in piester belances held by the U.S.
Disbursing -Officer, rostly in Decerber, the Cep - i.e. that poriion c¢f

the rmorney suppiy increase ectuelly put into circulsticn - was cniy 22

percent. The principel fectors for 1970-T1 are surmarized belcw:



- 76 -

Exvansionary

GVN Exrenditures

. (Militery)
’ (Civil)
——— .
Mo . U.S. Expenditures
Exports

Invisibles
Credit Expansion

Totsal

Contractionary

Imports

Revenues
(Domestic)
(Irport)

Invisibles

Advance Deposits

Savings

Other

Toteal

Errcers end Cmissicns

tus: Crenrse in DCD telsences

Crence ir Veoneyw Surply

Gzp ags Percent ¢f lorev Surrlv st

Prev.cis TegYy=s

-

Percert Inz. in Corncumer Prices (NIS)

Billions of Piasters

970 1971
187 256
(122) (151)
( 65) (105)
53 81

2 Y

10 1k
s 2l
267 | 379
82 114
123 179
( 52) ( 68)
( 71) (111)
11 19
1y -13
11 33

2 12
243 344
-2 1
122 ' 36
. - 10
22 46
16% 227
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The prirary expansionesry factor in 1971 was GVN budéet expenditures,
which rose to Vii$256 billion, or 37 percent over the 1970 level. U.S.
piaster expenditures also rose, from VE$S3 billion in 1970 to Vi$81 bil-
lion in 1971, meinly because of the higher exchange rate availeble for
personel accommodation. On the contracticnary side, GVN domestic reve-
nues were up moderately, from VE$52 billicn in 1970 to VN$68 billion,
or about.32 percent. Altﬁbush this was e gain in rezl terms, the first
such’gé&n in several years, it fell short of the increase in GVH ex-
penditure, so that the frection covered by domestic revenue fell slightiy.
Imports remained the main coupter to infletionary pressure. Total import
gbsorption rose from VH$166 tillion to VN$212 billion, or about 28 per-
cent. Most of this increase stemmed fyom the exchange rate and tax mee-
sures taken in late 1970.

The growth in money supply wculd have been much greater in 1971 hed
it not been for the absorpticn.of sbout VN$27'pillion into time and sav-
ings deposits. About VN$17 billicn of these new Geposits were placed in
Treasury Bills during the yeer, end these, together with some Vi$ L bil-
lion in Treasury Bonds solé t¢ the public, helped to hold dcwn the in-

trrvy

fletiorary irvect of the Gvii's deficit.
[ ]
b. Prices
The increase ir consurer prices amounted to 15 percent from be-
ginning to end of 1971. This was the test one-year performernce since the
foerce build-up tegen in earrest in 1965. The relative price stadbility i=n

1971 was rerxerkeble considering the exchange rate measures and the numer-

cur price incresses cdecreec ty the .government.. A USAID study, tesed ¢xn

=
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the period March 1971.to Mzrch 1972, showed that 6f the 23 percent in-
crease.in reieil prices dwring thet time, slightly over 19 percent ccula
e escribed to directed price incresses. Domestic rice prices, cne erea
affected-~end fer gnd.awey the most impertant price index item in teres
of weight--rose by 50 to 55 percent duriné 1971. Among other proiucfs
affected directly by goverrment ecticn were sugar, beer, scft.driﬁks &g

cirgarettes.

\ (6) Earking and Credit

&. Seigon Benks Role in Deficit Financing

As shown in the Gap results, Section 5(&)

in 1971 by VH§ 33 billion; of this sum VW$31 2 billion was accounted for

benk savings deposits rose

ty the Seigon banks and VIi$1l.5 b11110n by the Agricultural Development
Bank (ADR) end private rurel banks. The increase in sevings deposits, e
direct result of the Interest Rate Reform of Sepiermber 1970, enablei the
benking system, for the first time, tc pley an important rcle in helping
to finence the government's deficit.%

In 1970 the budget deficit haé teen finenced alﬁost entirely
Fetionel Benk; commercial banks hed purchesed only VE$1 billion cf Tres-
sury bills. In 1971, therks to the influx of savings deposits, éhe ceviis
hed been etle to teke ViIFl7 biliion cf Treesury bilils end also exzand
tﬁéir ilcens to the vrivate secter by vigse bllllrn. The credit exyer-
eve been necessary enywey tc fipance the increase in izzore

o

gbsorptizcn resulting frem the ongeing develueticn; it woculd have been

gcconplished by »ediscounting or throuzh a relexation of loan: cepcsit

retios. Vith the incresse in savings ,activity, it wes possible tc cir-

ect almost -hzlf of the totzl credit-increase to the governrent withcon
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such measures.

(6) ADB and Rural Banks

Banking ectivity in the rural sector of the econcmy recorded skarp
edvsnces in 1971. Total losens outstanding of the 47 branches of tre
Agricultural Development Benk (AD3) and the 25 private rural berks rose
frem VIN46.2 billion st the end of 1970 to VN$9.3.billion, an incresse of
50 percent. Savings ﬁnd time deposits rose from VES347 million ir 2670
to VN$1,526 millior in 1971. The major factor in this g;owth wes, egain,
the impetus given to the banking sector by the Septerber 1970 interest
rate reform. Another contributing factor was the ADB's prograr to rro-
mote the openiﬁg of a privete rural bank in each of the country's 250
districts. The program initially began as & pilot project in 19€9.

Three banks were opened in 1969 and only one in 1970. During 1971, how-
ever, 21 private rural banks were opened, end another Lk would be crvened
by the end of 1972.

Rural credit in Viet Nam continued to be supplied prirarily +txzrcugh
relatives end friends and other non-institutionel sources, rether tren
through organized institutions. Kowever, &n estiﬁated 137 of rurel cre-
dit in 1971 was preovided by the ADB end privabte rural benks,ccmpesrel with
€% in 1247

{7) EBalance c? Peyzenis

Fcllewing is a breekdcwn of the principel dbalsnce of pgyrents Itens

during 1969-T1: .
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.,

Simplified Balance of Pavments, 10€0-71
(U.S. $ Miliions)

'1269 1970 1671
Releonce of Trade
Ixperts 15 12 12
T Imports, c.i.f. =689 -692 =714
- Palance cof Trade ~67k -680 ~702
E U.S. Suvvort
. U.S. Aid : 265 302 3L0
(cip) (177) (181) (259)
(P.L. LBO Title I) ( 88) (121) ( 81)
U.S5. Piaster Purchases 347 318 ko3
(official) (301) (278) (271)
(Personsl) ((L6) ( ko) (122)
Total U.S, Support - 612 620 TL3
let Invisibles and Others : 5 27 -35
Chenge in GVH Peserves from OPS -5T -33 _ 6

The trade deficit rose in 1971 tp-$702 million on the strength c¢f =
3.2 percent increase in izports (including A.I.D. freight). Far rore
5;@ﬁh . ) than offsefting this was an $85 million increase in U.S. sector risaster
purchases, notwithstanding the Lo peréent decline in the average force
level renticned earlier: This seeringly extreordinary developmernt hed
severel explenstions, to wit: .

a. official expenditures remained virtually uncheanged Iin

piester terms; the effect ef infletion on piaste£ costs offset & 15 ter~
cent declire in reel cutlsys (which, as mostly fixed ccsts, tended ts 22-
cline far less raridly then the declire in the force level);

- t. the exchange rate for official purchases rerzined ur-
chenged throughoﬁt 19715 it was the crly rate left untouched by the '
erber 15 develusaticng

c. per capita persorzl exrenditures of the trocp and cen-
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'tractor_personnel rose dramatically in reaction to the more favorable
sccommodation rate (Sees Section X,ﬁ (2) above), more than offsetting the
effect of tn; reduction in force level; | i
d. the U.,S. Disbursiﬁg Officer purchased $23 million worth

of piasters in excess of his 1971 needs late in the year (I.B.: Thig is
the counterpart of the spurious increase in money supply noted in Section
G (5)z above). His future ;éQuirements wéuld decrease accordirngly.

For the GVN it was the highest level of earnings from U.S. piasver
purchases of the U.S5. involvement. Considering the sheryp drop to core
in 1972, they would have done well to bank more of it than the mére g6

million increase in exchange reserves in 1971.

(8) Exports ' .
Exportes in 1971 showed no increase ovér the 1970 level of $12 mil-
lion. Tt might appear from this that the increese in the export rate--
from 118:1 to 275:1 in October 1970 and 350:1 in August 1971--hagd no
effect. Tais is not the case. In the first plece, & decline in worla
rubber prices cost Viet Nam about $3 million in 1571. Rubber exports by
volume rcse vy 45 percent. In the second place, new investiments ;n.the
fishing and lumbering industries.could be expected tTo bring initial re-
sults in 1272. As an early indication of this, exrorts were &5l pil-
lion in the first quarter of 1972 alone.

H. U.S. Aid
U.S. acsistance deserves sepzrate mention here if only because 1971
"

.
imeert

was to ke the high-weter mark for Import susport. 3By . the term

surrert” is m2snt U.S. eid to finence commer-



cial imports (CIP and P.L. 4B0) end piaster purchases. After 1971, pia-

ster purchases would decline precipitoﬁsly. CIP would average close to

the 1971 level at least in nominal terms, although declining drastically
. : in real terms.

In mid-1971 the future development of these factors was lecss thaﬁ
certain. At one point in Julf, the foreign exchange outlook eppeared
sufficiently worrisome for>ﬁSAID to shif£.POL and Eement,*together in-
volving imports of $95 million a year, to the CIP Positive List. Later)
in February 1972, the focus of concern had\switched to A.I.D. availa-
bility eand cement was put back under GVN financing.

I. Jen.-Mar. 1972

For analytical convenience, this Section has focussed mainly on
eccromic developrents in 1971 and little has been said of the few months
preceding the communists' Easter offensive. There are a few points
worth making, however, as it was an unusual period in its own right.

During the first quarter of 1972 the ecénomy was feeling the ini-
tigl effects of the November 15 devaluation. Moreovgr,.the GVE tcok a

rurver of additionel reasures in the excrange rate and tax areas (See

Section E above), which had the effect of directly increasing prices of
tetrcleun products (FCL), fertilizer, and utility rates. These feactors
heZp to explain a seven percent increese in retail prices during the
reriod. |

There were also signs of reviving speculetion in black merket rates
end in import licensing activity (in Viet.ﬁam, devaluations--forrel cr
éde facto--invariebly were folloved by ircrezsed impert licensing). I~

vert licensing was especially heavy in Jenuvery and wes nctable ir fin-

N
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ished textiles and other luxury items. Licensing levels did not seem to
be sustazinable in terms of market demend and, in fact, & distinct cooling

could be seen by March, as these figures show:

Import Licensing, 1972
($ Million)

January 31.4 L3.7
Februery 25.8 16.0
Merch ) 26.1 22.1

Alzo by Merch, businesses and banks vwere reporting a widespread sur-
feit of inventories. The economy appeared to be heeding for & period of
slowdown, ascribable not only to the inventory situation, but elso to the

ongoing withdrawel of the U.S. forces and the concomitant decline in U.S.

sector employment. In short, the Republic was enjoying something less

. than clear sailing even before the roof fell in with the Easter offensive.

XI. Misfortune Befalls, 1072

The invesion of the South by Hanoi's forces, launched on Maerch 31,
1972, was but one of several horrendous misfortunes to occur, or origin-
ate, in 1972. Besides £he Easter offensive itself end & bad rice crop,
the effects of which would be pret£y wuch confineé to 1972, these were
the‘U.S. force withdrewal and concomitant decline in irmport support, enc
the wverldwide inflation iQ ccrmodity prices.

A. VA Offensive

The North Vietnamese offensive, launched lMarch 31, 1972 end con-
tinuing into June 1972, had immediate &nd severely dameging ccnseguerces
for the econcxy. Physical destructicn was extensive. Two province
cepitels, dozens of lesser towns and villages, more than 200 bridges,

erd »arny miles of nighwey were devastated. About kO percent ol Viet

e . L
) e\
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Tizri's rubter cutput was stopped by fighting in plentation areas. More

than i.2 millior pecple left their hcmes and productive occupations and
bec me refugees. .

Lnother cericus effect of the offensive was its impeact on:private
secter confidence. Consumers reacted by.cuttingldown on deferrable.ex—
penses, busirnecsmen immediatély put off investment projects and bégan
attermpting to reduce inveﬁtgries. The combined effect of the above fec-
tors wes a serious recession. Meny small shops and manufacturing enter-

rrises shut down entirely, end larger businesses laid off workers or

went on shortened work veeks. The recession reached a low point arcund

\

June end ‘there was a grsduzl recovéry dﬁring the last part of the year.
However, the recovery wes far from'complete by year end, &nd several in-
custries, including construction, textile manufacturing, and the whole-
sale trede in durable goods, remeined depressed.

E. U.S. Force Withdrewal

The econcrmic effects of the U.S. force withdrewel, lergely delgyed

for the reeson:s stated in section X, G (7) ebove, beéan to be felt in

1972. Some 47,000 persons vere discherged from U.S. sector employrent

in that year eni probebly ez merny mcore indirectly erployed also lost

i

3

thelr mezns of support. There was ro increuse in the level of GVI ern-

plovrent-—eithner civil or militerr—-so this arees did not provide the

In retrospect, economists would sgree that they hed underestiretes

ne econciic impaet of the whelesele loss of Jobs caused by the U.E.

ct

vithirewel. Ferhaps, if business conditions had been rormel (for Viet

L)

n), these discharged ccuid have becon absorbed with reletively little

c. - ——— .- -———
¢ e p—— e st a
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_effect. As it was, with recession underw;y for other reasons, the effect
was devastgting. Those employed in tﬁe U.S. sector had been relatively
well compensated. The "ripple" effect of their loss of purchasingz powver
was, therefcre, especizlly proncunced. It was particularly noticeable

et and around areas with 2 formerly large U.S. presence, such as Dz hang,
Nha Trang and Qui Nhon, but all urban areas were affected.

On the foreigp exchaﬁge sige, U.S..éector piaster purchases fell to
£213 millien from the pesk ievel of $403 million reached in 1971. The
decline weas more than accounted for by the chenge in the official U.S.
purchese rate, which hed remained at 118:1 after the Ecoromic Refcrm
measures of Hovember 15, 1971. On April 1, 1972, in response to mount-
ing pressures from U.S. Cong;essional sources, the offiecial purchase rate
vas changed to accord, henceforth, with the Financial Rate--at that time,
410:1. Perscnal purchases also declined in 1972, although not neerly in
proporticn to the Tl percent drcop in the average force level, as the per
capite exrenditures of the troops continued to rise strongly.

C. Declire in U.S. Aid

The dzcline in U.S. piaster vpurcheses wes, of course, foresean Ircm
the time of the Midway Ccnference in 1969. In May 1971, top U.S. eccno-

mists from Seigon and Yeshington met in Singepore for a three-day con-

-
0
2]
(]
3
Q
(
o+
3]
[o7]

iscuss this eventusli*y aleng with other espects of Vietrnexl-
zzticn end txne Vietrnamese econcr”. The participants cculéd not know c¢f
the externzl calamities that weould befall Viei MNam beginning in 1972, tul

in no arez wes there to te & grezier frustrestion of expectetions itezn in

the area c7 riaster purchases end U.S5. aid.

S B
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At Singapore, the for£hcoming declire in piaster purchasés wes
viewed as an opportunity, not ec a menace. It was assumed that the de-
cline in purchases would be rmetched by an increase in grent aid, and
that Vielt Ham would thereby ecrn a "resource dividend" from the freeing
of manpover &nd meteriels previously employed, or utilized, by the U.S.
secter. The discussicn turned on how best to teke edvantege of this
"dividend". There wzs no éqﬁsideration that U.S. aid might not rise to
offset ;he decline ir piaster purchases, let alone that U.S. assistance,
in reel terms, would decline drestically. Under the circumstances, ilLe
"resource dividend" would ﬁecome a steadily growing body of the urban
unexrloyed.

The trend in &ié from 1972 through 1975 will be covered below. EHere
it will suffice to note that U.S. impoft support declined from $6h9 mil-
lion in 1971 to $591 million in 1972, as follows: '

"U.S. Tmport Svrovort, 1971-72
($ Millions)

1971 1972

CIP (FY) 281 313
FL 480 Title I (TV) 165 63
Direct Dollar Support - . 2
Fiaster Purchzses (CY) L0o3 . 213
Totel * 8Lg 501

D. “rmeort Prices

Urtil 2972, the moverent in the prices ¢f gools irported by Viet
Yiam wes literally so slight &s nct to be deermed worthy cf notice. AThat
is, irport data could be trested ir nomirzl terms without the need tc
correct for the effect of inflaticp. - Usinz UiS. expert prices as en in-

dication of the moverant of these prices, they can be seen to heve risen
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by only 21.L4 percent in the eight yeers, 1963-T1, which transletes to an

/’4&4

average arnnual rate of only 2.L5 vercent. The beginﬁing of & new era

was signalled by thne Smithsonian Agreement of Decembqr 1971. Overnight

the Japunese yen, to mention Viet Sam's second largest supplier (after

the U.S. itself), appreciated by 16.9% relétive to the doller. By mid-
'===é . 1972 prices of internstionsl comr.cdities were rising on a broad front.

. For 1972 as a whole, Viet Nam's import dollar was worth ten percent less

than in 19T71: the decline for31971-7h would amount to 5h percent.éj Ap-
Plying the 1971-72 impcrt price increase to the iﬂport support dats shown

egbove, the decline in real U.S. import support from 1971 to 1972 was one

of 37 percent.

E. Rice
Still enother misfortune, this one fortunately not of a continuing

nature, was the poor 1972-T3 rice crop. After three successive years of

excellgnt harvests, thke 1972—73 crop suffered from inadequate'rainfall_

during the eerly plenting seescr end, &t 5.9 million tons, was off three

percert from the 1971-T72 crop. I=ports rcse from 140,000 tons in 1971 to

284,000 tors in 1672.

F. Fecnemice Activity

The continued effect of the Wi cffensive end the U.S. withdrewal

- veg & gera2rel rececsion, vkhich wes g%t its mcst severe in the second
guerter of 1972. The index cf mzrulecturing producticn for the year, es

e vhole, was off four percent frcrm 1971. Reflecting the generally de-

g with 2972, &ll meszsu ents cf irport prices are Mission

-
-2 based upon the princi

.
Te

CrE

1 comrcdities in Viet Nam's irmport tr

(o7

'

e.
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pressed business climate, import demand fell sharply. Combined GVX¥ and

CIP licensing (omitting PL L80 data wﬁich are less indicative of busi-

neses ectivity) for the pericd April-December 1972 ﬁas 23 percent below the
' corresponﬁing 1671 pericd. Construction activity was greatly depressed,
especially in urban areas. )

In the agricultural secto}, with rice production off three percent
frem 1571 and rubber brodﬁcﬁion sharply.feduced b& the NVA offensive,
overzll output de;lined ty an estimeted tvo percent from the 1971 level.
On the other hend, the fish cetch and timber cuttings registereé good
gains over 19T71.

G. National lnccme

GVN netionel account statisties shcw a nominal decline of 0.2 per-
cent in GNP for 1972, which would in turn trenslate tc a per capita de-
clire of neerly three percent. Considering thet legal imports declined
by 14 percent in real terms and that. there was undoubtedly a further drcp

in illegal imports (smuggling) es well, the decline in goods availebiliiy

was undoubtedly greeter then this--five percent or more. The burden fell

r:ost heeviiy on the city dvellers and, even mcre, on GVN erployvees. Af-

ter twc years, 1970-T1, in vhich the lenz éecline in reel GVI! wazes hal

=3

been termocreril elted, the slide wves uniervey egein. In 1072 wages
rose only b rercent, cenzurer prices 27 percent.

T b ] A .
H. Selfullelp llocasures

~

Dot all the news in 1672 wes bed. Progress was shown cdespite feclin-

ing aia in exyorts, tax refcris end other self-help measures.

| \@\.V‘
)
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devaluation of September 1970 had not shown results, in terms of expert
earnings, in 1971. In 1972, however, the investnments made in 1971 be-
gan tco pey off. Exports nearly doubled, from $22 million to £23 millicr.
Leeding the way were rubber with $7.2 million; fish products (mcstly fro-
zen shrimp)-$5.5 million; and lumber--33.0 million. The GVI' pursued &
policy of vigorous export promotion (by the standards of previous yezrs,
if not necessarily by tha£ of other developing countries). In Mzy the
export ;ate was set at 500:1, providing an 80 piaster premiur over the
official rate. The export rate was raised to 55C:1 in July where it re-
mained for the rest of the year. The export premiws ranged from 120 pie-
sters (28 percent) in July to 85 piasters (18 percent) at the year-end.
From July on an additional 25 piaster ;ubsidy wEs érovided for the expoert
qf products new to Viet Nem.

(2) Tex Reform

Domestic tax revenues in 1972 registered the first meenirgful yeer-

to-year increase of the ‘entire period of U.S. invoivement, e L5 percent

gein on the 1971 results. Since prices rose by only 27 percent, this was

elsc en irmproverment in real terms. The achieveneri, whichk wzs tre nmire
remerizble considering the eccnemic clirate in vwhich it occurrei, +ves

- ~. . - =
attrivuteble pertly to & troad revemning of the tex structure end pertls
to a whulesale shale-up of Tax Directorate persciel.

Under speciel powers legislaetion grented hirm in the weke cf tire 7L
offensive, President Thieu issued a number of tzx measures in the six

months ended Decermber 27, 1972. Taken a3 a package, these meeszures crov—

stituted a basic reforam of the entire'GVi dcmestic tex systen.

)
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S
The rore significant of the new tax measures were:
~~Tariff Schedule - The lew made de Jure the tgriff schedule sdopted
in November 1271, &s part of the rajor reforr of the exchenge system
‘, ! widerteken at that time. (See Section.zlg'above):

--Proverty Taxes - The new lew replaced a tax that was levied, for

the most part, in ebsolute emounts at rates that hed become negligible.
The new rates were to be based on continued essessments on an ad velorem:
besis, with revenues accruing to locel governments.

-=Motor» Vehicle Tex - Rates wvere raised on all classes o;vvehlclea.

~-Inccne Tex Code - The tax incorporated four earlier taxes on in-
core. The corpcraticn tex was fixed at a flat LS pefcent, the incore
tax et rates greduating from 10 to T0 percent.

-=Valvs fided Tax - The VAT, decreed July 1973, wes to become the

most irporient single revenue producer. (See Section YITI. R(2) below
for the evciution of VAT in Viet Nem.)

—-Svecial Consurption Tax (SCT) - This tax, which would be the sec-

crd most izzorient revenue producer, consolidated existing excise texes,

pereguetion texes, &nd other miscellenecus texes into a single ‘€d vele-

rem tax renging from 10 to 128 percent, levied on certain goods, notebly

Other referms were largely instiiutional. A new investment lew,
‘av"Tbate* in June 1972, was put into operation. An Investment Com-

mittee &* cutirnet level and an Invesizent Service Center were estedlishel,
' .

Thoush few foreizn investors were cofring to Viet NWam in 1972, the GV

<

&
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was ready to offer benefits such as tax concessions substentially equal
to those offered by other countries in the region. A Naticnal Eccnomic
Developrent Fund (NEDF) was also established in March 1972 as e redis-
count facility with preferential interest rates, offering financing to
approved investments, whether of domestic or foreign capital. By the end
of 1972 NOT' hed committedn7.§-billion piasters from its originel funding

of ViI $20.0 billion.

1. Belance of Pavmenis

The balance of psyments results were dominated by two factors: the
$190 rillion drop in piaster purchases noted ebove, partly offset by a
$98 million decline in GVN-financed imports. There was an $11 million

overall deficit. The items involving foreign exchange ir 1971 and 1972

ere sumarized below:

o
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Balance of Payments'— Foreign Exchange Items Only
(u.s. $ Millions)

2971 1972
Receipts
| =] Exports 12 23
Piester Purcheses a/ 403 213
Direct Dollar Support — - 16
Invisibles . 70 81
POL Reimbursements Less Advance .
Peyments —~ - 8
Total ) 485 341
quments‘ _
REs GVN Irports 3Tk 276
o Invisibles . 87 76
Advance Payments for 7OL Less
Reimbursements = 18 -
. Teotal _ 479 352
Change in Reserves fron Qperations 6 =11

&/ Direct dollar support under the A.T.D. suthorization for huneriterien
(primariiy refugee relief) purposes. Hote that the direct dollar suppcrt

figures shown in balence cof pzyment summaries will not egree with the
cerresponding date on Tavle I, 25 the lstier sre on en c¢bligetion besis.

b/ Under the preveiling mathod of finencing GVN reid in advarce for
POL shipwents subject ta later reimburserent from AID/V.
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J. Moretexv Gey and Irfl=ticn

(1) Moneterv CGep

The moﬁetary increzse ac zeasured by the Gap was & modercte 15
percentsj in 1972. G&VI expenditures rose by VN$.110 billion, or U3 per-
cent. Military end other wer-related exzenditures,such &s veterauns'
berefits end refugece costs, were the prircipal factors. The increase in
demestic tax revenues; impfessive es it was, could not keep up with
the increase in exrenditures in absolute terms; however, domestic reve-
nues,ss a percentege of expenditures, rose from 26.6 percent in 1971 to
27.3 percent in 1972. Irpcrt taxes were sharply dcwn owing to'the Xov-
exber 1971 reforms by which the bulk of jrport revenues were shifted
frém irport taxes to the exchange rate. Irport abtsorption as a whole~-
imports plus import texes-- rcse by VES 55 billion, cr 24 percent. Most

gs &nd tirme deposits at the commercial benks continued

irpressive, savin
to rise sherply. The ircreese in 1972 ves cne of VN$ 66 billion, or 68

percent of the increese in roney suprly end savings combined.

The Gep results fer 1%71-1972 are shown below:

wiey

POST="24

L]
.
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e

MCNETARY GAP 1971-72
(VK$ Biliions)

1971

Exvenzicnary

GVY Expenditures 256

. U.E. Expenditures 81
|~ Exvorts : L
Invisibles ] ' 1L

Credit Expansion . ) : 2k

Totel ' 379

Contrectionary

Irports 11k
Revenues 179
(Domestic) _ ( 68)
{Irport) . (111)
Invisibles 19
Livence Devosits ' =13
Savings ' 27
Treasury Bond Holdings of Individuals 4
Ctrher 1k
W Totel 3LL
Errors and Crissions : , 1l

Gan 36

Plus: Chernge in DOD Eszlernnss 10
Charze in Maney Suoolv L6
: X 3 ) 3
Ggo 2z onsr Suzniv st Previzuz Yesr Tnd 22%
% Tno, in Ccmzumsy Prices [UIZ E . 155
——
-

=~

2972

T 366
96
11
26
31,

530
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(2) Prices
Consurer prices rose 27 percent in 1972, markedly more +h&n the 15
percent rise in the Gap. Principal factors in the increase were rice
' price increases on the order of 35 to 4O percent, attributable to the
tight supply situation end to distributicn problems related to the in-
= creased hostilities, and the effect of price increases decreed by the

~

GVK eaﬁ}y in the year (Se; Section zlg,above). Also, highler prices cf
impo}ted g00ds were beginning to have an impact. Besides the nine per-
cent increase in the dollar cost of imports, the exchange retes eppli-
cable to both GVN and CiP-financed goods were devalued by 16 percent in
1972 for e combined piaster cost increase to the importer of 26 percent
(1.09 x 1.16). The increased cost of imported goods would become & rzjor

issue in 1973. -

XIT Recession, Aid De~l1ne, aend The Struggle For Self-Safilc1enc,,
1973-Th

As 1973 began there were grounds for cautious optimisz. The Forik
Vietnamese offensive hed been driven beck end resettlement of the lateszt .
vave cf refugees was proceeding smoothly. The werst of the 1972 reces-

sicn eppeared to be over; in fact, the sveilable indicetcrs showed sigrns

of g recovery beginning ine the fourth zuerter of 1972. The eccnory, &%

eny rete, appearesd to be ting an orderly, if freguently painful, sc-

.\

jusirent in the e-rechlon cf self-sufiiciency. The final effects of ire
- ‘U.8. withar awal--b"tn on erxployment end on foreign exchange eernings--
hed yet tc e reckened with, but exchanze reserves were still et & hi:zl

level &nd there wes hope of an 1ncreasca eid anproprlatlo“. There wes

(‘ inerecsing talk ¢f eccncric develoruent, and a number of prcouising ingzi-

. 7 \({b’
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tutionsl dcvelopments--the ectivities of the néw-Planning Ministry, the
formation c¢f liZDF--arreared to lend substence to the tslk. It was hoped
that foreign investors would finelly respond to the country's undoubted

econoric potentiel.

As v

w

.2vters were to turn out, the country's troubles had barely te-
gun. Leoking beck, at the end of 1973, there were promising developrents
to point to in rice production, exports and rising tax revenues, to nzre
e few. By the end of 1974, however, virtually =211 of the best efforts of
the policy-mekers were on the verge of being undone by the co@bined
effects of world-wide infletion and declining reel aid ievels.

A, U.S. Withdrewel Completed

The lest of the U.S. troops deperted Viet Ham on March 28, 1973,
shortly afier the signing of yhe Paris Agreements. U.S. piaster pur-
chases fell from $213 million ir 1972 to $96 million in 1973 end $97 ril-
lior in 1GT7h. That there remained any piester purchases et all was due,
Tfirst, to ccntinuing purchases bty .civilian egencies and the remaining
civiliens &5 individusls ené, seccnd, to DCD programs thet remeined in
force efiler the withdraval wes ccirpleted. The programs in guestion were:
(1)} the ATD/I]D EBeeligreent Progrem, vherety the DOD funded on a reir-
burserert tacis certein progrens moetly in the erea of highwéy meinterzrce

F

cerried zub thrcough the oreign Ald Chapter (formery the Amerlcan A.1.D.
Chezpter) o the GVII budget; and (2) the Lccel Procurerent Progren, vhere-
tr the TCD turchesed certelin lccally rroduced goods for trensfer te ine

Vietnexmese fLrrmed Icrces under the Military Assistance Support Funcing

(1:23T) rrezren. The Leezl Preoeurerent Progrem, begun in 1971, never
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lived up to the original expectations of earnings of at least $100 mil-
lion. It was dogged from the start b& problems relating to quality con-
trol, failure of producers to meet delivery deadlines, unrelistic big-—
ding end, avove all, a failure of producers tc allow for the effects of
inflation. Nevertheless, the program was & significant foreign exch;nge
earner end provided & prop to %he econory when it was needed most.

The awounts transferf;d under these.two prog}ams in 1973 were:
AID/DOD Rezlignment, $1T.) million; Locel Prcocurement, $28.7 million.> The
corresponding data for 197k are rot aveailable. ]

Another 40,000 perscns were discherged frem U.S. sector empleyment
in 1973, bringing the number remaining employed et year-end to about
15,000. Employment was at a peek of 160,000 in June 1969. The impact of
the discherges was more severe in 1973 than in 1972, éimply becauce cf
the cumuletive effect of loss of purchesing power. It is believed to

have been the principal fector in the deepening recession.

R. Tneresse in VWorlé Prices

The increase in world prices thet begen in 1972 eccelerated in 1973
end throuch the first quarter cf 1STh. Vorld-wide inflation hurt &l1 de-
veloping ccuntries @urirng this rericd, but its effects were especielly

—
(B

severe in Viet Nam's czse. Tris wes partly because Viet Nam happened to
te reavily cderendent onx & rurter cof commoditie€s rost severely affezisd ¥
the infleticn, partly tecause cf the lcpsided néture of Viey Nem's treade.
With irpcrts 20 times the velue of exports, VIet Nam could not regein ¢n

the export side what it gcve up on the import side. Moreover, the over-

vhelming irnrortence of inports in the Vietnsmese economy --Imports were

A0
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‘el

roughly e third of GiP--meant that the shock of import price increases
was felt to an especially great degree in zll sectors.
A Mission study esrly in 1974 showed thet the prices of six commodi-

ties-~rice, petroleur (POL) preducts, fertilizer, sugar, cement &nd

steel--that accounted for 3k percent of Viet Nam's import trade, rose an
== everage of 80 percent from mia-1972 to the end of 1973. The aversge of
all irport prices in 1573 ﬁas 35 percent higher then the averege of all
import érices in 1972; and tﬁe increase from 1973 to 1974, sirilerly ac-
counted, wes an incredible 53 percent. Thus, irport prices more than
doubled (1.35 x 1.53 = 2.06) during 1972-7k.

C. U.S. Aid

With President Thieu scheduled to travel to San Clemente for a meet-
ing with President Hixon in March 1973,.Vietnamese and U.S. Policy-makeré
débated sirategy for an A.I.D. request thet would best balance the coun-
try's needs and the rezlity of'e doubﬁing Congress. The planners could
identify three distinct categories of need: a Qinimum level c¢f &id
needed to rreserve the status guo; .en edditionel ercunt required for re--

construction and resetilement of refugees in the weke of Henoi's 1972

offensive; end & furthar gmcunt to provide a steri cn eccncric develcr-
rrent. The debate was on tZle priorities to be accorded tke three zrees
- and the'extent to which either or both of the lest two skould be secri-
ficed in the naze ¢f y3liticel reslisn.

Tre Vietnamese decided tc go fer all of it. As prepareticn for tre
President's San Clexsnte trip, thsy produced a well-considerec, if cpti-

mistic, study of the eccnory during the period 1973-80. The study indi-

( ceted @ resed for foreizn assistence--defined not to include U.S. pisaster

R B .Y



IRV S -2 ST P UpP P NS S, e L N
- 9§ -

purchases--of $6L9 million in 1973, $763 million in 197k and $717 mil-
lion in 1975, tarering cff, thereafter, to §95 milliqn in 1980. a1l
emourits, it shoulé be noted, were stated in terms of 1973 dollars; thus,
es events were to show, the $763 million reguirement for 1974 would have
|===§ . ' had to te $1.2 billicn if the .purchasing pcwer of the aid dollars were to
be maintained. The Vietnamese pasper expressed the hope that third coun-
try end institutionzl eid woﬁld be avaiieble in rising quantities to help
reach these amounts, but &s no balance of paymenté support had yet been
received from other than U.S. sources, it wes clezr thet the U.S. would

have to foot most of the bill--certainly in the early steges.

Vhile President llixon gave a brosd endcrsement to Viet Nam's regest,

the Congress ves less irpressed. The FY 1973 A.I.D. eppropriaticn for
Viet Nem, after eroortionmert of Indochina funding among the three Indo-
china states, was $313 million. The &mount evaileble for QIP funding{
after deduction of $56 million for the Project Program end $31 million
for Refugee Relief, was $226 million. It wes the lowest CIP elloirment

since 1965, ever in nczinpel terms.

ct

The A.I.D. spprrepriation was increzcsed in FY 1074 to $383 mtllion,

includirgz 2 €50 miilicn Development Loan ard e 846 rnillion Suppleventel

w
i
n
(13
[&]
o'

T y Ccngress in June 1974, &nd USAID was able to funi
en zdditional $2% =illicn for the CIP Prcgrex by cutting the Project Pro-
- gram from $56 rillion to $22 million. WNevertheless, given the aforemen-

ce in import prices, the resl result was snciher

X

ticned 53 percent r

sharp reducticr in the sid level. Irpert surpert, defined as CIP, PL 480
b 3¢ 3¢ ’

( Title I , Direct Dclier Suprert (refugee relief), and Fiester Purchases

av
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declined in all by 62 percent from 1971 to 1974;

U S, IMPORT SUPPORT 1971-Th
(3 Hllllons)

(5)

, (5) Import Peal

- (2) (3) (&) Total Prices Import
o (1) PL 480  Refugee  Piaster  Import  (1971=  Support
ﬁ 4 CIP Title 1 Funding . Purchases Support 100) (& 1972)

1971 281 165 _— Lo3 - 8l9 100 8L9

1972 313 63 2 - 213 591 110.7 534

1973 226 179 31 96 532 149.5 356

1974 335 269 26 97 727 228.8 318

Note: CIP, FFP and Refuzee Funding on fiscal year basis; plaster
purchases on celendar year besis

D. ther Doncr Aid

Third couniry &nd internetional institutions were increasing their

aid, but the balance of peyrents effect was minimal. In 1973 all Other

Doror assistance--$109 milliorn worth--was project e2id. In 19Tk, Other

S e ghdnerpoTvagetuiy

Doncr essistance, in committment terms, rose to $183 million. Of this

AL LIl

amount scre £60 million wes balence of reyments suprort from Frence,

M Jeran end Teiwvan. The amount of Other Denor belence cf peyrents surroert

ectuslly utilized irn 1574 wes 826 rmillicn.

«

ite tae reduction in U.S. irpsort support in 1973 end 167k, ths
norinzl velu2 of irports increesed in both vears: $678 miliior in 1872

to 717 milion in 1973 and 3887 millicn in 197k. There fellcwe & sir-

'J
[3]
' ),
Y
=
0
fl
o
m
)=
w
]
(£
14
(&)

£ paryments summary for 1972-Th:
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Simplified Bzlance of Payments, 1972-Th
(U.s. ¢ Millions)

1972 1973 107k
‘Feceixis
. Exporis 23 60 75
< Piester Purchases 213 96 971
; U.S. AID 418 438 625
ﬁ (CIP & PL L8O Title I) (ko2) (L06) (622)
(Direct Doller Sanport) ( 16) ( 32) ( 3)
Invisitles 81 139 226
Other Dcnor Aid —_— —_— 26
e POL Keimbursements Less
Advance Payrents 8 (-8 (=39)
Total 7h3 T25 1010
Fayrents
Imports 678 717 887
S (6vir) (249) (281) (196)
JRony (ATD Freight) ( 21) ( 30) ( 43)
. (cipP) (28h) (253) (h1g)
(PL 480 Title 1) (118) (153) (203)
(other Doncr) (---) (---) ( 26)
. Invisibies 76 82 66
AR I B . . .
Gk Total -T5k . T99 973
Chanse in Reserves Fr
Orerations =11 -Th 37
Allocziion of 8DR's T 3 —-—
Errcrs & Pmissicns 1 -k 5
Chenr2 in Heserves -3 =75 L2
(zzva) (. 3) (-80) ( b7}
(Cormercial Benks) ( -6) ( s ( =5)
eserves, Ini-Yezr 269 9L 232
- 1. Officiel & 254 2T 217
2. Comuercial Fanis 15 20 15

-

fote: g/ Includes gold, foreign exhznge, and SDR's
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. @) 1973

éiaster purchases declined by $117 millicn in 1973. Offsettingz
this vere $26 nillicn in Direct Doller Support for Rursnitarian Assis-~
tence, the initiel funding under the so-csalled Kgnnedy Arendzent; = $37
rillicr incresse in experts, to $60 milli;n; erd & $59 million incresse
‘==== ) . in invisible receipts, to $13§ rillion. However, peyments for GVI im-

- ports rose by $32 million and the National Fank drew down its reserves

by $80 million.

The phenomenon of sharply rising invisible receipts was etiritutsile

in pert to the sale cf concessicn rights to foreign oil compenies in

August (€17 rillion) &nd to & heavy inflow of short-term capital. The

nature of tris inflow, which was to continue in 1974, was never certezin,

but wes atiributed mainly to tight money conditions end the resulting
shortage of dermestic credit. Sales of dollars by the Viet Cong mzy also
heve teen e fector. OFf the 1973 totel, $17 riliion consisted of currrency
notes turnbi'into the Tanks--no questions esked. VWhether Viet Conz szles

or the szies of hard-pressed local businessren, the cne certeinty is theot

Ij
fo

these currency conversicns would nct have texen place had there Teer

tlack parzet currency premium of eny significence. Thus, the tizat

&~

mongy reooiey was, &t leesst, a necessary ccanditicn for the conversicrs.

2\

Llzest eicne of 2li non=0TET ccountries, Viet Hem experiences =z In-

- creese in its excharze reserves during 197%. Arert from the ¢67 miilicn

Trenium en the efficie
nany = February an

w&as in e
- .
=3 - 1%
T Uiz year it was mu

uring Oc
cwer, usually b

(¢TI ¥]
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of sdditicnal oil imports in 197k, reirbursements. from AID/Washington
legged tehind GVN edvance payments for POL by $39 million, so that the
nef additional ccst of POL to Viet Nam in 1974 was $106 million. This
figure was more then offset by en $87 million increase in invisitle re-
ceipts and an $85 million reduction in GVN‘imports. The $226 million of
invisible eernings in 19Tk included $30 million from the sale of oil éon—
cessions and $5h rillicen of currency coﬁﬁersions et the berks. Owing
initially to the GVii's own f;strictions, exd later tc reduced derend as a
result of the recession, GVN-finenced imports declined from $281 million
in 1973 tc $196 million in 197L. National Bank reserves rose by $Li3 mil-
lion to $217 million (gold, foreign exchange, and SDR's) at the year-end.

F., -+ Imncorts, Heminel and Real

As czn be seen in Section E above, imports rose in both 1973 end
197k, The increese in 197k was to a record $887 million, a gain of $160
million, or 2 percent, over 1973. The increase in PL L80 imports was
entirely due to increased imperts of rice st higher prices. CIP imperts
fell in 1973 owing to the widespread supply shortages of those years,

then rebounded stronzsly as the shortezes ezsed end deleyed shirrents took

place in 19Th. 2= wes the case with izpori support, the epperent rise in

overell irports is Iilusory. With the cete edjusted tc ellow for higher

L4

irport prices, it cax be seen thzt reel Inmzorts declined by 22 percent in

2973 and another 19 tercent in 1974, At trhe 1974 level imports in reel
terms were barely Lzl 7 the 1971 level. They were at their lcuwest level

since 1965 and, in ner capita terms, a2t their Zowest level since 190k

i.e. the lsst yeer tefore lerge-sczle U.S. involverment.
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(u.s. $ Millions)

Imp:rtA Import Prices Reel Imports
Pevrents (1971 = 100) $ 1973 1971 = 100
1971 Tik 100.0 71k 100
1972 678 110.7 612 86
1973 717 1k9.5 L8o 67
1974 88T 228.8 388 5L
G. Efforts to Conserve fqreiqgﬁBxchanae

"Given the unzvcideble féduction in inmports, the GVii undertook dras-
tic efforts to eliminete the fat from the import precsrem. In some cases,
as in the effort tc reduce copsuﬂption of POL, they did not stop et the
fat.

(1) Non-Essentiel Imvorts

Reduction of non-essentiel, or luxury, imports was not, &s it might
seem, & sirple matter. Direct import controls were ensthema to the lib-
eral-rinded eccnomisis (and evén more.so, thei; Azericen advisors) who
engineered the 1970-71 reforms. To be sure, the "open General Licensing"
system bezun in 1670 hai nct functicned for very long as e truly open

syster: enyway (See Section X,F(L) ebove). Nevertheless, nearly everyone

bt gt

oprosed a return to formal licensing feerirng, for orne thing, that & ben

on luxury impcrts vould cnly result in their being smusgled in with en

gtterndznt rise in tre Tlack market rzte.

icn-essentiel impertis would
hzve to be restrictel ithrough indirect zstheds that, presumably, weculd
do e mirirmum of viclernce to the cren eccnexy philoserhy. Accordéingly,

frox Mey 1972 to ndi=-1G7L the OVII irrcsed a succession of indirect mes-

sures bvezirnning with nigs eldvance Ger®sit reguirerents, then increased

A
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fr,q N

- perequ &tlon taxes, and--in February 19Tl--a ban on the use of bank cre~

dit to finance the irportation of any gcods on the GVN's "C" end "D"

e

lists (i.e. ebout 80 percent of all imports that could be considered non-

essentizl).

af

~ ' Tre results wer e'inp ssive., Usin ﬁuAID's definition cof the term,
= . . letter of credit crerings for ncn-essentisl imports declined from an
ennuzl rate of $£7L millioﬁ'in the second half of 1972 to $56 million in
Januery - Jure 1973, $38 miilicn in July ~ December 1973, and $18 mii-
lion in Jenuary - June 19T4. Etated in percentage terms, non-essentiel
irports declined frcm 39 percent of tetel GV import demand (tétal im-

ports edjusted tc exclude sugsr and cement) in July - Deceuber 1972 to

ten percent in Januery - June 197hk. On Juliy 1, 1974, foreign exchange

consideretions having by then become cczpelling, the GVN dropped Open
General Licensing &itogether, in the prccecess bannirz all goods on the
"C" and "D" 1lists. This ccticn left & nuzber of items free to come in,
50 on August 22, 197L, ten additionel ceiegories of goods were added tc
the banned list. Vith virtuelly e&ll ncn-essential goods by then benned,

the GVIl cculd be seid tc heve saved scme $70 million cver the emount

-

expended fer these iterms in 1672,

— . Arext frew Itemes cleearly Ilentifiletle as nen-escentizl, cutbacks
& borderline nmziure. Suger irzorts, which

cost the GV $60 rililien in 1673, were storped sltogether in ;97L

o/ UIIdVe defivi+icn ¢ nor—sssentisl imports wes ell goods to which
T darczit venulrverents vere exviiel ¢n 2/22/73 end 3/3/73. The
- list Irciuded viriuslly &1l irrorte thzt could reet e defirnition of nor-
L essential. .
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Apert from being consumed in great quantities as & sweet, sugar vas &
crucial raw materiel in the beer and éoft drink industries. Fortunately,
the government care into 197k with & strong stock pesition. They were
determired to siretch those stocks end avoid imports by draesticelly re-
ducinrg consurption. This wes done by allowing the dorestic price of-
e . suger to rise in line with the skyrocketing world price. Beer and soft
drirk prices kept pace. Aé_a result, b§'l97h the demestic sugar indus-
try was enjoying & strong come back. It was considered possible that
by 1976, when carry-cver stocks would be depleted, Viet Nem woulid be
self-sufficient--et the reduced rate of consumption--in suger.
The GVN's reaction to the increzse in POL prices decreed by the

OFZC ccuntriecs merits speciel attenticn, since perhaps no country in the

world rade more heroic efforts to reduce POL consurption in this pericd

than Viet Nan

Rising POL prices raised Viet Nam's import bill for POL from $60
millicn in 1972 to $62 millicn ir 1973, for a volume of imports less then
one percent grezter. World prices were then raised en average 150 per-

-

cert ty the CPIC messures of Ncverbter and December 19TL. Faced with the

1 1674 fer the sane exount of TOL cost-

-

prospect of pering $200 million i
irg €22 miliion in 1973, the GVil set =5 its goal a 25 percent reiucticn
— in ecntunpticrn, Dcnmestic FCL prices, vwiich had elresly been raised ty

B

3% +o L7 percernt in Toverter 1973, vere raised ancther 66 to 14T percent

cr Jexvery 1€, 1¢7L. At thot peint gescline was priced &t the eguive-
lert ¢ $1.62 r=r gzllon, cane of the ? 1chest levels in the worlé. FKer:i-

gere, ¢t 1kD rizsters/liter, was triced cut of reach of lower incoze
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farilies, spurring & ma2ss conversion to wood and charcoal for cooking
fuel. Diesel fuel, at 125 piasters/liter, prcvei s0 expensive as to idle
a large porticn cf the ccuntry's motorized fishing fleet, and the price
hed to be rolled back to 95 piesters/liter in ¥arch. The high POL prices,
===== corbired with austerity messures on ite use, mostly in the public sector,
acconplished the GVNi's inmediete objective. Consurption in 1974 fell by
25 pe;ceut, divided roughiy gs follows: keroserne, 63 percent; gasoline,
51 percent; diesel, 15 percent; heavy fuel oil, 10 percent.

As & footnote to the GVi's actions in the POL erea, it mey be noted

that the extremely high price of diesel fuel wes & very ccniroversial

‘issue at the time. Even at the reduced price of 95 piesters a liter,

diesel fuel wes priced at & level far gbove thet preveiling in neighbor-
ihg countries, end there is no questicn thet it affected the ccmpetitive

position of Vietnewmese fishermen. Eventually, 211 21 of Viet Kam's

motorized shrirp travlers were idled, mzinly for this resson. There was

little questicn thet the export earningz forezone more then offset the

.

€3 million seved in reduced diesel imporis. lorecver, the hicher diesel

cost, where it ¢id nct result in actuzl proiuction losses, ¢ié reculs in
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righer creratin

sgriculturel sectcr es well a2s in fishirng., As e tex—--tZe cnly besis cn

rhiich it cculd te defented--the hish czst of diesel fuel wes a hishly

R
11sh.

-~ regressive ore, since it felil most hezvily on the price ¢

Br mid-2974 GV ofriciels hed core to reccgrnize the cversll n;rz*ul

v

effect of the high price cf diesel fuel but,by that tire,were unsble

4 to &z enrthing ebout it. The reasons were na:t_‘ techrnicel, and will nct
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be gone into here, partly matters of face and reclations with the legis-
leture. The issue pointed up a g owing paralysis within the GVN eccno-
ie leaaerahlp wvhich was rever to be resolved.

H. Resource Transfers ’ :

By cutting their ceonsumption of less essentisl goods, the GVIT was

able to mitigele to soxe extent the effect of the forced reducticn in

overall imports. However, the meaningful portiorn cf thet reduction wes

still very considersble. There was rnothing for it but to shift
from import-dependence to self-sulficiency. Necessary to Lhis process

was a shift in relative prices to encourage consumption of dcméstic, es
cpposed to imperted, goods. To this end the GVH continued the "trotting
peg" exchange rate poiicy begun in 1971 (see Section XII,U) for discus-
sion of exchznge rate pcolicy), in =2ddition to the advance depcsits and
increased import texes znplied te non-essential impcrts. Thae necesssry

resource transfers did, in fect, take plece in & lerge nurber of aress.

Thus, wocd came to replacc rercsene as the princival fuel in cecking,

-

rice stravw repleced irmpcried pulyp in the rernufecture of peper, the suger
industry revived, ete. !icstekes vere rade as Vietnerese businessnen,
once egzain, follcweld ithelr ege-old prectice of yiunzing en rasse irto au
grez in vhich scrmecne ghesd cf then hed rede e killing (e.g. the fiskresl
duziry, which cave frcm nowhere tc nire plernts, of vhich crly cre ves
overating by *he ené o? 197k}, but elert busiressrer, esrecielly threse
ztiuned to exprorting, coutd mzke mcrey. Clservers seeing thege changés

vere vont to ccnelude thet it wes highly cowrerncetery end Just vwhat

crhoald heve been herrening ell elerz.. They vere pertly right. Vhet they
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were liable to overlook though, was the great number of factories clos-
ing down fcr lack of imported materials, or for léck cf mérkets as a re-
sult of the.generai recessicnary conditicns. The unemploymént spawned
bty shut dcwns far exceeded the new employrent created by the émbryo ex-
rvert firms, .
In short, the process of change that took place in 1973~Th was
necessary and even hezlthy. The difficulty ley Simply in the absence of
ccnditions necessarj for a.résource transfer of the required magnitude
in so brief a periecd of time. Even simple manufacturing processes based
cn dcmestic resources requireéd capital, and there was not much of it
coming forward. Morecver, many potentially profitable investments
feiled to go forweré because oI pcor '

security conditions; this applied

especially to agribusiness ventures in 1974, Thus, resources idled by

the reduction in irports end bty the low level of investor confidence
tencded increasingly to rerein idle.
I.

Fenufecturing Lotivity

d oy .

Industrial ectivity declined in general owing to shorteges of raw
mzteriels, reduced demeand, high cpersting ccsts gnd, especizlly im 197h,
the goverrment's hig restrictive ecredit policy. URBAID's menufacturin
troduciicn index declinai by € percent in 1973 end by 23 percent in 167:
Tne decline was unint:zrruried in 1974k, the index for the fourth guarter
of 197k étanding at €2 (fourth querter, 1971=100Q). In 1973, certain

firms producing for tre Local Procurement Program or for export, such as
Ay 1}

fless eni plvweod prciucers, continuved to do well., By 1974, with rece:z-
gion sprezding ebrced, these fir:s had becun to founder. Firms deoing

.z to less ess2ntial needs, suth as beer
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and scft drinks. The textile incdustry was generally depressed notwith-
siandings the ban on fabric imports in rid-197k.

Je Azriculture, Forestry & Fishing

(1) Rice

Rice production in 1973 revcunded strongly from the disappointing
1972 crcp-yeer. Production rose 11 percent, to a record 6.6 millicn tons.
The 197L,-75 crop was estimatéé tc have risen & further 7.5 percent, to 7.1
million tons. Fertilizer usage by farmers declined by an estimated 307,
but this fector was more than ofiset by a ten percent increase in the aresa
of rice under cultivation. (Lericultural techrnicians explained that the
major part of the impact from e decline in fertilizer usege is not seen
until the year following that declire). .

Oving to a low stock position et the ocutset of 1973--rice stocks were
only 57,000 tons--and the prerensity of farmers to hcld onto their stocks
es infliaticn gained momentgm during that yeer, the excellent 1973 crop d4id
not leszd to a reduction ig rice imports. On the contrery, rice imports
rose from 285,000 tons in 1972 to 365,000 tons in 1973. Irmports in 197k
were 300,500 tons,rbut this wzs sufficient, even efter lending L5,C0C tcns
to Caxbedie, to build rice gtccks to 2C5,C00 tons ;s of Decerber 31, 1374,
Sslf-sufficiency, et long l&st, vwee e distirct peossibility (perheps a
recessity since it was not certein thet FL 480 rice would be aveileble in
1975)

One event worth roting in 1973 wes the eprroximate doubling of rst=il
prices, refiecting the upsurge In the world price then underway.

In Lurast, under the thresl of short supplies snd rising prices, tte
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system in effect for some yezrs, in which the GVN pprchased some rice

for distribution chiefly to its ex nloyees but left the market generally
free, wes éharply mcdified. Tne GVl took over nearly all ricelpurchasing
end distridbuticn at the vheolesele level and attermpied to enforce price
controls, along with fixed guotas for province delivery to Saigon'asd )
blockade of shipments to cormmunist controlled areas. In December, these
measures were largely reac1nuec

yy

a. The Rice-Fertilizer Price Issue

A mejor pclicy issue in 197k was the relative prices of rice end
fertilizer and the extent to which either, or both, should be subsidized.
World prices of both rice and fe't’lizer rose spectacularly during 1973
and 197Lk. The reteil price'of rice was allowed to reflect most of the
world price increacse, but not all of it. " Reteil rice prices rose 143
percent (no. 1, 25 percent brcken) from the fourth quarter of 1972
through the <F‘our.,h quarter of 197k which just matchei the rise in con-
sumer prices generally. Howvever, by January 1975, ihe reteil price of
Soc liau, the mcst cormmon Vietnemese brand, was 23 De;ceﬂu beiow the Trea
price et the preveiling exchznge retes, &nd the GV did rot think it

politicslly fezsible to clcose the gep given the prevelling recessicnery

end derestic fertilizer prices nzl Yeen gllceved to fellew them up, risinas
285 perczrnt in the gzrme 1072-74 peribd. The decliring rice:fertilizer

vitel dwxi-ve Tor seil-sufliciency.
The ceneideraiions were: ({2) rzise the rice price to gain the pre-

ducticn incentive, meanvhile risikin’ the political reaction, (b) sub-

-

ot
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idize fertilizer to get the same (pr°sumao v) pfoductioﬂ incentive, dbut
incur & budgetary.cost; (c) leave thirgs as they wére; (d) try a com~
bination of (a) and (b). Complice:iing the matter was the fact that the
world prices of both commodities were fluetusting widely, meking calecu-
ations of fulure subsidy costs virtually impossible.

It was decided in July to subsidize fertilizer at a price deemed
necessery to encourage fafﬁers to use it (i.e. aé aboufltwo thirds of
the world price). Rice prices would continue to be raised gradually tc-
werd the world level. The fertilizer subsidy, implemented in September
197k, was expected to cost the GVN V1820 billion a yeer. It eppeared to
be working well early in 1972, but a number of eccnomists continued
strongly to fevor abandonment of the subsidy and higher rice prices, es-
pecially sc &s the budgetary outlook worsened.

(2) Other Crovs -

Other crops posting good production increases in 1973-T4 included
sugar, corn, and pesnuts. Expansicn of suga; output, under the impetus
of soaring world and domestic suger prices, was especielly impressive.
Tctel hectersge is estimated to heve risen from 13,000 in 1973 tc 20,3C0
in 197k, end artisan mills sprang ur Ly the hundreds. The countxy
regched self-sufficieney in corn, wiil prcéuciicn rising by an estimzted
ier percent in l97h.. Relieble cztz vere not ava:lable on peenut pro-
ducticon, but & processing Irndustry hedé begun to aevelcp end.the need fcr
0il imports wes declining. *

(3) Fcrest:y
The forestry industry did well in 1973 or the strength of exrcr

gerand, nostly fecr pire legs, but ran into a wide zrrzy of difficultizs
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(‘ in 1974. The world market for lumber and wood products turned soft,
mzny areas were closed to lumbering for security reasons, fuel costs
rcse sharply and the .industry was piagued by bureaucratic restrictions
of one sort or another. Exports of logs and lumber fell from $12.2
million in 1973 to $9.8 million in 1974, and exports during July -

g December 1974 were only $2.3 million.

(4) Fishing
. The fish catch reportéély rose by ten percent in 1973, but de-
clined somevwhat in 1974 under the impact of high diesel fuel costs (See

Section G (2) =bove) and, in some areas, security restrictions. A

lerge portion of the country's motorized fleet was idle during the yesar.

Declining world prices for shrimp produced a levelling off in export

earnings efter the first quarter of 1974. For all of 1974, however, ex-
ports of fish products reached $29.4 million, up from $13.9 million in

1973.

K. Lend Reform Procrem

A development of great significance to the egriculturel econcry dur-
ing the 1970's was the Land-to-the-Tiller Program. Begun in Merch 1970,

its forzal ccmpletion wes ennounced in Merch 1973. The LTT Progrex,

vhich is covered in deteil, in a separatie sect:r-pa_er, resulted in the
transfer of scme 1.1 million hectares of lend, close to one-third of all
the cuitivatei lend, to 800,000 tenanfs ccmprising, with cependerts, scxme
- 40 percent of the rural population. The program virtually abolished
land tenancy in Viet Nam. It raised the living stendards of the ferrer
30-50 percent and wes responsible foq e major share of the investment in
( ezriculture that was so noticeable during thesé years. Compensesticn to

former landlords totaled VN$201 billion in cash and bonds.

B e o
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\ . L. Exports .
ﬁxports wvere the principal bright spot during 1973 end, at least,

by comparison with the rest of the econory, in 197k. Helped by strong-

ly risinc prices for rubber, shrimp, and pine logs, export earﬁings in-

creased from $23 million in 1972 to $60 Qillion in 1973. Vorld deménd
‘==% ‘ ) for Viet Nam's princip:=1 expo}ts continued strong through the first cuzr-
ter of 197k, but then slackened &nd the export trend was flat thereefter.
Totel earnings for all of 1§7h were $75 million,.a disappointrent in
view of earlier hopes fer $100 million. A hopeful sign in 1974 wes the
progress nede by exporters of manufectured gocds, nctably handicrafts,
finisﬁed plyvood and furniture. The most importent exports in 197k, ranked

in order of eernings, were as follows:

. : ($ Millicns)
1973 197L
Frozen shrim 12.7 2.5
Rubber 12.7 1L .k
Fcrestry products 12.1 10.2
Fish prcducts (except shrirp 1.2 L.9
Coffee 1.8, 4.5
Eendicrafts { 1.0 2.6
Ken-ferrous scrap 5.5 1.8
Tes 0.6 1.2
Duck fezthers 1.3 0.9
Cinnamen 0.9 0.7
Other 10.¢ 9.3
Totel 60.k 75 .0
' e Torzizon Investhent

With the 1972 XVA offensive, most majcr vrosvecis for foreign in-.

aris sgreement and cease-Iire did little 1o
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investors. Absence of OPIC guarentees fcr Lmerican

investors, ard a similer leck of gurarantees fc¢r Jepenese investers, con-
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tributed tc the constrzints in 1973. Another less recognized factor
inhibiting foreign investment in the 1970's wes the array of buresucra-
tic obstacles confronting potential investors. Regardless of the wording
of the liberal Foreign Investment Law, and the undoubted gcod intentions
of top level GV officiels, Viet MNam remaired ensnarled in red tepe and
deley at the lower levels of government. Countless stories of potentiel
investors having to get séores cf separate epurovals from lethergic,
sometimes hostile, cifficials located all over Saigon, attest to the fore-
going. In an effort to solve tke problem, the GVN in 1974 initiated a
"onefstOP investment service," vhich was suppcsed to place in one build-
ing representatives of all mipistries chérged with passing on invest-
rent prepesels. It soon developed that the representatives assigned to
ihe "one-stcp service" were not vested with final approval authcrity and
were merely referfing proposals back to their ministries. By the tire
this problem was ironed out, it wes too late irn the &ay to do very much

for foreign investment.
4
(1) 1973
Ne rezjcr invesimenis were mede, elinoush a trickle of sz2ll invest-

rents ccrtirnued. A totel cf $22.06 rmilliicn in 55 projects from 1L cown-

provel in 1972, of vwhich only a few were %o

8]
(44
)
1)

tries received GVI &

rd

ct+
oy
]

the irplementztion steze. Tre principel dsveleprent in 1973 ves

(]

stert of oil explorsticn off Viet Fen's east cosst. Bidding for leases,

postpened st the time cf the 1972 offensive, vas held in July 1973 znd
resulted in lease coutracts with four foreign grecups. Some $17 nillicn

ves peid cver in signziuwre bonuses in Serterber.
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(2) 1974
Ofshore oil exploraticn accounted for much of the activity and rost
of the excitement in 1974. Quzntities of o0il were found in two test
wel;s in August and September. 3Both wells were cepped and drilling was
begun in neighboring areas tc deterrine whether oil existed in commer~
cielly exploitable quantities. The oil compenies paid $30 million to
Viet Nexz in exploration feés during 197L.
. _

" Concluding more than two years of off-end-on negotiations, the
French governmernt, several benks, and Polysius (an eguipment supplier)
agreed in December 1974 to firance a $40 million expeansion of Viet Nam's
Ha Tien cement facility. The project was to expand Viet Nam's cement
output by 70,000 tons annually, bringipg production to 80 percent of the
qountry's cement requirement. On the debit side, negotiations with with
Hyatt Internaticnal Holels for coustructicn of & luxury hotel in Saigon
were postponed indefinitely in.Kovember vhen company officials &nd the
government failed to agreé on tay considerations efter two years'of try-
ing negotietions.

Apar:i from these major developrents, new investrments in 1974 con-

-

sisted of & number of smzll firms, mostly in lebor irtensive, light renu-

L
facturing mreojects. £ totzl of €€ prolects velued e+ $€6.9 rillion re-

There were a numver of premising instituticnsl developments in 153716,
CPIC suarantees for Arericen investiors vere reinsteted on August 17: tre
Exporti-Irzort Bank revised pest policy end egreed tc consider firancing

- -

prcoosats; and the CVI decreed estzdlishment of Viet Hem's first Expert

e e =t e = i e T e e~ | e - e RE— - s b e ———— = - —a— s W in F ¢
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\ Prccessing Zone cn May 19. BSome six firms applied for OPIC coverage
Cre loan epplication was subnitted to the E¥x-Im Bank to finance equip-

(4

ment for the Export Prccessing Zone eand a project to build an earth sete-
llite grouné station was to be submitted in the future. The E?Z,‘located
in the Saigon rort area, contracted with seven ténants and three were in-
E::E% stellirg their eguipment in 19Th. The projects, 211 joint venturées with
Vietrsreze and foreign capital, were to produce germents, knitware, work

gloves end furniture.

K. Income and Emtloyment

GV.Y netional asccount statistics show virtually no change in GIP frow

1971 to 167k, which would tronslate to a per capita decline of eight

percent. Very likely the dsta err on the high side,_especially with
i respect to 19Tk where it seems certsin thet the sharp declines in manu-
fac@uring, forestry, and fishing more then offset the . . gein in
'y}?g : crop output. Moreover, gcods availability, or consumption, certsinly
legsed behind GRP, inesmuch as the latter was mainteined by a continued

growth in thne public sectcr. }ission economists estimated the per cepite

declire i private consurpticn at from 15 to 20 percent during this

Trn2 imrect of the decline wes most hezvily felt in the urbean

erezs. In Fact, il eppears cn the whcle thai Incoze levels wers mein-

) telirel, rerhers even improved scmevwhet, in the egricultural areas. EIven
- this stzierment needs qualificsticn, since, unquestionably, the Delte far-
rey &7 vetter than the ferwer in cenirel Viet Nam. Assumirg, thoush,

iheil Soonl dnceomoes on the everege helé unchanged during 1971-T4 and thet
iie L2 rercent ¢f the prpulsticn classified as urban suffered ell cf the

——

cruary~vwide Geeline in inccre, the fall in per cepita urban incomes

R o : ,]/\*D
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. .
alone had to be one of 36 to 48 percent. This statistic was borne out
by the countless stories cof individual hsrdship, sas wéll as by the un-
doubted steep rise in unerplcyment.

Data on unerployrment in Viet Hem were unavailszble. 1In e&n effor@ to
satisfy the foreign press, which seeringly could not believe the figures
vere ngt there, Mission economists used.g rule ol thumb calculetion to
show that unezployment b& the end of 1974 had to be a minimum of 1.2
million. In erriving at this figure, it wes assumed that full employ-
ment, except in the frictional sense, existed in 1971. That provided =
"basic" unemplcyment figure of 230,000 (.03 times the 1971 labor fecrce,
estimated at 7.8 million). It was assumed thet there was ro net Jodb
creaticon durirg 1971-Th, the roughly 30,000 rew jobs in government plus
any new Jjobs in esgriculture being offset by Jobs lost in industry. To
the base fisure of 230,000, cne then edded the ratural incremenf to the
labor force end the 300,000 either éischarged from U.S. sector employrent
or indirectly urerployed es a result of the U.S.'vithdrgwal, and sub-

tracted the ennusl draft of males tc replace military losses:

Besic unempleyment, 19T1i-T4 230,000
Lebcr force increment, 1971-T7L £50,000
Decline in U.S. secter exmplcymernt 200,200
Suticizl 31,380,000
Less: Militery replucersnt ._=150.000
Prsimated unermlovment, 107L 1,200.000

The estimated 1.2 million unempicyred was equivalent to 1k percert

of the labor Torce or, since virtuzlly 2ll of the unerployrent existel in

£

8) S0tL.=cm.52) = .0
b) .58+(.42x.%4) = 85
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£
b the cities, once-third of the urban labtor force.
0. Money Supply and Inflation
(1) 1973
, Money surply increased in 1973 by Vii$ko.3 billion, or 17.7 percent s
rore broedly defined to includé savings deposits, the incresse was one of
‘==§ ViSTLE billion, or 26 percent. Meny believed thet the alternative, or

L2, definition of money suwvply hacd becorie necessary because of & tend-

[ ]
ency cf savings deposits to become more liquid during 1973.
Vhatever one's definition of money supply, its incresse wes far out-
‘ *
stripred by the rate of infletion, which reached 62.5 percent. Two-

thirds of the 1973 increase could be accounted for by the higher prices

of imported goods within the price index, and the doubling of domestic
;ice prices discussed gbove. Prices of imported goods were propelled
toth by the world-wide commodity price inflaticrn, which in the case of
Viet Nam's inflation amounted to 50 percent du;ing the yeer, and to the
continuing piaster devaiuwation. During l§73 the GV import rate was de-
valued by 18 percent, the CIP rate by LS percent, for en averesge develua-

® ¥
ticn of 31 percent. Allowing, then, cnly for exchange rete cdevalueticn

erd doller import costs, average pisster irmort costs rose during 1973 by

_'
96 percent (3.31x1.50=1.94). With import tax increases and edvence de-

@IS VWerzing Class Index, witnout rent. Tnez more widely quoted UsilD
-z S

riex rose 65 rercent. This pzaper has esdhered tc the brcader-based IS
nds: cughout
® 2 weirhted by valuss of GV end CIP imports in 1972: gak 9 mil-
8% rillicn, respectivels. "TL 48D ipports onmitted es scue were
-+
I (V)

he GVH raté, scme to the CIP rate.

/V\'b
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Worlé-wide inflation got & fresh boost with the_lSO percent rise in
POL prices decreed by the OPRC ccugtries in Ncvember end December 1973
ernd, as was ﬁoted in Section G{2) ebove, the GV passed on all of thre in-
crease, and then some, in pump priﬂes. Wiﬁh this_as stimulus, ccnsumer
prices recse 21 percent in the first quarter of 197h, en ennuel rate Qf
over 100 percent. At that point, the world-wide inflation slackened to
an agnual rsie of abcﬁt teﬁ percert and Viet Nem's inflation subsided to
& 'normal' Vietnamese pace. Prices for all of 197k rose by 37 percent
(én the USAID index; KIS index not available for all of 197L).

Money supply in 197l increased by VN$65.9 billion, or 2L.6 percent.

M2, or money supply defined to include savings deposits, rose by 33.3

percent. By either definition, the increese in money suprly again

trailed the rate of price inflaticn.

GVX pclicy with respect to credit was to accord maxirum priority to
develorment lerding, primarily throuch the develovment benks (IDB and

ITZZLIK Ter irdustry end ATEV for egriculture), reenvwrile keeping & tight

reirn on creiit for other purpcses. Irporters ccrtinued to cleim a2 lerge

cn es, vhetever their reel vzlue, the piaster

e E . 3

S

1

-+
v expans

(&
I

ce stronzlyy revertheless, in 19Tk net

[

value of Irngorts centinued te r
credit exteried bty the cevelcpmarnt berks for the first time exceeded the

anmount of credit extended Tty the ceormercial berks.

A

USRI SOV DI INeT N P e NP N RSEY.
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Net Credit Extensions 1972-Th
(V&3 Billions)

Credit Outstending Yeer-End Year-to-Year Increase

1972 1973 197k 1972-73 1973-7h
Commercial Banks €3.6 149.7 186.5 61.1 35.8
Development Eenks  22.0 Lo.1 82.5 16.1 La.y
(Industrial Banks) ( 6.5) (10.3) (20.0) . ( 3.8) ( 9.7)
(ADB & Rural Banks)(15.5) (29.8) A62.5) _ (14.3) (32.7)

Credit policy ves notras restrictive in 1974 as the dete above
would imply; there was a VN $43.2 billion decline in advance deposits
outstanding that served to ease £he situetion. Moreover, to the extent
firms were heving difficulty obteining credit--and there is no question
that they were--the competing-attractiveﬁess of Treasury Bills--at no
risk to the banks--vas probebly rore of & factor than credit restreint
per se (seec Secticn (3) below).

(2) Seviars

The tendency of savings depcsité to tecgre more liquid was eccom-
penied by a levelling off in fixed tern depcsits‘after the first quar-
ter of 1973. The incressingly regative interest rate was, at least,
rertly respcnsible, as tire deposits rose by only Vii$ 1.k billion for
the full yvear. The cicsing ¢f ixe Tirh I'ghia Benk, Viet Nem's second
iergest, &3 & resuzt cf corrurticn charges levied on its president, rro-
Guced e lessening of confidence in the tenking system end ﬁas alsec et
lezst e tefporary fzctor in the levelling off in time deposits. Tixe
derosits beran to rnove upwerd egain in 197k, éspecially later in the year

zs the infistion rate sloved. Trezsury bond holdings cof individuals

rouzily doubled in both years, resching VIS Lk billion at the end cf
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197k.
Tcgether, time deposits and Treasury Bond holdings of individuals
rose ty Vii$ 61 billior during 1973-T4 and were a vital factor in limiting
. the ircrease in money supply.
(Vi $ Billions)

a Outstanding,
Yezr-Erd Incresse

1972 1973 197k 1972-7k

ol 1) M (DPemand deposits & Currency) 227.8 268.1 334.0 106.2
i 2) SEvings deposits 58.5 92.2 152.2 93.7
‘ 3) Mo (i + saevings dep.) 286.3 360.3 L486.2 199.9

k) Time deposits ) 57.9 59.3 87.3 29.4
; 5) Treasury bond holdirngs of individuals 12.5 24.0 Lk.0 31.5
! 6) Time deposits plus Treazsury Bill . T o
; : holdings 70.4  83.3 131.3  60.9

It T) My (M, 46) 356.7 u4L3.6 617.5 260.8
i 8) (B) as & My 23.3%

(3) Interest Rate Policv

GVil interest rate‘policy was the subject of considersable aszbate,
especially in 1974. The debaté was on the overall rate level, the sub-
sidiary quéstion of Treésﬁry Bill rates, and the level of develoﬁment
lendinz retes in genersal.

a. Overasll Reste Level

The mission began urging the GVi to reise interest rates in 1973,
L ]
mrainly tc encourease term s=zvings which hed stopped rising eerly in tlre
year, tut also as a chezk to lending sctiviiy in generzl. The move vas
strongly resigted by influentiel Cabiret rervers, including the Finzrce
Minister, end nothing wes dzone. By early 197L most observers seemed t¢
feel thzt in view of the deerening recession en increase in irnterest

rates was no lcnger desirable. The debate had, however, acquired a life

| ¢
,
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- of its own end, in July, those in favor finally érevailed. Interest
rates‘were reised by twe to three points scross the board, producing a
prirms lending rete~-after the value edded tax end miscellaneous banking
cherges--of 35 percent. )

The July increase seenced from the st;rt to have been a mistake;

_ . there was & strong cry of pvrotest in business circles. USAID advisors

urged thet the rate be lowerec but, ebove all, kept flexible. There weas

ne retreat end, meanvhile, thc issue became mlxed up with the question of

interest retes on Treasury Rills.

b. Treasury Bill Rates

Treesury Bill rates, et 19 percent, were well below the prime lend-

ing rate of 26 percent but, as earnings on Treasury Bills were tax exempt,

the larger, profitable banks could do better buying bills than meking

business loans. Bank purcheses ¢f Treasury Bills had been enccuraged *c

: . provide an cutlet for the increased savings of individuals in the wake
of the 1970-71 reforms, &rnd the pclicy hed worked well. In the hezardcus
business climste of 1974, however, it appeared too much of a good thirg.

Eank holdings of Treessury Bills rore than doubled in 1974, risirng from

Vi$ 6f hillion to VN$ 14O tillicn. The VNS 72 billiecn incresse contres-

sese in ceomrmerciel lcans cutstending of only Vn$ 37 ©il-

t
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.ized as e factcr in the deeperning recessicn.

- The reccrrendied solution was eliminstion of the tax exempt featuré
glens with a moderate incresse in 2ill retes to reterin an aspproprizte
incentive for the benks tec encoursze savings deposits. After prolongeid

. on Januery 1, 1975
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feature on Treasury Bills and lowered bank lending rates by two percent,
but they neglected to adjust Treasury Bill interes£ rates. The result
appeared to be the worst of both worlds. Bank loans remained unettractive
to the bankers, and now Treesury Bill rates were too low=-s0 the bankers

’ f elleged~--to cover the interest they hzd to pay on deposits. One undesir-
gble result wes that many dbanks begen turning aveay, or limitirng, new sav-
ings deposits, a situation_that was tc prevail tbithe end.

c. Development Lehdigg

Lending retes of the twc industrisl development banks were set at
15 percent for the obvious reason--tc encourage development lencing. The
policy was successful in its imicediate goal, as these instituticns had

no trcuble lending up to the 1imit of their capital availebilities. How-

ever, the low lending rate encouraged speculetive projects, especially
where the borrower had access to import funding. The issue had nct been

explered in depth by the time Seigon fell.

Agricultural lending rates were set roughly at par with those of
the commercial banks. Dexmend was strong and there was a. gocd eccroric
cese for letting the rete move upward., The baaking system ecccunted for

only a very small share of tcotal agricultursl credit--perheys 20 rercert--

the remzinder beinz surplied from treditional sources (merchents,

.-

roney lenders, etc.) at reies up to 60 percent cor more. If the iZ3 and
v 1 ] >

- . rurzl tankts cculd reise their rates, ther cculd presumebly rzise more--

eveniuslly all--of their capitzl from sevinzs, thus doing ewey with in-

fieticnery budget edvences. Agriculturzl lending rates on the whcl

te brought down, even though bank rates would rise. An offshoct
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of the argument held that the ADB vas so inefficient—-in fact, it wes a
deficit operation even with interest-free GVN sdvences—that it should
e reqguired to earn its own way one way or another.

The ergument encountered the flat refusal of the Ministry of Agri-
cuiture to ccuntenance higher lending rates, &nd there were few willing

to contest the issue in the difficult politicel climaste then preveilireg.

Q. GYN Expenditures
(1) 219713

GVN expenditure during 1973 totaled VI$ 515 billion, including
Vii$ 38 billion for the Relief, Rehazbilitation and Reconstruction progren
announced in July (see Section T below), compered with 1972 experdi-
tures of VN$ 366 billion. This represented an increase of gbout L1 per-

cent. Since the year-to-year increasé in prices was on the order cf L5
percent, GVN expenditures declined slightly in real terms from 1672 tc
1973. During 1973, wages of GVN civil and military employees were
raised only once, by & fiat VN$ 3,000 per ronth, effective Septerber :.
The averege increase in payrcll coét of this reise was only etcut 17 Ter-

cent. It is, thus, apperenrnt that the GVi's soldiers end civil servents
agein bore a major shere ¢ the real burden of inflation in 19
L J

"

fernse cortinued to be the zzin budzet expense, iaking sbeout VI8 283

6]

tilliorn, or 55 percent of total exmeniitures in 1973, cerrered to VIS

ot
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vercent, in 1972. Defense costis were still dorirc
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GVN expenditures in 1974 totaled VN$ T20 billion, an increase of L0
percent over 1973. Expenditures under the Relief, Rehabilitsetion, and
- Reconstruction program emounted to VH$ 50 billion. Security-relateé ex-
. o, penditures (MCHD and Police) declined as a percent of the totsal, frem 55

percent in 1973 to 48 percent in 197k. About VHS 70 billion of the total
recresented net financing of NFA rice operetions, half for the rice sub-
sidy and half for stock buidpp and miscellaneous expenditures. Export
and fertilizer subsidies cost another VE$ 15 billion between them.

In an effort to dezl with rising unemployment, the govern;ent ey-
pended its short-term work progréms. In the Seigon area 7,000 people

wvere employed ir public service projects similier to the successful Da Nang

effort (Agency fcr Development of the Da Nang Area, or gDDA) that begsn
in 1971. By year's end, total employment.in Job prograxs hed reached
25,050 throughout Military Regions 1, 2, and 3. The government was plen-
ning further expansion in 1975, with emphasis on small labor-intensivé
developrment projects.

R. GV1 Revenues

1973-7L Peculis
l —— 1 oS [}

Derestic tax revenues rese drematically in 1973 end through the
first qQuarter of 197L., The 1973 increase vas cne of 93 percent, which
trenslsted to a real inerease cf 33 percent afier alloweance for a L5

- percent rise in averese rrices betweén the tvo yeers. After the first
guerter of 1974, revenues flatiened cut, reflecting the severe- recessicn

end ccasegusnt erosicn of the fax bese. It appezred also that the ir-

petus given to tex revenues by the 1972 tax meesures and by the inaugura-

e e QA
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tion of the Value Added Tax in July 1973 had been largely spent. Domes-
tic reverues for ell of 197k totaled §N$ 296 villion, a 53 percent in-
crease over the VN$ 193 billion collected in 1973. The 1974 performance
represented a six percent decline in real terrs.

Irport revenues were little changed during 1972-Th. A declininé

proporticn of highly taxed luxﬁ:y imports offset.the effect of & rising

piester valuve of imports.
(Year~to Yeer

(vi’$ Billions) % Increase)
Tay Revenues 1972 1973 ;215 1972-7T3 - 1973-T5
Domestic 100 193 296 93 53
creign _ b7 __53 b7 13 - f11)
Totel W7 - 246 343 68 39

(2) vValue Added Tax

The rost important development in the revenue area during this
period was the introduction of the Value Added Tax (VAT). Announced by
Presicdentiel decree in 1972, it had 6riginally been scheduled for imple-
rentation cn January 1, 1973, but was postponed owing to technicsal pro-
blers eund the sbsence of any public irnfeormaticn progrem et the tirme. Un-

fortunately, there was s+ill no public information progrem when the VAT

wag Sinzlily launched on July 1, 1973. VAT, in its initiel form, sarplied

toc trensacticns dova to the retall level, incluéing the srallest of

fivms ("zrthing not on wheels" was the Finanee Ministiry's intenticn).

It wes & highly sorhisticated tax with a history of difficult irplementea-

tion even in Europe. IIot surprisingly, it proved utteriy confusing to

ch
3
i
47
/]
(1]
-

the small Vietnam rerchants, mest of whom failed to comprehend the

"vaiue aif23" espect of the tax end simply tacked ten percent onto their

\]
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prices. Prices shot upwa£d across the country in reaction to the VAT and
there was a public outcry reminiscent of the reaction to the austerity tax
measure of October 1959. After mucﬂ agonizing, the GVN‘finally backed
down ani, on August 9, regcindsd that portion of VAT that aprlied to re-
tail trade. It was left intact for imports end at the wholesale level.
====5 While VAT probably did not have a permanent effect on the rate of
inflatiorn, it did azgravate the economic situation in 1973 and, perhaps
most'ug}crtunate, wes an important factor, at least, in the resignation
of Finance Minister Trung, along with Econcry Minister Yigoc, in October
1973. For all of that, thé VAT became Viet Nen's biggest single revenue

producer. It was a cruciel factor in the Directorete General of Taxe-

tion performance during 1973~74, which, by any reckoning, was one of the
leeding success stories of the U.S. involvement.

S. Deficit Finencing

Domesiic revenues accounted fer yl percent of GVH expenditures in
1974 es compsred with 27 percent in 1972 and only 19 percent in 1971.
levertheless, the deficit, before foreign eid, remeined at 52 percent

of expenditures. The following tetle shcws the develcpment cof the defi-

cit Quring 1972-7Th &xnd its financing. ' Nctewsrihy is the sherp irereszsse

-

e of firercing 2ccounited for by Tregsury Eond sales in 1G74.

in the sh
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1972 1973 197k
(VH$ 3 millioms)
Ceiculstion of deficit
Expenditures 366 515 720
Revenues L7 2Lé 343
(Dorestic) (100 ) (193 ) (296 )
(Fereign) , (47 ) (53 ) {ur )
Deficit before foreign aid 219 - 269 377
(Domestic revs. as % exp.) ( 27.2) - 37.5) ( L1.1)
(Deficit as % exp.) ( 59.8) ( 52.2) ( 52.%)
Finercire of the deficit
Ccuntervert 109 133 258
HEVI: edvances -28 85 29
Treesury bends 37 18 90
.. Revalustion profits 61 - -
» Otrer (edjustments) 4o 33 -
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T. Economic Development

Until the 1970's economic development took second place to stabi-
lization and the effort to control inflation. Development took place

: but did so through the workings of a markel economy end not as a formaf
lized effcrt. The principgl planring exercise was the work during 1967-69
of the Postwer Planning Group, ajjoiht effgrt of the Development Resources
Corporation headed by DavidhLilienthal, and a staff of Vietnamese economists
under Professor Vu Quoc Thuc. The grour's studies culminated in some 60
papers end studies, the most importsnt of which was the 3-volume work,

"The Postwar Development of Viet Nam; Policies and Programs." The GVN

did not make a serious effort to follow-up on the proposals for further

wvork made in this study.

The existing planning sgency was upgraded from Directorate General
to Ministry status with the formal establishmenf of the Ministry of
Planning in June 1971. The activities of the new Ministry centered on
the production of a 1972-76 Five Year Plasn, vwhich was pre§ented to Presi-
dent Thieu in the summer of 1972 &nd received his formsal epprovel in

November cf that year. Unfortunately, events in the form of the WA

offensive hed overtaken the planners. Vhile reted a gocd job in terrs
of internel consistency and logic, the plan was unreezlistic, heving feilel
to account for a bad year right et the stert. »it vould becore rore =C &s
resl aid levels declined during 1971-Tk.

Meanwhile, & number of more precticel deveiopments hed been tzking
plece. A new liberal, TForeign Investrent Levw wes promulgated in 1072.
An Export Development Center ara &n Investmeﬁt Service Center were estsb-

(' lished. The Natioral Econoric Develcprent Fund (IEDF) was started on
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March 1, 1972 to provide medium and long-term credit to business through
develorment banks and other financial -intermedieries. The activities of
the Agricultural Develcpment Eank (ADB) ené rural banking syétem expanded
! and received official encouregement. The Hendicraft Development Center
was revived. In general, the rew institutions were capably staffed and,
despite early difficulties, performed usefully.
In ﬁgy 1973, as a follo%—ﬁp to his meeting with President Nixon at
San Cl;mente, President Thieu proclaimed an "Economic and Social Recon-

struction Progren," designed to restore the damege dcne by the 1972 NVA

offensive, complete the Refugee Resettlement Progrem, and lead the

country to self-sufficiency by 1980. A VK$150 billion piaster "Recon-

struction, Rehabilitetion, and Redevelopment Fund" was establiched &s
an extrabudgetary fund to finence sctivities in the arees named. Foreign
donors were invited to finance the new "3-R" Fund.

Curiously, the 1973-80 program and the 3-R Fund originated nct in
the Ministry of Planning bﬁt'at the Ministry of Finence, which received
Presidentisal epproval as the coordinéting body for ell foreign eid.

The Flenning Ministry in 1673 vas being pressed by USAID to move

evey from its penchant for formzl macro-economic pl;nning into identi-
Tication cf actual projects. To that end & "shelf" of projects, intenied
es a focus for potential foreigr lenders, was produced in mid-1973. The
list wes not well ccnceived, end despite further efforts, the GVN never
we$s eble to prcduce a truly creditable, cerefully costed lisfing of weli
defined develcprent precjects.

Sreniing under the 3-R'progrem légged fer behind the initial VI$150

- billien figure, tctalin=~7:i#38 billion in 1973 and about VN$50 billion in 197%,

o
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" Most cf it was for refugee relief. Of ihe renmainder, the Agency for the
Develcprent of Da Nang Authoriiy (ADDA) took & major share. ADDA was es-
tablished‘in.1971 to provide public works employment.in the waké:of the
U.S. withdrawal. Capably managed; it soon attainsd a rare reputation‘for
honesty, and stezdily expanded its scope, both in area and in the nature of
its operations. EBy the end of 1974 ADDA was active in several of the lar-
ger cities in Central Viet'ﬁag and a sister agency, ADSA, had been forred
in Seigon. ADDA's activitieé hed expanded from street cleaning end repzir
of streets and buildings to large scale irrigation projects. It hed, in
effect, evoived into the GVN's principal opereting agency in the grea ci
developmenf, exploying 25,000 persons in Central Viet . Nam and 7,000 in
Saigon (ADSA).

) In August 1973 the Plenning Ministry Qas dovngreded to Commissionex

General stetus. There follcwed & period of confusion in which the role of

the Comxissariat General was never fully clarified. Full Ministry stafus

was restored in Merch 19Tk, but the change brought no.significant increese
in effectiveness. Zxcept for ADDA, which wes independent of the Commis-
sioner Genersl c¢f Pleanning in any cese, the GVN was unsble to conceive,

organize, end cerry throuzh or svecific develorment projects. ILiear the

end, treir ine?

-

cutliock brought into increesing questicrn the

The GVi's Tzsic policy in the area of exchenge weas to continue the

‘ry

i

"trotting reg” meilicd of develuation &¥ e rate sufficient to maintain the
internsiicrzl pariiy of the picster. Subsidiery policies were to

gctiveness irn tris &rez becsme moot, &t least in meny ninds,
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parrow the differential between the GVN .and CIP import rates and to pre-
vide an incentive rdate for exports.

1. Official Rate

The Official Rate was changed in 18 separate steps from 465 at the
end of 1972 to 685 at the end of 19Tk, an overall move of UT percent.
There was a centinuous, often heated, debate on thé,question as to whether
in fact, the rate of devaluafion wes sufficient to meintein the parity of
the piaster. Doubters pointed to the 127 percent increase in prices in
Viet Nam during 1973-T4 and maintained that a 47 percent piaster develua-
tion wes insufficient to cover the difference between this fate and the
rate of inflation in the rest of the world; The Missicn, vwhose measﬁre—
ments of the situveticn differed from the others (especially AID/Washington
felt that the devaluation wss sufficient and that, moreover, & higher rate
of devalusticn hed to be ruled out on grounds of domestic economic con-
siderations. At this point, the argumént broadened to cover economic
policy as a vhole (see Section V below). |

2. GVN=-CIP Differentisl

The CIP rate wes adjusted from 320 et the end cf 1972, et which point
it wes 1k5 piessiers telow the GVN rete, to 465 on Jaruary L, 197k, by
vhich time the differential was 95 pissters. On January 1L, 1974 the CIP
rate, es such, ves dropped; henceforth,'importers_cf CIP goods were sub-
Ject to the GVii rete, but received & rebste after their goods'.cleérance
throurh custors. The rebate wes initially set ;t 85 piasters to the
écliar; it wes eijusted to 60 in Merch 1974, where it remained to the ernd.

By the end cf 197k the efrective differential was 9.2 percent measured on

?

)y
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the CIP rate, which compares with 45.3 percent at the end of 1972 and
45.5 percent at the end of 1971.

The principsl reason for the narrowing of the differentiel and its
eventuel removal in favor of a rebate system was IMF disapprovel of the
existence of & multiple rate system. A contributing factor was the GVli's
desire not to appear to favor American suppliers over those from other
countrie§ whose aid they weré\soliciting; Economically the narrowing
of thé differential could be Justified to some extent by the ongoing
devaluetion of the dollar vis-a-vis other world currencies during most
of this period. PFevertheless,.CIP goods on the whole beceme increasingly
expensive relative to GVN goods during 1973-Tkh.

3. Exvort Rate

Between May 1972 and January 1974 the GVN maintsined a preferential
export rate involving a premium on the Official Rate that fluctuated be-
tween 28 percent at the high and 2.6 pércent at the low. The export rate
was pegged et 575 from thu;ry 1973 to January 1974 while the Official .
Rate rose, resulting in the progress&.ve narrowing of the premium. At
that point, the system was chenged, ezain at IMF urging, so that instesad
of & seperete export rate, ?xport$rs re;eived an "interest rate premiuvz"
intended tc ccrpenseate them for tke cost cof firnancing. In effect, this
arounted initielly to & subsidy of 6.5 percent. The subsidy was chanzed
to an effective 13 percent in March 1674, but only for the fisheries,
forestry, tea &nd rubber industries. In December 1974 the subsidy wes

rcdified egain: to 10 percent generally, but 15 percent for s number

of industries deemed to have been hurt by the fuel crisis.
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The GVN was constreined in its export rate policy by the éonsidera—
tion that too high a rste would encouraege overinvoicing, and there was
evidence to the effect that overinvoicing was taking-place. Missi;n
' economists were less concerned abouf overinvoicing since the.dollars.
would have to be converted legally, vhether as exports or concealed
cepitel inflow, the principgl damage being to the reliebility of export
statistics. |

More important, the "interest rate subsidy," together with the
GVI's constant Juggling of eligibility critgria, proved a major source

of confusion to exporters. Many did not unaerstand the concept to begin

with; no one cculd be sure what he weuld be entitled to by the time his

transaction was completed. While the Export Development Center did its
best, top level economic officials never develcped a meaningful export
drive ané the Ministry of Finence was more ccncerned for the budgeteary

effect of an export subsidy than it wes for export development.
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V. The Great Debele; Monetarv vs. Cost Inflaﬁion

Econonic policy in 1973-75 was'marked by a continuous, often heated,
debate on the.nature of Viet Nanm's inflation problem and the apprcpriate
. remedies. The lines of opinion were not alweys clearly drawn, especially
as the focus of the debate itself shifted, but at the risk of oversimpli-
fication, certain positions can be stated.

The Mission, among otﬁefs, believed that the infletion of 1973-7k wESs
ceused primarily by the worldwide commodity price inflation end resultant
surge in Viet Kam's import costs together with the decline in goods avail-
ability--both from production ana from imports--that was taking place.

The IMF, among others, argued that the inflation was inspired primarily

By excessive demand and pcinted to rising budget deficits.

Shedings of opinion appeesred vhen it came to remedies. On the one
ﬁmﬁm{ hand, Professor Arthur Smithies of Harvard, an edvisor on the Vietnamese
§ t} economy of long-standing, believed that the rgpid piester devaluation of

1973, taken together with the policy of monetary festraipt, was a prirery
fector in the recession of 1973-7h£J His views wvere largely echoed by Al-
Bert Williems and John Kohler of the Rend Corporation, who issued their

b/

own study in Iovember 197k Williems and Kohler contended that devslue-

tions should be held to a minimum and that the GVI! should explore alter-
- native means to encourage exports. At the other extreme, the IMF argu=d
that much more rapid devaluation, much higher interest rates end tighter

restraint on GVI spending were essential if the GVN were ever to breek

awgy from its dependence on imports and achieve self-sufficiency. Their

2/ Arthur E. Smithies, "Inflaticn and Depression in Vietnam, 1973-Th."
b/ John E. Kohler and Albert P. Williams, Jr., Rend Corporation Nov.,

1974 - The Vietnamese Econory in October 1974 - An Assessment with
Policy Recommendetions.

#
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view had support in the undeniably grim monetary outlook in prospect for
1975.

The Mission's position was somewhere in between, albeit closer to
Smithies, Williams and Kobhler. They agreed with Smithies as to the
deprescing effect of devaluation in 1973, but believed it had been
essentiel, nevertheless, in order to maintein internestionel currency
parity. They disagreed witﬁ,the IMF prescription, feeling: (&) the GWN
was d.evaluating as rapidly as it needed on a parity basis, and more
rapid devaluation would serve only to increase the unemployment rcll;

(b) nhigher interest rates would topple many companies caught with high
inventories and already on the brink; and (c) given the military impera-
tive, there was very little to cut out of the budget (nor did the IMF
offer any specific suggestions).

Both sides to the argurent favored pfoductive development and prodded
the GVN tc underteske the kind of labor-intensive, high yield projects,
the feasibiiity of which.wés already being demonstrated by ADDA. Here,
however, the agreed direction encountered the seeming paralysis of GVN
economic leadership and their plain inebility to get development projects
off the grcund. Leter, ir 1975, even fheir develépment efforts would

come to te gquesticned for their inflationeary impact.
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W. GVi Feonomic Orgenization .

The deteriorsticn in the econcmic situation during 1972-73 brought

general discredit to the architect; of the liberal reforms of 1970—71,

- even thcugh the country's miseries were the result of external circum-
stances besyond their control. They were blemed, in particuler, for.the
high level irflation of 1973 and, after the particularly sharp increase
in rice prices in the summe; pr 1973, advcecates of direct controls were
able to effect a substantial government take over of the country's rice
pricing end distribution systex. Shortly thereafter, Economy Minister

Ngoc, who had resisted the control measures; was forced from office.

With hin went Finence Minister Trung, in discredit since the initial

fiasco of the Value Added Tex (see Section_R.2 above).
Z_[n the catinet sheke-up of October 1973, Ngoc wes shifted to a
o downgraded Cormissariat-General of Planning. His place at the Ministry
;}”ﬂ; of Econcry, renemed the Ministry of Trade and Industry, was teken by his
cepable but youthful former deputy, Nguyen Duc Cuong.. Trung left public

office eitcgether and was repleced as Finance Minister by Chau Kim Fhan,

& fornier eccountant @nd asuditor with the Ministry of Defense, who.had e

reputeticn for honssty but little experience in econoric policy.

Lrzrt frem marking the ascenlancy of control-minded, as opposed to

- liberal eccnomic cfficials, the October 1973 shake-up left Viet Nem with
cut eccncmic lesdership. Viet Nam hed not had & formel super-minister
of eccnorics end now the pro forma leadership previously exercised by

I'goc wes gone (though he did not give up without a battle). The lack c¢f

( ‘lezéerchip came to be regarded as en éxtremely serious matter. With the

’W\
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cabinet sharply divided on most issues,.it became difficult to get action
on importeant measures. When ection was taken, it was liable to be so
late that circumstances were already dictating an alternative course, as
! with the interest rate increese cf July i97h. Exchange rate chenges
continued to teke place, but even these were subject to deleys. Action
on foreign investrent proposals.vas especially subject to delay, to the
country's considerable costb. - .
A solution to the leadership.problem was finslly ettermpted with
the appcintment as "Super-~Minister" of Dr. Nguyen Van Hao in Noverber 197L.

Dr. Hao was given the title of Deputy Prime Minister for Economic Develop-

ment &nd, concurrently, Minister of Agriculture and Industry. The Ministry

of Trade and Industry was renamed the Ministry of Trade and Supply and
shorn of its Industry function. Replacing Cucng as the new Minister was
& relatively obscure banker nemed Dung. Chau Kim Khan resigned and was
replaced by an egually obscure assistant from his own Ministry nemed
Truong. Holdovers were Naticnel Eank Governo;, Le Queng Vyen, &nd

Nguyen Tien Hucng at an upgraded Ministry of Planning.

It cen be seid that the new cebinet was less liberal and generally
less cozpetent thzn the old. !llest irportant, the appointrment of Dr. Heo
feiled Lo resclve the leadership pf:blem. A controversiel figure &s
Director of NZDF, he had difficulty lining up éupport for his policies
(which were not subjecf te easy definition) and st very soon.becene
evident that nothinz had changed. ¥Whatever the form of the new crgani-
zaticn, decisions were still ter¥en only after much debate and, presunably,

by mejority vote. The situaticn éid not auger well for the future.

Rl
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XII THE END; 1975

A. Economic Events, Januery-March
The early menths of 1975 saw a2 corntinuation of the trends under
way since the first quarter of 1974. The recession in industry con-
tinuved unabated. Menufecturing activity continued & gradual decline
'===§ ) and unemployment moved inexorably upward. The rice crop appeared to
be slightly better than thﬁi:of 1973-74, and other crops were doing
well.* ﬁbwever, security problems were proving increasingly difficult
‘in forestry, and the fishing industry wes still hamstrung by high costs.

Price inflation was proceeding at an annual rate of about 25 percent.

With the budget deficit expanding rapidly and continuing pressure fromn

the ongoing piaster devaluatién, one might have expected more; it
aépeared that decreased consumer demand, even_fo; essentiel foodstuffs,
was the principzl fector acting to moderate price increases. Relative
quiet prevailed in the currency‘marketg even efter the fall of Phuoc

Long Province in Februéry.' The black market rate for $10 green wes 785
in rié-Varch compared with 795 at the end of 1974, notwithstarnding a rise

in the official rate from 685 to 725 during the seme period. Not until

the fzll c¢f Een Me Thuct ©on March 10 - - @&i¢ the rete begin to
ncve upwerd, reaching 830 sl the end of Marck.

— ' On.the foreign trede front, exporgs corntinued the flat trend
undervey since the first quarter of 197L end jzport demand declined to
gboul helf the reduced 1974 level. Foreign exchenge reserves (gold,
fereign exchange, and SPRs), vhich had peaked et $228 million in lov-

ertér 1974, vere decliring steadily, reschirg $179 million on lerch 31.

( . The balence of peyments outlook wes gresatly worsened in the first quarter

v
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.by & number of disheartening developrents, namely: - an increasingly grim

outlook for the FY 1975 A.I.D. appropriation; the prolonged debate over

the $300 million militery Supplemental and consequent‘realization that .
! even the remaining piaster purchasé aveilabilities were'in Jeopardy;
the decision by the IMF, in February, to exclude Viet Nem from eligibi-
lity for aid under the 1975 oil fecility credits; end finally, the loss
of the northern provinces, which brought sharply worsening prospects for
exports and the possibility of capital flight instead of the inflow that
the country ﬁad been enjoying.

B. The Fiscal Outlook

The 1975 GVN budget proposed in September 1974 called for spending

of VN$825 billion, which compared with actu2l 1974 expenditures of VN$T20
billion. Revenues were estimated &t VH$37é billion fer a deficit of
VE$&5§ billion. After ellowance for omitted items, including subsidies
end a pay raisev- which USAID at leest considered inevitable - & more
reelistic estimate (i.e. USAID's final estimrate) of 1975 spending was
V8975 billion. If tex revenues were to be n: more than the budgeted

figure, the deficit befcre foreign aid would rise from VN$377 billion in

197hk to V2600 billion in 1975. The rmoney supply incresse, besed upon

& budget deficit of this megnitude, was prcjected at upwards of 50 percent.
The cptimistic prejections essuned a continuation of the savings trend cf
recent years, which by then ves becoming very uncertain.

C. Thre Tax Dilerrs

As ncted, tax revenues, after rising srectacularly for two yeers,

hed levelled off after the first gusrter of 1974. They were no longer

——

, !
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rising even in nominal terms. The problem did not lie witﬁ the tax
administration. The prcblém wes simply that the potential for further
gain, given the existing tex structure, had been exhausted. A great
deal of the tex base was import-criented; this applied even to such
nominally domestic taxes such as POL revenues. Of the remainder, the
bulk of the revenues were accou£ted for by the sales of a handful of
large, mostly foreign, comp;qies in the'beer, soft'drink, and tobacco
industries. By 1975 the effect of declining sales by these companies
was at least offsetting the effect of any price increases on their
products. Income tex revenues accounted for only 1k percent of domestic
revenues; moreover, they were }evied alrost entirely on those least
gble to pay - the civil servents.

The cne unguestiored source of significent new tax revenues was
the rureal ecornoxry. Despite significant progress made under the Local
Revenue Improvement Program begun in 1971, rurel tax revenues were only
viiéh.2 billion in 197k, or 1.3 percent of all.doméstic taxes collected,
1etionel and rurel. The farmer cleerly cculd afford to pay more, es-
pecially in view of the Lend Reform Progrem which had substantielly
increased his‘share of the netioral inccrme, but there were well én-
trenched objecticns to texing the fermer. The USAID Joint Economic
Cifice ves, nevertheless, readying a rejor effort to push a drastic
ircrease in rurasl revenues wvhen the crumbling miiitary situation begzan

to meke it all seenm ececexic.

D. The Meretery Trzo Ccormrlete

The direénsicrns cf & potentiel rcnetery disaster were becoming clear

tc all ever before the fall of Phucc Long. As long as the GVN had to
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maintain a huge rilitary force, expenditures would continue their repid
rate of increase. The domestic tax system had reached its existing
potentiel end any new surge forvard was a long term porposition, depen-
. ! dent on & basic restructuring of the tax system. In the past, it had
been possible to cell forth a surge of imports - or impert taxes - to
restrein inflation. Balancg_of peyments realities made this imposcsible
in 1975;.in fact, the prospec{ wes for declining imports. Finally, savings
could nct be counted on to continue rising as they had. In fact, eco-

nomists were haunted by the prospect of dissaving. NMore rapid devaluation

remained as a possible means of large scale increases in import absorp-

tion., However, devaluation was already &t or near & rate et which the

rate of devaluation itself triggers mess speculation end mission eco-
. nomists believed that the one lerge devaluation being recommended by the
IMF - to perhaps 900 - would have # catastrophic effect on what weas
left of business activity.
It wes zlweys possibie to e too pessimistic on the Vietnemese
econory. Projecticns of runawey infiation in 1968, for example, had

not been borne out. In 1975, however, there truly seemed nowvhere left

to turn. It would rnot be tze first tirme thet s country with grest
.
econcnic potentiel had founlered cn the rock of financiel instability

- end Viet Nem, with its endless war, had ‘more reason to founder then mcst.

bl

Z. April

Just about &li business ectivity ceme to a halt following President
Thieu's order to.evacuete Kontun and Pleiku ¢u March 15. The

collerse of the northern-prcvinces followed shorfly. Disaster wes rirrcred

N
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in the progress of tlack market currency rates and ‘gold rates. The rate
end guctetions of up to 5,000 were not uncorwmon. -
' The scomewhat sick Jjoke going thé rcunds in April was to the effect
tret Viet lNem was undergoing a surge in pzr cepita GNP--a reference: to
the fect that the country no lcnger had to carry the burden of the less
develcped, poorer northern prévinces. In fact, as late &s mid-April Mis-
sion ecconcrists kept busy ascsessing the economic dimensions of the new

truncetei Viet Nzm. To the extent their view could be divorced entirely

from reslity, they liked whet they saw. 'Thé& were not,however, to have

long to vcnder the matter.

XIv. A Footnote on Corrurtion

Ti:e subject of cerruption has not heretofore been touched upon sim-
ply b;cause there is no particulaer tirme frezme in which it could be plac§d.
Corrupticn was pervesive throughout the veriod of U.S. involvement at all
levels.

Apologists for cerruvnticn in Viet Nam generelly meke one or more of

the following observations: (1) it wes not ebnormal by the stenderds of

Southeasst Asiay (2) it was the “Asian wey" of doing things ané +thervefore

s n -0

ncs e the "grezse-the-vheel" theory
- ’ ecceriing to which corruzticn is not heyn™l as long es it does nct ectu-
glly interfzre with eccnomic activity; (3) there was nothing the Ameri-

cens ooli dolghont it enreny.

Trhe tnird volint rsr or moy not be correct inasmuch &8s the extent to

whicn Smerizens tried is un¥nown., PBut a dissernt has to be entered on the

4 ! .

iC green was 1300 pissters on April 7, 2000 & week later, znd near the
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other two points.

Urdoubtedly, Vietnamese officials.had more opportunities for gains by
corrant means--the U. S. presence itself assured that--and more incentive
to bs corrupt than officials in other countries. At the lover levels of
governmant, pay wes so inadequate that the alternatives to bribe-taking
were moonlighting, putting the fanl*v to vork at menial tasks, or eating
less. But there was an inordinate amount of corruption—-by any standard

Secondly, the amount of co*ruptlcn was far beyond that which could
be tolerzted under the grezse-the-wheel theory. Corruption involved an
exterszive interference with trade and cormmerce, enough to have beern a key

factor in the 1973—7h_recession. The rultinlicity of check points on

roads 2nd canals, especially, posed an increasing obstacle to cormerce, and
was an important fzetor in the high cost operations in export industries,
such as fishing and forestry. At higher levels, corruption eatered into
dezlings with prospective foreign investors and lenders. By 1973-Ti
matters kad reached the poirnt at which the feér of being accused of
corrustion was &ading to the varalysis in economic dec151on-nﬁk3v~ by

causing officiels to shy awzy from sensitive areas - e.g., scrap and

et Seeqnany
T e vl O

fon]
N
"

Sneoeenld Livars understond the lover level official tryives to omeln:
2nll owenly 1ottt exient corruption wazs rmzinly a result, rotiuor tihen
ecusnr, o8 the countiry's econcric woes. Wizt the'pec“’e could rot forolo
vas the rerezted disclcsures of corrurtion - often involVing Tnteniiclllr

Ans i

Iarr-e zuzunis of nnney - srong top officiels and genergls. Wbl

wishins o domrlar the effect of declining American aid end o 1. -
in 1ittle / t1:1 corruntion, especizlly high level corruptic: . wio
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critical factor in the detérioration of national morale which led ul-
timately to defeat.
XV. Conclusion

t seems clear to many observers, in retrospect, that the American
advisors in the 1960s overrated the political dzrgers in high level in-
flaetion or, put another Ve y, they underrated the toughness, the fortitude,

the ordinary Vietnamese citizen. The drastic decline in urbén living
stand;rds of 1972-T75 was the hardship equivalent of runaway inflation,
yet there were no civil discorders end government irnstitutions continued to
funciion normally., In fact, most would agree that they functioned better
than they had in the 1960s. The decision to protect the people from run-

away inflation led to import levels in excess of economic need, with a

0

onsequent distortion of economic priorities &nd damage to the country's
cial structure and morel fabric. Most of all, it involved the creetion
of an artificial economy almost entirely dependent on U.S. aid ané, of

course, vulneravle to withdrawal of that eaid.

The extent of the aid decline after 1971 czxn hardly be overstated.

g 1972-Th merely

=

Nor cen it be said that the reduced eid levels gGurin

.

he econory to & "normzl" stzte of exierrnzl dependerce. U.S.

s

imrort sarzort in 197k was 27 sercent

|-

1 X322

[¥N

highe» ver capites terms thun

in 1%%4,"i.e. before the start of full-scale U.S. irvolverment. Imroric,
similarly measured, were.eight percent higher. However, the 197L date were
inflzted by exceptionzlly large amounts of rice (which conveyed rnc lssting

econcmic ben=fit) at vasily inflated prices. Wiih rice omitted from tie

kely that neither U.S. import suprort nor actuel inports

&
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" were higher on a rezl per capita basis then in 1364. If one considers
thet in the rmeantime the GVN zrmed forces had risen from 500,000 to 1,1
million mern, it can be ceen that beth U.S, impert support and the immnort

level were far less adequate in 19Th than in 1964, As for living sten-

- ards, per capita GEP in 1974 was five percent below the 1964 level, and
| —<o—g " the decline in per capita incomre was certainly greater than that. To be

-

sura, declining real aid waérpartly the result of the worldwide inflztion,
but in fact, the U.S. &id lit?le to offset the impact of that inflation
on the hard-hit Vietnamesz econony.

South Viet Nom performed well in its initiel efforts to adjust to the

decline in aid levels. The sweeping reforms of 1970-T1, the economic equi-

valent of Vietnamization, took place before the onset of the aid decline,
aﬂd it is fortunate that they did. It is doubtful that the econonry could
have withstcod the shock of the 1072-Th events, had the interest and ex-
change rete reforms, especially, not been in place. The tax performanée
of 1972-T3 end the many institutional developuents in 1971-72 also merit
praise. Economic performance grew generally less comiendable in the de-

teriorating situation after nid-1273, but by that time, events themselves

had begun to tzke charge.

oy -

o oue cen say for certzin, av least &t this stzge, to what extent,

- —_ . ifT zny, *he 3storiorating econcrmic situation coniributed to the couniry's
Tin2l collause. Cerisinly militerr morale was aflected both by insdejuz-e
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Table l

{ U.S. Aid & Import Support, 1954-75
~ (Obligations Basis - $ Millions)
(1) -(2) . 3) (4) (5) (6)
Import

a/ b/ Focd for Peace Project &C Piaster a/ Total Aid Support

Year— CIP2 Title I Title I Other AID:  Purchases =  (14+2+3+4) (1+245) ¢/
. 1954 - - 0.1 - 1 0.1 1
- 1955 253.7 - 2.2 66.5 3 322.4 257
- 1956 174.7 - 14.3 21.0 3 210.0 178
B=. 1957 21009 - 22.8 48.5 3 - 282.2 214
1958 151.9 4.4 5.2 - 27.5 3 189.0 159
) 1959 146. 4 - 6.5 54.5 4 207.4 150

1960 135.6 5.0 6.3 "34.9 5 181.8 145
1961 111.2 7.0 4.5 29.3 6 152.0 124
1962 94.1 26.8 5.1 30.0 7 156.0 128
1963 95.0 23.7 28.9 48.3 11 195.9 130
1964 113.0 34.3 24.8 52.7 15 224.8 162
1965 150.0 41.4 8.5 75.0 126 274.9 317
1966 399.3 98.2 44,8 194.2 333 736.5 830
1967 160.0 73.3 0.4 334.4 ) 327 568.1 560
1268 160.1 26.6 41.9 238.1 301 536.7 558
1969 130.0 60.8 38.6 184.1 347 413.5 538
1970 238.5 75.6 35.2 127.4 318 476.7 632
1971 281.0 164.9 23.1 106.7 ' 403 575.7 849
1972 313.0 62.5 5.3. 73.8 e/ 213 454.6 591
1973 226.2 179.0 9.3 87.2 e/ 96 501.7 532
1974 335.1£/ 268.9 1.0 48.3 e/ 97 653.3 727
1975 143.2 45.7 3.9 45.0 . - 237.8 218 3/
Totals 4,022.9 1,268.1 332.7 1,927.4 2,622 2,551.1 8,000

Notes: (a) Fiscal years for all but piaster purchases, which are on a calendar year
basis.
(b) boes not include deobligations.
(¢) Including also Direct Dollar Support from 1972-75. See Note (e).
(d) Guesstimates for 1954-63; partially estimated for 1964-66.
(e) Broken down as follows:

Humanitarian Aid
Project Aid (Direct Dollar Support) Total

~ Ty 72 71.4 2.4 - 73.8
Fr 73 56.2 31.0 87.2

FY 74 22.3 26.0 48.3

- FY 75 15.7 29.3 . 45.0

(f) Includes Program Loan of 550 million.
(g) E=cluding piaster purchaseé of unknown amounts.
Sources: AID Statistics and Reports Division, "U.S. Overseas Loans and Grants"
Viet Nam Prozram Summaries, AID
(— Vietnamese balance of payments reports, National Bank of Vietnam
MACV Piaster Expenditures Reports (from 1967)




Table 2
U.S. Import Support, Nominal and Real
(1964-74)
a/ Real Import Support
Import Support— Import Index
. ! ($ millions) Price Indecx— (S 1964) (1964=100)
L 1964 162 100.0 162 100
=
1965 317 - 102.0 311 192
1966 830 104.2 797 - 492
1967 560 106.2 527 325
1968 558 - 107.0 521 322
1969 538 110.5 487 301
1970 632 116.3 543 335
1971 849 119.9 708 437
1972 591 132.8 445 275
1973 . 532 179.3 297 183
1974 727 274.3 ) 265 164

Notes:

Support (Humanitarier Aid), and Piaster Purclses. CIP, FFP,
and Direct Dollar Surport onm fiscal year basis, piaster
purchases on calendar “eczr basis (sece Tzble 1).

—_— b/ Mission calculation based on - 1964-71: IMF export price indexes
- of Viet YNam's leading suvppliers. °1571-74: analysis of price
chanzes of Viet Xam's principal import commecdities, plus IMF
export price indexes.

E/ Irport Support defined zs CIP, Food for Peace,Title I, Direct Dollar



. Table 3
Consumer Prices
(Working Class Families in Saigon)
Price Indices (1963=100) Percent Increases

. ! Annual End of Year -Year to Year Dec. to Dec.

- Aves, & (2) (b) (a) (c)
= 1954 71.2 74.5

- - 1955 79.1 87.8 11.1 17.9
1956 89.5 83.0 13.1 -5.5
1957 85.0 83.8 -5.0 1.0
1958 83.1 84,2 2.2 0.5
© 1659 85.4 83.9 2.8 -0.4
1960 84.3 87.3 -1.3 4.1
1961 90.1 91.3 6.9 4.6
1962 93.0 94.0 3.2 3.0
1963 100.0 100.0 7.5 6.4
1964 103.2 105.5- 3.2 5.5
1965 122.5 143.4 18.7 35.9
1966 208.4 231.4 70.0 6l.4
‘1967 305.6 335.8 305.4 46.6 32.0
1968 390.3 412.5 27.7 "22.8
1969 469.9 540.6 20.4 31.1
1670 - 640.0 715.4 36.2 32.3
1971 745.5 821.9 16.5 14.9
1972 941.1 1,047.9 26.2 27.5
1973 1,363.9 1,702.6 44.9 62.5
19744/ 2.217.7  2,330.9 62.6 36.9

Xotes:

a/ IS Working Class Index Excluding Rent
b/ N1IS Working Class Index Including Rent
c/ 1955-67, including rent; 1968-73, excluding rent
d/ IS data Zor 1274 net zvailable. Index values cbtained by
applving increases in USAID retail price index to 1973 index values.

LY

Source: National Bank of Vietnam; USAID.
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Table 4
Money Supply and Prices
(1957-74)
. ' Money Supplyé{ /
- vi$ Billions Year to Year Consumer Pricesh
- End of Year % Inc. (% Inc. During Year)
=
o 1957 11.0
it : 1958 11.7 6.4 0.5
1959 14.1 20.5 ~0.4
1960 16.8 19.1 4.1
1961 17.2 2.4 4.6
1962 19.5 13.4 3.0
1963 22.3 14.4 6.4
1964 27.4 - 22.9 5.5
1965 47.6 73.7 35.9
1966 63.5 33.4 6l1.4
1967 82.2 29.4 _32.0
1968 124.1 51.0 22.8
1969 140.7 13.4, 31.1
1970 162.9 15.8 . 32.3
1971 198.8 ¢/ 22.0 : 14.9
1972 227.8 14.6 . 27.5
1973 268.1 17.7 : 62.5
1974 _ 33.0 24.6 . 36.9

a/ Demand deposits and currency
b/ XIS ¥orhing Class Indeu: including rent through 1967;
excluding rent 1968-74.
— ¢/ Data adiusted to cxclude VXS 9.6 billion of excess balances held

N by the U.S. Disbursing Oificer at the end of the year.

Source: National Bank of Vietnam
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1967
1968
1969
1970

1971

(1)

Money
Supnte (M~

82.2
124.1
140.7

162.9

n |
.
It
’
. -

a/ Saigon commercial banks only

b/ Demand deposits plus currency in circulation

-
. 8./ - Table 5
Money Supply and Savings 1967-74—
(VN$ Billions)
{
(2) (3) (4) (5) (6) (7) (8)
Private Sector Savings
Treasury Bond Year-to-Year Increase
b/ Savings Term Holdings of Total N (7) as %
Derosits DNeposits Individuals (2+3+4) 1 Total Savinas (6+7)
2.6 1.9 0.1 4.6 - - -
4.4 3.5 0.8 8.7 41.9 4.1 8.9
5.8 8.1 1.5 15.4 16.6 6.9 29.4
7.2 15.7 2.7 25.6 22.2 10.2 31.5
13.9 36.3 6.6 56.8 35.9 - 31.2 46.5
58.5 . 57.9 12.5 128.9 29.0 72,1 71.3
92.2 59.3 24,0 175.5 40.3 46.6 53.6
152.1 87.3 47 .1 286.5 65.9 111.0 62.7

¢/ Natienal Bank data adjusted to exclude VN $9.6 billion of excess balances held by the U.S.
Disbursing Officer at the year-end. :

Sources: National Bank of Vietnam; U.S.

Disbursing Officer, Saigon
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Table 6

Credit, 1955-75
(Vi $ EBillions)

' Credit Outstanding, Year-End / Year-to-Year Increase

] Commercial Developrent Banks — Conmercial Development
o ) End-Year Banks 2/  ADB C/ IDB & IDEBANK Banks Banks
== 1955 1.0 - -
: 1956 2.0 - - 1.0 -
1957 3.2 - - 1.2 -
1958 3.0 - - -0.2 -
1959 3.7 - - 0.7 -
1960 4.3 - - 0.6 -
1961 5.3 - - 1.0 -
1962 6.5 - - 1.2 -
1963 7.1 - - 0.6 -
1964 7.2 - - 0.1 -
1565 6.8 - - -0.4 -
1964 28.8 - - 22.0 -
1667 28.9 - - 0.1 -
1968 26.4 - - -2.5 -
1969 29.3 - - 2.9 -
1970 £2.1 5.5 3.8 12.8 -
1971 63.1 8.7 4.7 21.0 4.1
1972 856.6 15.5 6.5 25.5 8.6
1973 149.7 29.8 10.3 61.1 18.1
1974 186.5 62.5 20.0 36.8 42.4
Jan. 31, 1975 196.2 62.7 21.4 .9.7 1.6

a/ Lozuns to the private sector; prior to 1961 data include a small
aronnt (less thzn 107%) of investments other than loanms.

b/ Bata not availzble before 1970.

¢/ Includes activities of the private rural bank system.
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a Table 7
GVN Budget =’ 1964-75
(VN $ Billions)
1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975
A. Expenditures
Military 14.2  21.9 29.5 55.3 74.6 91.7 122 151 205 283 346 n.a.
Other 4.4 22,2 29.5 42,2  46.6  41.7 65 105 161 232 374 n.a.
Total 8.6 44,1 59.0 97.5 121.2 133.4 187 256 366 515 720 9759/
B. Revenues
Domestic 8.1 9.7 17.3 24.8 27.3 36.5 52 68 100 193 296 n.a.
Import 5.1 5.8 21.3 28.4 26.7 51.0 71 111 47 53 47 n.a.
Total 13.2° 15.5 38.6 53.2 54.0 87:5 123 179 147 246 343 3725/
C. Deficit Before
"~ Foreipgn Aid . i
(A-B) 15.6 28.6 20.4 44.3 67.2 45,9 64 77 219 269 377 603
D. Foreign Aid
(Countgrpart)-’ 7.8 11.9 23.1 -38.8 29.2 31.6 33 41 109 133 258 -
E. Deficit (C-ﬁ) 7.8 16.7 (2.7)- 5.5 38.0 14.3 31 36 110 136 119 -
Deficit as % of
Expenditures 28.6 37.9 (4.6) 9.3 31.4 10.7 16.6 14.1 30.1 26.4 16.5 -
Dom. revs. as % :
of expcnditures 23.3 22.0 29.3 25.4 22,5 27.4 27.8 26,6 27.3 37.5 41.1 -

a/ Actual expenditures and revenues

b/ USATD estimate
c/ GVI/USAID estimate

ﬂ/ National Pank deposits to the Counterpart Tund rather than transfers from the Counterpart Fund
to the Budget. Data equate roughly to CIP imports plus GVN uses portion of PL 430 Title I imports.
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Table 8
GVN Official Exchange Reserves 1955-74
(U.S. $ Millions)
1) (2) (3) (4) (5) (6) (7)
IMF Blocked
' Foreign Subtotal Gold French Total
‘ End-Year Gold Exchange SDRs (1+243) Tranche TFrancs  (4+5+6)
- 1955 20 104 - 124 - - 124
S
| 1956 20 112 - 132 - - 132
1957 20 118 - 138 - - 138
1958 20 139 - 159 - - 159
1959 20 151 - 171 - - 171
1360 20 196 - 216 - - 216
1961 20 155 - 175 - - 175
1962 20 133 - 153 - - 153
1963 20 155 - 175 - - 175
1964 20 115 - 135 6 - 141
1965 20 152 - 172 6 - 178
1966 26 275 - 301 6 - 307
1967 24 300a/ - 324 10 - 334
1968 24 295~ - 319 10 7 336
1569 24 236a/ - 260 10 6 276
1970 24 195 7 226 16 6 248
1971 26 212 14 252 17 6 275
1972 26 207 21 254 17 7 278
1973 28 122 24 174 19 8 201
1974 30 167 24 221 19 8 248
Mar.1975 30 127 25 132 19 8 209
a/ Includes'rice escrow aceccunt" of $50 million in 1968 and

§42 nillicn.
U.S. Treasury ecainst Vicinarmese purciases of U.S. rice.

Source: IMF

These werc eollar deposits in escrocw at the
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. Table 9
Simplified Balance of Paymeits 1964-74
(3 Millions)
1964 1965 1966 1967 1968 1969 1970 1971 1072 1973 1974
A. Balance of Tradce '
Exports o/ 49 40 25 22 16 15 12 12 23 60 75
lwports,c.i. 075 =293 =288 -572 -A35 -548 -689 =692 =714 -678 -717 -787
talance of Trade -184 -248 =547 -613 -532 -674 -680 -702 -655 ~-657 ~712
B. U.5. Support
U.S. Aid 139 203 335 347 239 265 302 340 418 438 625
(cip) (105) (155) (259) (194) (101) (177) (181) (259) (284) (253) (419).
(PL 480 Tit.I) ( 34)  ( 48) ( 76) (153) (133) ( 83) (121) ( 81) (118) (153) (203)
(Direct Dollar
Support) (-) (-) (=) (=) (=) (=) (=) (=) (16 (32 ( 3)
U.S. Piaster . .
Purchases 15 126 333 327 301 347 318 403 213 96 o7
(Official) ( 8) ( 92) (233) (212) (246) (301) (278) (271) (136) (n.a.) (n.a.)
(Personal) .7 ( 34) (109) (115) ( 55) ( 46) ( 40) (132) (77) (n.a.) (n.a.)
Total U.S. )
Sunport 154 329 668 674 540 ‘612 620 743 631 534 722
C. Other Donor Aid - - - - - - - - - - 26
D. Net Invisibles
and Other - 11 ~ 41 +17 -36 + 7 + 5 + 27 - 35 + 13 +43  + 9
E. Changé in Rescerves
fr. Operations
(A+B+C+D) - 41 + 40 + 6 - 11 - 80 + 45

+138 +25 + 15 - 57 - 33
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Table 9, page 2
1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974
. Monetary Ci Changes?
IMY Gold Trionche + 6 - - - - - - - - - -
Allocation of.
SDRs - - - - - - + 7 + 7 + 7 + 3 -
Currcency Revalua-
tion - - - - - L - - + 3 + 1 + 5 + 2
G. Chan=ze in Ne-
sorves (E457) - 353 + 40 4138 +25 + 15 - 57 - 26 +-16 - 3 - 72 + 47
(Lational Bank) (<34) (+37) 4129 427 + 2) (-60) (-28) +27) (+ 3) (-77) (+47)
(Comirercial - 1) + 3) + 9) (- 2) (+13) + 3) + 2) (-11) (- 6) (+ 5) (-)
Banks)
H. Re: _rvos.rl_\(‘_ .
1('1 145 185 323 348 363 306 280 286 293 221 268
(National Banky' (141) (178) (307) (334) (336) (276) (248) (275) (278) (201) (248)
(Cummercial
banks) ' ¢ 4 «n ( 16) ( 14) ( 27) ( 30) ( 32) ( 20)

a/ Commcrcial 1nports only. Excludes Project and PL 430 Title II

(21) (15 ( 20)

b/ Cold, forelgn cxchange, SDRs, IMF Cold Tranche, and blocked French francs (see Table 8)

Sources: National Bank of Victnam, IMF; MACV Piaster Expenditure Reports



Table 10

Commercial Import Pavments, Nominal and Real, 1964-74

A. Imports by Category of Financing (§ Millions)

PL 480 Aid a Other
_‘.!'. CIP Title T GVN _ Freight— Donor Total
1 :
1964 105 34 21 3 - 233
1965 155 48 78 7 - 288
1966 259 76 221 16 - 572
1967 194 153 262 26 - . 635
1968 101 138 281 28 - - 548
1969 177 88 403 21 e 689
1970 181 121 360 30 - 692
1971 259 81 351 23 - 714
1972 234 118 249 T 27 - 678
1973 - 253 153 281 30 - 717
1974 419 - 203 196 43 .26 887

a/ GVN payments for freight on AID financed imports.

E. Total Imports, Nominal and Real

Tmport Real Imports
Import Price Total (1964=100)
Payrents  Index $ 1964 Total Per Capita a/
1964 233 100.0 233 100 100
1965 228 102.0 282 121 118
1966 572 104.2 349 236 224
1967 635 105.2 598 257 238
1668 5L5 107.0 512 220 199
1969 €59 110.5 624 268 236
1970 632 115.3 595 255 219
1971 714 11¢.5 595 255 213
—_— 1972 678 152.8 511 219 178
> A 1973 717 179.3 400 - 172 137
1974 E87 275.3 323 139 108

a/ Assumes population growth rate of 2.67.

L
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1/ One metric ton of paddy equals 0.6 metric tons of rice

Table 11
PADDY (OR PADDY EQUIVALENT) AVAILABLE FOR
ALL USES AND POPULATTICN INDEX, 1964-74
(000 metric tons)
Crop Domestic Rice Paddy or Paddy Index of
Year  Production Exports Rice Tmports and Equivalent Paddy for Index of
Begin, Excluding (Paddy Stock Changes 2/1 Available Domestic use  Population
May 1 Exports Fquivalent— ) (Paddy Equivalent— for all uses 1964 = 100 1964=100 3/
1964 5,200 43(80) 5,2G0 100.0 100.0
1965 4,500 - 130 (217) 5,017 946.5 102.6
1966 4,300 - 434 (723) 5,023 96.6 105.3
1947 4,700 - 750 (1,250) - 5,950 114.4 108.0
1968 4,400 -- 515 (358) 5,258 101.1 110.8
1969 5,1C0- - 599 (993) 6,098 117.3 113.7
1970 5,500 - 471 (785) 6,285 120.9 116.6
1971 6,100 - " 234 (390) 6,490 124.8 119.6
1972 5,900 - 251 (418) 6,318 121.5 122.8
1973 6,600 383 (638) 7,238 139.2 126.0
1974 7,100 107 (178) 7,278 140.0 129.3

2/ This column shows the combination of imports and reserve stocks employed for current year's use.
Since data are not available on reserve stock changes prior to 1968, they are assumed to be
constant from year to year prior to that date.

3/ Assues population growth rate of 2.6 percent p.a.
Source of production estimates: GUN Ministry of Agriculture and USAID.

'
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: Table 12
Exchange Rates 1955-75
(all rates expressed in terms of piaster per dollar)
Official
Rate for Accommo-
. ' U.S. a Invisibles Imports dation
Date Purchases— Rate GVN CIP  Exports Rate
— 1955-57 35 "73.5 352/ 35 35 73.5
1957-61 35 73.5 ~35b/ 40 or 42 48.48  73.5
1962-66 35 . 73.5 60 © 60 60 ¢/ 73.5/118
Sept. 1965 ’ “ : - 118
June 18, 1966 &0 118 118 118 118 d/ 118
Oct. 1, 1967 118 ]
Oct. 5, 1970 ) 118/2739/ 275 118
June 7, 1971 118/400 £/
Nov. 15, 1971 410 400 275 410 410
1972
Feb. 12 . " 405 280
Mar. 6 410
Apr. 1 410
Apr. 29 0 420 420
May 22 500
June 18 ' 425 425
: July 9 290
e July 28 430 295 ss08/ 430
S Aug. 22 435 - 300 435
Oct. 30 445 : ) 445
Dec. 9 455 310 455
Dec. 30 465 320 h/ 465
Jan. 3 ) h/ 565
Jan. 26 : 475 330 — 575 475
Mar. 7 360 b/
it Apr. 27 485 380 h/ 485
el May 19 500 400 500
Sept. 6 510 410 - _ 510
Oct. 2 520 420 520
Oct. 16 525 , . 425 525
Nov. 12 ‘ . 535 ' 440 535
Dec. 6 550 © 455 550
- 1974 )
Jan. 4 560 ' 465 560
Jan. 14 i/ 5981/
Feb. 4 575 604 575
Mar. 3 ' 590 k/ 619 1/ 590

Mar. 25 . 605 - ~  635/684= 605

e - - — - T e
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Official
Rate for Accormo~
U.S. a Invisibles Inports dation

Date Purchases— Rate GVN CIP _ Exports Rate

\\-—“\ ”,v
1974 e~
Apr. 24 20 651/701 620
July 5 €30 661/712 630
July 10 640 672/723 640
Aug. 23 655 688/740 655
Sept. 26 670 703/757 670
Dec. 10 . 685 753/788 B/ 685
1975 . °
Jan. 21 700 770/805 700 .
Mar. 10 725 797/834 725

NOTE: 1) After June 18, 1966 entries made only when rates were changed.
2) Most PL 480 Title I imports were valued at the GVN import rate.
The CIP rate applied at times to imports of cotton and wheat,

a/ Also the GVM official rate, except during the period, Oct 1, 1967 to

Kov. 15, 1971 when the official rate was 80. The 80 rate, however, was

applied to very few transactions during this period.

b/ Most imports were subject to surcharges that brought the effective rate to a

range ©of 74 to 110.

¢/ In practice, applicable only to rice. Most exports received premiums
ranging from 5 to 15 piasters. The export rate for rubber was 48.65:1.

e/ About one-third of GVN imports were subject to 275 rate.

d/ All exports except rubber which was subject to a rate of 60:1.

f/ The 275 "parallel" rate plus a perequation tax of125 piasters.

g/ Plus an additional 25 piasters for exports of products new to Viet Nam

for a one vear period.

h/ PD-31 irxports subject to an additional perequationtax of 75 piasters.
i/ Exchange rate differential (between CIP and GVN imports) replaced by

a rebate on CIP goods, initially set at 85 piasters.

j/ Export premium replaced by+an "interest rate subsidy" equivalent to a

five percent premium.
k/ CIP rebate changed to 60.

1/ Interest rate subsidy changed to 13 percent for products of the fisheries,

forestry, tea, and rubber industries.

m/ Interest rate premium changed to 10 percent, except 15 percent for products
of industries affected by the fuel crisis: fisheries, forestry, tea, and

certain manufactured goods.
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Table 1 3
BLACK MARKET AND LEGAL EXCHANGE RATES
1965 to 1974
March June Septenber December

Black Market Lenal Black Market Legal Black Market Legal Black Market Legal

Year Rate Rate Rate Rate Rate Rate Rate Rate
1965 143 73.5 140 73.5 152 118 169 118
1966 166 118 188 118 168 118 172 118
1967 173 118 158 118 151 118 167 118
1966 166 118 178 118 203 118 200 118
1969 194 +118 202 118 225 118 360 118
1970 418 118 382 118 426 118 ‘ 388 275
1971 403 275 374 275 366 275 414 410
1972 445 410 417 425 " 424 435 495 465
1973 540 , 475 491 500 518 510 554 550
605 621 620 665 670 795 685

600

~Note - End of Period Rates: Black Market Rate-Piasters per one U.S. dollar for US$ 10 Green.
Legal Rate-Piasters per one U.S. dollar for personal piaster purchases.
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. i Table 1}

BLACK MARKET PREMTUM/DISCOUNT FOR $10
(End of Quarter Rates, 1964-74)

Percent Premiums (Discount)*

Year ~ March June September December
1 1965 95 90 29 .43
1966 41 59 42 46
1967 47 34 28 42
1968 41 51 72 70
1969 64 71 91 205
1970 254 224 261 41
1971 47 36 33 1
1972 9 ( 2) (2) 6
1973 14 ( 2) 4 1

1974 (1) (= - (1) 16

*Premivn or (discount from) the legal exchange rate for
persconal piaster purchases.
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RURAL DEVELOPMENT & FIELD OPERATIONS
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"The Emperor's laws stop at the village gate."

~ Vietnamese Proverb

At m other time in its history.has the Agency for International |
beveloprment, or its predecessors, employed Americans as advisors in-:
rural areas to the extent they were used in South Viet Nem. In 1969,
at the height of A.I.D.'s field effort, 1,084 direct hire U.S. advisors
wvere assigned to field or field-management positions, more than half of
the 1,846 A.I.D. direct hire employees in South Viet Nam. There were
additional_A.I.D. rersonnel resources committed to the field effort
including officers on loan from other. agencies as well as contract
officers. This massive buildup was not a concept entirely embraced by

A.I.D. but one brought about by both U.S. Congressional and Executive
press;res for additional programs, tighter American controls on thkese
programs, and greater use of American technicians as operators rather
than advisors.

A.I.D. field-advised rural development operations in Scuth Viet Nam

f211 into three general periods.

1. From 1954 through 1958 the United States Operations Mission in

Fielé Scrvice Division of USOH: They were involved initially, as vas
rcst of the mission, in responding to the needs of refugees fleeire the
Lerth under provisicns of the Geneva peace agreement on Indochina. There
officers zlco worked in a limited fashion stimulating rural seli-
develeprent projects under proérams_estﬁblished by thé Vietnamesc

rovernment“and supported by USOM funds and commodities.

. | - (}qf;;‘
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2. By direction of the Executive Branch of the U.S. Government,
USOM rade a radical departure from normal economic assistance programs
in 1962 and entered the field of civil counterinsurgency. This
rerained the basic mission of A.I.D. field advisors throughout the
balance of the U.S. involvement in South Viet Nam.

3. A.I.D. field advisors were removed from d?rect control of the
USAID (formwerly USOM)'Saigon mission in 1966 and placed first under
control of a deputy ambassadof and later under the U.S. Miiitary Assistance
Command in Viet Nam (MACV) in 1967.

A common goal ran through all these periods of USAID's field
efforts in the country. Whether the mission was defined as development
or counterinsurgeucy, the goal‘was to gain the support and loyalty of the
rural population for the Governcent of South Vietnam. The means selected
to attain this goal included improving the economic and social lot of
rural Vietnamese by stimulating GVN rural programs; improving delivery
of local government services by strengthening local governments, a#d
encouraging private sector innovations which would lead to greater
productivity. Behind all of these activities lay t};e hope that the rural
Vietnarese population, perpetual target of the Viet Cong, would be less
vulrareble to communist propagan&a as they vere drawn closer to their own
cavernment.

The terms used to describe these éfforts changed frequently through
the years. And as is the case with living languages, the tergs, once
placed under stress, developed a putty-like quality which caused them to
take on different meanings during different periods. There were even

differences cduring the same period when varicus U.S. and Vietnamese



(, groups and individuals defiied their own specialized meanings for
these words and phrases. Some of the more frequent terms in use

" "counterincurgency,"

during the U.S. involvement were "pacification,
"rural construction," "revolutionary development" and "civic action.”
It would seem that a clear distinction might be made between
"counterinsurgency," which refers to actions taken against an enemy
insurgent and "pacification"” which is anEnglish approximation of an
ancicut Vietnamese term referring to actions taken to attract the
population to the governmené. But these terms were often used

interchangeably and after sore time there was confusion in the user's

mind as to whether "pacification” or "counterinsurgency" was the more

comprehensive term, In later years, "pacification" was used in English

more and more to connote those military activities which were being taken
to gain control of a population and the term "counterinsurgency' fell

into misuse. '"Development" became the most frequently used term at

iy

first arong civilians and it generally seemed to refer to the process
of improving the services of civil government in rural areas. Ihe terms
"revolutionary development," '"rural development,'" "rural construction”

and "civic action,"

also referred at various periods to programs aired

at vilitery and civil actieng, or both, which brought rural Vietrarzese
closer to tie Goverrment of South Viet Nam. For the purpose of

this rarrative, the process which involved U.S. civil foreign aid field
advisors will be referred to as rural development, a term which generally
describes the pregrams with which USAID advisors wére concerned,

whatever the stated purpose of these programs or whatever altermate

(~' terns were used to describe the varicus activities.

——— e
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Early Attempts at Field-Advised Rural Development

) Although there were no large scale efforts by insurgents to disturb GVN

programs in 1954, the communists were Iéying a groundwork for future activity.

The end of the Frénch-Indochina War that year, left Viet Nam at relative
peace, except for the activities of three armed sects (Hoa Hao, Cao Dai and

Binh Xuyen) within Viet Nam which were eventually brought under control by

the new government of President Ngo Dinh Diem. Under the Field Service Division

of USOM, U.S. advisors coped with_day-to—day province problems in receiving
and settling the more than 900,000 refugees from the Hanoi regime

and made proposals for develcpment projects which seemad desirable from their
vantage point. They attempted to work with President Diem's Civic Action
cadre teams, which had been assigned to carry out myriad programs in rural

~ areas, including building schools and medical facilities, repairing roads,
provid{ng water and irrigation facilities, teaching, forming self-defense
groups and conducting political meetings.

The Pitfalis of Rural Development

The political events of the time militated against a lasting U.S. suc-
cess in field advisory efforts. President Diem, fearing a‘resurgence of
guerilla activity, saw the Civic Action Cadre as a counterinsurgent force,
and later, when Diem's brother ihu, gained control of the cadre, they were
looked on as a nolitica! force to bring rural people in line with a.strongly
centralized government. Hence, one mzjor GVN force which might have been
applied towards developing local initiative, was in fact directed into
strengthening the central government.

The direction of Diem's governmental philosophy was opposite to that

of the field advisory effort. He worked to.build a strong central



(; government which could control the country.' He abolished village
elections and replaced elected village officials with appointed ones
who would te;pond té demands from the province government, which was
in reality an extension of the central government. On the other hand,
the message conveyed by USOM's field effort, sometimes implied, -

g ) sometimes expressed, was the need for stroﬁger, mo?:'e decentralized

local governments which could act with someé independence in solving

their local problems.. Diem wés suspicious of Americans in‘rural areas.

And when confronted with a specific proposal from USOM that province

representatives be utilized to assist the province chiefs with direct

programs of aid, he rejected the idea on grounds that the province

[ C .
\ i

chiefs were too busy.

Within USOM, there was also a somewhat circumspect attitude with
respect to a field advisory effort. The vainus technical divisions
dealing with programs such as agriculture, education and public health,
were less than enthused over the role of province field advisors. They

were concerned with their own programs, as promulgated through the central

ministries and did not wish to become involved with field advisors

independently controlled by the Field Service Division. Lacking any

r.ission of substance, the Field Service Division was disbanded in 195€.
-During the absence of U.S. field advisors from 1959 through 1561,
the Vietnzrese government continued wifh experiments at controlling the
- population and separating it from the Viet Cong: There was tﬁe inescapable
requirement to address social and economic problems. And such prograns
vere at least planned by GVN evern though their success was limited at
(’ test. After experimenting with an atgempt to group Viet Cong

syupathizers and supporters of the Saigon government into separate
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living areas in February, 1559, the GVN moved to another approach

in Aprii--agrovilles. Unlike its predecessor, the agroville program
was primarily an attempt to build soc£al and economic centers. This
program toco was abandoned in 1961. Although the agroville approach
failed because of disapproval of the residents who had been moved into

them, its successor, the satellite agro-hamlets program, was judged more

favorably by GVN. In these smaller hamlets, people were not so far

removed from their lands. It.is at this point that the Vietnamese
government made, what in the light of later events, proved to be a
costly mistake: It selected.the hamlet level of government as the level
to receive the government's atténtion, thereby shunting aside the more
viable, larger village level of government. As the proverb quoted at
the beginning of this section indicates,.the Vietnamese rd}al people
heid their village governments in great regard as a protector against
overly repressive actions by the'centra} government.

For better or worse, .the dye was cast and tﬁe agro-hamlet program
was developed into an even more ambitious approach to civil defense
which would be known as the Strategic Hamlet (Ap Chien Luc) program
in 1961.

The Istablist:tnt of the Viet Cong

When the Viet Minh cadremen withdrew from South Viet Nam in 1954,
they tock a number of steps which strongly suggested they would be back.
First they told Vietnamese who stayed behind in the villages that the&
would return and punish those who collaborated with anti-Viet Minh
forces. They buried caches of arms. They left agents behind. Many of
then did return during tﬁe ensuing years, to recruit, to organize and to

begin operations against their enemy, the Republic of Viet Nam.
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The agents left behind and those who returned later after training
in the North, became known as the Viet Cong (VC) a contraction of the

" translated "Vietnamese Communists." ;They

phrasz ''Viet Nam Cong Sang,
were renaned by Scutherners in order to distinguish them from the Viet

Minh movement, which was considered more nationalistic in nature. The

Viet Cong were so designated to show the changes which had taken place

within the Viet Minh movemeﬂt_after Ho Chi Minh, a declared communist,
established himself as head of the North Vietnamese government. The
Viet Cong described themselves in a more nationmalistic tcne, "The
National Liberation Froat" (NLF). By 1954, ‘the Viet Cong were building
an organiz;tion which could expand isolated acts of terrorism into a
full blown insurgency.

' Their target was rural Viet Ram, unlike the communism of the west
where urban areas more often than not were the main objectives. Their
methods were copied from the successful Chinese Communist Party which .
had overthrown the government of Chiang Kai Shek in 19&9. A major
objective of the MNorth Vietnamese during the immediate post independence
pericd was to develop Gen. Vo Nguyen Giap's "People's Army" in the
South. Their tactics appéared to have precluded the need either of
veaccrns heavier than mortars or lzrge numbers of soldiers, fighting only
when they momentarily held numerical superiority-in a given battle, and
running to fight cnother day or night‘when outnumbered. They fought
primzrily at night, They had no permanrent installations to guard,
such as caxmps, towns, roads or bridges. In fact, they operated best

where there were no driveable roads and bridges. Where they were

succeesful .they forced their enemies either to dismcunt and attempt to
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find them on foot or give up the chase.

The Viet Cong judiciously balanced selective terrorism against
such bait as land réform programs, status in the community, and
promises of ever greater rewards to come when final victory was
achieved. Their frequent night visits to hamlets which they did not
control in the daytime left tehind a clear message to the rural
Vietnamese. If the villagers cooperated with the GVN they would be
punished, perheps killed, OnAthe 6ther hand if they suppofted the
Viet Cong covertly or openly, as the situation permitted, they would
be rewarded.

GVN efforts at pacification up to 1961 had been received at best
as mixed blessings by the rural Vietnamese. Attempts to force Vietnamese
into secure hamlets or villages, had created many resentments among the
Vietnanese people. Failures of local governments to live up to central
government promises had generated further dislike towards the government.
Abuse at the hands of soldiers and government vfficials had zdded still
another group of at least passively dissident people to the rural areas.
The Viet Cong capitalized on local dissatisfactions,‘ giving an alternative
organization to vhich rural people cculd bring their grievances. They
spent a great deal of effort identifying uvnpopular local officials and
repressive local military forces. When executing a local official, they
often gathered residents together to witness the execution. After reading
a list of grievances against the officizl and executing him, ;hey would
leave the bill of grievances attached to his body.

The Viet Cong needed support or at least neutralism on the part of
rural people in order to survive. Théy also needed rice to eat, money

for supplies and intelligence about their ememy. So the Viet Cong

2.



pursued the cultivation of rural people by the balanced use of
terroricm and reward.

All GVX attempts at pacification.or rural development presented
a threat to the Viet Cong. To thwart government progress the VC would
target on development projects, even destroying medical facilities and
schools at times, always careful to explain to the local populace why
they were forced to take such actions. Because they chose their
targets delectively, they wefé often able to provide creditable arguments
for their actions. Destruction of educational facilities was accompanied
by arguments that the projects were funded by "American imperialists" or
that the existence of the project signified that the villagers were
collaborating with the GVN. Bridges and roads were destroyed on grounds
that they had been built, not to serve the villagers, but to provide easy
access to the areas for government soldiers.

Viet Cong activities created such concern by late 1959, that the
U.S. Army Chief of Staff,.General Lyman.L. Lemnitzer visited South Viet
Nam for an assessment. He concluded that the situation had deteriorated

martedly. A request for increased U.S. assistance by President Diem was

supported by Lemnitzer, who recommended that the training and organization

of the Vietnamese Army should be chifted in erphasis frem conventionzl

to anti~guerrilla warfare training. 1In the following months, U.S.

military advisors assigred to field advisorv duties at battalion levels

were increased. 1In 1960 the Civil Guard and Self Defense Corps were

transferred from the Ministry of Interior to the Ministry of Defense for
) trained the new

training. U. S. Special iorces / - 5,000-man Vietnamese Ranger Force.

During the next few yezrs, U.S. military advisors were stationed at

province and district levels to advise Vietnamese province chiefs on use
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“of local security forces against the insurgents.

During the late 1960's, the Qietnamese government promoted
heavily the éheme, "The Government rebuilds; the Viet Cong destréy."
It was an apt description of the pHySical movement, of the war. To
complicate the position of the government, each building or road or
bridge that it built required an additional input of security forces
to prevent the Viet Cong frdmkdestroying the facility again. Viet Cong
regular forces had reached an estimated strength of 24,000 by 1963 with
perhaps two to three times that number of ifrregulars. By 1965, the
regular forces were estimated at 73,000 with a corresponding incfease
in irregul#rs. Their ability to fight only on their own terms then
seemingly disappear when sought, left the Vietnamese defense forces
fr;strated. By 1963, the Viet Cong were killing more than 2,000
civilians a year. They were kidnapping more than 7,000, many of whom
were later released after attempts. were made to reorient their thinking;
Many rural Vietnamese lived in terror of the sound of footsteps in the
night. Vietnemese military forces had found no way to protect people
from this effective form of Viet Cong conditioning.

Not only were the military forces baffled over protection of rural
areas, the highly centralired government ministries were equally unabie
to provide adequate povernment gervices in rural.areas.

The Peesteblichrment of fhe‘USOM Field Effort

It was amid these circumstances that USOM advisors found themselves
tasked, in 1362, with the job of producing a civil counterinsurgency
progran, heavily staffed by U.S. advisors in rural areas, which unlike

the 1954-5§ period, were peppered with large~-scaled violence. The
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decision to reinstate a field advisory effort and redirect USOM's
interests from development to c0unterin;urgency grew out of a U.S,
reassessuent of the growing insurgency, which had become a serious
threat against the survival of the Government of Viet Nam, Concluding
that direct, short-term actions must be taken to ensure that survival,.
. President Kennedy agreed to pres-s for more military and civil aid for
South Viet Nam. Assessments‘of the situation in Viét Nam brought back
to Washington by Gen. Maxwell Taylor and others in 1961, convinced the
Kennedy Administration that both civil and military redirection of U.S.

efforts were necessary if the Republic of Viet Nam were to survive.

Opinion was divided within A.I.D. as to the propriety of the Agency

dealing with short-term counterinsurgency programs. Those who opposed
the Agency's involvement argued that A.I.D.'s best contribution to Scuth
Viet Nam's stability would be the continuation of programs designed to
strengthen Vietnamese institutions and.thereby produce orderly economic
and social development. They felt that the guérrilla crisis could best

be handled by the military. These who argued in favor of counterinsurgency

activities believed that, given the realities of the situvation there

simply was no alternative, i.e., if the iumediate threat to survival vas
not met, there would be no longer term tomorrow to develop for. This
e conflict over the two possible courses of action became acute in 1962-63
and continued for some years after.

President Dicwm, who had refused permission’ for advisors to work
wvith province governments in 1958, had not changed his mind. He rejected
a USCi! proposal for this second deployment of USOM officers in the

( provinces. Despite the President's reservations, USOM sent some officers

A,
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to the field informally for several mnths. Pleased with thelr

utility to the overall U.S. Mission, the effort was expanded to other
provinces with the knowledge and occasional collaboration of President
Diem's brother, Nhu. Within two years, provincial representatives were
staticned in most provinces of Viet Nam. This field operation was
originally named the Office of Rural Affairs but later was changed to
the Office of Field Operatioﬁs,

In i;s initial stance, USOM's second field effort in 1962 consisted
nof of technicians but generalists who were stationed at the province
level. They were tasked with egpediting implementation of rural
prograns. They also offered support to the Strategic Hamlet Program
which had been instigated by the GVN the_preceding year. The frictions
which had been created between field advisors and USOM technicians in
Saigon during the 1954-58 period returned to USOM again in 1962, with
the establishment of the new office. The field gffort provided the
Mission Director with a new line of authérity to the province which cut
across the technical divisions' established lines of control. However,
the major portion of USOM's project funds coatinued to be aispensed

through the technical divisicns. Meanwhile, there was growing disenchant-

L4
" ment ameng Americans in the field with the ability of Vietnamese ministries

to deliver services in rural arezs vhich would fulfill the concept of
short-term, high irpact programs desigrned to lure the Vietnamese peop}e
closer to their government.

If the Americans found themselves with organizational problers,
theirs ¢id not compare éith‘the unwieldy Vietnamese structure nor with the

jealousies and fricticng within which it had to operate. The central

N
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winistries remained somewhat aloof from executive control, conducting

their affairs in such areas as education, agriculfuré, public works
and public health without any strong response to the desires of,the
Chief Lxecutive. At the province level, the province chief whotwﬁs
rore responsive to the President's desires, found the same resistance
to executive autherity in dealing with province technical services.
Civil servants who staffed these offices were hired, paid, promoted
and fired by the Saigon ministries and were more apt to respond to
authority from that direction rather than from thé office of the
province chief, vho was normally a military cfficer.

Support of the Strategic Hamlet Program proved to be a frustrating
and diseppointing experiénce for USOM and its provinée representatives,

Th> stated Vi

1)

tnanese goals were to:
® Muie & census of and éliﬁinate Viet Cong infrastructure
within the hamlet.
e Organize a civil defense system.
e Complete physical defenses.
o Organize sccret cells.
¢ Conduct hamlet eluctions by secret ballot.

The Vietnziecz government countcd 12,000 harlets in Scuth Viet Nex
during this period. Iy Septerber 1962, the gerrnment reportecd that
3,235 hamlets had mst the gozls of the Strategic Hamlet Pregram., By
Noveuber 1963, GVXN increased that figure to.S.SAA. Eut some months pricr

to that, USCM's field staff in the Deltz preovinces cauticred the Missicn

that the program was neither being thoroughly cxecuted nor properly reported.

,.l;\}) .
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Attention to pacification programs was abruptly interupted by
the overthrow of the Diem government ané the killing of Diem and his
brother, Nhu on Noverber 2, 1963. The central government was paralyzed
by the inability of any one man or group to re—establish authority in
Saigon. The Viet Cong rushed into rurél areas, seizing large sections-
of the countryside and local goGérnments were forced to retreat from

harlets and villages to the district and province towns. Whatever

progress the government had made towards controlling or even staying

4in touch with rural people disintegrated.

Reassessments of the Strategic Hamlet Program in May 1964 suggested
that only zbout 6,500 hamlets met tbe program criteria. By December
1965, the number of satisfacto;y hamlets was listed at 3,800 out of
the country's 12,000. The Strategic Hamlet Program was, for all intents
and purposes, finished.

Although efforts were made at pacification by lower levels of

government during 1964, the national program remained dormant while

chaos reigned in the Executive Office. One government after another

rose and fell. Much of 1964 was spent by those involved in the rural
developrent effort in attempting to plan a2 rural program alternative
to the disastrous Strategic Hamlet Program.

Vhereas 19€4 proved diszppointing to Ameritans and their Vietnarmese
allies, the events of i965 brought comze encourageﬁent. The first U.S.
tactical troops, vanguard of an eventual force of 540,000, landed at
Da MNang and the total number of U.S. tactical forces reached 170,000 by
the end of the year. 1In July, Henry Cabot Lodge was reappointed

Ambassador to South Viet Nam as Air Marshall Nguyen Cao Ky was stepping

P st e - ——rp— e Rt e e e v e e r e e r— . e —
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into the role of Vietnamese premier, the first contender since Diem
to bring a degree of stability to the President's office.

A principal missing key in rural development was a Vietnamese
agency capable of formulating and managing rural programs. By this
pcint, hopes of utilizing the government's staid ministries had faded,
and both U.S. and Vietnamese sought some method of by-passing the
traditional constraints of céqtral ministries. The existing pacifi-

.
cation element in the Vietnamese government was known as the Rural
Reconstruction Council. Premier Ky quickly elevatéd the ccuntil to
ministry status. The name was eventually changed in Vietnamese to
the Ministry of Rural Development (MORD). (For some reason Americans
adopted the translation "Ministry of Revolutionary Development." As
a linguistic accommodation, the Vietnamese referred in English thereafter
to the organization as the Ministry of Revolutionary Development. Some
years later, the Americans readjﬁsted their terminology to the original
Vietnamese meaning.)

The Vietnamese and their American counterparts were picking up the
picces 1in their shattered pacification program. Unfortunately, the
first minister of MORD, lr. Nguyen Tat Uhg, was killed in an air crash
60 days after his_appointmen;. To replace hin, Premier Ky selected the

aggressive Maj. Gen. Ngyen Duc Thang, who pressed the cause of rural

development with a zeal that impressed the Americars who saw him in acticn.
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" MORD was dubbed a “"super-ministry" by friends and foes alike. There

was the predictable dissatisfaction among the line ministries which saw MORD

as a threat to their jurisdictions. And there were others who perceived

MORD as capable of being a super ministry in every sense of the word. It

possessed a streamlined fiscal system which allowed it to dispense funds

quickly without red tape.

It was given authority to provide hamlets with

almost any government service which might be desired within the limited per-

ception of the Vietnamese peasant.

It had the full backing of the Premier

and of the U.S. Government. MORD inherited an embryo pacification program

which had been in planning for more than 1 year and was given a 1966 program

budget of 2 bi]iion piasters.

These funds were provided from USAID generated piasters and were allo-

cated B} MORD to the‘proVinces for the fol]owiné uses:

Funds allocated

Programs (VN) Percentage
Settlement 264,125,000. 16.92
Rural Development cadre 38,994,000. 2.50
Develonrznt of self-sufficient 1358,550,000. 8.87

hamlets (Self-help program)
Rural.education 295,470,C00. 18.92
Hydraulics 76,477 ,000. 4.90
Rgricuiture and animal husbandry 59,725,000, 3.82
in the Highlands :
Cattle 56,251,000. 3.60
Pisciculture 46,394,000, 2.98
Bridces &nd roads 330,5£3,000. 21.17
"OUpen arms" oneration 104,747 ,000. 6.70
Earth work (foundations for Y,579,000. 0.02
refucee housing)
Transportation 68,144 ,000. 4,37
Harehouses 26,184,000. 1.68
Unexpected expenses 46,000,000, 2.95
TOTAL : 100.00

1,561,208,000.
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The balance of MORD's 2 billion piaster budget was reserved for addi-
tional allocations to provinces which executed their 1ni£ia1 programs with
dispatch. .

The MORD rural programs which had been developed by 1966 were diverée
and included heavy dependence on the establishment of military security. .
The GVI considered that 3,620 of the country's 10,000 to 12,000 hamlets were
suitably pacified under recent programs and the-comnitmént to continue
developing them was inc]udéd in the 1966 plan. The population of these paci-
fied hamlets totalled 7,847,000, or 61 percent of the nation's population.

In addition, the plan called for pacification activities in more than 2,000

" additional hamlets, representing another 2 million people, or 15 percent of

the poputation.

In terms of projects to be completed in pacified hamlets or those under
pacification, the plan set these goé]s:

0 Resettle 41,000 families which had left Viet Cong areas.

o Complete 2,779 hamlet self-help projects.

o Construct 2,251 elementary hamlet classrooms and recruit 2,604
teachers for hamlet schools.

o Construct 913 kilometers of roads,and 19 larger bridges, ferries

and markets and 129 smaller facilities.

o Construct 14 large dams and dikes and 43 smaller ones.

0 Restore or buitd 119 kilometers of canals.

o Train 3,700 farmers in improved aqricu]tura{ techniques, issue
sceds, distribute 61,000 chickens and ducks and 16,000 pigs to pronote

tinz livestock industry.

4

.
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0 Construct 20 rural electrification projects.

A unique feature of MORD was its pefsonne] structure. The vast majo-
rity of its employees was assigned to the hamlet level. At its zenith,
1969, MORD had at its disposal more than 40,000 Rurat Development cadremen,
most of whom worked in hamlets. The cadre teams were tasked with serving
as substitute hamiet governments where they were assigned. After a period of
organizing-thE hamlet, during whiéh school classrooms, health stations or
other facilities were buiit under their guidance, they were expected tc super-
vise the election of hamlet chiefs, then move on to the next assigned hamlet
and repeat the proces;. Performancé was spotty, but the program appeared
less like a pre-ordained disaster than its predecessors and more like the

beginning of a viable rural program.

This new ministry had its share of problems as well. The cadre was

created from several other cadre organizations which had been in existence

prior to that time but additianal recruits were genefa]]y untrained and
poorly inspired. They were dressed in black pajamas and armed. In order
to survive, they had been organized into 59-man teams, with most members ser-
ving as security forces in the insecure countryside. The Office of the
Special Assistant to the U.S. A:3assador (0SA) had responsibility for train-
ing the Rura1.Deve1opment cadre while USUM pfovided technical support and
counterpart funds. Each cadreman received ten weeks training, which was
provided as rapidly as facilities at the Vung Tau National Cadre Trainingv
Center would permit. .

The Ministry also had the problem of national arithmetic which plaqued
jts predecessors: 12,000 haﬁ]ets and only limited resources to cope with

tnem.

rd
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But within these constraints, the organization set about its work.

lhe cadre teams were immediately fargeted by the Viet Cong. The mili-
tary security prohised by the Vietnamese Army and province chiefs fréguent]y
did not appear, or if it did, it retreated to more secure areas before the
night was far gone, leaving the cadremen to fend for themselves. \Because of
E==== ’ this insecure situation, the cadremen themselves often left their assigned
hamlets at night for more secure p1aces. The Vief Cong set about to demora-
1lize the cadre, destroying the structures they had built and intimidating

the hamlet residents from cooperating with the cadremen.

It was also planned that each pacified hamlet would organize and maintain

a Popular Force unit to prevent the enemy from re-entering after pacification.
::iji " But in reality, there were insufficient resources to provide for a sufficient
number of local units. Hence, lacking the basic prerequisite of security,
pacification progress remained & tenuous thing.

USOki's field advisors, known as provincial representatives by this time,
provided general advice and assistance to province governments in all civil

affairs. The special interest of the province representatives was the pacifi-

cation or rural development plan as it evolved in the 1960's. HMany province

chiefs felt inacequate in dealing with civilian technical services. In some
orevinces, this proved a frustrating bar towards progress since without the
creovince chief's backing nothinag could be don2. In athers, province represen-
tatives vere able to encourage the province chief to take control and admin-
istzr the services. By 1966 many provinces were staffed with one or more U.S.

ceneralists and several specialists: An agricultural advisor, a community develop-
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ment advisor and a public safety advisor. In addition, the United

States Information Agency, which operated the Joint United States

Public Affairs Office (JUSPAO) in Viet Ram, had fielded information
' advisors in many provinces.

A.I.D. inherited an unusual program in 1963: The Chieu Hoil
Program. "Chieu Hei," which traﬁslates as ""Open Arms" in English, was
set in motion to encourage Viet Cong to defect and ;ejoin the GVN and
their families who had remained loyal to the established government.

In the first three years of the program only 27,CC0 Viet Cong political
and military personnel had rejoined the GVN. Early in 1966, the

Vietnamese governnent agreed to give more priority to the program.

USAID - provided support in the form of camp care, training, ané
housing. The nurber of returnees rose to more than 20,000 cach year
during 1966 and 1967. Hoi Chanh (the returning VC) were given 45-days
indoctrination and then allowed to return to their homes with a six-month
draft deferment. The rate dropped in 1968, a%ter'the Viet Cong Tet
offensive, then exceeded past records in 1969. |

Much of the province representative's day-to-day effort wzs

directed at pressing for developrment in the target hamlets of the rural

doveleprment pregram, of assessing the work of the rural development

— cadreren working in these hamlets, of inproving agricultural practices
thircuch the province agricultural service, of as;isting with the recepticn
c¢nd care of refugees and of assuring a proper flow of counterinsurgency
corz:cdities into province warchouse constructed with USAID

rsistance. These commodities consisted of cement, steel reinforcing

bars, nmetal and mineral fiber roofing, and surplus U.S. food from the
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Pi, 480 program. Additional.effort was directed at programs in

public health and education. The popglar thexe of the time was
“wirning the hearts and minds" of the Vietnamese people, a gcal
vhich proved far more elusive than had ever been anticipated.

By the end of 1966, less enchanted assessments were beginning
to be made by Vietnamese and Americans. Despite an aura of indus-
triousness within the Ministry of Rural Development, largely brought
about by.the boundless energy of its minister, it was difficult to
be sanguine about the program's accomplishmgnts in relation to the
problems faced. The Ministeé, General Thang, concluded that MORD had
spread 1itself too thin in too many hamlets. There were others that
argued that to reduce the number of hamletsltnder pacification would
be to slow the pacificaticn effort to a crawl. There were compelling
aréuments on both sides and this dilemma, which had plagued Viet Nam
for years, still stood in the‘way of a workable program.

Cen. Thang, unfurling the motto "Ge slowly but surely," insisted
that the number of hamlets to be pacified in 1967 be reduced and that
more funds be concentrated in the selected ones. Although this was
done, it is doubtful that anvone could have measurcd any difference in
the results between the pacilied hamlets of 1966 and those of 1967.
As the Gvﬂ moved security forces into the new haulets, they were forced
to move security out of hamlets already pacified. And the Viet Cong,
always waiting in the Nipa palm, were quick to move in and resume
centrol wherever they could.

The Viet Cong had a distinct advantage here. The very nature of

the war and their corcept of operations allowed them to disrupt large
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Areas without actually holding them.‘ They needed fewer troops to

carry out their tactics of hamlet diéruption. The GVN, 1in order to

keep the Viet bong out some of the time, had to guard -the hamlet a}l

of the time. But the Viet Cong needed only Fo make occasional
appearances in a hamlet in order to carry out its goals of collecting
taxes, propagandizing, punishing collaborators, and threatening to
purish ‘other hamlet residenté if they supported the GVN. A small mobile
VC guerrilla unit could disrupt several hamlets each night while the GVN
had to assign a small force to each hawxlet on a full-time basis in

order to protect it.

Consolidation of U.S, Field Advisors

While the Vietnamese were attempting to address thelr organiza-
ci&%al problems, the overall U.S. mission under the Ambassador was
rearrahging its priorities and organization.to coordinate better its
field operations.

American military forces in Viet Nam exceeded 400,000 by 1967 and
the entire complexion of the U.S. effort, both civil aﬁd rilitary, was
altered by this influx. During the first half of 1966 a number of
menagement problems vere identified concerning the working relationships
among American advisors et the province level. .

Stanley Andrews, a consultant for A.I.D., described at least part
of the problem in a report to Mission birector Charles Marn, based on
Andrew's field trip during October 1966. "At the provincial level, onev
Provineial Chief after another complained not only about the Americans
running out to sell some program but the pressures from his own

government.services." There were indeed a number of U.S. agencies

represented at the province level including A.I.D. through its field

s
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operations staff and the Military Assistance Command which had large
advisory forces at the province and the district level. All of these
forces were éeneraliy interested in either rural development, rural'
security or both.

As early as 1964, General William C. Westmoreiand, who was to .
bacome the commanding general of MACV in June visited Malaysia, in the
company of other key U.S5. officials from Saigon and with Sir Robert
Thompson, head of thé Britishnadvisory team to Viet Nam. One purpose -
of this visit was to assess comzand arrangements which had been used
by the British during the war in Malaya. From this trip, General
Jestmoreland concluded that unity of advisory command at the province
level was an essential ingredieént of organizationm.

Although civil and military U.S. province advisors had been
working closely together, they had not developed a dialogue sufficient
to assure a well-defined U.S. position on coordination of military and
civil activities. The two vested inte;ests, one ip which civil affairs
were paramouﬁt, the other in which military affairs were paramount,

ed
continually fail/ to provide a well-balanced coordination. The intensity

of the war at this point demanded that civil-military priorities be
meshed, It was evident that successful civil pregrams could not be
initiated until an area was brought under and kept under sufficient
military éontrol, and this was not beiﬁg dene. There were even dceper
problems. Central among them was the fact that there were inéufficient
lecal military forces.to conduct a pacification program of any size.

On the American side, this problem, as well as others related to it, had

to await a rcsolution of the U.S. command problem before being

adequately defined and addressed.
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In early 1966, Ambassador Henry Cabot Lodge appointed Deputy
Ambassador William J. Portef as coordinator of U.S. support of rural
activities and charged him to reconcile roles and duties within the
U.S. Mission.b Arbassador Porter estaﬁlished a joint U.S. Agency
Planning Group under his direction to coordinate planning for rural
development among U.S. agencies and to participate in planning with
|==£= the Ministry of Rural Development (MORD). The joint U.S./GVN efforts
produced guidelines for programs and selected national priority areas
for 1967. Detailed guidelineé for provinces were published by the GVN
on October &, 1966. During this period, Ambassador Porter attempted
to coordinate the U.S. civil‘effort through staff actions. But this

seemed inadequate and, as a first step toward field consolidation, the

decision to merge the U.S. civil advisory functions in field operations

was made. In November 1966, Ambassador iodge consolidated all U.S.
civil field advisors, e.g., USAID, USIS, and OSA at the province and
regional levels into single units with a single American in charge.
This organization was designated the Office of divil Operations (0CO),
and the senior official at province level was more often than not the

USAID province representative. Vade Lathram of USAID became the first

director of OCO and reported to Ambassador Porter. 1In principle, at

least, this left the provinze chief with only two major U.S. personali-
ties to deal with: The MACV sector advisor, who supervised U.S. mili-
tary support in the province, and the dCO representative, who super-
vised civil activity.

In May 1967, Ambassador Lodge placed all field personnel
in the pacification program at province, regional and national levels

(— under MACV. This organization was designated Civil Operations,

e e — S ’ﬂ)\/
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Revoluticnary Develepment Support (QORDS). Under this arrangement,
these province teams, headed by senior military or civiiian U. S.
cfficials referred to as Province Senior Advisors, reported through
their regional headquarters to the newly created post of Deputy
) Ambassader for CORDS, who in turn reported ta the C;mmanding General
E o of MACV.
One effect of these changes was to remove from the civil agencies

o in Saigon any direct control ovér their respective field advisors.
It provided the single managership which was sought and placed it under
MACV on the grounds that security was the prime prerequisite for

pacification‘and rural development and that the bulk of U.S. advisory

and logistic resources was already under the Military Assistance
Corfand. Announcing the formation of CORDS,  Ambassador Ellsworth Bunker,
1"

who had replaced Armbassador Lodge, described the new organization as “a

unified civil military US adviscory effort in the vital field of Revolu-

ticnary Develcprment, (which) is in my view neither civil nor military
but a unique wmerging of both to meet a unicue wartime need."”
The civil onéd military leadershin of CORDS was szrnéwiched so that,

as a gencral rule, 2 civilian found himself managirg military personnel

end feund hircelf, in turn, being managed by a militery officer. At the

province level, rilitary Province Senior Advisors had civilian deputies.

and civilisn Province Senior /dvicors had military dezuties. This

. sandwich arrangement was utilize¢ from the district level of the country
through the province and regicnal levels up to the top of the U.é.'Hissicn,
vhere the Deputy fcr CCRDS was 2 civiliap with ambassadorial rank,

( reperting to the militery Cemmander of.MACV, who in turn reported to the

Ambassadeor. Under this arrengement, the senior advisor at each level

. //ﬂ;
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was equally responsible for civil and military programs. Such massive
organizational changés obviously impacted heavily not only on the
Arierican agencies represented in Saigon but on the Vietnamese government
as well.

During the transition from individual U.S. agency field staffs in
1966 to that of a single U.S. field staff in 1967, USAID began a buildup
of its officers assigned to the field in hopes of placing répresentation
in the district as well as the province and regional levels. In addition
to supplying manpower for the unified field concept, USAID provided funds
both for rural development programs and for administrative support of
fts field officers. )

In a typical province team, one would expect to find a senior USAID
representative who served either as the Deputy Province Senior Adv;sor
(DPSA) or the Province Senior Advisor (PSA). The senior military
officer, lieutenant colonel or colonel, filled ‘the other position.

There were one or more USAID Public Szfety advisors on the stzff, an
agricultural advisor, one or more generalists, soretimes a social
welfare or refugee advisor, all furnished by USAID. The U.S. Informaticn
Azency provided zn information specialist for the stsffi. The Arny
norvally provided on enginecer advisor.. The chief business of the
province tears in 1967 was to zddress tﬁe rrosecution eof ‘the counter
insurgency progran for rural Viet Fam. Additional technical ;ssistance
was gvealilable at the regional level vhere larser,similarly sandwiched
orgznizctions bad been estnblished to serve as links and conduits

between Scigon and the ficeld.
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The size of the USAID rtaff in Viet Nam grew, partly to provide a
sufficient field staff for the expanding ;perations in rural areas,
including the stationing of USAID officers at the district level. 1In
fay 1966, the total USAID Viet Nazm staff consisted of 760 direct hire
employees, 130 Americans on contract, 235 Third Country employees
(mostly Filipinos), and 1,6C0 Vieinamese engloyees. . By June 30, 1967,
as the CORDS organization wasrinaugurated, fhere weré €74 direct hire
USAID employees, 219 Americans on loan from other agencies, 264 contract
personnel, and more than 2,500 third country nationals and Vietnamese
eiployees. At the end cf the first year of operation, June 30, 1968
CORDS controlled 1,076 or more than 507 of USAIN's total force in

Viet Nam of 1977 direct hire U.S. enployees. (See Attachment 1.)

The 1968 Viet Cong Offensive

As the Vietnamese and American governments were revamping their
own organizations to deal with the burgéoning ipsurgency, the Viet Cong
were readying their plans for massive assaults on Vietnamese provincial
capitals. By October 1967, repcrts cf heavy enemy shipments of war
materials increased. The philosophy of the Viet Cong, pstterned after
Chinese Communist guerilla strategy, had up to this time concentrated cn
attempts to cortxo] the rural areas rather than the cities. But the
cities proQided logical targets for their attacks and the tactics
increasingly included frequent harrassing &ttacks on more vulnerable

district arnd province capitals, we well as Saigon itself, taking advan-

-tage of the natural animositiesc betueen rural and urban populations.
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But the magnitude and the duration of the Viet Cong Mau Thanh
offensive, launched at the begzinning of the Vietnamese New Year on
‘ January 31, 1968, came as a tragic surprise to the GVN.
g Both the GVN and rhe Viet Cong had announced cease~fires
for the Tet holidays. A similar arrangement the year before resulted
in a rglatively peaceful holidéy for the Vietnamese and in 1968, nmany
Vietnamese soldiers had been granted leave for the holidays. More than

30 of the 44 province capitals came under attack simultaneously. Saigon

was invaded by Viet Cong units #nd street fighting was the order of the
Aﬁ?ij day. Mos; rural development activity vac suspended as U.S. field
personnel found themselves under mortar and rocket attack and frequently
under ground attack as well. A number of USAID field advisors were
’?ff\ . killed or wounded in the several weeks that followed. The initial

attack, which was generally contained within three weeks, was followed

by a second, less effective Viet Cong offensive in May. Viet Cong

propaganda was aimed at drivirg Vietnamese out of the cities, of
attempting to overthrow local governmentg or at least to paralyze them as
well as private activity. Feorever, in mest areas of the country, norral
rural cdevelopment activity was resumed in two or three months. U.S.
regional ﬁrovincial and district teams were called¢ cn heavily to deal
with the nearly one million refugees generated by the offensive. 1In
addition to the great psychological disruption created by the VC, 12,696
vVietnaziese civilians were killed, 20,00C wounded and property damages ran

to the piaster equivalent of $173 millioen.

-
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The Rise of the Central Pacification and Development Council

In Februzry,the Vietnamese Government took a step which was to
influence prefcundly the implementation of rural dgvelopment effofts for
the next seven years. The new president, Néuyen Van Thieu who had
replaced Premier Ky in October 1967, formed a Central Recovery Committee
to coordinate znd expedite récovery efforts including the care of
refugees, restoration of cities, reopening of major lines of coomuni-
cztion and the development of a national spirit of unity.

The corzxittee included all governmwent ministries and was estab-
lislied at the highest 1ev§1 with the President in the qhair. But in
fact,working meeting were not held at.this level. Lieufenant General
Cac’ llao Hon, the chief operative for the committee, chaired meetingé
vhich were attended, not by ministers but by representatives of each
ninistry , Neveffheless, the committee served well as an emergency
coordinating vehicle in the eyes of GVN and U.S. officials and it was
the genesis of the subsecuvent Centrzl Pacification and.Development
Council (CPDC) which was operated from the Cffice of the Prime Minister.
This was accerplishecd not without challenze frem the Ministry of Rﬁral
Developrent vhich until that time had been the leading manageriél force

in rural activities. But the CPDC won, with American backing, and

succeceded MCRR as the central organization for the conduct of pacificatic:

programs.

The line ministries of the GVN, never happy with MORD's activities
in their areas of disciplire, had ro cause to rejoice over the formatiocn
of the CPRC. - MORD, althougzh called a "'super miniétry", was headed by zn

official who had the same rank as anyv other minister. Hence, if the
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Minister of Rural Development had any additional leverage, it was
because of personal relationships with the President or the Prime

ninister.or Lecsuse of keen U.S. interest in MORD. On the other hand,

the Central Pacification and Development Council not only possessed -~

the powers formerly held by MORD.ir civil matters, but was influential
as well in directing local military affairs. Although directed by

Lt. Gen. Hdn, who did.not holdkministerial rank, the council's power
derived from the Prime Minister, whc was asupporter of General Hon,
and by the President himself. The General did not hesitate to use his
influence with the Prime Minister.

The Prize Minister and the President, had always found ministries
unresponsive to the executive offices - they tended to operate almost
as separate entities rather than part of the executive branch of
goverrment. But CPDC activities and the necessity to produce specific
plans for rural areas provided the mean; by which the Prime Minister
could gain grezter control over the line ministries and the crisis
created by the 1968 Viet Coug offensive, prov.ded the opportunity to
do so. In the ensuing several years, the ability of the Prime Minister
to direct the ministries grew through the CPDC mechanisr and its
requirenents for ministries to participate in rural planning.

| The e?clutiov:ry nature of the U.S;/GVﬁ approach to pacification
and developrment can be seen in thesc events: thF U.S. moved first in
1967 to consolidate its civil and military advisors. And the'foll wving
year, the emerpgence of the CPDC, with equal powers to direct militar
as well as civilien presrams in rural 5reas,

provided GV with the beginning of consolidated management. Even
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" forces by 100,000 troops a year through 1971, vhen the total pilitery
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though the CPDC had offices at the province level (carved partly out
of the zssets of MORD) it did not have as neat a line of province
managermcnt as its American counterparts had constructed through CORDS.

The Ministry of Rural Development, failing to re;ain its prime
position in pacification, had to be satisfied with the administration of
the hamlet programs.

Fror, the standpoint of the American advisory effort, the CPDC
represented at the national level, a suitable counterpart for CORDS
interests, which were roughly parallel to those of the CPDC.

Although rural development programs were continued despite the
offensive during 1968, perhaps the greatest contribution to the total
effort by rural development advisors was made in the area of containing
emergencies such as refugee generations and assisting the Vietnamese
government in reestablishing lines of communication and rebuilding key

government installations.

Mobilization of the Vietnamese Populatien

Althcugh the military forces of South Viet Nam had increased from

242,000 in 195G to 615,000 in 1567, the government had not ordered
'iet Conz offensive precipitated this action. In addition, the govern-
ment took deccisive steps to organize z functionzl Peoples Self Defense

Force. Mobilization increased Vietrnamese regular and local militery

force settled at about 1.1 million nen. -
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Thére were sonte side effects of total mobiliza;ién which favorably
influenced the pacification program. The Vietnamese are not traditionally
a mobile people. They are content toremain in their villages, mény
of them never venturing either to the proviﬁce cap&tal or Saigon. They
!==== _ ' resist novement and when placed under pressure to move, look fof alter-
natives to leaving their homes. The structure of Vietnamese military
forces was complex. There was the reguiar Army of the Republic of
Viet Xarm (ARVN) to which draftees were sent. This.represented the least
desirable choice to Vietnamese because it tqok them farthest from home.

A second organized force, the Regional Forces (RF),were generally

employed within the boundaries of the home province, and therefore

presented a preferable type of military service for the home-loving
Vietnamese. Then, there were the Popular Forces (PF) which were
deployed in the village, or at most in the district where they were
recruited. This presented the most desirable form of military
service. On the debit side, from the standpoint of the draft-age

’

Vietnamese man, the pay, the uniforms and the armament as well as

general logistic support were poorer in the RF and poorer still in

the PF than in the ARVN. On balance, however, enlistment in the RF
and PF were favored over conscription into an ARVN unit. As a result,
as the GVX and U.S. agreed to increase the Regional and Popular force
. units which were called the territorial secufity forces, their numbers
svelled accordingly and local recruitment problems were solved..
These territorial security forces were to become the backbone of the
( ﬁacificaticn.effort, providing close-iﬁ security for the rural éreas.

fobilization also provided incentives for Vietnamese to join the
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Rural Development Cadre, which had sufferedfrom manpower shortages since
its inception, ;s an aiternative to being drafted into ARVN. The number
of cadre units began to grow accordingly until it surpassed 48,000 by 1970.
In addition, another local security organization, (PSDF), consisting-
::252 ) of local volunteers with the mission of protecting their hamlets and
villages against the insurgents, was perfected in 1965; Although never
L developed to any degree 6f militéry sophistication, the PSDF did prove to
; be a deterrent to Viet Cong tax ccllectors, recruiters and propagandists.
While these unpaid farmers had been the subject of organizational attempts
before, only in 1968 did they receive weapons.in quantity and the necessary
command interest of the province chiefs to make them cperational. They
died in greater numbers than their Viet Ceng attackers and they lost more
weapons than they captured. But in spite of their record in purely combat
terms, they were there and when they chose to fight, they were a force
which could not be ignored by the Viet Cogg. The: sum of mobilization, then,
was to increase the number of Vietnamese available for security as well as

civil operations in the pacification programs. The increase in pacification

forces in 1968 provided another partial solution to the historic problem of
finding sufficient resources to pacify rural Viet Kam. Yet, the unsolved
— problem remained that of producing a concept to apply the growing pacifi-
cation forces in a manner which would mee£ pacification objectives over a

wide geographical area.

The Accelerated Pacification Campaign

Whereas the first part of 1968 was spent in recoiling from the trauma

of accelerated urban war launched by the Viet Cong, the last several months

¢
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of the year represented a significant turning point for the GVN and for-
Americans participating in the rural pacification program.

In October, CORDS and the Central FPacification and Development
Council, produced a plan to counter the wmalaise which had developed after
'==== the Tet cffensive and get rural security and development programs moving
again. Peace talks had begun in Paris but the war itself continued
unabated. ¢

This plan, which became known as the Accelerated Pacification Cam-
paign, was initisted on November 1, 1968. It was a program targeted on

securing additional hamlets and narrowing the goals to essential military,

governmental and political requirements. If the campaign was successful,

and tlhe Viet Cong were deprived of free access to these selected hamlets,
then development programs would follow in the coming months. The military
- aspects of the campaign required inserting Vietnamese forces firmly in
insecure hamlets and maintaining them at ail costs. The campaign was

met with instant and strong resistance by the Viet Cong, but the govern-

ment forces generally held their ground. They received support in many

areas from U.S. military units. So impressed were Viectnamese and American
officials associated with pacifjcation that the 1969 pacification progran
was modeled after this large scale 1968 experiment.
Ancthef significant development materiélized in 1969 which had been
. in the making for several years. USAID officers, some of whom had by
then spent many years in Viet Nam, concluded that pacification and
development efforts would be bgtter directgd at the larger village level
(’ than at the hamlets. There were severai major rgaséns for this.
At this point, the teém "pacification" began to narrow iﬁ meaning

n

R Ry e P PN [ . — e e e




{; _ _ 35
as it was used by MACV. The Accelerated Pacification Campaign emphasized
the need to bring military security to a given area, as a prerequisite‘to
undertaking development activities. As terminclogy changed, "pacifiéation"
- became associated with the security aspects of the rural effort and
| "development' referred to those civil efforts which generally fall in the
rural development sphere. The Central Pacification and Development Council
pocsessed a name which lent itself to this concept of linking the two
processes together but designating separately the military and civil
aspects of the program under the two terms of pacification and develop~-
ment. The annual planning exercise for rural ;reas resulted in a document

czlled the Commaunity Defense and Local Development Plan, which further

defingd pacification as themilitary and development as the civil phase
of the overall effort. And the operations that followed clearlf in-
P -dicated the inportance of close coordination between military and civil

efforts with the success c¢f the former serving as a sine qua non to

successful iwplementation of the latter. The success of the experimental

1968 Accelerated Pacification Campaign vhich stressed the pacification

aspect vas cited as the proof of that axiom.

During the 1960s the U.S. had attempted to develop a balance
betieen its support to regular militery efforts of the GVN and those
N efforts vhich vere generally grouped under pacificaéion. As a result, by
1968 ruch of the U.S. military and civilian advisory effort had been
targeted on the'latter. The Vietnamese, culminating with their mobili-
zation order of 19¢8, had also shifted a large segment of their assets

- to pacification.

.,
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The U.S. was concerned with another problem: the ieverage of the U.S.
field advisor. .A.I.D.°province representatives had developed a limited
leverage on province governments through their contrel of counterinsurgency
commodities as well as their ability to influence allocation of pacification
funds to the provinces. Military advisors had fewer assets to use. But
leverage was multip;ied rany times in 1968 when Presi&;nt Thieu agreed
to allow district level American adviscrs to grade their counterparts,
the district chiefs. The tool which brought this about was the Hamlet
Eveluation System (HES), a computerized report which was established
during the service of Robert Kcijer as Deputy for CORDS., The HES was
an elaborate measuring device with which the aistrict senior advisor
rated the pregress or decline of the hamlets in his district by reporting
certain key factors, such as enemy and friendly military activity’és
well as political, economic and developmental conditions. These factors
were fed into a computer which produced a.printoqt rating the hamlets
from a higheof "A", indicating a hanlet to be totally ﬁnder GVN control
and functioning well to "V", indicating a hamlet to be totally controlled
by the Viet Cong. There vere four grades in between the "A" and "V"
irdicating cdegrees of harmlet pacification and development. There were
a number of imperfecticrns in the HES, including the fact that district
advisors wers not alveys able to get adecuate info;mation to prepare it,
nor were their judgrments uniform throughout the country. But if it did
not show precisely the status of security and devélopment in the hamlets,
it didlat least show the direction, up or déwn. It also provided a great
deal of data on local conditions in the country side.

In 1968, the IES took on a totally new significance. The GVN was
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threatening to replace district chiefs whose hamlets did not perform

well according to the ratings of American advisors. This decision came

as a shock to many province and district chiefs, who found themselves
. being supervised by foreign advisors. To the Americans, some of Qhom
did not fully understand the policy, the new role came as a mixed
blessing. Those who realized the potential of their new power and who
stood firm, jere able to put a great deal of leverage behind their advice.
Vietnamese officials were obliged to follow that advice at the risk of
losing their jobs. Other advisors sawf_the HES as a deterrent to good

relations with the district chiefs; their counterparts, and were

vulnerable to pressure from counterparts causing HES ratings to be higher

than they shpuld have been. But in general, by 1968 the HES became a
powerful tcol in the hands of U.S. advisors as well as proving useful in
. measuring the pace of pacification and development efforts. Im the long
run, it provided more leverage .iw the military than the civilian areas.
The HES continued as an impoftant tocl, especially for U.S. advisors,
until the cease fire of 1973, when the ﬁilitary advisory effort was

terminated. At this point the HES vas "Vietnemized" and thereafter

cperated by the Vietrarese thergelves.
| The villege governmont historically was the lowest level of govern-—

ment at which some managerial expertise had developed znd the lowest level
at which taxes were collected. The simple arithmetic of hamlets in South
Viet Nam made this lower level of government very difficult to deal with
There were, depending eon what method was used to count them, between

(~ 10,000 ard 12,000 hamlets. Thé manageriél prcblems for the 44 province

, .

“governments deeling directly with the hamlets were all but insurmountable.

R\
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Bug dealing with 2,100 villages, 35 to 50 in most provinces, provided
a workable managerial schemé. |

Although the village government had been all but neglected in the
years since President Diem discontinuedAvillage elections, they somehow
managed to stay intact, even though they were not given any significant
role in the pacification program.

The groundwork for re-emergence of village governments had been

laid in 1967. During that year, in addition to elections for the naticnal

President and the General Assembly, the GVN reinstated village council
elections throgghout Viet Nam. Although-electea, villzge councils had
little to do with pacification and development activities since the

major{ty of the local programs were still being operated at the hamlet

level independent of the village government by the RD cadre teams. And

.the cadremen were unwilling to share their responsibilities with the

village chiefs.,

A number of Vietnamese officials felt strongly that the emphaéis
on hamlet over village pgovernrments was detrimental to the goals of
pacification. This growing consensus led to the adoption of a pacifi-~
cation plan for 1969 which utilized the village 2s the basic managerment
level, with hazlet governments serving as sub-managers for the village
governments.,

Yat another key development, which had been announced in 1968, was
the grzdual withdrawal of U.S. combat forces in Viet Nam, a process

which weuld impact mot only on military activities but on the civil

//
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economy as well. For American advisors it meant the beginning of a
Vietnamization grogram; which would gradually replace Americans serving
in operational or semi-operationzl roles with Vietnamese. The first
clear impact of Vietnamization came when the U.S. Ninth Division,
stationed in the northern Delta of South Viet Nam, began leaving in
August, 1269, heralding the first major withdrawal. Areas of militery
responsibility filled bybthe U.S; Ninth were turned over to Vietnamese
trodps, including installations which had been constructed for the U.S.
Ninth. A similar process took place in the advisory area as the total
number of advisors wss: gradually reduced. Tbeir roles were either
taken over by Vietnamese employees of the U.S. Government or subsumed
into Vietnamese government activities.

The largest single civilian input into CORDS in 1969 remained
USAID, which provided not only personnel but funds to support a number
of key pregrams. The military "pacification" segments of CORDS concen-
trated on promulgating the type of security which had proved so effective
in the 1968 Accelerated Pacification Campaign. This included advising
cn intelligence matters, training and expanding Regional and Popular
Force trcops who were helping to fill the militeary gap left by U.S.
forces, and in gencral assisting in placing more population under control
of the Vietn#mese government. USAID Viet ﬁam, and its field advisors in
CORDS, were involved in the "development" segment which included. the
refugee program, the Chieu Hoi program, public safety, and a wide rarnge
of local development activities in agriculture, education, self help,
public works, etc., at the province and‘village levels, as well as overall

assistance to the City of Saigen.
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As the Vietnamese military forces moved out and secured additional
areas in Viet Nam, USAID public safety advisors continued assisting the
National Police to reestatlish police units in the more secure villages.
The increase of police at the village level in turn freed more military
forces to move out even further. Thousands of Vietnamese rural dwellers
who had become refugees in 1968 and before sensed a feeling of security
and moveq back to their rural homes. USAID officers assigned to the
CORDS Refugee Directorate and to field positions, worked with the
Ministry of Social Welfare to execute the Return to Village program,
which expanded greatly in 1969. More thar 400,000 Vietnamese returned
to their original homes in that year.

For rural development in Viet Nam, the major achievement of the year

was the shift from hamlet to village administration. From the province

. and district level, advisors were able to monitor and advise on the

development of village level activities.

The Vietnamese Central Pacificatiop and Development Council super-
vised the total pacificaticn program. The Ministry of Rural Development
and its more than 40,000 village-based RD cadre, préviﬁed a direct
channel to villzge level progr:ys. The recently elected villege govern-
uents were given control of srall military units to protect themselves
and their oﬁcrations. USAID provided, throhgh the Ministry of Rural
Development, a million piasters for each participating village.
Regulations for use of these funds were relatively lax and provided a

great deal of opportunity for village level decision making. At the
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province lével, more USAID-generated pilasters were uséd to allow
province governments to address some of their more urgent needs, e.g.
roads, bridges, schools and other facilities. These province level
- prograns were administered by the CFPDC.
u The village focused rural development program of 1969 represented
a major shift from previous efforts. There was a need for village and
province, as well as regional and national officials to learn entire
new sets of regulations and new concepts of operatiOn; The new program
guides were formulated under the direction of CPDC and MORD and moved

doun to the village level slowly. Funds stagnated for long periods at

various levels of government. Province and district governments at
times interfered with village control over security and village rights
to select projects. And finally, there was the big question of the

P -village governments themselves. Would they, after years of sitting

on the sidelines, rise up to the heavy new responsibilities put upon then?

) fv; The new programs proved in some part to be as much a-training

,imV‘. exercise as a development program in 1969. But as the year advanced,

key problem areas were detected both by the Vietnamese and their

Anericen adviscrs. Through the mechanism of the CPDC, MORD and the American

advisory system, these preblems were curfaced as far afield as the

village level and brought to the attenticn of the nétional government.

. Adjustrents were made in 1970 and in later years which added new dimen-
sions to the proérams. Among those problems was the clear need for
more trazining at lower levels, The National Training Center at Vung Tau,

(. vhich had trazined the 40,000-man Rural D;Gelopment Cadre, was‘called on
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to train thousands of village and hamlet officials, and later province
officials in the rural operations of tﬂe Vietnamese éovefnment. Some
village officials were even sent ebroad to observe other local govern-
ments.

In 1970, more attention was placed on local government administré-
tion and on province and municiial development. USAID, which had
acssisted the Vietnamese Ministry of Educafion for &ears in construction
of elementary schools, éoncluded that this aspect of A.I.D. operations
should come to a close. A large percentage of elementary-age children
were in schocl and the Village Self-Development program was producing
a number of village and hamlet schools which was running ashead of the
supply of teachers.

Village elections continued in 1970, and were held in 1,000
villages and 3,760 hamlets. In June, elections were held for province
and municipal councils, tased on new national legislation. These
councils served to produce at the province 1e§el a group of delegates
frem the districts, thus providing another channel of eﬁpression between
the Vietnzmese people and their government. USAID provided piasters to
allow councilzmen to execute their own projects under the direction of
the CPDC.

There were 4,000 village and hemliet officials trained at the
flational Training Center in Vunz Tau in 1670 and 41,000 trained in
province training centers. y

The inistry of Rural Develorment continued its decline in useiui-
ness even as village governments becane operative again and filled Lhc

void fer low level manszement. The MORD field wing, the RD Cadre, ones

the dominan ; T i .
t force in 10cal activities, waned in influence. It still
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attenpted to operate in assisting village officials with programs but
its primary duty, which was to serve as & catalyst at the hamlet level,

\ ‘ was gone. By 1970 the action had moved to village government.

Province-Village Relationships

bDuring the many years of war in Viet Nam, contact between province
cervice chiefs and lower levels of government was minimal. The danger
in rural travel and the great press of business in province towns kept
GVN officizls away from the villages where their programs were executed.
This weakness became more apparént after the reestablishment of the
village government as a developmen£ force, especially since many projects
required a degree of technical and administrative assistance from the
province level which did not exist at the village level. L

Tﬁis problem concerned the GVN znd USAID at the highest levels,

"In early 1970, the Province Chief of An Giang Province and his American
ccunterpart began experimenting with methods of providing assistance
ard guidance feor village governments from the province level. This
resulted in a delivery system for province technical services known as
the Province Mobile Assistance Team. Tt was, in fact, ‘composed of
tLree sub-teams; cne dealing with nmilitary affairs, one with government
administration end the third with develcpmeqt. The teams traveled
systeratically to each village in the province over a period of months,
analyzing pregrans and progress, waking corrections, and solving some
problers on the spot. It also recorded the unsolved problems and

revieved then at province level where they were either solved or sent

(' to higher levels if necessary. USAID advisors at the Region 4 (Delta)

//ﬂ
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headqﬁarters of CORDS were so impressea with the results in An Giang
that they promotéd the idea with the Vietnamese Corps Commander, whdi
crdered all provinces to operate similar teams. The An Giang Province
Chief was asked to present this concept at the national level through 2
series of seminars for province chiefs and other officials., Gradually,
the concept spread through most of South Viet Nam and by late 1971 was
utilized by the Central Government as a device to provide greater super-
vision, especially in technical fields, to local governments.

_USAlD public safety advisorsassigned tco CORDS at that point,
continued to press for a National Police presence at the village level.
By the end of 1970, 10,000 officers were stationed in 1,700 of the 2,100
villages of the country. These village police officers provided the
needed security in the expanding ﬁacified areas. USAID zlso began
pressing the GVN for an upward revision of the local tax structure in
1971, After developing a series of proposals, which were presented to
GVN, USAID cofficials pressed for action. |

CORDS mwved to improve local plarning during the same year., Its
Plans, Policlez and Programs Directorate pressed the CPDC for a four-
vear plan vhich woulc allew the GVN to builcd systematically one yeér
at a time on the acccrplishments Of the preéeding(ye;r. The four-year
plan was adcpted and published with revisicns made arnually.

The plan reguired inputs from each of the GVN line ministries as
well as inputs from Viectnamese military fcrces. In addition to serving

s a planning document, it served also as a kind of organizational web
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which allowed the Prime Ministry to pull the line ministries more and
more into the pacification progrem. It required them to commit them-
selves to and be accountable fer a particular course of action in the
rural areas. The ministries reacted at first sluggishly to these
requiremsnts, but as the web was tightened their performance became

more and more responsive.

1971: The War Subsides

The GVN and U.S. had .reason for good.cheer bty 1971. GVii's nationzl pecifi-

cation and development program had begun to make its impact on Viet Cong
operations. The Viet Cong were becoming less of a menace both militerily
and politically. One might begin to see the end of it all, when Viet

Cong violence and political intimidation would reach an acceptable level,

~ if not disappear altogether. The GVN presence in the countryside, which

had been largely a myth in the late 1960'5; was becoming a reality. In
many villages national policémen, not soldiers, were keepirng the order,
Developmental programs at village and p?ovince level had evolved into
useful adjuncts to the total counterinsurgency program. The village
level éf government was managing local programs more c;pably than the
hémlets did before them. Province Mobile Assistance Teams were providing
adequate supervision and assistance to the villages in many provinces.
Natiotially, inflation had reached a new low and the possibility of

giving more attention to development materialized.

Rural Development Cadre Role Revised

However, there were still major unsolved problems. The Rural

ap
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Develcpment Cadre groups whose role as substitute government teams

had facded with the resurrection of vil}age governments,Awere basicaliyl
unemployed by 1971. The CORDS Community Development Directorate
champicned a new role for the cadremen zas energizers'at the villzge level
of CPDC programs. Both the Mini#ter of Rural Develcpment and the Prime
Minister's office agreed. As a result, early}f972, MORD's cadremen were
reforued as Village Pacification and Development Teams and ordered to
assist and supervise all CPDC programs at the village level. The

cadre's deployment Lad been undergoing transforﬁation for some time.

The size of each team had been reduced from 59 men, mostly security
troops, in 196€ to 30-man tesms. In 1972, they were dispersed throughout

1,800 of the 2,100 villages with as few as three members of the cadre in

'smaller villages. This new deployment and its accompanying new mission,

provided the RD Cadre with more than encugh to keep them busy at the
village level. It also provided the ailing Ministry of Rural Deveiop—
ment with a new lease on life.

Another ministry, the Ministry for Development of Ethnic Minorities
(}DEY) operated a Montagnard cadre, kncwn as the Son Thon Rural Develop-
ment Cadre. Although poorly trained, they were devnloyed in somewhat the

same configuration as the Rural Development Cadre, but located in pro-

vinces with a high Montagnard population. Both ministries, MDFM and MORD,

erphasized the decentralized nature of their operations by the deployment

of their cadremen, as shown in the late 1973 figures:
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MORD Cadre MDEM Cadre
Assigned to Ministry in Saigon 158 50
Assigred to Province Headquarters 1,572 327
. ! . Assigned to District Headquarters 1,377 none
o Assigned to villages 15,916 2,893
= .
- Total , ) 19,043 3,270

Village Development Funded Locally

The Village Self-Developnent Program was operating well enough. But
its support still came mostly from USAID generated funds at the national

level. CORDS proposed in 1971, that the Vietnamese Government gradually

phase this program into local village taxation. At the same time, GVN

was informed that the Village Self-Development Program would be phased
out of U.S. funding at the end of 1973. The GVN agreed somewhat unenthu-
siastically with this idea, and published references to it in its annual
plans. But it took no active steps to promote the principle of replacing
U.S. funds with lccally generated ones. The ﬁ.S.'position remained and
on May 21, 1973, the Minister of Rural Development_and the Minister of

Interior, signed a joint circular address to province chiefs, outlining the

steps which must be taken to assure a smooth transition of the villege
Self-Development Program from national to village-financed funding. In

- 1971, reo village taxes were committed to the VSD Program. In 1972, 60 mil-
lion piasters were cormitted. More than 370 miliion vere cormitted in 1973.
In early 1974, all VSD funding was turned over®'to village governments.
Altheugh no tally was made of the 1974 village taxes used for development,

it is estimated that at least one or two billion piasters was committed.

™
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Redirection of Field Advisors

U.S. field advisors were also the subject of redefinition in 1971.
Through the years, although they had received general guidance from
above, their duties remained somewhat ill-defined. And in some cases,
wvell meaning advisors had lost sight of overall goals in order
to address lfcal probleus which‘were not necessarily germzne to the
central iésue of getting local government on its feet. Some field advisors,
especially in Military Region II, felt their presence was unproductive,
perhaps even counter-productive and questioned the validity of their
roles. However, the CORDS regional advisors in Region IV, the Delta,
had developed a list of goals and a job description for province develop-

ment officers early in the year. These goals and the job descriptien

wvere reviewed and revised by other regional officers and by CORDS/MACV

and ordered into general use on September 6, 1271, They remained in

effect until CORDS was disbanded in 1973.

Ethnic Minorities Progrars Redesigned

USAID had given 2id to the non-Vietnamese mountain people of
Viet Nam (Montagnard) for some y.ars. Their needs were great, their
assets were few and pregress was painfully slow. 1In 1971, a Montagnard,
Nay Lﬁette, ;as named llinister of the Minis;ry for Development of Ethnic
Minorities. Although chronically i1l with tuberculous, he proved to be
enefgetic and determined to push programs forward for his people. 1In

his first efforts, he attempted to attack all known problems simultanecusly,

dispersiug his very limited humen resources too thinly. After discussions
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with the Rurél Development advisory staff, he narrowed hié goals,
reorganized his ministry, and concentrated on improving rural development,

lznd reform, education, agriculture and -public health in the Highlandsl
‘A Using the Kational Montagnard Training Center iﬁ Pleiku, a USAID supported
project, he developed a series of short term programs to f£ill the training
voids among his people. These programs covered subjects in his specific
fields of interest as well as in such areas as literacy training for local
officizls and courses in conduct of the USAID-sponsored Village Self
Development Prograw, which had been going poorly in the Montagnard areas

since 1969. The MDEM continued to concentrate in these areas throughout

e " the balance of the life of the Republic of Viet Nam. ~

The 1972 Comrunist Invasion

Although the Viet Cong seemed to provide an ever decreasing threat
to the South Vietnamese, by early 1972 it was generally agreed that the
North Vietnamese Army was preparing a large-scale conventional assault on

South Viet Nam. But inportant questions had to await the arrival of the

North Vietnamese Army for an answer: where, and when?

At the end of larch, the North Vietnanese, supported by Viet Cong
forces, struck South Viet Nam with the first large~scele conventional
R ‘ campaign ever launched in the war. - Bolstered by heaty tanks of Chrirese
and Russian origin, they advancea across £he 17th pardllel intd"dﬁang
Tri province and'attempted, without success, to reach ﬁﬁe.  From the

western border they moved from Laos into Kontum Province where their

forwvard advance was stymied at Kentum City. During this offensive, omne

N
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of USAID's most able and renown field officers, John Paul Vann, was
killed on June 9Lh in a.helicopter crash between Kontum and Pleiku.
Vann, who first served with the U.S. Army in Viet Nam, began his USATID
career &s province represerntative to Hac Nghia Provinee and had been
appointed the senior military adviser to Military Region 1I the year
before his death. )

Ancther North Vietnémese thrust in Military Region III pléced the
province of Binh Long in jeopardy and the province capital, An Loc, was
leveled during bitter fighting. But a thrust from Cambodia into the
Delta of South Viet Nam proved unsuccessful. .There was intense fighting
in a number of South Vietnamese provinces. But when the fighting died -
down, most of South Viet Nem was spared the full brunt of the invasion.

The invasicn created a number of civil problems. Of first impor-
tance to the CORDS effort was the care of more than a million refugees,
most of them in Military Region I. Provi;ce advisors were directed to
turn their first efforts towards easing the problems of the refugees.

The rural development process was converted of nedessity to fit
the occasion. After assisting with refugee resettlement, advisors
turnad their attention towards the cecirated loczl governments and
their facilities.

By May, the CV and U.S. had produceé a recovery program to regain
ground lost to the enemy and to restore local government and facilities
in areas where fightirg had destroyed them. There were 245 villages

whose gcvernments had been placed out of action by November 1972. In

79\
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additicn, the province capitals of An Loc and Quang Tri had been des-
troved and there had been extensive damage to other province as well as
district capitals. Village elections were temporarily suspended to pre-
vent infiltration by the eneny.

ﬁ The CPDC was placed in charge of recovery by the GVN. Working with
this group the CORDS Community bevelcpment Directorate, later the USAID
Rural Defélgément Division, propeosed in June that the GVN take several

steps to expedite recovery:

1. Get local governments back into operation.

2, Divert existing ministerial budgets as well as USAID rural

g development funds to recovery programs rather than await additional funds
from gndetermined sources.
3. Develop a pllot province program to iron out funding and manage-
ment problems while waiting for the.fighting to die down in other provinces.
4, Use existing rural dévélopment funding procedures and-managerial

processes to manage the programs of recovery.

These steps were taken and the CPDC took the lead in managing rural
:E‘?; . recovery programs. The exercise also gave the CPDC nel insights into the
pénagement of rural programs th;cugh closer coordination of 211 available
—_— gevernment ascets. The lire ministries, which several years before had
becn reticent to cooperate on such joint projects, joined the recovery
effort with surprising enthusiasm, comnitting both funds and personnel

to assure the most efficient conduct of recovery programs.
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Agreement by the line ministries ¥epresented a singular achievement
for the Prime Miﬁistry, which had not been able to obtain such a quipk3
snd responsive reply in the past. The ministerial response was partly
due to the nature of the problem: a crisis brought on by the North
Vietnamese Arny invasion. But it also illustrated the growing power of
the Prime Ministry over the liné wministries.

By Novewber, 1973, the number of defunct village.governments had
been whittled from 245 to 127. Frcm recovery, CPDC moved in 1973 again
into rural reconstruction where it continued to operate until Saigoﬁ's

fall.

. CCRDS Digbanded

On January 27, 1973, a Cease Fire sounded the end of U.S. military

‘participation in the Viet Nam effort. It also heralded the end 6f MACV's

‘pacification and development operations under CORDS. The U.S. military

elements were quickly withdérawn. The Public Safety Division, affected
tmediately by the Cease Fire Provisions, was withdrawn from Viet Nam.
The cormrunity (rural) development effort and the war victims effort in
CORDS were transferred to USAID on February 1. However, when CORDS was
c¢isbaunded on March 1, 1973, another office was set up under the Ambassador
to carry out field operations in the absence of the ﬁilitary and to
nonitor GV activities In the pacification and dévelopment area. The
Special Assistanf to the Armbacssadeor for Field Operations (SAAFO) waé
azppointed. This new office contained 159 USAID positions, 17 of which

vere in Saigen, 59 at the regional level, and 83 at the province level.
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The field employees were subsumed under:the.operational control of
four consulates general which were established in Da Nang (MR-I),
Yha Trang (:R-II), Bien Hoa (MR~III), and Can Tho (MR-LV), replacing
the former U.S. military advisory commands.

At the time of this organizational change, there were 343 USAID
pcsitions remaining in the field effort. Foffy—four of them were
returned to A.I.D. with the return of the Community Development (10
positions) and War Victims (34) functions. Engineering, logistics and
data processing positions in CORDS produced 17 additional returms to

USATID. A total of 123 CORDS positions were abolished. SAAFO remained

. in operation until the fall of Saigon providing a lightly manned field

effort which responded to and monitored problems ih rural areas. The
total number of positions in SAAFO was reduced to 85 in 1974 and re-
mained at that level until the fall of the GVN.

‘From February 1973 until its deactivation in June, 1974, the
Saigon-based USAID Rural Development Division, which dropped.to six
positions during the year, worked less and less with tﬂe field adviscrs
concentrating its remaining resources on dealing with the ministries of
Rural Developrent and Etknic Minorities and with the Central Pacifica-
tion ard Development Ccuncil, which had bgen redeéignated the Centralx
Reconstructicn and Develoﬁment Council. By February, 1974, the Ministry
of Rural Development was abolished and/its rermaining assets placed for

adrinistrative purposes under the Ministry of Interior. Its operationzl

control was given to the Central Reccnstruction and Development Council.

B’
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This, in effect, placed under one command those national assets which
provided management to province governments. The reraining RD cadremen
who provided impetus at the village level also were directed by the

council.

Rural Development Plans For 1974

Althougn USAID planned to discontinue its separate Rural Develcpment
project in 1974, 85 A.1.D. officers remained in the field under SAAFO.
And the three elements of the Vietnamese Covernment concerned with rural
developrent continued‘in late 1973 to plan for continued development
efforts following the general pattern of previous &ears.

The CPDC, under its new title of Central Reconstruction and Develop-
ment Council (CRDC), was allocated $2.75 billion piasters to continue
- its province reconstruction efforts. The Ministry for Development of
Ethnic Mincrities was allocated 630 million piasteré for continuation of
the somewhzt narrower interests agreed on between it and USAID. The
Ministry of Rural Development, drawing on sone years of its experience
in rural planning, conducted a year-long exercise in 1973, producing

propos2ls for a number of vill-¢2> development progrems, including a

continvation of wvillage reconstruction of war-damaged facilities which

approval to undertake 18 of these proposals at a cost of 3.8 billion
piasters, rrior to its dissoclution.
Altcgcether, these specific rural development and reconstruction

proposals required 7.3 billion piasters for the calendar yeer 1974, all
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of which were provided by USAID—generéted piasters. Then in 1974,

the Ministry of’Rural Development was.merged with the Ministry of
Intericr and the Ceantral Reconstruction and Development Council. This
rmajor organizational change, added to a shortfall of total funds avail-
able to the GVN, brought on a rc-e&aluation of total programming and
many of the programs planned wefe discontinued. This major rural
development planning effort on the part of the GVN was its last in a
long series of trial and error attempts begirning in 1954 through the

ultimate collapse of the government in April 1975.

The Shift Towards Decentralization

During 20 years of U.S. support for rural development in South

Viet Namt a number of changes took place which greatly modified the
-performance of local governments in South Viet Nam.

From 1954 through 19263, village and hanlet governments, already
weakened by war, drepped even lower in performance and even visibility
to the population zg¢ guerilla war increased. There was little contact
with the pecpulation below the province level, and local government
cervicses had virtually come to a standstill,

By 1574, village goveruments had been resurrected, their officials
were largely elect=d, znd they were gencrating at léast a billicn
piasters worth of purtlic use projects which theyAthemselves funded from
local taxes. Théy vere making their ovn decisions on vhat to do aﬁa

tow to pay for it.

-

v
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Province governmeﬂts were active not only in their own affairs,
but in supervisigg and éupporting the development efforts of the
villzges. And at the national level, there was a reasoned planning
process which suvpported and encouraged lccal development and partly .
ﬁ ) financed some of the larger projects.
The crowning achievement of- the South Vietnamese éovernment in
rural affairs emerged inA1973 witﬁ the launching of the Administrative
Revclution. It can be said that the idea to launch this massive effort
at decentralization was purely Vietnamese. But the methods used to

define the program, to train the public servants, the very idea of

decentralization itself, was the eobodiment of those basic principles
espoused from the 1950's onward by USAID advisors.

The Administrative Revolution attempted to: decentralize the
decision-making process; place village and province chiefs squarely in
charge of local cperations; discover and éliminate bottlenecks in the

archaic GVN system; and increase local government staffs at the expense

of the national ministries.

The Adminictrative Revolution had special significance for the

USAID rural development effort in Viet lNam for it offered solutions to

problems of over-centralization which hod delayed gud sometimes foiled

rurzl &eveloﬁment programs through the yeérs.

- . Just as USAID had deployed more than half its personmnel to the field
by 1968, GVX w%cs determined to deploy a larger number of its 300,000
civil servernts in rural areas. Using the RD cadre approach, the GVN

(" chose teo garb its civil servints in black pajemas and train them at the

/

- e _,',___,..) gj{g




e AT s el M R AT e h e ke S RNREGE i | e 2 o Al - o

57

RD cadre's former training center, the National Training Center at
Vurig Tau. '

Much of the early plapning for the Administrative Revolution was
done by the Minister of Rural Development and by the Assistant Minister,
Quach Huynh Ha, who was selected by President Thieu to head the program
in June, 1973. |

A fuller discussion of this program will be found under the Public
Administration section of this report. From the standpoint of the rural
development effort in South Viet Nam, it offered the promise of catapulting
rural development ahead by permitting local problems to be solved by
local governments with a sufficient number of suitably trained staff
mewbers. However, before the Administrative‘Revolution had developed

to the point of significantly affecting rural development, it was

" obliterated in the fall of the Saigon to the Communists. As a

developmental process, it must remain in the realm of theory.

Tra Tveluticon 0f Rural ﬁevelopment, 1962-74

Through a process of evolution, Scuth Viet Nam's rural development
programs were transformed by 1974 into someihing quite-different than
.
tﬁe proarams of the early Sixties. In retrospect, the transition from
programs based at the hamlet level to those managed at the village
level was a relatively simple matter. DBut the decision to make the
change was considerebly more complex. The Vietnamese reluctance to

develop village governments existed at least as far back as 1954.

President Diem was strongly .opposed to strengthening village governments.
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It was he wﬁo suspended village elections in hopes of stréngtheniug the
central government. The American push for decentralization was negated
by Diem's desires in the oppcsite direction in favor of stronger cenéral
contrel. The first indication that the GVN onld mov; towards decentra;—'
ization came when the GVN announced resumption of villgge elections in
1967. This was followed in 1969 by revamping the entire counterinsur-
gency program along the lines of more autonomous village governments.

In the final years, the rural development programs which were
largely conceptualized by USAID/CORDS officers and funded for the most
part by USAID, "enjoyed a degree of security from terrorism which made
the differénce between success and failufe. This securit& was the
result of the massive shift of security assets to rural areas by the GVN

froa 1969. on. The decision to make that shift was brought about in a

-large part by the influence of CORDS field advisors' recommendations

through their channels to the GVN.

The programs developed a relevance to one another, bfought on by
the planning requirements to consider the several aspects of the programs
including the military end civil acpects. The requirement to plan fcdr
years in advance forced into view the realistic prospective time féame
required to pceify all of Viet Nam. This, in turn, belped the GVN and its
advisors understand better how to deploy its increased military and civil
forces more effe;tively in order to accomplish the whole tagk.

In spite of the early objections to local autonomy, the GVN had been

restructured frem the ground up. The early work in hamlets not only
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provided the GVN with experience in dealing with local governments but
also contributeé to thé development of a degree of competence among
hanlet leaders which proved useful later when these leaders had to
respond to the authority of the village government. The village govern- ~
ment itself received a great deal of attention from U.S. and GVN officials
alike. The province government was addressed at the same time with
increasing interest asg ii became clear that villages needed sﬁpport and
guidance from the province level in oxder to function efficiently. The
relations betwecn province governments and village governments were
addressed through the province mobile assistapce teams. And, through the
CrDC, relaticnships between the executive office and the line ministries
were addressed with resultant improvement in relations between them..
Much of the targeted activity of CORDS field development advisors
was concerned with organizational rather than technical problems; of
Building a governrent which could communicate down and up and which
could manage rultifaceted programs spread over a wide geographical area.
As USAID's rural development projects were phased out in early
1974 and funding decreased, the programs it had developed, many of which
continued, fell irntc this overall pettern of developing government
institutions which could manage, and in some cases _even fund locally, the
various deveiopment prograns. (A descriptiﬁn of each .program is found

in Attachment 2 which follow:.)
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Attachment 2

Summary of Major Progrums Which Evelved from Rural Development Activities

he of Februzry, 1974

The preceding sectionhdesérib&s A.1.D. activities in the field of
rural develcyument throuvgh figld advisecrs from 1954 through 1975. Althoush
the programs and approeches changed, the inteni of these progrerms remained
bésically the same: +to tring the Vietnamese people closer to their
government by assisting the governrent in providing normal local services
to its people. As USAIDL closed its rural development activities in
Viet Kam, it left the Vietnamese government with a series of progreams
vhich produced the management end the'organizational structure, as well
s a source of funding frcm indigensus sou?ces in scme cacges, tc provide
greafly improved services tb its reople. FTollowing is & brief descrip-
tion of those rrograms mentioned thrcughout the rural development
section as they moved cut of the USAID edvisory orbit.in 197k, These

-

prozrzns represent the significant achievements of the USAID rural
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Central Pacification and Development Council (CPDC) Programs

The Central Pacification and Develepment Council (known in 1973
and 1974 first as the Central Reconstruction and Development Copncil and
later as the Cerntral Security and Development Council) represented an
institutional breakthrough for éhe éVN, one which was -fostered by CORDS.
It represented the last and the most successfél attempé at day-to-day
coordination of the line ministries in rural affairs and an advanced
agency for planning and executing rural programs. Like many other

inprovements in Vietnamese affairs, it was created to respond to an

Iemediate crisis and its success was built partly on its ability to

. react thoughtfully to subsequent crisis which were the order of the day

in Viet Nam.

Through this agency, USAID advisors asssigned to CORDS successfully
developed a province management system known as Province Mobile Assistance
Teems. These teams, composed of high level proviﬁce officialg, toured
each village systematically, reviewing government progrgms, éolving prcb-
lems on the spot 2nd following up on more difficult problems which must
be solved et higher levels. This concept was ad&pted as a permanent pro-
cess in of govertment.

The secondary road system, a key elerent in the development of
Viet Nam, was eglso improved through USAID's work witﬁ the CPDC.

Utilizdng that office as the allecation agency, a carefully developed
system of producing concrete plans at the prevince level, which were in

turn submitted to the CPDC for approval and fund allocation resulted in

1
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an improverent and expansion of the long-neglected secondary road
system with highest priority going to the most needed roads. Later, when
<he North Vietnamese Arxy lszunched a full-scale offensive in South
Viet Nem in 1972, the CORDS Tomrunity Development Directorate (RD Division)
approached the CPDC znd suggested ways of precipiteting a civil recovery
novenent, using current availabilities. This program vas-adopted by the
Governmert and in severazl months the actusl reconstructicn of rural

[ ] v
government facilities began. Within a few more months it had established
itsel 2s a viable system for rural reconstruction in Scuth Viet Fam and
was given that missioniin 1973. AAgain, this institutioral improvement
became a standard part of the Government of Viet Nam's operations for
post-war reconstruction.

. Much of the encoufaging movenent towards decentralization and
greater government civil performance under the Administrative Revolution
of 1973-T7L could be traced to the‘precepts offere@ to the GVN by U.S.
field operaztions from 1062 'on. The Administrative Revolution, z massive
zttempt t2 decentralize government to lower levels, received much of its
stimuleticn from USAID and the hundreds of CCRIE field advisors who served
in South Viet Nem's rrovinces during the var years.

Tre CPZC mznzzed several ey progsrams direcied towerds problon:

g% ih2 rrovirnce level. 7Tnese rrograms, vhich hezve been alliuded

cenerzted piasters exclusively until 1972 vhen advisory influence gcnerated
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some funds.directly from the GVN budget.

The Province Development Fund

In 1969, the Province Development Fund, a counterpart piaster-funded
program designed to subsidize projects of provincial priority aimed at.

"opening up the countryside,"

ﬁas establiched under CPDC management.
Total pregram funding in that first year amounted to scmewhat more than
VN$ 1.4 billieon, with about VN§ 650 million going to secondary roads and
bridges, vhich together with irrigation structures (VN$ 282 million)

made up -- as they were continuouslyafter =-- the major part of the CPDC

-effort. A feature of the CPDC approach, honed considerably with exper-

ience, continued to highlight its success as an efficient resources-

allocation device in planning at the province level and review at the

central level by the interministerial forum.

In 1970, - USAID agreed to counterpart plaster funding to subsi-
dize a development program for elected Province Councils. The elections
were held in June; the program was funded at VNS 1 billion. The rather
unfortunate decision was made, at the time, to term this new progran .
the "Province Development Fund" (PDF), and to confer a new appellation
upon the preexisting CPDC development program, the National Fund for
Local Development (RTLD). The life of this precgram spenned the years
1870 through 1S72. Its intent was to pro&ide the vherewithal for
representative Province Councils to respond to their constituents' needs
and aspirations, and to foster the Councils growth into effective politi-

cal bodies. Although it is impossible to generalize about the 44 provinces

.

.




the program did succeed in both aims to a certain extent.

The Naticnal Fund for Local Development

As described in the foregoing, NFLD, christened the Province Devél-
opment Fund in 1969, the year of its inception, gave over that name to
the Province Councils in 1970. ‘Henbeforward, for convenience, we shall
simply term it the "NFLD". NFLD funding thréﬁghout the life of the pro-
gran was as follows: (rounded): 1969: VHS 1.4 billion; 1970: VNS 2.0
billion; 1971: VK$ 310 billion; 1972: VN$ 2.1 billion; and 1973: VN$
1.7 billien (this latter, and a large part of the 1972 transfers, went
for reconstruction znd will be discussed below under that head). NFLD
~ received substantial infusions of bOD-purchased plasters to support the
Secondary Roads Program, its largest single element, in 1971, 1972, and
1973.

FIFLD, as previously mentioned, féatu:ed province-level planning

by Province Reccnstruction and Development Councils (the term’"pacifi—
cation" was excised from the GVN lexicon at the time of the janu;ry 27,
1973, ceasefire zgreerment) and review of priority project proposals by
the Central Reccrnstruction znd Development Courncil (ZRDC) working-level
interministerial forum, anrually. This methedology tended to assure
optirum rescurce allecetion, decentralized planzing, and placed focus
on province, rather thzan ﬁational or regional priorifies. As a nanage-
ment &ppreach, it was speedy and responsive due to.the strong and
direct line of authority from the Prime Ministry (where the CPDC Coor-
dinatirg Center =-- permanent burcau -- was located) to the Province

Chiefs. Summary tables showing WFLD funding ard projects are showm in
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Tables 1 and 2.

Originally dedicated to the usual wide range of rural development,
primerily the land communications, irrigation, education and health
infrastructures, NFLD was narrowed to roads, bridges and irrigaticn struc-
tures in 1972, with the lion's share of allocations going to the Secondary
Roads Program. DOD contributioﬁs_to this program came to about VN$ 4.3
billion, or US$ 16.4 million, from 1971 to 1973. In addition, there was
USAID obligation, in 1970, of'US$ 3.7 million to finance procurement of
the so-called "Province Package" construction equipment -- 44 sets of '
machinery to support the Secondary Roads Program at the Province level.
The mix, decided upon by a GVN-US task force in 1970, consisted of a

roller, a grader, a tractor with dozer blade, a corbination front-loader/

back hoe, an asphalt kettle and three 2-1/2 yard dump trucks. The Final

. items -~ 22 graders and 26 tractors. -— were contracted for by CLA and

expected in country during the last calendar quarter of 1974. All but

eight of the remaining 297 items had been issued by the Viet Nam'Highway

Agency (VHA) as of February 19, 1974.

Rural Feconstruction

This effort, vhich becaue ¢ regular and successful program of the
GV, grew out of the CPDC response to the YVA offensive of late March,
1972, and employed the KILD resources-allocation and rmanagement system.
An added feature was the decision to deal with six-month increments of
work in order to keep the problem within mzrnageable limits and buy tire

to seek out additional financial rescurces.
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Dealing {irst with the hardest-hit provinces, a éeries of cycles

or phases of reviews of province priority project proposals began in
1 Avgust, 1972. Phase I, funded at about VN$ 500 million from reprogfaﬁmed
CPDC and line ministry availabilities, was set in motion in September,.
1972, and was followed by five more phases that extended through CY 1973.
Including the regular 1973 NFLD progrem, which was in fact given over
almost entirely to reconstruction requirements, some VN$ 6.7 billion
in CPDC availabilities and VN$ 900 million in Ministr& of Rural Develop-
ment (MORD) Funds hed been transferred to the provinces for rural

reconstruction as of the end of CY 1973. A significant portent was the

Afact that the last phase of reconstruction in 1973 was financed from
the "President's Fund," an extrabudgetary GVN reconstructicn account.
This transfer, totalling sowe VN$ 1,138 billion piasters, consisted

- entirely of GV tax revenues. With trivial exceptions, all previous
support for the CPDC Rural Reconstruction program consisted of counter-

part and DOD-purchased funds (for secondary roads and bridges) piasters.

The CPDC Rural Reccnstructicn Program for CY 1974 was funded at
VE$ 2.75 billion counterpart plasters in the Foreign Aid Chapter (FAC)
of the GVX budget. Caleundar year 1974 province priority road, bridge
zi:d irrigaticn project proposals totzlling VNS 1.9 billion were

approved in a series of CPDC reviews held during September 1973.

Province Mobile Assistance Teams

PATs grew out of zn cffort to structure regular and fruitful
interaction between province government (the lowest level of central

(‘ government) and the villoze people. The'concept, embodied in the
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National Commun;ty Reconstruction and Local Development Plan, was first
applied in 1970 in Military Region 4, and involved structured security,
administration and development groups made up from the Sector (military)
staff and the province technical service chiefs, making regular, supporti@e
visits to the villages. Basic to the idea was an effective system to
cecure follow-up on village problems. Flexiﬁility in approach to accom-
nodate to local geography, ethnic differences sccurity conditions and
custons was an essential element in PMAT operations.

Wherever it was eppiied with reascnable seriousness, the concept
proved an effective medium of communication between central and local
government. TField visits and rep&rtage clearly showed that PMAT employ-
ment continued with a reasonable degree of success, nationwide into
1974. During 1973, and nore intensively after the ceasefire, the GVN
publishked a series of directives aimed at'improving the effectiveness
and image of local geverunment, and at creating a closer and more benign
relationship with the people. The culmination of this drive to enrich
the domestic political arbience was the "Administrativé Revolution,"
invelving the delegation of povers to local officials, the diffusion
auay from Saigen of public servants, and serious efforts to simplify
administratiQn. Yany of these initiatives specifically called for regular
and structured visits by ﬁrovince officials to villzges and hanlets.

As a result, PlATs, long encouraged as a means for, enriching GVN-local

governnent cormmunication, received increasing attention.
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Village Reconstruction

Villzge Reconsiruction was brought about as a result of the North
Vietnzmese Invasion of 1972 which dispensed destruction or damage to
Villege Self Development projects built in previous years. This progrem
was slow in getting started, due mainly to the upset condition of village
governments, the fact that people had evacuated meny villages, and the
slowness’ofiprovincial governments in assessing war damage and making
funds availebie to villages to repair or reconstruct projects.

More than 900 projects were finally planned by villages and
spproved by provincial governments. Funds amount to VS 996,&00,000
were allocated by the Ministry of Rural Devglopment to support these

projects. By the end of 1973, 817 projects were completed and 108 in

process of completicn, or 88% completion. Funds supplied by the

" Ministry of Rural Development to sﬁpport these projects were derived

from funds carried over from-the Village Self Development programs of
previous years, and the 1972 VSD Budget.

Once the delays in planning snd fund distribution were overcone,
rroject implerentation progressed rapidly. " The rising prices of building

*
o¥ns in imrlemerntation and & reduction in numbers

fu

mzterigls czused slow

T VTS

eni sizes of some projects. The baleauce of plenned projects, still in

vare completed early in 19TL; but some new projects were

develored as & result of later HVA action. The Ministry of Rural Develop- 4

ment haé Vi$ 300,000,000 in its 197h budget to surport additional projects.

Most of the projects under the-Village Reconstruction Program were

A



!

X

schools, medical and health facilities, market places and some village

roads.

The Village Self Development Program

The Village Self Development Program (VSD) was originated in 1969

as a major part of the pacification plan with the principal aim of
"winning the hearts and minds of rural people'. This was to be accom-
plished by government support in funds and technical éssistance in
reeting the people's felt needs and aspirations in areas of social,.
economic and political development. .

During the pericd 1969.thrcugh 1973, 62,390 public-uée projects
were g¢ompleted under this program. The breakdown by cafegories of

projects is:

Edvcation 9,500 projects
Public Bealth 1,811 projects
Agriculture and Fisheries 14,269 projects
Public Verks 31,435 projects
Handicrafrs : 299 projects
Miscellaneous 3,144 projects °

VED was & multipurpose program. Its geals not only included
social, eccrmomic and pelitical developrent but were.focused on decen--
tralizaticn of authority down to the village leVel, increasing the
autonony of viliage goverrments and people, increasing the administra-
tive capebility of villege governments and invelving the people in

porticipation in cormunity zffairs end In their own developnent.
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The first two years of implementation-of the VSD frogram were,
of necessity, eﬁperimeﬁtal. This was due to several influences which
caused delays in getting the program started:
'I=== 1. Administrative inexperience of newly elected Qillage officials; -
2. Indifference on the part of rural people to community activities,
outside of the family circle, ané people's mistrust of.government inten-

tions, due to past expefiences in the Self~Help program;

3. Reluctance of province and district govermment to relinquish

authority over and control of funds;

4. Untizely reorganization of the village council structure by the

national government; .

5. A peor system of communications and dissemination of program
information from the central government to village government and the
people;

6. Poor training in VSD at the Natioﬁal Training Center in Vung Tauj;

7. Frequent program changes and a complicated reporting system.

Started on February 1, 1969, the VSD Program showed practically no
results uiitil June of that year. Most of that time was egpent in training
. village officials, forming Peéple's Commen Activity Groups (PCAGs), and

teaching the people heiwr to organize and carry out village assemblies.
- During 1%€9 and 1270 numerous charges in ﬁrogram guidelines were
effected thrcugh trial and errcr experience. Uhile many projecté were
completed during 1962 and 1970, the projects left much to be desired and

adaninistration of the program at village and province levels was faulty.
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Poor success was particularly evident in income-producing projects,
which at that time vere implemented by government grants.

By 1971, program guidelines were refined to a point requiring very
little change and people and officials began to understand the programs.
Reporting requirements were simplified and reduced and income-producing
projects but under a repayable loan basis under the newly elected Village

Credit Prcgran.

In 1972 the Rural Develorment Cadre were given responsibility for

guiding VSD Prograx implementation at the village level and for disseminating

program information and submitting reports. Very few mincr program
changes were necessary by 1972.
Most significant was the fact that in 1972, village budgets and

people's centributions amounted to only 177 of government's contributions

to the cost of VSD projects. 1In 1973, 82% .of the support of VSD projects

was furnished by village budgets and people's contributions. While much

of this was made possible by the Local Kevenue Improvement Program, which
increaccd the amount of local tax revenues, the fact that village people
zmede an .effort to contribute to its implementation was’ significant. In
1274, 211 funding for VSD caze from village budgets and people's contri-
butions. Village Self Developriecnt had become a fixture in the develop-
nent precess in Viet Nam. A summary of nstionzl and loczl funding for

village projects is shown in Table 3.
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The Village Credit Program

In 1970, the idea of putting incoie-producing projegts on a loan
instead of a grant basis was concelved and plans to put the program inﬁo
implementation were worked out - célling for an initial funding of
VN$ 450 million from U.S. counterpart funds, contributions from village
budgets and matching funds from the Agricultural Development Bank (ADB).
As delave in signing the Program Agreement were experienced, it was not
until March 1, 1971 that the program got underway. It was included as
part of the 1971 program in vhich up to 50% of villages' VSD allocation
could be put into the Credit Program by vote of Village Assemblies, and
matched by ADB. This fund was to become a revolving fund; after repay-
ments, were made and ADB's matching funds were withdrawn.

Loans to individuals were to be approved by a Village Credit Com-

-mittee consisting of the Village Chief, Agriculture Commissioner,

Finance Cormissioner, one member of Village Council and one representa-
tive of the people. One RD Cadreman was to serve as secretary without
vote. Once a loan was approved by the Village Credit Committec it was
referred to the Provincial ADB for finsl approval and disbursement of
the lozn.

Loans were linited to VX$ 50,000 per family at 187 annual interest.
This wes later changed to 207 interest and the loan limit raised to
VNS¢ €0,000. Income from interest on loans was to be divided thus: 10%
to ADB, €% to the village treasury and 4% to members of the Village
Crecit Cormittee. Loans required no collateral from the borrower but

village tudget contributions and Ministry of Rural Development VSD fund
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allocations served as collateral to guarangee ADB matching funds.

In the first three years of this program, VN$ 3,990,817,908 was
loaned to 176,705 borrowers, 87% of 1970-71 loans were repaid, and 747
of 1972 loans were repaid. Of past due loans, 657 were in the heavily
war—-damaged proviuces and provinces.hard hit by the typhoons and floods
of 1073, '

An additional amount of VN$ 2 billion from A.I.D. generated piasters.
went into this program in 1974, These additional funds went into a
Special Credit Program, confined to certain villages with a 100% repay-

ment history on past loans. Other villages continued with the regular

. Village Credit Program using funds alrecady in the revolving fund,

village budget contributions and ADB matching funds.

Rural Development (RD) Cadre Activities

July 1, 1969, support of the RD Cadré Program was assumed by the
Department of Defense. At this time the basic goals of the cadre were
redesigned and the cadre were tasked as organizers and trained for
achicvement of the following objectives vwhile serving under the super-
visicn of the Village Chief:

1. To ichibit the enermy activities of propzganda, recruitment and
tex collectién. |

2. To know the people of their village well and distinguish'pro-
GVX, anti-CVN and the apathetic, and to bring préssure on the latter two;

elso to recruit and train the pro-GVN as Popular Self-Defense Forces.
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3. To ascertain the local power structure, to assist in political
orgarizing, to aid with arrangements for village elections and to eval-
vate and report on public opinion.

4. To assist in economic developuwent,

Early in it was realized that the RD Cadre needed specific
training and improved guidance to provide needed impetus to the various
rural develapment prograns of thg Cormuriity Defense and Local Develop-
ment plan. Training pregrams at Vung Tau and the province training
centers were re-organized and directed toward economic development
goals. The Cadre were redeployed into smaller village teams and in many
cases operated individually at the hamlet level. Cadre were zlso trained
for and assigned specific roies in land reform, VSD, rural credit, urban
davelsprent, information end village administraticn.

In 1974 the Cadre were deployed in 1,634 villages with administra-
tive groups at the province and district lévels. The RD Cadre strength
peaked at 48,804, A phasedogn agreement for U.S. support had been
negotiated in 1670 providirg for a 25% annual reduction in support until
a zero support level was rezched as of June 30, 1974, The GVN picked
up the cupport costs as the U.S, phased down

Through the VSD pregran the Cadye assisted in the construction of
over €,000 classroom, 4C0 medical facilities and 5,000 meters of bridges,
all in 211 the VSD projects during the four years
60,000. These been hirh impact projects greatly needed by the

villares. The czdremen perfeormed numerous reporting and analysis
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functions thch were of value in the ﬁanagement program. They handled
the village mail service and the management of many refugee programs

ard reconstruction programs., They participated in vi}lage improvemént
projects financed by local revenue. U.S, Gove?nment support for the RD
Cadre from 196% until termipation of support, June 30, 1974, amounted to

approximately 16 million dollars.

Ethnic Minorities

In 1958, Ethnic Minority populations in the Highlands of South

Viet Nam rebelled against what they felt was a threat to destroy them and

their culture. In the negotiations with the South Vietnamese governmeut

that followed, the Ethnic Minority leaders sought guarantees to leave

their people free to precerve their languages and customs while granting

. them opportunities for greater participation in the nation's political

life and for more direct control over the Highland administration. In
addition, they wanted to implement social and economic activities to
raise the level of their society and they wished to emphzsize their
rights to hold clear title to the land they farmed.

Recogrnizing that there was a Montzgnard problem, the government
tegan to coerdirate & series of zgricuvlture, social welfare, land reform
erd multifaceted training activities with American advisors in order to
gain needed political and military support from the Highlanders. By
1964, they set up a Directorate of Montagnard Affairs as part of the
Vinistry of MNationel Defense. A chort time later, this Directorate was

trens{erred tc the Prime Minicters coffice: By 1966, it was redesigrated
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—the Special CCmmlssariat for Highland Aifalrs under a Highlander, Paul

-~

- Nur and in 1967 it becawe the Flnlstry for the Development of Ethnic

Minorities (HDEM) with Nur as its first Minister. The Ministry pro-
vided a focal point within the government for monitoring assistance to N
the Ethnic Minorities groups and it- also provided a safety valve for
tribal people through which they could air complaints and receive some
form of assistance, even-nominal,-without resorting to armed insurrection;
It wes not until mid-1971 thét MDEM became well-enough organized
and staffed to be able to function with some degree of self-sufficiency.
Trained cadre teams, working under the Minist;y's supervision, built
hundreds of school classrooms and'haternity-dispenseries, and assisted
with secondary roads and bridges. They taught literacy classes, served
&s agriculture extension agents, assisted in the implementation of land
reform prograns, advised Village and Hamlet Chiefs on administration,
and handled public information dissemination on all program activities.
From 1971 on, the Miﬁistry and its USAID advisors concentrated
on these areas of interest:

1. Interministerial Coordination - With continued assistance from

Amcerican advisors, interministerial coordinaticn was effected with the
Ministries of Education and Agriculture as well as with the Central
Security and'Development Council of the Pfime tlinistry. This aided and
etetted the implementation of project asctivities in;tiated in eduéafion,
ggriculture and other development areas.

2, Agriculture - By the beginning of CY 1974, the first comprehensive

Zal
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¥ive Year Agriculture Dévelopment Plan for Montagnards was completed by
MDEM, with major advice and assistance from an A.I.D. contract advisor.
The draft plan served as a guideline for the long range program of
Highland development that aimed at reaching the goals of self-sufficiency
and self-strength.

3. Cadre - Concerned utilization of Son Thon Rural Development
(STRD) Cadre members in multifaceted technical and administrative areas
developed a much greater MDEM capabll;ty in satisfying the needs of
people at village and hamlet levels. STRD Cadre played tangible roles
in agriculture, education, public health, social welfare, public infor-
mation, and other project activities.

4., Village Self Development - Non—existent in the Highland area

during 1969, VSD projects increased markédly br end-1973 and early 1974.

~ On advice of UgaIlp edvisors, this progrem was transferred from the

,,&“‘t\ .

Ministry of Rural Development to the MDEM in 1973.

5. Natiornal Menteagnard fraining Center Pleiku (XMIC) - From 1971 on,
NiIC gave in-field training to Highlandérs on the wide ranging subjects
of public health, cadre team vork, agriculture development, literacy,
village and hrmlet cdministratifn, village self develoément, rass educa-
tion end oilicy parallel creas of responsibility. Over 6,000 Bighlauders
vire treined during CY 1973. Training courses were cpencd in carpentry,
nechanics and masonry to further upgrade the knowledge and skills of the:
Eighlancer population in 1974.

6. Education - Many of the Montagnards' prcblers hinged on their

lzck of basic educaticn skills. Most of them could not read or write
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either Vietncmese nor their own languagé. In fact, only several of the
30 languages and &ialects had a written form. Progress was very slowf
However, enrollment figures for primar& and secpndary students did in-
crease. Frem 1969 to 1974 elementary enrollment rose from 37,887 to
60,740 and secondary enrollment rose from 2,248 to 9,407, partly due to
the use of boarding scheols which were funded by USAiD. There was no
record of Yontagnard university sfudents in earlier years but by 1974,
3C1 Montagnards were enrolled in universities.

7. Land Reform - At least on paper, the Montagnard land reform
progran progregsed from 1970 . through 1974. The Ministry for Develop=-
ment of Ethnic Minorities and the Ministry of Land Reform and Agriculture

launched a joint effort to popularize the progfam in 1973. In excess of

1.7 million hectares of land were set aside in two major programs. But

MDEM believed that the actual possession of the land by the Montagnards

~was being inhibited both by Vietnarmese incursions and by poor security

concditions., The reader is referred to the separate seétor description

of land reform in this report fer further details.

n»

zz2lts of UCLIT Eudret and

et

Lavienrv Sitnrort

t

MDEi's budget, fincnced by A.L.D.-gencrated piasters, incrgased
annually, az follows: FY 1971 - VxS 50 million; FY 1972 - VX$ 180,845,000;
TY 1973 - ¥r$ 350 million; and FY 1974 - VN$ 630 million. In corres-
ponding fashion,‘STRD Cadre experience and training allowed them to
assume much greater training and administrative responsibilities, the

ntagnard Training Center Pleiyd facilities improved markedly,
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boarding schools began to improve and Village Self Development activities

increazsed sharply in FY 1974. Mass education and literacy training

increased, and aduinistrative planning improved.




Table 1

CPDC DEVELOPMENT PROGRAMS

SECONDARY ROADS CONSTRUCTION REPORT

1969 - 1274

NATIO¥AL FUND FOR LOCAL DEVELOPMENT, AND RECONSTRUCTION #*

) ROAD** BRIDGE
YEAR . (in kilometers) (in meters)
1969 (NFLD) 396 4,431
1970 (NFLD) ' 773 2,352
1971 (NTLD) o 1,247 - 5,117
1972 (NFLD) 381 1,243
1972 (Recohstruction) . 254 828
1973%** (Reconstruction) 2,014 6,984
1974%** (Reconstruction) 363 1,243
TOTAL NFLD o 2,797 ' 13,143
TOTAL RECOXNSTRUCTION 2,631 8,965

* During 1972, both the name and the purpose of the National Fund
for Local Develcprment were changed to include reconstruction, in
order to respond to the dars:ce done during the cormunist invasion
of that year.

 — *%* Major -repair, rehebilitation and new .construction.
**% Lstimated.
February 22, 1974

Source: Rural Development Division/ADLA/USAID, Viet Nam
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CPDC DEVELOPMENT PROGRAMS

Table 2

IRRIGATION FUNDING AND ACCOMPLISHMENTS SINCE 1969

NATIONAL FUND FOR LOCAL DEVELOEMENT AND RECONSTRUCTION

FUNDS (vﬁSooo)'

YEA&R HECTARES
1969 41,373 232,000
1970 53,500 337,319
1971 51,906 520,800
1972 89,988 528,800
1973 28,065 266,000
1974 . 31,555 719,000

. EDUCATION AND PUBLIC HEALTH

SECOVDARY CLASSROOMS

YEAR Classroors
1969 250
1970 224
1971 146
MATT

PAF R R

Funds (VNSGOO)

145,000
138,413

144,040

ITT-DISPENSARIES

YLAR Kumber
1969 - 55
1970 49
1971 ‘ 59

FPrepared Februery 22, 1974

Funds (VNS$000)
121,400
115,500

121,135

VN$/Ha
5,610
6,305

10,034
5,876

9,478 -

22,786

VN$/C15ssroom

580,000
617,920

986,580

Unit Cost
2,210,000
2,357,140

2,053,140

Source: Rural Development Division/ADLA/USAID, Viet Nam
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Table 3 £
gy ~~ s
FROGRISS OF 1969, 1970, 1971, 1972, 1973 VILLAGE SELF DEVELOPMENT PROGRAMS
As of Feb. 28, 1974
_____ JIROINCLS
YEARS Planned| Comrpl<eted| In Pro- Allocations ' Expenditures Village People's Number of
gress Budget Contributien Man Days
- Labor
1969 26,646 | 26,447 199 1,668,350,098 1,632,296,857 300,705,141 824,340
1970 21,063 | 16,430 4,229 2,205,206,581 1,855,694,464 829,837,613 946,110
1371 11,074 9,044 1,929 1,937,209,659 1,662,370,321 407,717,717 838,308
1972 5,492 5,291 283 1,039,827,760 960,887,020 60,654,118 202,370,755 507,092
1973 3,384 3,133 341 623,190,394 574,949,777 379,548i333 167,654,990 296,366
TOTAL 5 yrs 67,649 ) 60,345 6,881 7,473,884,492 6,686,198,439 440,202,451 | 1,908,286,216 | 3,412,216

Source:

Ministry of Rural Development, March, 1974





