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THE SCOPE OF l T S  TEXYIXAL REPORT 

The Terinicsrl Repcrt,  United S+,at'es Econo~ lc  hssistancle t o  South 

Viet lFm, 1954 - 1975, colisists  of  .three volUics; t h e  Suslnarjr vhich i s  
! 

contai~led i n  Volwre I m d  I1 and t h e  bibliogrephy of Of f i c i a l  Docmefits i n  

L a . *  V o l ~ n c  111. The S m a r ~ .  yrovities t h e  reader with a descr ip t ion of major 

ecolromic a s s i s t v i ce  e c t l v i t i e s  undertaken by t h e  United S t a t e s  Agency fo r  

I n t e rna t i onU 3e~elopment end i ts  predecessors tiuring t h e  extended period 
I,. . I ,  

of U.S. involvement i n  South Viet R?,r,. It a l so  serves  as e f ac tua l  cczou3i 

of t h e  times as  they perteined t o  U.S.  progrmis and provides a s e t t i n c  f o r  

, :  I i s  en annotated l i s t i n g  of nslry of t h e  major dclcu~ents,  f i l e s ,  r epo r t s ,  =d 

i ; i , ' : ; , , ,  
j : . : ~ ! .  . .  
;,;;!.;:;, 
:, . a ' ;  
,,. I) . . .  , . . , .  . 

other  o f f i c i a l  records accmuleted by t h e  Agency over a period of more thm 

those who wish t o  read nore f u l l y  by us ing t h e  Biblioqrephy. The Bibliczra2hy 

20 years.  

1 . .  I ;I I This t e r n i n a l  Report w a s  prepered i n  r e c o g n i t i ~ n  of t h e  magniture. 

purpose i s  t o  preserve primmy source mate r ia l  of h i s t o r i c e l  value. 

Tvo o ther  ~ a j o r  a c t i v i t i e s  were conducted as edjuncts t o  t h e  T e n d i a l  

I 

t i ;  * 

Ii.I.I. ,,li Report : 

1. Project  A p p - r i s d  Reports of a l l  ongoing A. I .D .  pro,lects at tF:e 

and duration of t h e  Agency's ass is tance  t o  South Viet Nam. The r e p o r t ' s  
c .  

t.i::.e of  t h e  f d l  of t h e  G ~ v a r m e n t  of Viet Xan have been pre?areC. Tkc.se 

f o r m 1  eveluatim d o c u ~ e n t s  provide de t a i l ed  in fomat ion  on t h e  s t ~ t u s  cf 

ongoing p r o g r a u  ~t t h e  time of  t h e  fall. 

2. A corprehensive desc r ip t ion  of economic po l i c i e s  and s e t t i cge ,  

t h e  "Economic Context" h s s  been prepared along with more de ta i l ed  sec:cr 

desc r i p t i o t s  i n  c e r t a i n  areas ,  which -provide supplemental infomati@?. t o  t h e  

n a t e r i a l  i n  Yoluxes I and 11 cf t h i s  Report. 



Nei ther  t h e  Pro,jeet Appraisal  Reports no r  t h e  more d e t a i l e d  s e c t o r  

desc r ip t ions  have been p b l i s h e d ,  bu t  copies  a r e  on f i l e  w i th  t h e  A.I.D. 

Eeferericr Center ,  A g e ~ c y  f o r  I n t e r n a t i o n a l  Developlrent , Washingtcn , D. C. 20523. 

b t h  c ~ t e g o r i e s '  o f  u::yuSlished domrients a r e  l i s t e d  i n  t h e  Bibliog.aphy 

u:dm t h e i r  r e spec t ive  sub jec t  headings. 



Tile Gnited S t z t e s  Goverr_=r..znt provitied econcxic a e s i s t m c e  t o  t h e  Ee- 

~ u b l i c  of Vie t  li%i ( south  Viet  l1%ri) frm its i nceg t i cn  mder ti-.? G;.y:e-ia 

Accordr of July 20, 195k u n t i l  i t s  f a l l  on A p i l  30, 1975. These e f f c r t s  

a r e  sx:r. s r i z e d  i); Valw.ies I cn3II  of t h i s  Terz i r , s l  Report ,  ~ c d  J ' o l u ~ c  TI1 

proviiies t h e  r eede r  wi th  an extensi7?e Siblicgra_uhy fa- f a r t h e r  resezrch. 
' 

i;~:?irig nuch of  t h e  Vie i  Zan exfer ience ,  U.S. econczic a l d  urs ~ ~ i i l r c  

any c t f i t ~  e f f o r t  with r e s p e c t  both t o  m g n l t u d e  a i d  t o  t ~ e s  cf acti-r:tl.-s. 

I n  t e r n s  of obJec t ives , the   ti.^. t h r u s t  i n  econoxic a s s i s t a n c e  m y  be d i -  

v i d e s  i ~ t o  f i v e  p e r j  ode: 

199-1958 - Separe t ion  cf S ~ u t h  Viet E m  from t h e  AssocisieL E t ~ t e s  - 
of Indochina and pi", i n f l u x  of re fugees  fron t h e  t o r t h  t o  t h e  south prc- 

nent .  The f a l l owing  were s o m  of t h e  s p e c i f i c  A.I .D.  c -~Jec t i - .~es  EL~XCS a t  

eas ing  sortle of  t h o s e  p r o b l e ~ s :  

1. s u p p ~ r t  e f f o r t s  t o  r c x g m i z e  mfl t r e i n  e. n a t i o n a l  err;: rdeqxi te  . 

t o  main te in  i n t e r n z l  s e c u r i t y  ~ n d  prsv ide  i n i t i a l  resistance t o  €~ter: :cl  



ir?e.c,ruch e s  re fcgee  ?rcbl.t?zs had k e n  l a r g e l y  brc-,lgCt under c x t r o l  5;; 
! 

1953. The ycer 1959 k-as a t h e  of t r s n s i t i o n  frcn an e ~ p ? ~ ? . ~ i s  on t h e  te;k 

a o f  he lp ing  t o  est=F,l ish a nev &overm,ent t o  e c o n c ~ i c  devehpzen t  . Es-,:E-:~F, 

d e v e l q a e ~ t  attez~ts were inc rezs ing ly  t h v a r t e d  f rcx  1959 02, 6 s  t h e  

s t r e ~ g t h  of t h e  Vie t  Ccng becenle ev iden t .  

1962-1966 - 2ccnx:ic a s s i s t a n c e  c b j e c t i v e s  ctaqged dr  e....ztically rkr- 

ir,g t h i s  per i cd .  J!eJo?- e q h s i s  wes  laced .on c m t e r i n s u r g e n c y  . E h L -  

v ing  o b j e c t i v e s  r2;zring t h i s  r e r i c d  were: 

/ . , I  

. .  : . . . .  . : : I  , 1. maintaining e c o n o ~ i c  s t c b i l i t y ;  

2. a s s i s t i n g  Vietnanese Revolutionary De-,&cprr.ent e l ' f c r i s  ( p a c i r i c ~ -  

t i o n )  . t o  e s t a b l i s h ,  eqar:d ~ 2 3  ccnsol i  d s i e  gcwerx.ent c o n t r o l  se:-.-ices 

i n  t h e  v i l l a g e s ;  

3.  r e i i e v i n g  t h e  econcrLc and s c c i e l  c o n s e p e r ~ c e s  of  rLl i te ; ry  c,-r..e:.e- 

t i o n s  ; 

4 .  expandir?g t h e  econcqr i n  secure  a r e a s  sr;d p r e p e r i s g  f o r  fctcrs 

soz i  a1 a ~ d  econc.rLc deve1opr:ent. 

de-:elcj_nr:.cn'; cf V i e t ~ z i e s e  ins t i%ut icr?c  gnk services in the ecc::cnic,scr.l~l 
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; ? for  dcvelopnent planning and a c t u a l  progress  i n  development i n s o f a r  a s  

war t ine  condi t ions  permi t ted .  

1973-1975 - Pol icy  s h i f t s  during 1973-1975 were d i c t a t e d  by 

Hanoi's Eas t e r  o f f ens ive  of Apr i l  1972, t h e  s ign ing  of t h e  P a r i s  Accords 

jn  January 1973, and dec l in ing  r e a l  a i d  l e v e l s  brought on b y  t h e  coz- 

b i n a t i o n  of I1.S. f o r c e  withdrawal and worldwide p r i c e  i n f l a t i o n .  USAID 

p r i o r i t i e s  during t h i s  t ime were to :  

1. meet the  humanitarian requirements brought on by the  increased 

h o s t i l i t i e s ,  p a r t i c u l a r l y  i n  t h e  a r e a  of  re fugees ,  but  a l s o  c h i l d r e n  and 

o t h e r s  uprooted by the  war; 

2. assist i n  the  t ransformat ion  of t h e  economy from a conZi t jcn  

of e x t e r n a l  dependence t o  one of s e l f - su f f i c i ency .  

This  Sumnary d e p i c t s  t h e  s e t t i n g  i n  South Vie t  Rani under which 

these  goa l s  were developed, desc r ibes  t h e  U.S: responses i n  l i n e  wi th  

these  goals ,  and a t t empt s  t o  show t h e  r a t i o n a l e  behind t h e s e  responses.  

U.S. economic a s s i s t a n c e  t o  South Vie t  Sam is summarized on the  

fol lowing pnge. P a r t  A of t h e  Table chows a i d  t o t a l s  f o r  each of t5e 

per iods  d iscussed  above. P a r t  B p r e s e n t s  t he  same da ta  i n  terms of 

&ual averages.  

A D e f i n i t i o n a l  Note 

Omitted from the  a i d  surcmary a r e  t h e  p i a s t e r  purchases of t!-z C.S. 

s e c t o r  which generated some $2.6 b i l l i o n  of d o l l a r  ea rn ings  f o r  t?le C!':; 

dur ing  t h e  course of t h e  U.S. involvenent .  P i a s t e r  purchases f e l l  i n L 9  

one of two genera l  ca t egor i e s :  (1) o f f i c i a l  purchases,  which d e r i v d  a l m s t  

e n t i r e l y  from Pl i l i t a ry  Ass is tance  Support Fun8ing '(?USF) acd financed :::2 



. 
l o c e l  currency expendi tures  of  t h e  h l i l i t a r y  Ass is tance  Comand Vie t  IIarn 

(?Xi') ; (2) .personal purchases,  which f inanced t h e  personal  p i a s t e r  expend- 

i t u r e s  of t he  U.S. m i l i t a r y  and c i v i l i a n  personnel  ( N . B . :  o f f i c i a l  expend- 

i t u r e s  of  t he  L1.S. c i v i l  s e c t o r  were financed almost e n t i r e l y  by counter- 

p a r t  generated by t h e  Com~ercj-a1 Import Program.) 

That p i a s t e r  p ~ r c ! ~ a s ~ ~  were no t  a i d  funds i n  o r i g i n  i s  the re fo re  

c l e a r .  K'hat has  been l e s s  c i e a r l y  understood is t h a t ,  f o r  t he  most p a r t ,  

they  were no t  a i d  i n  t h e i r  e f f e c t .  Th i s  is  because t h e  expendi tures  

r e l a t e d  t o  them consuned l o c a l  resources--i .e. ,  wage payments t o  l o c a l  

employees,. r e n t a l s ,  payments t o  l o c a l  c o n t r a c t o r s ,  etc.--for t h e  b e n e f i t  of 

t h e  U.S. s e c t o r .  The bulk  of t h e  e G e n d i t u r e s  f e l l  i n t o  t h a t  category.  

Ce r t a in  p i a s t e r  purchases were p r a p e r l y  coas idered  a s  a i d .  The 

s i g n i f i c a n t  programs i n  t h i s  category were DOD-financed highvay programs 

funded under the so-cal led "AID/DOD Rea l igmen t  Program," suppor t  of t h e  

R w a l  Developzent (FD ) CaZre y o g r m  and the'  Locd. Prbcure~ent Progrey 

(during 1971-75). They have n o t  been included i n  the' a i d  ca tegory  p a r t l y  

because of insufficient d a t a  on the amounts involved. ?loreover, while  

t hese  programs were a i d  i n  t h e  t r u e  sense  of t h e  t e r x ,  a t  l e a s t  t bo  of  thcm, 

t h e  R D Cadre Frogram and t h e  Local Procurement program which' involved the 

purchase of l o c a l l y  produced goods f o r  t r a n s f e r  t o  t h e  Vietnamese armed 

f o r c e s ,  irere a s  much militar:,. a s  ecocos lc  i n  na tu re .  As an i n d i c a t i o n  of 

t h e i r  r e l a t i v e  importance, t h e  R 9 Cadre program involved a maximum of 

$20 n i l l i o n  i n  any one year:  t h e  AID/DOD Realignment program anounted t o  

$17.4 n i l l i o n  i n  1973, which was e i t h e r  t h e  peal: year  i n  t e r n s  of expendi- 

t u r e s  o r  very  c l o ~ e  t o  i t ;  and t h e  ~ . o c a l  Procurcnent prograp reachcd a 



perk  of $28,6 m i l l i o n  i n  1973. These programs accounted f o r  ab much a s  

two-thirds  of a  g r e a t l y  reduced p i a s t e r  purchase t o t a l  dur ing  1973-74, bu t  

no more than 10 percent  o r  t h e  t o t s 1  du r ing  yea r s  p r i o r  t o  1972. 

D i r e c t  Do l l a r  Support f o r  Hunani tar ian h id  under t h e  so-cal led 

I I Kennedy Anendnent" dur ing  f i s c a l  g e a r s  1972-75 f e l l  i n t o  y e t  another  

ca tegory .  Humanitari.an k i d  was a  l i n e  i t e m  withir? t h e  A.I .D.  Appropriat ion 

f o r  V i e t  Nan; hence, c l e a r l y  a i d .  Yet because t h e  funding mechanism ( a t  

t h e  P i e t  Nam end) was i d e n t i c a l  t o  t h a t  of Defense Department o p e r a t i o n s  

r e q u i r i n g  l o c a l  cur rency  purchases ,  i t  was included more o f t e n  t han  no t  i n  

p i a s t e r  purchase summaries. The a i d  t s b l e  be lov  does i n c l u d e  t h i s  D i r e c t  

D o l l a r  suppor t  on a n  o b l i g ~ t i o n s  k a s i s  under "Pro jec t  and Other  Aid." b i -  

snce  of payments t a b l e s  w i t h i n  t h c  ECCXOXIC OVEWIEV Sec t fon  show t h i s  

funding on a r e c e i p t s  b a s i s  a s  a  s e p a r a t e  l i n e  i t e n .  

One f u r t h e r  r e s e r v a t i o n  n e e d s - t o  b e  made concerning t h e  non- 

i n c l u s i o n  of p i a s t e r  purdhases  w i t h i n  t h e  a i d  t a b i e s .  While t h e  bu lk  of 

such purchases  wbs no t  aid, t h e  s h a r e  of purchases  ,made at a n  u n r e a l i s t i c  

exchange r a t e  was, p rope r ly  cons idered ,  a i d .  That is, t o  the e x t e n t  t h e  . 

Cnited S t a t e s  pa id  more f o r  t h e  p i a s t e r  than i t  vss worth they  were 

supplying a  f o r n  of g r an t  a i d .  The axount of such "hidden z id"  cannot be 

determined any more t han  t h e  " t rue"  v a l u e  of tile p i a s t e r  could be  deternlined. 

It was subs tan t ia l - -probably  exceeding $200 mil l ion-- in  c e r t a i n  yea r s ,  

e s p e c i a l l y  dur ing  1968-70 when t h e  p i a s t e r  was 'hcavi ly  overvalued.  Af t e r  

1971, whsn t h e  p i a s t e r  remained a t  o r  n e a r  a r e a l i s t i c  l e v e l ,  t h e  azount of 

a id"  was i n s i g n i f i c a n t .  I n  any event ,  t h e  a i d  t a b l e  u n d e r s t a t c s  



t h e  t o t a l  amount of U.S. economic a s s i s t a n c e  t o  t h e  e x t e n t  t h a t  such 

; 
"hidden a id"  took place.  

P i a s t e r  purchases ,  whether a i d  o r  n o t ,  d i d  convey d o l l a r s  t o  t h e  

GVR and were a  c r u c i a l  i t em i n  V ie t  ICam's ba lance  o i  payments. P i a s t e r  

purchase t o t a l s  a r e  p rope r ly  included a s  a  p a r t  of U.S. Import Support,  e 

s u n m r y  pf which appears  i n  Table 1 of the  ECOXO!;IC OVERVICV Sec t ion .  They 

a l s o  appear  i n  t h e  Balance of Payments summary, Table  9 of the  same s e c t i o n .  



U.S. Econcnic Assistznce to Y i c t  I:= 

Fcc.5 For Pro3 ec t  e~:d 
Period CT F' P e ~ c e  Other AID T& :..: - 

~ o t  el s 4,022.9 1,600-8 1,927.4 7,5512 

Tot d s  182.9 72.08 87.6 3 5 . 2  



Sooth C(ietnam - Internr:.onrl bz. n d r r )  

-.- P r o v i n c e  b o ~ r O w )  ., - . M !.;q q.,- w s  t.-: :.s-, 

0 P~ow,n:c c r p ~ l a l  
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VIET N K . ~  IN PERSPECTIVE ' 



The Vietnamese people possess a h i s t o ry  which i s  dozinated by con- 

f l i c t  from without and  fro^ within. They were e i t h e r  a t  v a r  k i t h  t h e  Chi- 

nese. or wide:* Chinesrdoiriinaticn frcm t h e  Tniril Century, S.C., \;n',ll gl.6, 

A.D., d e n  t.he f i n a l  & t t e ~ ? t s  of  t h e  Chinese tc .  r e t ~ k e  t h e  Red River Del ta  

xere repel led .  Althm[:h Viet A m  f e l l  b r i e f l y  once agein i n t o  Chir-ese 

hiznds i n  t he  f i f t e e n t h  century,  A.D., it generally maqa~ea tc mainteir. i t s  

ifidependexe u n t l l  t h e  Frencknoved i n  and gradually c le ined a l l  of' 1 n . h -  

c h i n i a s  a colony between 1858 and 1900. 

The p rac t i ce  of westercers furnishing mi l i t e ry  sapport and advis:~s 

t o  t h e  V i e t n a ~ e s e  dates  back t o  t he  s ixLeen th  century, vhen t h e  P o r t u g x s e  

helped t h e  Emyen f ac t i cn  of Viet I \ ' m  i n  i t s  with t h e  Trinh fac t io :~ .  

This a c t i v i t y  c m e  t o  a h z l t  a t  t h e  end of t h e  seventee3t.h c e n t u r j  u k e ~  

t h e  Nguyen a7d Triah factiol is  reeched a t ruce .  

The Fresch joined t he  Fortuguese, t h e  Dutch end t h e  Znglish irA a 

f i e r c e  c o q e t l t i o 3  f o r  t rmie  i n  Viet  Ban. By t h e  e a r l y  nineteenth cen- 

tury, .  t h e  French hed b e ~ n  . to dominate western inf luence,  ~ s s i s t i r i g  Ex- 

peror G i a  Lcng i n  overthrowifig t h e  Tey Son Dynasty m d  k y r t i n g  z i s s ion-  

Eevelcped ketveen t h e  French end t b e  ~ i e t n m e s e .  Tc7er5 t 5 e  = i d 5 2  of t 3e  
? 

-;&ailneteerth ce r~ tury ,  pressul-t ues clclz?ing i n  i n r l u e n t i a l  French q-dzrters 

k i r k  e the r  P ~ r z p e a n  powers enjcyeP, c r  were e c q ~ i r i n g ,  e3.seJ.dhere ir). A s l e .  

The r r l s s iomr ies  had been roused t o  aq mgry s i l i t & m e  by t h e  ixqrissx?zt 

cr executicn of some of tk-eir rimber en3 by t h e  ~ e r i o d i c  pe rsccs t l cz  c? 



- i n  t h e  country,  b u t  it was c l e a r  t h ~ t  l o c a l  a u t h o r i t i e s  would never  

cease t o  obs t ruc t  C h r i s t i v l i t y  u r i e s s  f c rced  t o  So so .  Ccmide ra t ion  of 

French n a t i o h s i  p r e s t i g e  a d  x i l i t a r y  advantege x e r e  . a l s o  p r e s e n t ,  as wi3 

t h e  d e s i r e  f o r  E s h a r e  of  t h e  econemic b e r e f i t s  t o  b e  gained f r o r  en 

e g ~ r e s s i v e  po i i cg  i n  Asie.  

I n  Se~ tc rcbe r  1857, 613. t h e s e  f a c t o r s  l e d  t o  Frence 's  dec i s ion  ' t o  tbke  

Toui-arle ( ~ a  Xmg). The cj.ty was ceptared  i n  185E, and t h e  French, t he re -  

a f t e r ,  t u rned  t h e i r  a t t e n t i o n  t o  t h e  south. I r s7 . ic t ing  h e m y  l o s s e s  cn 

t h e  V i e t n m e s e ,  t hey  took Szipon by J u l y  1861. I n  June 1662, t h e  Vicl-tcr.- 

rrese c a r t  et Hue ceded S ~ i g o n  and adjacent  ere& t o  F r m c e  a n d  agreed t o  

pey a  war i rde rmi ty .  T l ~ y  e l s o  promised no t  t o  cede t e r r i t o r y  t o  m y  

o t h e r  power without  French ~ e r m i s s i c r ; .  The v e s t e r n  p a r t  c f  t h e  South;m 

d e l t a ,  which wzs v i r t u a l l y  cu t  o f f  from t h e  r e s t  of Vie t  U r n ,  w a s  amexec2 

by F r ~ n c e  i n  1867, t h u s  c c q l e t i n g  t h e  t e r r i t o r i a l  f o m a t i o n  of  what l r t e r  . 

becarie t h e  French colony c f  Cochin Chins. The French next t u rned  t h e i r  

a t t e n t i o n  t o  t h e  Red R ive r ,  having fcund t h e  KeXone u n s u i t ~ b l e  a s  a t r z d e  

r o u t e  t o  China because o f  i t s  rap ids .  A t r e a t y  w z s  s?gned i n  1874 which 

opened t h e  Red River to French treders, but Chinese pire-tes lergely n u l i i -  

f i e d  t h e  veiue of t h e  concessicn.  I n  1883, en expedi t iocary  fo rce  brous3t  

nor thern  V i e t  :Jar;., under French c m t r o l ,  end t h e  s ign ing  of  a Treaty of 

P r o t e c t ~ r a t a  cn h g u s t  25, 1853 for r . s l ly  ended Vie t  ?Taxi's independence. 

T i e  t r e a t y  s f  1833 and one o f  Juze  1884 e s t a 5 l i s h e S  French protec-  

t o r e t e s  over  nc r the rn  Vie t  Ern  onki kin) a r d  c e n t r a l  Y i e t  fm ' A l l  

o f  sauthern  Yie t  l i m  ( ~ o c h i n  ch ina )  hsd been i n  French hands s ince  t h e  

ccnquest i n  i667 and nsw, wi th  t h e  abrogat ion cf vha t  was l e f t  o f  t h e  



indepecdence, t h e  n m e  " ~ i e t  Nam" i t s e l f  'was o f f i c i a l l y  elj.rLn- 

hn.zan, t h e  erpercr  end ?As o f f i c i a l s  ve re  l e f t  i n  charge cf in- 

t e r n e l  a f f z i r s ,  except for custoqs m d  publ ic  but  they fmc t l c ccd  

under t n e  eye of t he  French who krsd t h e  r i g h t  t o  s t a t i o n  t rcops  i n  the  

area .  The protect.orate over Tonkin rade few concessicns t o  t h e  &F;earance 

of axtonoqr, end French res ides5 o f f i c e r s  i n  t h e  l a r g e r  towns d i r e c t l y  

ccn t ro l l ed  t h e  e h i n i s t r a t i o n .  Tie  f i n e l  phase of French cor,solidsticr,  

vas narked by t h e  f o r m t i o n  of an indochinese Usion i n  1887. Consisting 

of Toakin, 3znam, Cochin China m d  Ca3odia  ( a  French pro tec to ra te  c i x e  

1.833)~ t h e  Uzion was a W n 5  s t e r e 2  unaer a French governor general  \r-k:o vas 

responsible d i r e c t l y  t o  t h e  Ministry of  Colonies i n  Par i s .  I n  1893, Lsos, 

fo l loving ennexation by Frence, was s l s o  added t o  t h e  Union. 

Ti?e bas ic  p o l i t i c e l  s t r uc tu r e  cf Fremh Indochiaa w6.s completed by 

1900. Ebch of Viet N m ' s  t h r e e  regioxis w a s  t r e a t ed  d i f f e r en t l y ,  although 

bes i c  pol icy  decisions f o r  a l l  usus l ly  or ig inzted i n  Par i s .  Cochin C h i m  

was a b i n i s t e r e d  d i r e c t l j  by a k-ench-staffed c i v i l  se rv ice  under s gcver- 

noT and a co lon ia l  c o u x i l .  It a l s c  sent  a representa t ive  t o  t h e  Ch~z3er  

o f  Deputies i n  P w i s .  Tie c o l o n i ~ l  council ,  the  l e g i s l z t i v e  bociy, c ~ r s i c -  

teri of both French and ? r i e t n e ~ e s e  x x b e r s .  I n  the  e k i n i s t r a t i v e  E ~ ~ E E -  

t u s ,  only s u h x d i n a t e  pos i t ions  were open for  V l e t n ~ r e s e .  111 t h e  protee: 

but i q o r t e n t  executive pavers were vested i n  a Zrench sen ior  resiienJ; rt 

Eenci. I n  ATJIZT, where t h e  er~peror  I.XS s t i l l  k ;cdna l ly  i n  power =d t h e  

mscdarinete ccntinued ts  f'ucction, French rfle uas only a l i t t l e  l e s s  3.- 
, 

r e c t .  



Early i n  t h e  twen t ie th  century,  n a t i o n a l i s t  movenents begm t o  &vel- 

op, i n i t i e l l y  , ammg urbac in te l l ec tu - s l s  . A nwrber of  n h t i o n a i s t  g r o q s  

found i n s p i r a t i o n  i n  t h e  Chinese n ~ z t l o n a l i s t  ~ m v e r e n t .  Of these ,  the  b e s t  

linovx  st. irrportznt was t h e  Viet Nan Nht ional is t  Par ty  f ~ i e t  E m ,  Q m z  

Den ~a,ri~--~:1~>3). It v&s establishec'. f i r s t  i n  1925 i n  Centon. Two yeers 

l z t e r ,  t h e  Ir!:Q9D was e l s o  es tabl ie3ed s e c r e t l y  i n  Hznoi by Ifguyen Thai 

Hcc, a s ~ h o ~ l  teacher .  An upr is ing staged i n  1930 a t  Yen Esy, n o r t h e s t  

of H=oi, VES sevcre ly  repressed By t h e  French. !The V1;QlX was neer ly  Ces- 

t r cyed ,  and reny o f  i t s  surviving ~ e n b e r s  f l e d  t o  Yunnen i n  southwest 

Chine. They returned t o  Viet Ban e f t e r  World Wer 11 t o  confrcnt both t h e  

French end t h e  comunis t s .  Af ter  t h e  Yen Bay insurrec t ior , ,  t h e  leaderskiip 

of  t h e  c landes t ine  ncit ionalist  ~ ~ v e n e n t  i n  Viet  Nm was te-ken over by t h e  

Indochinese C o w m i s t  Pisrt.:~ ( ~ o n g  Duong Cong Sari bzng), which chose no t  t o  

p a r t i c i p a t e  i n  t h ~ t  upr is ing.  Forrled i n  Hong Kong i n  1930, it uni ted  sev- 

e r a l  e x i s t i c g  independent c c m u n i s t  grjups under . the  l eadersh ip  o f  Xgwen 

A i  &uoc (Nguyen t h e  ~ ~ t r i o t )  , l a t e r  kncwn as Ho Chi Minh. 

The thcmoughness w i t h  %-hich the  Yen Bay uprising uhs repressed f c r  E 

t i z e  rendered t h e  m r e  i21i.t~lt n ~ t i o n a l i s t s  inac t ive .  Solre V i e t c e ~ e s e  

d id ,  however, ~ t t e m p t  t o  ad-,axe t h e  cause o f  n a t i c n c l  l l b e r a t i c n  t h r o ~ g h  . 
r e f c r n s  frzrr, sbcve. !!"he;7 locked t o  tCe young Ekpercr Beo D E ~  es t h e i r  

b e s t  hop.2. 3e3 Dai he2 sscended t h e  throne i n  1925 et t h e  age of 12 oc 

t h e  death cl" his f a t h e r ,  &peror I 3 r i  Dinh, but  d id  not  r e t u r n  t o  Viet 3::. 

u n t i l  1932 a-rter he hed cozcleted h i s  e iuca t ion  i r i  France. EEC D & i  was 

greeted with enthusiasn hy t h e  Vietnmese who expected t h ~ t  he vould be 

a51e t o  p e r s u ~ d e  t h e  French t o  iristell a more l i b e r a l  r e g h e .  lie ~tter.:.r- 



t e d  t o . r e i & n  es a c o n s t i t n t i o n a l  mane-rch, according t o  t h e  terms of t h e  

trect ,y of 16814 e s t ~ b l i s h l n g  t h e  p o t e c t o r a t e ,  ~ n d  he s t rove  t o  mode~nize 

t h e  ancient  i q z r i e l  s.!&nistreticr? ~t h e .  

Anong h i s  young c ~ l l e b o r a t o r s  w a s  Kgo.Dinh Diem, governor of t h e  Fhan 

Tniet  a rea  i n  Einh Thuen province, who w a s  given t h e  p o r t f o l i o  of n i n i s t e r  

of th i n t e r i o r  and appoicted head of t h e  s e c r e t a r l e t  of  t h e  Vietnmese- 

Frenzh c ~ ; ? ~ i s s i c n  which was charged v i t h  t h e  r e s p c n s i b i l i t y  of im>lenent- 

i g g  Bao h i ' s  refcrm propcsels .  Khen it becme obvious t h s t  t h e  French 

ha2  no i n t e n t i o n  of grent ing r e a l  power t o  t h e  Vietnmese a0,iLinistration 

and would sake no concessions tovard u x i f i c a t i m  of t h e  cour;try, t h e  

o f f i c i a l  pos i t ion .  

Af ter  t h e  f e l l  of F r m c e  i n  June 1940, t h e  Vichy goverment acceded 

t o  Jzpanese dernands, which -d t ixa f , e ly  l e d  t o  t h e  e s t & b l i s h e n t  of  Japanese 

ccn t ro l s  over a l l  of t h e  French Indochine p e n i n s a h .  The Japmese  occups- 

t i o n  and t h e  French reac t ion  t o  it had t h e  e f f e c t  of f u r t h e r  s t i ~ u l s t i c g  

n a t i c n e l i s t  s e x t i ~ e n t s .  Fearing t h a t  Japan would c a p i t a l i z e  on t h e  s t r m g  

mti-French f e e l i n ~ s  o f  the people, t h e  French ~ d d n i s t r a t i o n  undertook t o  

l i j e r e l i z e  ce r th in  of i t s  repressi-re p c l i c i e s .  Zt i ~ p r o v e d  t echn ica l  en3 

vccet lonel  e k x z t i c a  prog:-=s, opened nev schocls ,  znd lzusched z youth 

r:;-,rezcnt, presx::eSiy,in kr-,es of winr?ir,g t h e  su*crt of youth groups. It 

alsc? o ~ e n e d  add i t iona l  ci7:iL sen- ice  rjclsts f o r  t h e  Vietnmese.  The F r e x h  

ap'jarentil; ih tcn ied ,  hxiever,  t o  r e in fo rce  t h e  c o l o n i a l  order  thrcugh 

these  toke3 coxictssior.~ v h i l e  they ccntinued t o  b . ~ o s e  r e s t r i c t i o n s  on 

n n t i c n a l i s i i c  a c t i v i t i e s .  



Xguyen A i  Quoc (KG Chi ~ l i n h ) ,  z c o m ~ ~ l s t  s ince  1920 and founder of 

tnc InZochinese C c x x c i s t  Par ty  I n  1939, w a s  still  in t h e  fo re f ron t  of t h e  

Viet  cmese  co;*fimi s t  sovezent tell  yea rs  l h t e r  , although he spent. nuch of 

t k i s  per icd  cu t s ide  cf Viet N=. PJ l i eh  wi th  a:~d d e f t l y  e q l o i t l n g  t h e  

mr:-ccmuxist natiooalist ;  groups, Xguyen A i  Qiloc eventually emerged t he  

EorSnant p c l l t i c n l  f i g w e  of tkie comtry .  To broeden t h e  soc i a l  a z d  po- 

l i t i c a l  bases of i t s  ac t . i v i t i e s ,  t h e  c o r n k i s t  ?ar iy ,  i n  Cay 1941, adspted 

6 pol icy  of  co l l abora t i cn  with a l l  non-communist na t i ona l i s t s .  This de- 

c i s i c n  l e d  t o  t h e  forrcztion of a united f ron t  organizs t icn ,  t h e  Viet  W= 

Iriiependence League (vie5 Xan DOC Lcq Don Kinh) , b e t t e r  knwn as t h e  Viet 

Kinh. One of t h e  first act ions  of t h e  Viet 1-linh w e s  t o  f o r m  g u e r r i l l a  

bends, under t h e  d i r e c t i s n  of Vo Xguyen G i q ,  t o  operate i n  Vietn&,?;ese 

t e r r i t o r y  ageins t  t h e  Zqn!lese and t h e  French. Se a l so  began implanting 

agents &ad sett;j.ng up i n t e l l i gence  netvorks i n  Tonkin. Xeanwhile, e f f o r t s  

by non -a l i g~sd ,  non-co!.nmist groups, .beset  by f ac t i one l  wranglings , were 

v i r t u a l l y  nonexistent .  \ b i l e  i n  China, Iio c h i  iYnh was j e i l e h  f o r  h i s  

corzunist  a c t i v i t y  i n  1942. ISevertbeless, t h e  Viet  Minh continued i t s  

vigorous efforts t o  w i n  ~qu l s r  s u ~ r o r t .  

k r i n g  t h e  sam,e perloci, t h e  Chinese, wko urgently needed izte1ligei:ce 

an Jz2enese e c t i v i t i e s  i n  Tonkin, ~ t t e q t e d  t o  r ~ k e  use sf t h e  non-ccrrrx- 

r,LsC, TTe5n~:reac e x i l e s  fclr t h i s  pu rpse .  A t  Chinese u r g i ~ i g ,  e new or&zti- 

zz t ion ce l l cd  t h e  R e v c l u t i c n r ~  Lecgue of L'ietn& ( ~ i e t n m .  Cech Xainh Dccg 

!.!ink Yoi , but u;r;Cl:: ~b'vreviated t o  Oong Kirk .!lei ) , was fcrzed i n  Octcber 

'?k2 ~ n d  given f i n a m i d  e x p p ~ r t  by t k e  Chicese Kcodngter,g. A l t h o c ~ h  6'1 

E C ~  Yiet  l3r.h--were r e~ re se r i t ed  i n  it, t h e  Lev o r g ~ n i z ~ t i o n ,  v i t h o ~ t  rc t i l -e  



Viet  Minh cooperat ion,  ren~alned i n e f f e c t i v e .  It was a g a i n s t  t h i s  back- 

ground t h a t  i n  1943 the  Chinese rcileased Nguyen A i  Quoc i n  exchange f o r  h i s  

o f f e r  t o  h e l p  them. Thereupon he took t h e  naae of Ho Chi Minh (He \tho 

Enl ightens) ,  presumably t o  conceal  h i s  communist a f f i l i a t i o n  from the  

Vietnamese people. 

Ho Chi Minh was expected t o  work through t h e  Dong Minh Hoi and used 

t h e  funds which t h e   DO^^ Minh Hoi received from the  Chinese N a t i o n a l i s t  

Government t o  s t r eng then  h i s  comnunist organiza t ion .  H i s  o rgan iza t ion  

produced sonie i n t e l l i g e n c e  of use  t o  t h e  A l l i e s ,  and Vo Nguyen Giap 's 

g u e r r i l l a  bands engaged i n  minor fo rays  a g a i n s t  t h e  Japanese. I n  r e t u r n ,  

Ho Chi Minh received an undetermined amount of smel l  arms, munit ions and 

comnunication equipment from t h e  United S t a t e s  f o r  counterac t ion  a g a i n s t  

t h e  Japanese. This  a i d  l a t e r  formed t h e  b a s i s  f o r  h i s  claim t h a t  t h e  Vie t  

klinh enjoyed Al l i ed  support.  Working i n  n a t i o n a l i s t  d i s g u i s e ,  Ho Chi Hinh 

e f f e c t i v e l y  s trengthened t h e  o rgan ize t ion  of communist c e l l s  throughout 

Vie t  Ban. I n  the '  subsequent s t r u g g l e  f o r  l eade r sh ip  i n  t h e  n a t i o n a l i s t  

movement as t h e  war ended, t he  s u p e r i o r  o rgan iza t ion  of t h e  communists 

enabled him t o  ga in  c o n t r o l  of t he  Yie t  liinh and t o  claim the  c r e d i t  

f o r  n a t i o n a l i s t  a c t i v i t i e s  dur ing  the war. C a p i t a l i z i n g  on the  burgeoning 

a n t i c o l o n i ? l i s t  sent iment  o t  t he  tirr.e,Vietnanese communists claimed t o  be 

f i g h t i n g  a g a i n s t  economic misery and f o r  n a t i o n a l  l i b e r a t i o n .  

I n  September 1944 t h e  Tokyo alarmed over  growing i n d i c a t i o n s  

of anti-Japanese a c t i v i t j c s ,  decided t o  d i s p l a c e  t h e  French and g ran t  

independence t o  t h e  Vietnamese. I n i t i a l l y ,  t h i s  p l a n  was t o  be  executed 

on A p r i l  25, 1945, bu t  t h e  reoccupat ion of t h e  Ph i l ipp ines  by t h e  United 

S t a t e s  'forces i.1 0ctobe.i- 1944 and t he  growing awareness t h a t  Japan was l o s i n g  

t h e  war advanced t h e  d a t e  of t h e  Japanese displacement of the  French, 
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and on March 9, 1945, a t  the  i n s t i g a t i o n  of t he  Japanese,  hpcror Bao 

Dai t h e  indeperdence of K e t  Nam under Japanese "protection". 

bleanwhile, a t  Hanoi, t he  V ie t  liinh went i n t o  a c t i o n ,  r e f u s i n g  t o  support  

t h e  Eao Dai regime. Ho ChF Yinh began t o  r e f e r  t o  t h e  Vie t  Minh g u e r r i l l a  

u n i t s  a s  t h e  "National  L ibe ra t ion  Arny" and annouiced t h e  fo rna t ion  of a 

Corninittee f o r  t h e  L i b e r a t i o n  of the  Vietnamese People,  wi th  h i m s e l f ' a s  

p re s iden t .  By l a t e  August 1945 the  Vie t  Minh p a r t i s a n s  and agen t s  gained 

a d n i n i s t r a t i v e  c o n t r o l  over  t h e  Tonkin a r e a  by a show of fo rce .  Bao Dai, 

apparent ly  convinced t h a t  a un i ted  and independent n a t i o n  o f f e r e d  the only 

p o s s i b i l i t y  of prevent ing  t h e  r e t u r n  c f  French c o n t r o l ,  decided t o  abdica te .  

Recognizing only the  n a t i o n a l i s t i c  c h e r a c t e r  of t h e  Vie t  Minh movement and 

assuming t h a t  i t  had Al l i ed  support ,  h e  abdica ted  i n  its faro;  on  August 25, 

1995 and handed over h i s  imper i a l  s e a l  and .o the r  symbols of o f f i c e  t o  Ho Chi 

Minh . 
On Septer~ber  2, Ho Chi Ninh formally proclaimed t h e  coun t ry ' s  indep- 

endence and t h e  es tab l i shment  of t h e  Dcmocratic Republic of V ie t  Nam. 

A t  t h e  Potsdam Conference of J u l y  1945, t h e  A l l i e s  agreed t h a t  t h e  

B r i t i s h  were t o  accept  the su r r ende r  of t h e  Japanese south  of t h e  16th  

p a r a l l e l ,  and t h e  Chinese would perform a s i m i l a r  du ty  n o r t h  of it. Af ter  

World War I1 t h e  Vietnanese expected t h e  A l l i e s  t o  suppor t  t h e i r  claims t o  

independence. N a t i o n a l i s t  China opposed t h e  r e t u r n  t o  France of Indochina, 
k g i r ~ g  

apparent ly  40 r e a s s e r t  i t s  t r a d i t i o n s 1  in f luence  over  Tonkin, and, i n  

p r i n c i p l e ,  t he  United S t a t e s  favored t h e  f o r n a t i o n  of a p rov i s iona l  i n t e r -  
Hcxe-;er , 

n a t i o n a l  t rus teesh ip . /  i n  February 1946, a Franco-Chinese agreement was 

concluded whereby China agreed t o  withdraw from t h e  no r the rn  a rea .  An 

agreement between France and Ho Chi F!ih was s igned  i n  Narch 1946, by vhi  ch 

the  Democratic Republic of Vietnam was recognized a s  a " f r e e  s t a t e "  w i th in  



t he  Indochinese Federat ion (ye t  t o  be c r e a t e d )  and t h e  French Union. 

AS a r e s u l t  of t h i s  agreement, French f o r c e s  were permi t ted  t o  land i n  

th: l iorth.  'Baa ~ a i . ,  who had been a c t i n g  a s  h igh  counse ior  t o  Ho Chi Hinh, 

W ~ S  s e n t  on a "goodwill" n i s s i o n  t o  China where he remained i n  e x i l e ,  thus  

e l imina t ing  t h e  p o s s i b i l i t y  t h a t  he might provide a r a l l y i n g  po in t  for- 

groups not  thoroughly a l igned  wi th  t h e  V i e t  Minh. 

D i f f e rences  between the  French and t h e  Democrgtic Republic of Viet 
. . . . 

Nan immediately developed over  t h e  ques t ion  of d e f i n i n g  t h e  " f r e e  s t a t e " .  

A de lega t ion  of t h e  Vietnamese r e p r e s e n t a t i v e s ,  headed by Ho Chi Ninh, 

t r ave led  t o  P a r i s  t o  s e t t l e  d i f f e rences .  The P a r i s  Conference was broken 

up i n  e a r l y  June 1946 when a Republic of Cochin China was es t ab l i shed  i n  

t h e  south  w i t h  t h e  suppor t  o f - s e p a r a t i s t  French elements.  I n  September 1946, 

however, Ho Chi Minh signed a modus v ivendi  on behal f  of h i s  government-- 

an agreement which he r epor t ed ly  described as " b e t t e r  than  nothing". The 

agreement was designed t o  f a c i l i t a t e  t h e  resumption of French economic 

and c u l t u r a l  a c t i v i t i e s  i n  r e t u r n  f o r  French p.romises t o  in t roduce  a more 

l i b e r a l  regime. The modus v ivendi  d id  n o t  i nc lude  r ecogn i t ion  of Vietnamese 

unity  or i n d e p e n d e n c e  and was o p p o s e d  by many w i t h i r i  Ho C h i  Minh's regime. 

French a c t i o n s  t o  enforce  customs c o n t r o l s  i n  October aroused f u r t h e r  

h o s t i l i t y .  I n  Noveaber shoot ing  broke o u t  i n  Haiphong , and t h e  suboc*q ue11 t 

French bombardment of t he  c i t y  r epor t ed ly  k i l l e d  more than  6,000 Vietnamese. 

The French dexands which followed were s o  completely unacceptable t o  the 

D ~ c o c r 2 t i c  Republic of Vietnam t h a t  i t  decided t o  r i s k  a long'war of l i be ra -  

t i o n  r a t h e r  than t o  accept .  On December 19 ,  1946, i t  launched t h e  f i r s t  

a t t a c k  on t h e  French i n  what was t o  be known a s  t h e  Indochina War. I n  t h i s  

a c t  of r e s i s t a n c e  a g a i n s t  French t roops ,  t h e  Republic had t h e  a c t i v e  o r  

pas s ive  support  of a ma jo r i ty  of Vietnamese. 



The war touched o f f  by t h e  Yie t  Minh a t t a c k  l a s t e d  f o r  e i g h t  yea r s  

and caused unending misery t o  t h e  Vietnamese a s  w e l l  as t h e  French. It 

was f i n a n c i a l l y  and m i l i t a r i l y  d i s a s t r o u s  t o  t h c  French and r e s u l t e d  i n  

more than 35,000 of them k i l l e d  and 48,000 wounded. The United S t a t e s  

gave t h e  French s u b s t a n t i a l  m i l i t a r y  and econoaic a i d  i n  suppor t  of t h e i r  

Vietnamese e f f o r t s ,  r epor t ed ly  t o t a l i c g  over  $2  b i l l i o n  during t h i s  pro- 

t r a c t e d  per iod .  Large sums were a l s o  spent  by comnunist China and t h e  

Soviet-bloc c o u n t r i e s  on a s s i s t a n c e  t o  Ho Chi Minh's regime. The war, 

which s t a r t e d  out  as an ant i7French s t r u g g l e ,  becane enmeshed wi th  the  

worldwide c o n f l i c t  between Cast  and Sdest. During t h i s  per iod ,  t h e  V i e t -  

nanese people a l s o  witnessed t h e  emergence of two governments, bo th  coa- 

p e t i n g  f o r  popular  suppor t .  

. In  t h e  e a r l y  months of 1947, t h e  French m i l i t a r y  f o r c e s  r e e s t a b l i s h e d  

t h e i r  c o n t r o l  over  t h e  p r i n c i p a l  towns i n  Tonkin and Annam and c l ea red  t h e  

road between Eaiphong and Hanoi. Th i s ' fo reed  t h e  V i e t  Minh t o  r e s o r t  t o  

t h e  g u e r r i l l a  t a c t i c s  which became t h e  ch ief  c h a r a c t e r i s t i c  of t h e  war. 

Eo C h i  Ffinh's armed f o r c e s  made u s e  of t h e  jung le  t o  n e u t r a l i z e  French 

mechanized mobi l i ty  and power. By s e l e c t i n g  t h e i r  o b j e c t i v e s  and r e t i r i n g  

when they met s u p e r i o r  s t r e n g t h ,  they presented a problem wi th  which the 

French could not  cope. A f t e r  t h r e e  yea r s  of f i g h t i n g ,  t h e  V i e t  Minh con- 

t r o l l e d  l a r g e  a r e a s  throughout t h e  country. The French had f i rm con t ro l  

only i n  t h e  l a r g e  c i t i e s .  

Early i n  t h e  s t r u g g l e ,  t h e  French sought t o  encourage t h e  Vietnamcss 

a n t i c o m u n i s t  n a t i o n a l i s t s  t o  t a k e  a  s t and  a g a i n s t  the Y i e t  Minh and t o  

coopera te  with France, b u t  ' the e f f o r t  f a i l e d  as t h e  n a t i o n a l i s t s  claimed 



t h e  French would n o t  c l a r i f y  t h e i r  po l i cy  with r e s p e c t  t o  f u t u r e  Vietnamese 

un i ty  and i.nciependence. I n  1946 some of t h e  antic&n&nist n a t i o n a l i s t s  i n  

Nanking, China, formed a Front  of Nat iona l  Union of Vietnam and appealed 

. . 
t o  Bao Dai t o  r e t u r n  from e x i l e  i n  Hong Kong and head a  nat ional 'government .  

The French, s e e i n g  another  oppor tuni ty  t o  niake t h e  n a t i o n a l i s t s  an . 

e f f e c t i v e  coun te r fo rce  a g a i n s t  Ho Chi Minh, o f f e red  V i e t  Nam " l i b e r t y  

w i t h i n  t h e  French Union". -Bao Dai, apparent ly  f e a r f u l  of becoming a  pawn 
.. 

of the  French, c a u t i o u s l y  agreed only t o  r ep re sen t  V i e t  Nam i n  nego t i a t i ons .  

Vio len t  Vie t  Minh r e a c t i o n  t o  t hese  maneuvers included t h e  a s s a s s i n a t i o n  

of prominent n z t i o n a l i s t  l e a d e r s .  h ' egot ia t ions  between t h e  n a t i o n a l i s t s  and 

t h e  French-cont inued f o r  two y e a r s  and by June 1949 France f i n a l l y  approved 

t h e  l i m i t e d  independence f o r  " the S t a t e  of Viet:   am" w i t h i n  t h e  French 

Ur,ion. Bao Dai assumed t h e  r o l e  of ch i e f  of s t a t e ,  b u t  t h e  p r i n c i p a l  

n a t i o n a l i s t s  ( inc luding  Kgo Dinh Dicm) f a i l e d  t o  u n i t e  behind him, s i n c e  . 

they claimed t h a t  t h e  French d id  n o t  o f f e r  r e a l  independence. Although the  

new government was permi t ted  i n t e r n a l  autonomy and a n  amy of its o m ,  

s t r o n g  safeguards  t o  p r o t e c t  French n a t i o n a l s  and economic i n t e r e s t s  

were main ta ined ,  and the f o r e i g n  policy of the  new s t a t e  was coordinated 

with t h a t  of France. 

I n  t h e  meantime, Ho Chi Piinh r i d  h i s  c o a l i t i o n  government'of t he  

moderates and n a t i o n a l i s t s  whom h e  had accepted e a r l i e r  and showed himself 

t o  be conp le t ly  communist. I n  ?larch 1951 t h e  Indochinese Comuni s t  Pa r ty  

(d isso lved  i n  1945) was revived a s  t h e  Workers P a r t y  (Dang Lao Dong). 

Propaganda emanating from t h e  government, however, cont inued to '  be s o l e l y  

n a t i o n a l i s t i c  i n  tone. 

A f t e r  t h e  d e f e a t  of t h e  Chinese H a t i o n a l i s t s  by t h e  comnunists i n  

I:itc 1949,  Comuni s t  China became t h e  f i r s t  s t a t e  t o  recognize t h e  North 



Vietnamese regime a s  t he  l e g i t i m a t e  government of a l l  V ie t  Nam. Soviet- 

b loc  c o u n t r i e s  qu ick ly  followed s u i t .  I n  e a r l y  1950, a f t e r  North Vie t  Nam 

b e ~ a n  t o  r ece ive  a s s i s t a n c e  from Comuni s t  China, o f f e n s i v e  a c t i o n  was Ec- 

c e l e r a t e 2  a g a i n s t  t h e  French Union f o r c e s  composed of V i e t n m e s e  6s ye l l  

as French s o l d i e r s .  I n  1951 t h e  advance of t h e  communist f o r c e s  was 

temporar i ly  h a l t e d  wi th  t h e  a i d  of American equipment, b u t  i n  1952 the- 

communists s t a r t e d  a  new o f fens ive  i n  s e v e r a l  a r e a s .  Vigorous counter- 

a t t a c k s  brought no d e c i s i v e  r e s u l t s ,  and a m i l i t a r y  s t a l ema te  followed; 

where tanks  could go, t h e  Fre.nch Union f o r c e s  he ld ,  but  i n  t h e  mountains 

and i n  t h e  mud of t h e  r i c c  paddies  Ho Chi Kiuh conso l ida t ed  h i s  con t ro l .  

I n  February 1950, Great  B r i t i a n  and t h e  United S t a t e s  recognized 

the  S t a t e  of Vie t  Nam headed by t h e  ex-emperor Bao Dai as t h e  l e g i t i m a t e  

government. When France concluded agreements w i th  Laos and Cambodia 

s i m i l a r  t o  t h a t  w i th  Vie t  Nam, t h e  t h r e e  c o u n t r i e s  became t h e  Assoc ia t e8  

S t a t e s  of Indochina and were accorded d ip lomat ic  r ecogn i t i on  by more than  

30 o t h e r  na t ions .  I n  May 1950 t h e  United S t a t e s  announced a d e c i s i o n  t o  

g ive  a i d  t o  Bao Dai  through France,  and a ~ n i i e d  S . ta tes  Economic Mission 

a r r i v e d  i n  Saigon. I n  September 1951 a United s t a t e s - ~ i e t n a m e s e  agreement 

f o r  d i r e c t  economic a s s i s t a n c e  was a l s o  s igned.  

The B30 Dai r eg ine  was unsuccessfu l  i n  i ts  e f f o r t s  t o  win popular  

suppor t .  Confronted with a  choice  between French co lon ia l i sm and t h e  

comaun. ietJed n a t i o n a l i s t  movement, cany Bie tnanese ,  a t t r a c t e d  by its 

appeal f o r  independence and un i ty ,  tended t o  s i d e  wi th  t h e  Vie t  Minh 

organiza t ion .  h 'hile t h e  ni l i t t iXy b a t t l e  was raging,  s t e p s  were being 

takcn t o  b r ing  a  nego t i a t ed  end t o  t h e  Indochina War. France was admit tedly 

unable t o  cont inue  t h e  war and Ho Chi Ninh, under apparent  Sino-Sovict 

p ressure ,  had l e t  i t  be known t h a t  he was ready t o  d i scuss  peace. 



In  February 1954 the  Big Four (France, Great B r i t a i n ,  t he  Soviet  Union 

and the  United S t a t e s )  powers a t  Ber l in  agreed t h a t  a conference should be  

held t o  seek o s o l u t i o n  t o  t h e  Indochina War as  w e l l  a s  t h e  one rag ing  

i n  Korea. 

On Apr i l  28, 1954, two days a i t e r  t h e  opening of t he  conferepee a t  

Geneva, a Franco-Vietnamese ( n a t i o n a l i s t )  dec la ra t ion ,  proclaiming Viet  

Sam t o  be u ~ e q u i v o c a l l y  sovereign and independent,  was made publ ic .  It 

was only $f t e r  May 8, however, t h a t  t h e  conference began focus ing  i t s  

a t t e n t i o n  on a l l  of Indochina. The inmediate cause was t h e  d e c i s i v e  

French d e f e a t  a t  Dien Bien P ~ L  a t  t h e  hands of t he  Vie t  Minh f o r c e s  on 

May 7 and t h e  r e s u l t a n t  popular Yressure i n  France f o r  a r ap id  conclusion 

of t h e  war. The Indochinese phase of t h e  conference was a t tended,  under 

the co-chairnansliip of Great B r i t a i n  and t h e  Sovie t  Union, by t h e  representa-  

t i v e s  of t he  United S t a t e s ,  France, t h e  United Kingdom, the  Sovie t  Union, 

Communist China, t h e  S t a t e  of Vict  Nam, t h e  Democratic Republic of V ie t  

Nam, Cambodia and Laos. F i n a l  nego t i a t ions  f o r  a r m i s t i c e  were conducted 

directly between the French High Cornnand and Ho Chi Ninh's People's Army 

i!ig!~ Comand. A t r u c e  agreement covering t h e  t e r r i t o r y  of both North 

and South Vie t  Nam was signed on J u l y  20.between t h e  two High Corasnds. 

Scparate  t r u c e  agreements were a l s o  concluded f o r  Canbodia and Lzos, 

1-t spcc t ive ly .  

The hgreement f o r  V ie t  Nam fixeci a p rov i s iona l  ~ i l i t a r y  d e ~ a r c a t i c n  

l i n e  rough!y along the  seventeentll  p a r a l l e l  and provided f o r  toLal  e\'&cua- 

t i o n  from nor th  of t h e  demarcation l i n e  of t h e  m i l i t a r y  f o r c e s  of France 

and the  S t a t e  of Viet: N ~ N ,  as w e l l  a s  f p r  t h e  evacuat ion of t h e  Vie t  Cich 

f o r c e s  f r o x  south  of t h e  denarca t ion  l i n e .  It a l s o  provided f o r  a per icd  

of 300 



days d u r j l l g  which freedom of movement was to be allowed for. all persons 
. 

wishing to move from one sector to.the other. Under the agreement, the 

introduction into Piet Ham of any troop reinforcements and additional 
. . 

military personncl was prohibited except for rotation purposes; imports of 

new weapons were sjmilarly limited to replacement levels. It also imposed 

restrictions on the establishment: of foreign military bases, and on' the 

participation of both Xorth--and South Viet Nam in any military alliance. 

Finally, the agreement provided for the formation of an International 

Control Conmission, with represenatives from India, 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 International Control 

Commission with preliminary discussion to begin in July 1955. 

The armistice agreement was reached over the objections of the State 

of Viet Nan which did not sign it. It vainly protested the manner in 

which the truce was arranged, 2s well as its terms, pPrticularly those 

relsting 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 elections. It also objected to the 

Final Declaration, protesting that :he French High Comnand arrogated to 

itself, without prior consultation with the State of Viet Kam, the right to 

fis the date for elections. The United States also did not concur with' 

the terns of the truce agreement or with the Final Declaration. In a 

unilateral statement issued on July 21, however, the U.S.  representative 

declared that his country 

disturb the provisions of 

would refrain from the threat or use of force to 

the agreement and of the Final Declaration and that 
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i t  would view any renewal of aggression i n  v i o l a t i o n  of t h e  agreeneht with 

i r a v e  concern a s  a t h r e a t  t o  in te rna t io t l a l  peace and s e c u r i t y .  With regard 

t o  the  provis ions  r e l a t i n g  t o  the  e l e c t i o n s ,  t h e  United S t a t e s  

expressed i t s  continuing determination t o  seek u n i f i c a t i o n  through f r e e  and 

f a i r  e l e c t i o n s  t o  be conducted under t h e  supervision of the  Unitcd Nations. 

I t  f u r t h e r  r e i t e r a t e d  i t s  t r a d i t i o n a l  p o s i t i o n  t h a t  a l l  peoples a r e  e n t i t l e d  

t o  de terminethei r  own f u t u r e  and t h a t  i t  kmuld n o t - j o i n  i n  any arrange- 

ment which would h inder  the  r e a l i z a t i o n  of such a p r inc ip le .  

France then procee.ded t o  complete t h e  t r a n s f e r  of the  remnants of 

i t s  admin i s t r a t ive  and m i l i t a r y  c o n t r o l  t o  t h e  S t a t e  of Viet  Ham with its 

c a p i t a l  a t  Saigon. The government of Ho Chi Minh, sea ted  a t  Hanoi, moved 

s t e a d i l y  t o  achieve i t s  progr& of communizing nor th  of t h e  seventeenth 

p a r a l l e l .  Despite  the  cease f i r e  agreement, a  w e l l  organized Vie t  Hinh 

undsrground network was 

regions  i n  t h e  southern 

l e f t  behind i n  the  south, e spec ia l ly  i n  the  jungle 

Mekong Del ta  and along the  Cambodian and Laos 

border regions where French Union f o r c e s  had not  been a b l e  t o  e s t a b l i s h  

e f f e c t i v e  con t ro l .  This  underground network formed the  nucleus of subsequent 

Viet Con2 insurgency d i rec ted  aga ins t  t h e  Saigon regime. 



A GENERAL OVERVIEW 



Shaping a  Kew Country: 1954-1958 

Signing of t h e  Ganeva Accords i n  July 1954 set t h e  South Vietnaxese 

Governr~ent a d r i f t  from t h e  t r a d i t i o n a l  o r g a n i z a t i o n a l  s t r u c t u r e s  which 

had g u i d e d  i ts  banking system, i t s  fore ign .  po l icy 'and  i t s  educa t iona l ,  

e g r i c u l t u r a l ,  and pub l i c  h e a l t h  systems. Experienced French abminis- 

t r a t o r s  and  t e c h n i c i a n s  who advised previous governn~ents were leaving .  

Comuni s t  a c t i v i t i e s ,  a l though c l andes t ine ,  continued. The Vietnenese 

c i v i l  a d u d n i s t r a t i o n  was weak and t h e  n a t i o n a l  anhy disorganized.  The 
\ 

Chief of S t a t e ,  Ea3 Dai, c a l l e d  on Mgo Dinh D i e m  t o  form a govcrnnent 

b u t ,  a l tnough Prcnder ,  he  lacked c o n t r o l ,  e s p e c i a l l y  over t h e  army, I n  

a d d i t i o n ,  t h r e e  powerful s e c t s ,  each.wieh i ts  own a m y ,  formed oppos i t ion  

t o  t h e  Dieai g o v e m c n t .  A f t e r  a  t i m e ,  D i e m  brought t h e  army under con t ro l  

and a f t e r  s i x  nonths e l imina ted  s e r i o u s  oppos i t i on  f r o n  t h e  Binh Xuyen, 

one oi t h e  s e c t s  t h rea t en ing  t h e  s t a b i l i t y  of t h e  new government. Fight-  

i n g  a g a i n s t  t h e  o t h e r  two, t h e  Cao Dai and Moa Hao, cont inued f o r  some 

time be fo re  i t  was c-ontained. 

Die3 turned h i s  a t t e n t i o n  t o  h i s  own s t a t u s  and c a l l e d  f o r  a refer- 

endun t o  a l low Vietnamese t o  choose between D i e m  and Emperor Baa Da:. 

A r e f e rendr~n  was ordered f o r  October 23, 1955, and D i e m ' s  b i d  t o  rep lace  

Bao Dai \:a succes s fu l .  O f f i c i a l  V i e t n m e s e  governzent r eco rds  showed 

t h a t  97.8 percent  of t h c  vo t ing  popula t ion  p a r t i c i p a t e d  and t h a t  98.2 

percent  of t h e  v o t e r s  chose t o  r e p l a c e  Bao Dai w i th  Diem a s  Chief of 

S t a t e .  Refusing t o  recognize  the. p rov i s ions  of t h e  Geneva Accords which 

c a l l e d  f o r  t h e  hold ing  of gene ra l  north-south e l e c t i o n s  i n  1956, !lien 

proceeded t o  form a l e g i s l a t i v e  branch .6f t h e  government i n  t h e  south.  _- . . 



A c o n s t i t u t i o n  was d ra f t ed .  E lec t ion  of a  123-man unicameral  Kat iona l  

A s s e ~ b l y  was he ld  on biarch 10,  1956. A m i d s t  charges of r igged  e l e c t i o n s ,  

Diem had succeeded i n  s e t t i n g  up both t h e  presidency and t h e  Nat iona l  

Asseoibly i n  a n  e f f o r t  t o  s t r eng then  t h e  c e n t r a l  governnent. 
* 

During t h i s  tumult of warr ing  f a c t i o n s  and p o l i t i c a l  tu rmoi l ,  t h e  U.S. 

economic a s s i s t a n c e  c m m m i t y  a t t e ~ p t e d  t o  he lp  t h e  new government wi th  

some of t h e  conc re t e  problems i t  faced i n  i n s t i t u t i o n a l  development, 

re fugee  c a r e  and rese t t lement ,and  t r a i n i n g  of a d m i n i s t r a t o r s  and 

t echn ic i ans  f o r  t h e  p u b l i c  s e r v i c e .  The United S t a t e s ,  which had been 

provid ing  m i l i t a r y  and economic a s s i s t a rbee  t o  V i e t  Nan 

through France e u e r ' s i n c e  World War 11, had e s t a b l i s h e d  its 

,.- - -. 
\. f i r s t  economic mission i n  Saigon i n  1950. This  o f f i c e ,  des igna ted  a s  

. . .- 
t h e  S p e c i a l  Technics1 and Econonic Mission (STEX), operated i n  coopera- 

t i o n  wi th  t h e  French, provid ing  a s s i s t a n c e  t o  t h e  Associated S t a t e s  of 

Indochina, i nc lud ing  North Vie t  N2m. Thi s  miss ion ,  which was e s s e n t i a l l y  

of a t e c h n i c a l  a s s i s t a n c e  n a t u r e ,  was l i x i t e d  both  i n  scope and in funds. 

Signing of t h e  Geneva Accords promptec? t h e  es tab l i shment  of t h e  

United S t a t e s  Operat ions Niss ion  (USOII) i n  , Ju ly  1954 t o  d e a l  exc lus ive ly  

wi th  t h e  probl.ems of t h e  newly c rea t ed  Governrrrent of South Vie t  Nam 

(GVX). The new country was b s s e t  by nunerous problems which c rea t ed ,  i n  

t u rn ,  netc demands upon t h e  U.S. cconomic a s s i s t a n c e  program. The f i r s t  

and most u rgen t  human problen  t o  be  d e a l t  w i th  w a s  t h e  a r r i v a l  of near ly  

one m i l l i o n  re fugees  from North Viet Nam v i t h i n  t h e  f i r s t  300 d a y s  of thii 

South V i c t n m e s e  goverment 's  c s i s t ence .  
. . .. 
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A t  t he  t ime t h e  nuzber of re fugees  was based a t  more than  890,OCO 

(see  Attachncnt 1 )  b u t  l a t e r  i n d i c c t i o n s  suggest  t h e r e  may have been i n  

excess  of 900,000 re fugees .  Those who moved from South t o  North Vie t  Nam 

numbered about 90,000, inc luding  Vie t  Ninh cadre  and t h e i r  f a m i l i e s .  

The re fugees  from t h e  North, whose t r a v e l  and s u b s i s t e n c e  were pro- 

vided by USO?I under i t s  progran "Operation Exodus," had been t r anspor t ed  

and housed i n  r ecep t ion  c e n t e r s  i n  t h e  South. The massive ope ra t ion  cos t  

$55 m i l i i c n ,  i nc lud ing  $ 1 1 m i l l i o n  f o r  a U.S. Navy s e a l i f t .  Ry FY 1956, 

wi th  a  budget of $37 m i l l i o n ,  t h e  re fugee  e f f o r t  concent ra ted  on r c s e t t l -  

i n g  t h e  new a r r i v a l s  from recep t ion  camps t o  des igna ted  v i l l a g e s ,  which 

,I . 
b :,, i 

A . ,  s i t u a t i o n  and its majcr problems i n  1955 as: 

had been surveyed e a r l i e r  t o  t e s t  t h e i r  cconoaic  p o t e n t i a l .  Through t h e  
. - -. 
: ; 

Commissariat General f o r  Refugees, VSOX provided fuading f o r  s p e c i f i c  
# 

.. -0 .. - 
p r o j e c t s  i n  t h e s e  v i l l a g e s  t o  al low t h e  re fugees  t o  r e e s t a b l i s h  then- 

%-!:;-.-..; ,, 

1. I n t e r n a l  and E x t r r h a l  Threa ts .  Groups opposing t h e  Dien regime 

- .. 
I .  :. .. .. . 
i t  ., .. 
111;; ; .  . i  

1 s .  
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- - 
s t i l l  posed a t h r e a t  t o  s u r v i v a l  of t h e  government. Even though Die= - 
had r s d e  progres s  i n  q u e l l i n g  and pac i fy ing  some of t h e s e  groups, only - 
rin uneasy t r u c e  l e f t  t h e  government i n  a  c o n t r o l l i n g  pos i t i on .  V i e t  

Cong a c t i v i t y  was seen  a l s o  as a t h r e a t  t o  t h e  new government. Then 

t h e r e  remnined a p o t e n t i a l  t h r e a t  f rom the  North. . 

s e l v e s  a s  fa rmers ,  a r t i s m s  and' smal l  businessmen. Thc re fugee  opera- 

t i o n s  were l a r g e l y  cozple ted  by mid-1957. 

ii.:;!!! I n  a d d i t i o n  t o  meeting t h e  inmediate  r e fugee  problem, USOl4, end I:!:;:!, I 
,/I,:..!., 

, l ! ! , j ; - ; ! ;  
, . , , . , 4  

> / .  .... 
.,!.; x !  .: 

Its pa ren t  cgency, t h e  Mutual S e c u r i t y  Adminis t ra t ion ,  s a w  V i e t  Nan's 
, , . .  
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2. Economic Problems. South Vie t  Nam's budget r e c e i p t s  and fore ign  

exchange earn ings  were f a r  below i t s  expenditures ,  which were i n f l a t e d  by . 

the  cost: of maintaining a l a r g e  amy and t h e  cos t .o f  providing riinitaal 

a s s i s t a n c e  t o  refugees.  Exports covered only 20 percent  of necessary 

imports.  Hence, t h e  bulk of t h e  country 's  imports  were dependent on 

f o r e i g n  a i d .  Therc was a need t o  improve both t h e  product ive  capac i ty  

and t h e  l i v i n g  cond i t ions  of a people weary from y e a r s  of war. The 

t h r e a t  of i n f l a t i o n  was p resen t .  And t h e r e  w a s  a l a g  i n  t h e  f o m a t i o n  

of new governmental econonic and f i n a n c i a l  agencies  t o  r e p l a c e  those  

e s t ab l i shed  by t h e  French f o r  the  Associated S t a t e s  of Indochina. The 

s h i f t  i n  economic a s s i s t a n c e  f r o u  mostly French f r a n c  a i d  t o  d i r e c t  

U.S. d o l l a r  a i d  c rea t ed  oppor tun i t i e s  f o r  coinpetit ion and hence lover  

p r i c e s  f o r  t h e  Vie tnmese .  But new t r a d e  r e l a t i o n s h i p s  and procedures 

between impor ters  and non-French s u p p l i e r s  were slow t o  develop. 

3 .  War V i c t i m s .  There were more than two m i l l i o n  persons l e f t  

d i sp laced  by t h e  war, inc luding  t h e  re fugees  f r o n  t h e  North. Nearly 

a m i l l i o n  South V i e t n a m s e  had been d isp laced  by t h e  war and needed 

a s s i s t a n c e  i n  order  t o  resune n o m a l  ex is tence .  Demobilized s o l d i e r s  

end t h e i r  f c o j l i e s  added t o  t h e  s o c i a l  problem f o r  the  governrenr.  And 

a l l  of t hcse  groups presented a p o t e n t i a l  source. of 

t h e  g o v e r n ~ e n t  . 
4. t 'dmin2strat inn.  USO?I f e l t  t h a t  South V i e t  

t r a t i o n  r equ i red  s t rengthening  i n  order  t o  inprove and 

s e r v i c e s  and inc rease  ope ra t ing  ef f ici-ency . The added 

u n r e s t  t o  d iscoxfor t  

Nan's c i v i l .  a h i n i s -  

extend governmnt 

r e s p o n s i b i l i t i e s  



of independmce made t h i s  need p a r t i c u l a r l y  acute .  

The Yutual Secur i ty  Agency out1.ined fou r  o b j e c t i v e s  i n  Vie t  Sam 

st t h e  tine: 
.. 

1. Provide f i n a n c i a l  support  f o r  t h e  r eo rgan iza t ion  and t r a i n i ~ g  

of a n a t i o n a l  army adequate t o  maintain i n t e r n a l  s e c u r i t y  and provide 

i n i t i a l  r e s i s t a n c e  t o  e x t e r n a l  aggression.  

2. A s s i s t  i n  majntaining econonic s t a b i l i c y  and i n  r e h a b i l i t a t i o n  

and devc lopwnt  e f f o r t s ,  inc luding  i n t e g r a t i o n  i n t o  t h e  economy of t h e  

two m i l l i o n  o r  more refugees,  d isp laced  persons and d e ~ o b i l i z e d  s o l d i e r s  

who might otherwise he  vu lne rab le  t o  communist subversion.  

3. A s s i s t  i n  s t r eng then ing  ar~d improving t h e  s t r u c t u r e  and 

e f f e c t i v e n e s s  of t h e  government, s o  t h a t  i t  uiight become more respons ive  

t o  t h e  needs of t h e  people. 

4. 1121p expand and improve puS1i.c information s e r v i c e s  i n  order  t o  

inc rease  popular  understanding c f ,  and suppor t  f o r ,  t h e  government. 

I n  keeping wi th  these  ob jec t ives ,  USOH'S 1955 and 1956 prograzs  

were devc lopd  t o  s q p o r t  deve lo?xnt  of the  army, mainly by providing 

funds t o  dcfray c o s t s  of pay zncl a l lovances ,  t r a i n i n g  c o s t s ,  construc- 

t i o n ,  and s i l i t a r y  n e d i c a l  s e r v i c e s .  Rel ief  and r e se t t l emen t  of refugees 

from t h e  ncxrh, a s  well  a s  displaced persons i n  t h e  south ,  received 

p r i o r i t y  a t t e n t i o n  a s  we l l .  Ass is tance  was a l s o  given i n  agriculture, 

land r e f c m ,  i r r i g a t i o n ,  a g r i c u l t u r a l  c r e d i t ,  t r a n s p o r t a t i o n ,  and public  

h e a l t h  b u t  t h e s e  a r e a s  received l e s s  a t t e n t i o n  dur ing  t h i s  period than 

i n  l a t e r  pears .  Experts  were provided t o  e s t a b l i s h  a new na t iona l  bank, 



improve c e n t r a l  bank ope ra t ions ,  f o r e i g n  exchange and r e l a t e d  f i s c a l  

ope ra t ions ,  t z x a t i o n ,  budget for1m13.ati.on and f o r e i g n  t r a d e  pol icy .  A 

! 
number of c o n t r a c t  Anerican employees were brought t o  Viet Ham t o  advise  

i n  improvement of t h e  o v e r a l l  admin i s t r a t i on  of t h e  government. And USOM 

I&i 
continued a  1951 p r o j e c t  d i r e c t e d  a t  development of government information 

f a c i l i t i e s  and began a second p r o j e c t  i n  1956 t o  develop e n a t i o n a l  r a d i o  

netuork, 'both a c t i v i t i e s  aimed a t  achievement of t h e  f o u r t h  objective 

descr ibed  shove. 

A s i z e a b l e  c o m e r c i a l  import program was genera ted  i n  o rde r  t o  

a t t a i n  t h e  second o b j e c t i v e ,  i . e .  economic s t a b i l i t y ,  and t o  gene ra t e  

' li l o c a l  currency i n  p u r s u i t  of o t h e r  ob jec t ives .*  During i ts  f i r s t  y e a r  
- - . - 

i as a s e p a r a t e  n a t i o n ,  1955, t h e  n a i i o n a l  budget mounted  t o  537 m i l l i o n  . :' - _r 

d o l l a r s .  Revenues t o t a l e d  146 m i l l i o n ,  l eav ing  73 pe rcen t  gap. The 

Coramercial Inpor t  Program, which e s s e n t i a l l y  f i l l e d  t h e  gap, brought  

goods i n t o  t h e  count ry  were s o l d  f o r  p i a s t e r s .  The p i a s t e r s  sc 

genera ted ,  known a s  coun te rpa r t ,  were given t o  t h e  Republic  of V i e t  N a m  

t o  cover  budgetary ou t l ays .  

USO?I c r e a t e d  a  Trade Div i s ion  i n  A p r i l  1955 t~ handle  t h e  burgconing 

. . Comnerciol l n p o r t  Progras .  'The progran was u t i l i z e d  a s  a mejor t o o l  f o r  

economic c r a b i l i z a C i m  throughoxt t h e  course of U.S. involvement and in 

every yea r ,  except ing t h e  per iod  1967-69, was t h e  l a r g e s t  s i n g l e  A. I .D.  

progran i n  terms of monetary i n p u t .  

*The ~ o & c e r c i h l  Import Program was a con t inua t ion  of a s i m i l a r  program, 
which had been used by USO>¶'s predecessor ,  t o  gene ra t e  p i a s t e r s  f o r  
Vic t  Ran dur ing  t h e  French 1ndochi& War. 



I n  FT 1955, $322 mi l l ion  i n  economic ass i s t ance  was provided by the 

U.S. The Comnercirl Import Program, providing c a p i t a l  goods and raw 

I 
mater ia l s  of value  to  the economy, accounted f o r  $254 mi l l ion ,  o r  79 

percent ,  of t h e  t o t a i .  Most of the counterpart  funds were a t t r i b u t e d  

t o  support of m i l i t a r y  programs. Refugee and technical  a s s i s t ance  

accounted f o r  18 and 9 percent ,  r e spec t ive ly ,  of the  t o t a l  progrern. 

The budget d e f i c i t  was narrowed i n  1956, t o  s.392 mi l l ion  from $537 

mi l l ion  t h e  year before.  Ordinary revenues covered 48 percent  of expendi- 

t u r e s  conpared with 27 perceat  i n  1955. USOX'S ass i s t ance  was according- 

l y  reduced f r o n  $322 mi l l ion  i n  FP 1955 t o  $210 mi l l ion  i n  FY 1956 of 

which the  Comnercial Import Progrars accounted f o r  83 percent .  

USCtX operat ions s h i f t e d  gradually f ronr s t a b i l i z a t i o n  and refugee 

a s s i s ' t a x e  during 1.354-55 t o  programs of t echn ica l  and economic assj-st- 

ance aimed a t  nodernizat ion of t h e  governtient apparatus and the  economy. 

By mid-1958, emergencies had been contained and peace was a temporary 

r e a l i t y .  

US@: began t o  concentrate on a program of economic and t echn ica l  

a s s i s t ance  aimed a t  helping Viet  Nam regain economic s t a b i l i t y ,  improve 

i t s  a g r i c u l t u r a l  production, improve revenue col lec t ions , .and r e s t o r e  

i ts  badly dssaged and neglected pbysical  infras.t .ructure, a s  we l l  a s  t r a i n  

adminis t ra tors  and technicians.  ~ 0 t h  economic ass i s t ance  f o r  FY 1958 

amounted t o  .$I89 mil l ion  and cumulative economic a id  from 1954 through 

1958 to ta led  a b i l l i o n  d o l l a r s .  
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USOX d i r e c t  h i r e  personnel grew f=om 27 i n  1955 t o  164 by 1956. Most 

of these  eniployecs wcre technic ians ,  such a s  a g r i c u l t u r i s t s ,  educators 

and medical s p e c i a l i s t s ;  i n  add i t ion ,  t h e r e  v e r e  numbers of Americans 

working i n  Vie t  Nam under USOM con t rac t s ,  addressing s p e c i f i c  technica l  

problems. This number increased from one i n  1955 t o  3 4 2  by 1958. 

USOM had developed 42 j o i n t  p r o j e c t s  k i t h  t h e  .Victnanese governnlent 

i n  support of i ts  o v e r a l l  goa l s  by mid-1958. These p r o j e c t s  were d is -  

t r i b u t e d  i n  seven major areas :  a g r i c u l t u r e  and n a t u r a l  resources ,  11 

p r o j e c t s ;  indus t ry  and mining, 4; publ ic  works, 11; hea l th  s e r v i c e s ,  3; 

education,  6; publ ic  adminis t ra t ion ,  5; end information, 2. D e t a i l s  of 

USOX a i d  p r o j e c t s  a r e  d i s c u s s d  i n  l a t e r  s e c t i o n s  of t h i s  r epor t .  (For 

l i s t i n g  of p r o j e c t s ,  s e e  Attachmcnt 3.) 

The Rise  of t h e  Viet Cong: 1959-1961 

A sus ta ined e f f o r t  aga ins t  comtunist subversion appeared t o  have 

reduced t h a t  d i s r u p t i v e  f o r c e  by e a r l y  1959 and more land was being put  

i n t o  production. 

USOF1 was expanding its t echn ica l  a s s i s t a n c e  e f f o r t s  during t h i s  

period and had 48 a c t i v e  p r o j e c t s  i n  South V i e t  Ram i n  1959. There were 

16 i n s t i t u t i o n a l  con t rac to r s  a c t i v e ,  inc lu2ing t h e  Michigan S t a t e  

Univers i ty  team which had been engaged i n  advi-sory work i n  government 

and p o l i c e  adminis t ra t ion  s i n c e  1955. The number of d i r e c t  h i r e  employees 

stood a t  199. 

I n  1957, t h e  Govcrnnent 

t o  r e s h u f f l e  f ami l i z s  l i v i n g  

Vie t  Nam began a land development progrnm 

overcrowded a r e a s  into a r e a s  where land 



was p l e n t i f u l ,  but  not y e t  developed. Most of these  land development 

cen te r s  were i n  the  spa r se ly  populated mountainous Highlands of South 

Vie t  Ham. USOM a l loca ted  W$ 350,000,000 f o r  land developinent i n  1959 

and 45,000 people were r e s e t t l e d ,  bringing t h e  t o t a l  s i n c e  1957 t o  

125,000. By 1960, 121 v i l l a g e s  accommodating 159,000 farm peop1.c had been 

es tabl i shed.  This  program continued u n t i l  1963 and received mixed reac t ion  

a s  t o ' i t s  e f fec t iveness .  Some progress was made i n  i n d u s t r i a l i z a t i o n  and 

the  r a i l r o a d  was reopened f r o n  Saigon t o  Dong Ha, near  t h e  17th  p a r a l l e l .  

Rice production i n  1959 reached f i v e  n?illio!l me t r i c  tons ,  more than twice 

t h e  1954 l eve l .  Rice expor ts  reached a post-Indochina War h igh of 245,000 

tons. I n  general ,  condi t ions  appeared more conducive f o r  s t a b i l i t y  and 

growth than f o r  sone t i n e .  

I n  letc 1959 the  Vie t  Cong began t o  inc rease  te r ror ism,  although not  

with s u f f i c i e n t  impetus t o  d i s r u p t  e i t h e r  USOY o r  GVN programs t o  a  

s i g n i f i c a n t  degree, a s  it would do l a t e r .  I n  f a c t ,  Vie t  Nam made sub- 

s t a n t i a l  ga ins  i n  a g r i c u l t u r e ,  education,  and indust ry  during 1960. 

Through i t s  a g r i c u l t w a l  a s s i s t ance ,  USOX aided t h e  Vietnamese goverment 

i n  r a i s i n g  t h e  y i e l d  of r i c e  paddy from' 1.9 tons  per  hec ta re  i n  1956157 

t o  2.2 tons  i n  1959160. Bat it a l s o  gave g r e a t  emphasis during t h i s  

period t o  crop d i v e r s i f i c a t i o n  i n  a  country was  heavi ly  dependent 

on r i c e  and rubber. USOY a l s o  played an important r o l e  i n  developing 

Viet  Nam's educational  system which had been badly neglected during the  

war years .  As a r e s u l t ,  elementary enrollment s tood a t  1,500,000 on 

September 1, 1960, a  s u r p r i s i n g  increase  from only 400,000 four pears  



before .  There were nany pos i . t ive  progress  i n d i c a t o r s  i n  1960. And 

progress  contillued i r ?  a  nuniber of key a r m s  a s  l a t e  as 1963 and 1564. 
. . 

By l a t e  1960, t he  Vie t   con^ insurgency was beconing a s e r i o u s  i s sue .  

1 ~ 6 ~ 1 t h  Vie t  Nam i n  1954 and by moderate successes  i n  t h e  development f i e l d  

The U.S. Government was aware of t h e  growing problem and Vice-President 

Lyndon Jolmson, v i s i t i n g  Saigon i n  May 1961, promised t o  i n c r e a s e  a id  t o  

South P i c t  Ran. Pres iden t  John F. Kennedy decided t o  i n c r e a s e  m i l i t a r y  

s i n c e ,  were a l s o  fading.  From 1961 on, USml s h i f t e d  its ope ra t ions  from 
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t hose  of s t a b i l i z a t i o n  and peacefu l  development t o  t h e  r e a l i t i e s  of a  

* 

a s s i s t a n c e  t o  t h e  beleaguered country and by 1962 USOX was engaged i n  ex- 

per iod  of war which would continue,  except  f o r  one r e l a t i v e l y  peacefu l  

i n t e r l u d e  from 1959 t o  1971, u n t i l  Saigon f e l l  on A p r i l  30, 1975. Bow- 
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eve r ,  t h e  mommiturn of developnenr d id  n o t  eb rup t lg  s t o p  i n  1960 o r  1961. 

ecu t ing  c i v i l  p rogram designed t o  assist t h e  Vietnamese Governnent t o  

d e a l  w i th  t h e  insurgency. 

The e r a  of r e l a c i v e  peace was coming t o  an end. The h igh  hopes of 

peacefu l  development, which were engendered by t h e  formation of a  f r e e  

Rice product ion,  only 2 . 8  m i l l i o n  t o n s  of paddy i n  1955, reached 4.9 

m f l l i o n  tons s i x  y e a r s  l a t e r ,  I n  1961, and 5.2 m i l l i o n  i n  1963. The 

- country continued t o  show gradual  progress  even-though i t  was c l e a r  t h a t  . 
zn insurgency of growing propor t ions 'had  sprung from t h e  i s o l a t e d  

t e r r o r i s t  a c t i v i t i e s  of 1959. 



An Era O f  Coimterinsurgency: 1962-1966 

In  1952, USOM shift .ed emphasis f ron  i t s  t r a d i t i o n a l  r o l e  i n  economj c 

developne!~t t o  one of c i v i l  counterinsurgency a s  t h e  e n t i r e  U. S. rnfss5on 

began t o  focus on t h e  growing iceurgency, which by t h a t  year  had becone 

a se r ious  t l i r ez t  t o  t h e  s t a b i l i t y  of t h e  Vietnamese govermsnt .  It nay 

be use fu l  t o  review sorne of  t h e  events  i n  Viet  M a n  from 1954 t o  1962 which 

l e d  t o  t h i s  new d i r e c t i o n .  

The end o f  t h e  French Indochina war i n  1954 suggested t h a t  peace 

might l o g i c d l y  follow i n  i ts foots teps .  Eut t h e r e  was a c e r t a i n  amu?t 

of communist a c t i v i t y  from the 'brginning which h i n t e d ,  et l e a s t  i n  hind- 

s i g h t ,  o f  t h e  g r e z t e r  violence t o  coze. By 1959, it becme  c l e a r  t h a t  t h e  

Viet Cong were s tepping up violence t o  some degree i n  t h e  south.  Kowever, 

t h e  d i r e c t  response t o  p ~ e r r i l l a  warfare d i d  not  f e l l  wi th in  t h e  s p e c i f i c  

nor t h e  t r a d i t i o n a l  cons idera t ions  o f  .U. S. economic ass i s t ance  

program. Resvonsib i l i ty  f o r  response l a y  with t h e  Socth Vie tnmese  

eoverrfient and f r o 3  t h e  U. S. s i d e  with t h e  Mi l i t a ry  Advisory Assistance 

Grou? (MAG). I n  1960 t h e  U. S. K4.4G helped t h e  Vietnamzse Army form 

s i x t y  Vjetnm.ese raneer  cospanies t r ~ r i n e d  for a n t i g u e r r i l l a  w a r f a x .  

L.zter i n  t h e  year ,  IGZr?.G y-aparsd tin o rgmized  p a c i f i c a t i o n  plan.  r i ? L s  

plhn was not placed i n t o  execution but  s imj. lar  plans would folio;; i n  'r-.'i.t:r 

years  f ron  t h e s e  e a r l y  beginnings. 

I n  ti33it.ion t o  t h e  f a c t  t h z t  t h e  i n s u ~ g e n c y  vaa growing, t h c r c  

a l s o  s i p s  t h a t  c e r t h i n  e l enen t s  of  t h e  Vietnamese populntion w v x  



beconing d i s s a t i s f i e d  with t h e  l eadersh ip  of  Pres ident  Ngo Dinh Diem, 

espec ie l ly  t h e  Ehuddists who cleilricd t h e  regime w a s  uriduly repress ive .  

There w r s  an unsucccssful  coup i n  December 1360 and t h e  d i s s a t i s f a c t i o n  

between Pres ident  Diem and e l e r e n t s  o f  t h e  pop i l a t ion  would grow f o r  t h r e e  

yez r s  u n t i l  Ifovember 1963 when h e  vas deposed by another  coup and k i l l e d .  

On December 12 ,  1960 t h e  Viet Cong f o r m ~ l l y  announced t h e  es t zb l i sh -  

ment o f  $he Kstional  Front f o r  Libera t ion  and t e r r o r i s t  a c t i v i t y  c0nt.L 1 nueii 

t o  r i s e .  

U.  S. Revises Object ives 

I n  Weshington an interagency V i e t  Nam Task Force was formed under 

t h e  S t a t e  Department and included represen ta t ion  f r o n  t h e  Defense Depart- 

n e c t ,  A . I . D . ,  t h e  U. S. I n f o m a t i o n  Agency (USTA) and t h e  Cen t ra l  I n t e l l i -  
. . 

gence Agency (CIA). 1ko study missions were dispetched t o  South Viet 

hTm i n  1961, one l e d  by Eugene S ta ley  and t h e  o t h e r  bx General M m - e l l  

Teylor. Eoth groups ca l l ed .  f o r  p o l i t i c a l  and a d r h i s t r z t i v e  r e f o r m ,  ney 

economic progrems f o r  r u r a l  a rees ,  g r e a t l y  increased U. S. advisory and . 

supply e f f o r t s  and a l a r g e r ,  more e f f e c t i v e  V i e t n e ~ e s e  m i l i t a r y  establisf i-  

ment. Those e reas  dea l ing  with econoxic p rogram ~ n i i  e&; in i s t r a t ive  re- 

forn  would provide t h e  b e s i d  f o r  A . I . D . ' s  involvezent  i n  coun te r insurecxy  

es it developed i n  t h e  e a r l y  1960s. Bo%h A. I .D .  and t h e  !vXlitary Assis- 

t ance  Advisor j  Group began enlerging t h e i r  s t a f f s .  Y i G  had doublcd i:s 

s i z e  i n  1960 t o  685 advisors  and leaped t o  10,030 advisors  by t h e  end of 

1962. By Decenber 1962, USOE; 6nd UAG had adv i so r s  at  t h e  province l e - t i l  

throughout South Viet  Earn.. For A.I .D.  . this represented  t h e  second t i x e  

it had f i e lded  o f f i c e r s  a t  t h e  province l e v e l  bu t  i n  1962 t h e  mission x . s  



q c i t e  different thxn t h e t  of t h e  1991-56 period. Now it was targeted  

s p e c i f i c a l l y  on t h e  c i v i l  espects  of  cou~te r insurgency  with t h e  hnxlet ,  

the  l ~ - ~ e s t  .o,?si::istra2i-ivc l e v e l  o f  g o v e r n ~ c n t ,  e ~ p h s a i z e d  a s  t h e  b t - i c  

r e c i p i m t  ol" a s s i s t ~ n c e  progr=s ~ z n s g e d  m d  nonitored from t h e  p r ~ v i ~ l c e  

l e v e l .  (See attackixent 4 fcr a cher t  ind ice t ing  t h e  ver ious  echelons 

This s h i f t  i n  d i r e c t i o n  wzs not un ive rsa l ly  he ra ld td  wi th in  A . I . D .  

There were those who f e l t  t h a t  only those  a c t i v i t i e s  which nomal.ly f e l l  

under A . I . D .  opera t ions  should be conducted i n  Viet l!mi. The p r e w i l i n g  

e r g m e n t ,  hovever, kT,.ps i n  favor of i n i t i a t i n g  short-term c i v i l  co1~?tcr-  

insurgency program which would s t e v e  o f f  defezt  and enzble more t r z d i -  

t ior ta l  a2yrroaches to developsent e f t e r  t h e  t h r e a t  agains t  t h e  Government 

of  V i e t  N s 3  hed dininished.  Tne thr-&t  t c  l r i in ta in  econoaic s t c i b i i i t y ,  

na in ly  through t h e  t o o l  of t h e  Cormcrcial I m p r t  P r o g r z ,  continued 

through t h e  1962-1966 period.  Eut i n  t h e  a rea  of p r o j e c t  a s s i s t ance ,  

t l i s re  wers m ~ j o r  shi f t . s  tcvzrd  shol-ter-tern! p o l i t i c a l  ar.3 securi t j l  05- 

At t h e  Eaigor! l z - e l ,  UC Uu..: "' ' rreeted t h e  Oivision of h r a l  Aff~ irs  

( r e c i e s i p ~ t e d  t h e  OlYicc of Iiurz3. A f f a i r s  S.n June 1962) t o  com,~eri3 i t s  

t e r n  co?silc?:-ebly, ~ l n c i c g  E lerw el&ent  o f  A . I . D .  o f f i c e r s  i n  tk  e r e  

t t r y  regions z s  \:ell a s  i n  t h e  p-ovinces. 5y 1964 t h e  Office f o r  R u r d  

Af fa i r s  (OPA) m d  t h e  Off ice  f o r  Progrm. end Plenning rere des igmted 



as  the  tvo r i i n  o f f i ce s  of the  US9X organization. ORA ostensibly ccor- 

d i m t e d  the  work of tlic technical  d ivis icns  ar~d provideit countf;r inscr~ency 

end project  ass i s ta rxe  15 th  exlphesis on counterinsurgency. The l o s s  rsnge 

&osl of t h i s  e f f o r t  vas t o  gzin t he  support of t he  r u r a l  people for  tEe 

governmnt of Viet Iizrr.. The prcgri?;?. off i c e  provided economic exper t ise ,  

crogrcm planr.ing ass i s t rnce  and nonpro j ec t  economj 'c a s s i s t u c e  , incllvdinz 

the  Comercia1 Inport Program which remained i n  terms of do l l a r  i-nput the  

l e rges t  U. S. tiid progrm: i n  Viet I!&L?. (Set A t t achen t  5 .  ) 

Duricg t h i s  perioci, USOX ~ u b l i c  health progrms were phased f rox e?- 

visory i n t ~ r e s t s  i n  preventive medicine t o  an expended program of d i r ec t  

rtedical czrc f o r  s ick  and wounded Vietnamese. U. S. and other  c c x t r y  

m d i c a l  teccs,includi:lp physicians ns well  a s  support personnel, were 

s ta t ioned a t  province hcsp i t s l s .  Education programs were redirected 

fron long-range goals t o  short-term rural programs a i m d  a t  gaining poli-  

t i c a l  support. Tile hznlet  c l e s s r o m  became ~ ' p r i m s r y  t a r g e t  and thoustnds 

of such clrssrooxs were b u i l t d  i n  t he  ensuing years a s  a r e s u l t  of these 

aew direct ions .  Agriculture shj  Tied t o  l a c e  operztions designed t o  dis-  

t r i b u t e  fe: ' t i l izer,  Introduce nore productive r i c e  s t r a i n s ,  and generzlly 

i::.~rove: rr?rJ1c7J)- the  ir.cc!-,e e f  fer?.: farr.ilicz which c~r.st i tu+,ed th: a?.:cr 

sc;?ent of t h e  na t ion ' s  popu1~tic:n. The refugee e f f o r t  w e s  boosted with 

increzsed eCivisors, co~=.!3ditirs and funds t o  m e t  the  h u ~ a n e  a s  well cs  

p o l i t i c a l  pressures 't.:.ou;h:. on by l e rge  s ce l e  pavements occasioned by 

i n c r e ~ s i n y ,  ~cr .?z re .  Another r-sjor t h rus t  wzs the  deve lopent  of z ccCerr, 

l o r i s t i c s  s y s t c n  f o r  t h e  Goverr-5r:t of Viet Nan. USO:bI supply &5~ist:.s 



&-ere s t a t ioned  eventual ly  as f2.r a f i e l d  as  t h e  province l e v e l  i n  e f f o r t s  

t o  br ing quicker r e s u l t s .  

During t h i s  per iod,  US94 became t h e  p r i n c i p a l  advisor  t o  a 17ietnsnese 

progrzm, Chicu Hoi, which was o r ig ina ted  t o  encourage Viet Cong t o  defect  

and r e j o i n  t h e  GKJ. The Chieu Eioi program, t r m s l a t e d  "Open A r c s 1 ' ,  was 

based en s i n i l e r  prog-azis unciertsken durinz the  Malayan 2nd Phi l ippine  

insurgencies and provided Viet. Cong v i t h  a nore des i rab le  a l t e r n a t i v e  t o  

surrender,  which would have l e d  them t o  pr ison camps. A Viet Con2 who 

reentered soc ie ty  t:?rough tho.Chieu Iioi progan! received 45 days indoc- 

t r i n a t i o n  i n  a s p e c i a l  camp s e t  irp. i n  h i s  province c a p i t a l ,  and was then 

f r e e  t o  re jo in  h i s  f a n i l y .  The GI7Y repor ted  11,248 re turnees  i n  1963. 

After t h e  f a l l  o f  P r e s i d e r ~ t  Diee i n  Novemkx, 1963, t h e  p r o g r m  f z l t e r e d  

f o r  two years  with fever  than a thousand returnees esch year ,  bu t  picked 

up steam once again after 1365, reaching i t s  zen i th  i n  1969, surpassing 

i t s  g o d  o f  b0,00~1 returnees. 

USOM began direct ing more at tent ion t o  th5 Bationel Police i n  1942. 

As t h e  Kichigan S t z t e  Universi ty po l i ce  advisory contrac t  expired US3:.11s 

publ ic  sz fe ty  d iv i s ion  b e p ~  gezring u~ f o r  t h e  t a s k  o f  developing a . 
n a t i o n e l  po l i ce  systerr! which could hzndle not  ~ n l y  t:?ose elements of  la:^ 

v i t h  tliose a s r e c t s  cf countcrinswgency i n  srhich t h e  po l i ce  wou3.d be 

expected t o  p ley  c m j o r  ro le .  ?rogra!s during t h i s  period included 

es teb l i rhnzn t  of  im extens ive  r a d i c  c o ~ ~ m i c a t i o n s  system t o  a s s i s t  

~ o l i c e  i n  n k i n g  c ~ n t i x t  with 2nd s e r v i ~ g  l a r g e r  segxents of  t h e  r u r a l  



p p u l ~ t i a n .  The Put1 i c  Safe ty  ~ i v i s i o n  e s t  i z s t e d  t h a t  t h e  GV?! pol ice  

force  of 17,003 i n  1962 was not near ly  t h e  s i z e  needed t o  provide law 

end order  i n  rurA a s  w e l l  ES urban areas  azd r s s i s t e d  t h e  Flational 

Pol ice  i!? t:.aj.ning add i t ionz l  o f f i c e r s  wit!? vkich t o  exvand t h e  force .  

By 1964 t h e r e  were 53 d i r c c t  h i r e  p ~ l i c e  advisors  i n  South Viet E m .  

Curin? $be coning yezrs  t h i s  nuqber would increase  nany t i n e s  a s  the gub- 

l i c  s a f e t y  program extended i t s  advisory e f f o r t  t o  eech province i n  South 

Viet lkx.  To ta l  a i d  d o l l a r  funding f o r  Natiozzl  Fo l i ce  grew f r m  

$265,039 i n  FY 1955 t o  $3.5 mi l l ion  i n  F.. 1.962 end.rooe sharply  t o  $20.7 

n i l l i o n  in-1965 as US24 expan5t.d both i ts  projirm support  and i t s  techni-  

c a l  s t a f f .  By Msy 1, 1967 t h e  I-!~-tionel Po l i ce  s t r eng th  had reached 65,700. 

T'Ge S t r a t w i c  H m l e t  P l - u p ~ i ~  - - -- 
-me GViJ,vhich had s u s g e n d ~ 5  v i l l a g e  c l e c t i c n s  i n  1956, b e p a  a 

progran o f  loca l  d e v e l q n e c t  i n  1359 known as t k e  Agrovi l le  progrzrn, which 

e s s e n t i a l l y  uas an &tter:t t o  b u i l d  s o c i a l  and econonic cen te r s .  Tf~is 

plan was Biscontinued i n  1951, y r i a a r i l y  because of  i t s  unpopulzri ty v i t h  

t h e  r e s i 2 e n t s  who kc? bten  moved i n t o  then ,  and t h e  Viet.nan~ese b e p l  ex- 

per izent ing  v i t h  t h e  " s t r a t e g i c  h m l e t "  c o m e s t .  The Eecision t o  concen- 

-.- -: ---: ,--,- 2 . : . - A ~ A c s t i o n  c t r z t e g i e s  et t 'ne hamlet, thn.e lokrest a d x l n i s t r a t i v e  

t h e  v i l l e g c  l e v e l  was t h e  more p r o f i t a b l e  l e v e l  f o r  goverment a t t e n t i o n .  

E m l e t  ~ ~ 2 i f i c n t i o : i  t;it!xxt u t i l i z i n g  t h e  vLllage s t r u c t u r e  prese:;.tc.d 6 



formicisbls prqblem i n  t h a t  t he r e  were between 10,000 and 12,000* hcrrlets 

( a s  com~ared t o  some 2,103 v i l l age s )  i n  Viet Nrm,  a number which required 

more persome1 and mate r ia l  support than t h e  government, even with ge i~erz l  

kmerican su?port,  could muster. 

The Gin? provided vas t ly  i n f l a t e d  f igures  t o  t h e  U. S. on t h e  progress 

of t h e  ~ t r s t e g i c  hamlet progran, which cons t i tu ted  €he ba s i s  of  counter- 

insurgency e c t i v i t i e s  through 1964. By November 1953 t he  GVN claimed 

8,51;4 s t r a t e g i c  hamlets had been completed end another 1,051 were ucder 

construction.  But t h e  f igures  proved i nva l i d ,  v i t h  l e s s  t h m  h a l f  t h i s  

nunbber even nominally completed. 

On t h e  afternoon of  Novenber 1, 1963, m i l i t a ry  forces  organized 

under Genei-hl Duong Vzn Minh, se ized s t r a t e g i c  po in t s  i n  t h e  City of 

Saigon and ca l l ed  f o r  t h e  surrender of President  Diem and h i s  brother ,  

1,hu. By t h e  follow in^ day, Diem end Xhu had been se ized and executed. 

The na t iona l  government was psralyzed by t h e  fa l l  of South V i e t  Nax's 

first pres ident .  

The death of  President  Diem sealed t h e  f e t e  of  t h e  s t r a t e g i c  

hamlet progrm.  During t h e  months following h i s  demise t h e  pac i f i ca t ion  

program rezsined stagnated f o r  the  bnlznce cf 1963 and through 1966, 

*Alt!lou&h Viet I!= counted 12,003 han le t s  i n  1962, t h e r e  were. a n u ~ b e r  
of fac to rs  which otsciired an accurate assessmn,t ,  including t h e  f r c t  
t h s t  some hml-e t s  which hzd ceased t o  e x i s t ,  were s t i l l  ca r r i ed  on c f f l -  
c i a 1  r o l l s .  Later ,  m w e  d i r e c t  a t t cnp t s  t o  assess  han le t s  l e d  t o  t he  
conc1usio;i t h a t  t he r e  were about 10,000 ex i s t i ng  hamlets. 



a-,proactes t o  counterinsurgency during 196k.. 

The Strli:-:~le t o  Reestablish t h e  Xst ions l  Govcrnrnent -- 
Frczi 1:ove;nber 1963 u n t i l  t h e  i n s t a l 3  a t i o n  of  Premier h'guyen Cao Ky 

on 19  June 1.965, a p le thora  of eoverments  attempted t o  r u l e  South Viet 

K m ,  some l a s t i n g  only a few days o r  weeks. Animosities Ceveloped over 

whether t h e  goverment should 'be r i l i t a r y  o r  c i v i l i s n  . Buddhist f e c t  ions 

s t i r r e 9  i n  p r o t e s t  of m i l i t a r y  government but. t h e  s t r eng th  of  governEent 

during t h i s  period was d i r e c t l y  r e l a t e d  t o  t h e  Army which represented t h e  

prirae p o l i t i c a l  fo rce  ~f t h a t  time. After  a succession of genera ls  and 

c i v i l i a z s  hed held  t h e  o f f i c e  of  premier, it f i n a l l y  f e l l  t o  A i r  Marshel 

Ky, who held power u n t i l  1967. k t i o n a l  e l e c t i o n s  i n  1967 caused Ky t c  

1os.c h i s  prirrie pos i t ion  es Premier t o  General Eglryen Van Thieu, vho was 

chosen over ICy a s  candidate by t h e  m i l i t a r y  leaders .  Ky ran  f o r  o f f i c e  

as vice-president .  Although the Thieufiy t i c k e t  received only s l i g h t l y  

~ 3 r e  than one-third of t h e  votes c a s t ,  it received s s i n p l e  major i ty  &,?d 

too!: o f f i c e .  Thieu  reahined i n  t k a t  o f f i c e  u n t i l  t h e  f i n a l  days of t h e  

war ~?5c!i he resigned and turned over t h e  Presidency t o  Tenh Van Huo:]~, who 

i n  1971 had replaced Ky RS Vice-President . 
Eetnrn t o  Fsci3ce%ion 

The.iiuildup of U.  S. t a c t i c a l  fo rces  began i n  1965 mid by t h e  ezE of 

s i g n i f i c a n t  everit of  t h z t  year wzs t h e  fornat ion of  tlle IXnis t ry  of R u r a l  

Develoyeni; (:.;3,3.3), s o ~ e t i m e s  ca l l ed  t h e  Kin i s t ry  of H e ~ ~ l l i t i ~ n z r ; :  1 k ~ i . i -  

opnsnt in E n ~ l i s h .  This n i n i s t r y  , which con'irolled a crm-ir;,? forc:: of 



chdremen working a t  t h e  n m l e t  l e v e l ,  becam t h e  f o c a l  p o i ~ t  f o r  c l v i l  

ccur. ter ins~rgency wi th in  t h e  Vietnanese goverrmtnt f o r  t h e  next  three  

years. Thmugh t h i s   ini is try USOX's Office o f  Rural A f f z i r s  found a 

s u i t a b l e  counterpzr t  f o r  i t s  comtcrinsurgency and t e c h n i c a l  p r o j e c t  

a c t i v i t i e s  1968 when 140R3 uss  succeeded by t h e  Centra l  Paci f ic5t ion  

a r d  Developent  Council es t h e  chief  coordi-nating mechanism f o r  paci f ice-  

t i o n  (cou~te r insurgency  ) . 
I n  1966 t h e  USC)i.: ( redes ignzted  USAID i n  t h z t  y e a r )  joined with 

E.:I)3D t o  prcduce a s p e c i f i c  p lan  e k e d  at  i rqroving t h e  dz l ive ry  of govern- 

ment se rv ices  a t  t h e  l o c a l  l e v e l s  and of exp.nding ad*nis t ra t ive ,  ag r i -  

cu l tu ra l ,  e h c a t i o n a l ,  p z b l i c  hee l th  and o the r  publ ic  i m t i t u t i o n s  p a r t i -  

c u l a r l y  at. t h e  hamlet l e v e l  bu t  s l s o  wi th  son? p r o j e c t s  et t h e  province 

l e v z i .  The prograr, was hamered by i t s  newless and t h e  inexperience of  

t h e  thousands of  cadreaen who hzd been r e c r u i t e d  t o  serve  as c a t a l y s t s  

st t h e  ha r Je t  l e v e l .  The Viet Cong, by no-c i n  f u l l  swing aga ins t  govern- 

ment p a c i f i c a t i o n  progrms, provided another  rialor hindrence, k i l l i n &  snd 

haress ing  cadrenerl awl des t roying a a c i f i c a t i o n  ~ r o j e c t s .  Khile t h e  pro- 

er.,?; d e l i k t r a t e l y  focused on t h e  h a l e t  lc-?rely x:~ost h ~ q l e t s  o f  I7 ie t  iIam 

-,ere l e f t  u!ltouched s i n c e  &vail&.L\l e  fo rces  c x l d  be  nus tered  t o  work i n  

o:il:r a  s x l l  percentu,rrs of t h e  n s t l o n ' s  h m l e t s  .a t  anjr one t i n e .  



The Zenith -- of t h e  U. S. Effort:-1967 - 1972 

The ye&r 1967 'was one of t r a n s i t i o n  f o r  USAID, moving from a d f rec t  

r o l e  i n  counterinsurgency i n  r u r ~ l  areas t o  one somewhat more i n  l i n e  

with t r z d i t i o n a l  p o l i c i e s  and p rac t i ces  of economic development. USAID 

hzd entered t h e  f i e l d  of  ccunterinsurgency heavi ly  i n  1962 and reestab- 

l i s h e d  i t s  s t a f f  of province f i e l d  advisors l a t e  i n  t h a t  year.  By 1966, 

USAID hsti a g r i c u l t u r a l ,  comuni ty  development end publ ic  s a f e t y  advisors 

at t h e  region and province l e v e l  and w a s  d ispers ing o f f i c e r s  at  t h ?  d i s t r i c t  

l e v e l  as well .  Graduelly, a d e s i r e  t o  consol idate  mznagement of  c i v i l  

and m i l i t a r y  advisors 6eveloped wi th in  t h e  U. S. Mission and i n  Washington. 

U. S. E!ission FIestructurcd . 
I n  Koveniber , 1966, t h e  f i r s t  s t age  toward consol idat ing f i e l d  manage- 

nent was t&en. C i v i l i a ~  advisors from a l l  agencies,  e .g.  A . I . D . ,  USIS, 

OSA, serving at  regions1 and provincia l  l e v e l s  were assigned t o  a new 

organizat ion,  t h e  Office of C i v i l  opera t ions  (OCO) under Deputy Ambassador 

William Pol-ter. mis xxove l e f t  f i e l d  opera t ions  with only two chains of 

corzimd, t h a t  of t h e  c i v i l i e n  advisors  under Ambassador Por te r ,  and thzt of  

t h e  n i i l i t a ry  advisors  u.;..Per Gen. W i l l i a n  t7estmrelandY Cornanding General 

of t h e  I l i l i t z r y  Assis tesce  Corrzand, Viet ::EST ( X ~ C V ) .  I n  I~tay, 1967, a  

second reorganizat ion pleced a l l  f i e l d  advisors ,  c i v i l  m d  m i l i t a r y ,  under 

commanc? of General \.!estrr,oreltind (Sce Orgenizat ional  Chart ,  Attachxent 6). 

An o f f i c i d  carrying t h e  personel  rank o f  Ambessador was placed i n  charge 

of  these  operat ions.  This pos i t ion  was f i r s t  f i l l e d  by Ambassador Robert 

Koxer, who reported t o  General Westnoreland. This combined c i v i l - z i l i t a ~ y  



orgaqi zat ion vas des i p c t e d  C iv i l  Operations Revolutioneiy Develcy.ent 

S q p o r t  ( ~ 0 ~ 3 3 )  and d l  lmericnn a c t i v i t i e s  concerned with counterinsu-- 

gency were plzced uneer it. T h i s  r m e  provided t h e  U . S .  cour. terinsur~ency 

e f f o r t  with r. s ing le  ~; .anae;er id  chciz which was considered mcjre e f f i c i e c t  

than  milltiole chaizis. 

mere vere  1,977 A. I .D .  d i r e c t  h i r e  exployees i n  S i e t  Ifm oc J m e  30, 

1968. Of tht t o t a l ,  1,076 eriployees were essigned t o  CORDS. I n  ctddi- 

t i o n ,  t he r e  were several  hmdred A.1.D.-finaced Anerizzn e ~ p l o y e e s  v?~o 

vere a l s o  ce t e i l ed  or  signed t c  COAU)S. ( s e e  USAID Personnel Chert ,  

Attzchzent 7 ) .  Althcugh USkID,provided t h e  b.dk of C9PDS c i v i l i a n  perscn- 

riel, USAID ;:as rel ieved of d i r e c t  r e spons ib i l i t i e s  i n  t h e  counterinsur- 

gency progrm.  

Of USAiC'3 four major g o d o  i n  1967, two rensined under i t s  p r b a q  

t i on .  Tse r e m i n i n ~  t v o  , Pacif ication;and \?ar sYFport a d  Rel ie f ,  vere 

placed ur,Zer t h e  d i r s c t i cn  ~f CCDS. Some idea  of t h e  b d a n c e  m-cjxig t h e  

progrzs ce:i be gained by exanining t h e  expenditure of UEAID funds di-  

r e c t l y  i n  tkese  fcur  ereas f o r  FY 1968: 

- - - ;.zr S u ? p r t  & Relief  50. C 

- i z c i f i c z t i e n  57 5 



;. 

A l i t t l e  noticed a c t i v i t y  i n  1867 was t h e  m a l l  s c a l e  

new hi#-yielding r i c e ,  I R  8, vhich had been develcped i n  

k t  t h e  I r i tcrczt ionel  Rice ~ e s e a r c h  I n s t i t u t e  ( IRRI ) .  This 

t r i a l  cjf a 

the  ?hil ippines . 

var ie ty  and 

o thers  deu3loped l a t e r  a t  IRRI woad  becone a chief  ingr3dient  i n  Yiet 

N m t s  r i c e  p rodwt ion  increases i n  t h e  19'15 

U S A I G  LLso p-svidez t e c h n i c d  ass is tance  t o  t h e  GVB i n  prepr-ring 

f o r  l o c a l  e lec t ions  try s ec r e t  b e l l o t  i n  1967. line renewed GVS i r i teres t  

i n  representa t ive  goverrunent a t  t h e  v i l l cge  le-re1 o f  governinent was a 

significan-c reversn l  of an entrenched pol icy:  t o  deny e lec t ion  of l o c a l  

reprcsentz t ives  i n  fziror o f  appcinted o f f i c i a l s .  Elecf ions were held i n  

1,303 of Viet N m ' s  2,000 v i l l zge s  and i n  5,000 of i ts 10,000 haunlcts. 

? & s i d r n t i ~ l  ezd Ehtiollal Assenbly e l e c t i o ~ i s  were conducted t h i s  sm.e 

year. - 

While t h e  C-VX ~ ~ n d u c t e d  i t s  e lec t ions  i n  1967, t h e  Viet  C o n ~  vere 

preparing a mclajor s e r i e s  of a t t acks  on V i c t  Ram's c i t i e s ,  the T e t o f f e n s i v e  

cf 1953. Ca t h e  n ight  of  Januaxy 31, 1963, the City of  Saigon and. Lore 

than 33 ?rietns-~ese pro-.rit:ce and d .? ' s t r ic t  tovns were zt tacked on E. s ce l e  

t:?r,usanil c i i - i l i a n s  wcre k i l l e d ,  23 ,C90 l:cu?.ded and &lrrost a rcillion refugees 

c:,; ef'fect of t k s e  c t t zcks  %:as r n w e n t ~ r i l y  t o  paralyze p r o g r a ~ s  

1JS!.ID ha6 ::-."cr iritel-ects and t o  s e t  tt;? econony back i n  severa l  



aspects.  

I nmd iz t e ly  efte?.  t h e  ofl'cnsive begzn, President  Nguyen V m  Tnieu 

created,  on Febrwry 2 ,  t h e  Central Recovery Comj t t e e  which conbincd 

t h e  t z l e n t s  of vmious  governnent n i n i s t r i c s  t o  dea.1 v i t h  t h e  c i v i l  

c r i s i s  c res ted  by t h e  oi'fensive. The tor-zittee ?as charged ~ 6 t h  di rect ing 

s c t i v i t i e s  e h e d  at  easing &$st:-ess of t h e  refugees, r e s t o r i ng  f a c i l i t i e s  

s i v e  and by a 30 p s r c m t  incrszse  jn Vietnmese mi l i t a ry  personnel oc- 

. ,. o , ; : l ~ ; ; ~ i  - . . . , . .  I... , . I  . . . .  : : : . ! . I  .. .. 
..4,:.j:.i], .>-  

casLcned by t h e  ns t iocxide  mobil izst ion . 
D e s ~ i t e  t h e  s e w r i t y  of *he Viet  Cong offensive,  t h e  e f f e c t s  on t he  

i n  t h e  provincia l  toh-rs and Saigon, reopening l i n e s  of t r anspor t s t ion  

and d e v e l o ~ i n g  a n = t i o : i ~ l  s p i r i t  of  un i ty  t o  ease t h e  recovery from t h e  

e t t acks .  USAID prcvldr-d food, construction mater ia ls ,  c lo th ing  and 

p i a s t e r  f m d s  t o  s u p ~ o r t  t h e  czre  end res .~t , t leaei i tof  r e f u g e e s .  I t  

z s s i s t e e  t h e  GVN i n  deal ing with econoxic problems creeted by t h e  offen- 

f o s t e r  eccriornic grs:;%h i n  s p i t e  of  t h e  Fet Offensive; dnd t o  assist i n  

. . 
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The ti. S. nilitc-r:: build=? rerched i t s  peal;' i n  i~69. From a n  averqx  
r - i l i t a r y  : e racxe l  .. 

c f  653 / dilr isg t h e  1952-63 period,  it clinbed 20 5!'2,000 f~-om 

Vietnasese econony vere  nct  a s  s e r i oa s  as they n igh t  have been and by 

t he  lbst ha l f  of t h e  year t h e  nation was already regaining econozic mo- 

zientm. USAID'S p r i n r y  i n t e r e s t s  were i n  providing resources w3ich 

€nabled t h e  sconoxy t o  stand up urlder the  ecc:i~mic s t r e s s e s  of war; t o  

a l l  brssches on J z n v n ? y  31, 1969. 



Vie%nmizst ion end a Decli3e of Vlolence 
. . 

The y r i a d  1969-71 rcwked t h e  s t a r t  of  t h e  Yietnamization Progrc-~ 

pr-oclrimed a t  t n e  Miiwa;. Conference i n  Juqe 1969. Vie tnmizz t ion  ir .volvtd 

t h e  gradual t w n i n g  o-ier t o  t h e  V i e t n a ~ r s e  of m i l i t a r y  end c i v i l i z r .  act iu-  

i+z b ~ e s  f x x r l y  c a r r i e i  out by t h e  Americans. The U.S. pledged t o  continue 

n!ilita:-y a::d economic s q p o r t  whi le  t h e  Vletnmese took over t h e  r c t c a l  

f i g h t i n 5  sc5 those  ass i s t ance  progrhm t b a t  they  wished t o  msintein.  

The Vjeinrnizhtion prcg1.m was r e f l e c t e d  i n  USAID's personnel rig:ires 

imi .d i s t e ly .  From i t s  pecil; strerigth of 1,9?7 d i r e c t  .h i re  personael ~ n d  

371 on l o m  from other  agencies cx: June 30, 1963, t h e  nuin'Sers tiropce6 t o  

1,846 a ~ d  307 t h e  following year  hnd t o  651 and 83 by 1973, severa l  :r.c.;l+,fis 

a f t e r  t h e  cease-f i re .  U.S. Project  A s s i s t m c e  declined sherply i n  l i n e  

with t h e  perscnnel reductions.  Fror?. en averoge of  $256 m i l l i m  e n x z l l j r  

during f i s c z l  years  1956-63, Projec t  Aid f e l l  t c  nn averege of $139 z i l l i o n  

drop i n  o v e r a l l  ecoucr~Lc ess i s t ance  of t h e  e m e  nagnitudr cur ing t5i.s 

Food f o r  Peazs 

F r c j e c t  Assistance 
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The per iod  a l s o  sciw s ~ a r k e d  dec l ine  i ~ i  t h e  l e v e i  cf v ic lence ,  pro- 

vi6ir.g e f z ~ c r e b l e  c l i n z t e  f o r  USAID' s overel l .  econanic assis ter ,ce ob,jec- 

t i v e n .  T:le r e t u r n  of  m n y  re fccess  to t h e i r  h m e s  hid  a b e n e f i c i a l  e f f e c t  . . 

on a g r i c L t c r a l  c u t c u t .  Also ~ i d 5 ; : ~  i n  t he  ~ r o v t h  c f  &gr j  c u l t u r e  FLS t h e  

p rogress i r e  in t roduc t ion  of d r a c l e  r i c e  n z i e t i e s  begun i n  1967. ' The new 

- ~ t r i e t i e s  c e z e r a l l y  prsa2uced t-,.rice as much p&dy per  h e c t s r e  a s  l c c a l  

v a r i e t i e s .  3 1971, 2,650,000 hecteres  , sere 1i2 percent  of t h e  t o t z l  cul- 

t i v a t e d ,  h?.d .been sown t o  n i r m l e  r i c e  v s r i e t i e s .  . M c e  production,  which 

was 4.3 K i L l i ~ r i  me t r i c  t o x i  in t h e  1966-67 cro? y e z r ,  rose  t o  6.1 ~ i l l l o n  

t o n s  i n  1971-72, en i nc rease  c.f scrx  42 perceilt .  

A sweeping econcrdc reform prczram, involv ing  ex-tensive r e v i s i o n  of  

t h e  i c t e r e s t  r a t e ,  exchzlge r a t e ,  m d  t a r i f f  s t r u c t u r e s ,  w a s  c a r r i e d  ou t  

wi th  Arsericsn t e c h n i c a l  advice d-~irir.,r 1970-'71. The i c i ' l ~ t i o n  r & t e  w a s  

brcugbt BCWE t o  1 5  percent; i n  1971 an6 t h e  i cves tnen t  c l i n a t e  was v a s t l y  

i q r o v e d  wi th  t h e  e l i m i c a t i o a  of rimy f o r m  of e c c n c ~ i c  c o n t r o l  and the'  

Thrcugh fundicg and t h e  p r s - 5  s ion  of c i ~ r i l  s p e c i e l i s t  s t o  EAcV/CC.~DS, 

USA13 p z r t i c f p a t e d  i n  t h e  rcestz3l ishzer . t  of t.he long dorcant  Vi l lage  
- 

Se i f - I l e - ; eP t~~sn t  F- A c g r ~ m  i~ 1569. The s h i f t  f r c n  h c - l e t  t o  v i l l a g e  COT- 

ernnext  r ep -esen te2  a 1.:6j31' s h i f t  of p l i c y  i!; t h e  p ~ c i f i c a t i o n  f i e l d .  It 

v i l l ~ g e  p z r t i c i p a t i c t  i n  t h e  r e s t c r t i t i cn  c f f c r t  a<, by t h e  t ime t h a t  

USiZD f-a:lLi!:~ t e r ~ L n s t e 5  i n  1971, 

were p a r t l c i y a t i n g  I n  t?x V i l l ~ . ~ e  

~ c s t  o f  Soxtli I ' i e t  1 ; ~ ' s  2,100 v i l l e ~ e c  

Self-Develcprent Progrem. These 2 , l C O  



-,-illage g x e r n n e n t s  proved much more capzble and manzgezble t h m  t h e  

10 ,  GO0 hzrLr?t governmat s which had receive6 e t t ens ion  in t h e  ezr1it.r years  

cf t h e  cccrAericsurgescy e f f o r t .  

Afte=. yea rs  of corglex  tech;.rical assist=nce end negc t i a t ing  betveen 

USLID and G X ,  on Piarch 26, 1970, President  n i e u  lrru?ci-.ed t h e  USXLi!- 

hccked ImS-to-the-Til ler  progr&r.: k-hich, i n  L2r.y r e s ~ e c t s ,  proved t o  be 

one cf  t h e  nos t  d r sna t i c  and . . successfd  1 m d  r e f c r ~ c  prcgrarrs ever conduc- 

t e d  i n  t h e  l e s s  developed During t h e  c e s t  t h r e e  yeexs, nore t h a  a  

rr-illion hectares  o f  l a d  were Gs t , r iba ted  f r e e  t o  t h e  t e a e n t s .  k por t i cn  

o f  C I P  counterpert  *%n?s vere  ear::zrkeb t c  ~ s s i s t  t h e  Gzverment i n  ccm- 

pecsat ing l and lo rds .  Aii.1-isory zss i s t ence  i n  e x e c u t i m  of t h e  pr0gr.m vzs 

a l so  provic%d. 

The period 1969-71 represented a high p i n t  i n  t h e  USAID p r o g r m  i n  

South Viet  IIEL Much of' UEAIC's e f f o r t  had been eFseC et s t e b i l i z s t i c c ,  

r e t h e r  tker, ~ e v e l c p z e ~ t  , cn groulds t h a t  t h i s  w e s  a  p r e r e q u i s i t e  t o  eco- 

n ~ r r i c  grcvth.  Econcz5.c s t e b i l i z z t i c n  eppeiired t o  be x i t h i n  reach a s  tile 

y e r r  closed end USAIL Icsked forward t o  increas ing ssmi i n v e s t ~ f e n t s  f o r  

*. :. : c i' 15"; t e  18.3 r.ill.icn a t  t h e  en5 c f  1971. Sice  



tons  i n  1971, en increase of 33 ~ e r c e n t .  Viet Bun exported 85,000 tcns  of 

r i c c  i n  1962. During t h e  worst of t h i s  war decade, it imported es m c h  as  

750,000 tons t o  make up f o r  l o s t  podcc t i on .  But by 1971, imports were d s m  

t o  160,000 tons.  

The Government of Viet I,TLY, supported zn amy of liG0,000 a t  t he  he- 

ginning of t h e  1960s. A t  t h e  c lose ,  t roop s t rength was cppoaching 1.1 

 illi ion. ?his expznsioc, plus other increesed a c t i v i t i e s  comected with 

t h e  c r o ~ e c u t i o n  of t h e  %:ET, brought on i n f l a t i o r  wbich began aur i rq  1861-64, 

g rea t ly  k-orsened i n  1965 ~ E C !  wzs brought ucder control. i n  l a t e  1970 sn? 1971. 

The Viet Cong ~ e r r i l l a  war, which had reecned en macceptzSle l eve l  

of violence during t h e  ea r ly  1360s had been receding s ince  1969, vhen the  

Vietcmese gcwement  began an i n t ens i f i ed  e f f o r t  t o  seperate  t h e  Viet Cong 

frcn t he  g o g u l ~ t i u n  through pec i f ica t ion .  This d e v e l o ~ e n t  represented a 

reverse i n  t h e  long t e r n  trend end s u ~ g e s t c d  t h z t  Eore time end e f f o r t  could 

be devoted t o  developnert i f  the  l e v e l  of v i o l ~ n c e  continued t c  drcp. 

A.I.D. formed f i v e  =&?or object ives  f o r  1371 : 1. Prevent mn-may 

in f l a t i on  a..d severe econmic dis loczt ions .  2. Eese the  su f f e r i zg  of c iv i l -  

i ans  dis>lsced o r  i3jureil by t h e  ver. 3.  Assist t h e  Goverment cf South 

Pie t  Kci t o  e x ~ e u d  i t s  protect icn and i n f l c r rxe  over core  of t he  g o ~ i l a t l c n ,  

espec ie l ly  i n  t h e  r u r z l  arezs.  4. Aseist i n  ecocozic deve lo~nec t  t o  the  
* 

extext yc ,=sic le  and fcas ib le  urder  t h e  ccnc t r r i z t s  ~f ~2r t i r r . e  con2itions. 

5. 9el; %he Goverrment of Scutl-i Viet REX ir;,prove i t s  y e s e n t  r m c e  cf sonie l  

and ecsaczic services  end p r e p r e  e. bas i s  f o r  p1enrir.g i t s  fu ture  2evelc;zer.t. 

Eut E S  t h e  Viet Cong zovezent seelned on t h e  wene i n  1971, t h e  Xcrt'n 

- 7 :  ptv ..<~..ese P.... Amy was rezc?ylng e Isrge-scale invzsicn whkh would ti; the  l e v e l  



. 

- P 

tf1.r. I <)*-,5 of  :'i.:lsi vc. F i r s t ,  it d id  not c e x  a s  such a surpr'ise t o  e l l i e 2  

a t  t h e  end of March, &t Easter ,  t h e  North Vietnmese krny (NVR) bunched a 

se r i es  of nrrjor e t t a c k s  . They ~ o v e d  sout!~  from North Viet Nenl across  

t h e  17 th  p z r a l l e l  i n t o  Quang T r i ,  t h e  nort.herm3st province of Soslth 

Viet limn. They no-~ed e a s t  fro= Lzcs i n t o  Kontug Province and e a s t  from 

Cmbodla i n t o  Binh Long Province. Tire f i g h t i n g  raged i n  varying degrees . 
through tlie first h c l f  of t h e  yezr. After  i n i t i a l l y  l o s i n g  c o n t r o l  i n  

Qieck T r i ,  t h e  Vietnmese A m y ,  su;ported by t h e  U. S. A i r  Forcs,  s t s b i l -  

ized t h e  m i l i t a r y  s i t u a t i o n  ~ r d  t ~ o k  back t h e  c a p i t a l  c i t y  of  Quanc T r i  

zs well &s p a r t  o f  t h e  province. The North Vietnanese d r ive  a t  Kontm 

Province - d m  aimed a t  captur ing t h e  province c a p i t a l  of  Kontum, a scenic ,  

:.Tee s!x?ed t o m  nes t l ed  i n  2 vcl ley .  A l t h o ~ g h  north 'J ietnmesc t a sks  
I 

:yoke tk~oc;h  defenses and e ~ t c r e d  the  c i t y  i n  bhy, they were 2rive:: tacli. 

r. 
-6 :il.'L eid rict t s k e  t h e  c i t y ,  t . ~ t  rensined i n  control  of ~ u c h  of t h e  - - a -  

I+~c- . - r r .c~ .  Einh Long's cc?p:trl s? An Loc was t h e  sceLe of t h e  t h i r d  

, . -2. ; ,.; ;A ......,- leveled  d u r i n ~  tlie jx-olmged s iege .  biuch o f  t h e  pr?vin::e 

.. -. .. : - ' 
. . . . : - m i :  11; cneny hands and letr-r served as a headquarters f o r  the Viet 



Although t h e  1972 North ~ietnamese'  invasion was more l i n j  tea  geographi- 

ca l l y  than t h e  Vict Cong Offensive of 1968, it was nore dameging i n  sone 

respects.  Another mejor refugee movement was precipi ta ted,  generhting 1.2 

mill ion refugees, mostly i n  the  Da IJarig crea  of Mil i tary  Region 1.  lie 

invasion was a t  l e a s t  p e r t l y  regponsible f o r  t h e  business recession t h a t  

began i n  1972 end f o r  an increzse i n  the  i n f l a t i o n ' r a t e ,  from t h e  low 15 

percent r e t e  achieved i n  1971 t o  25 percent i n  1972. 

On the  plus s ide ,  t h e  refugees were cared f o r  with nore dispatch thari 

i n  t h e  past .  Ekports, s t i l l  s m e l l ,  doubled over 1971. Tax collections 

increased. The land reform program moved.forward la rge ly  unimpeded by the  

invasion. 

The Cease-Fire aqd Its Aftermath, - -.- 1973-1975 

Bmors of en impending cease-fire which began i n  l a t e  1972 were 

folloxed with an ennouncement on January 23, 1973 by President Richard 

Nixon t h a t  a cease-fire would begin on January 28,1973. On t h a t  day, 

et 8 a.  m., Saieon time, t h e  ships i n  t he  Saigon River sounded t h e i r  

w l i i s f l e s .  They were joined by church bells for several minutes a s  the 

cesse-f i re  began. But within 24 hours t he re  were charges and countcr- 

chergcs of v i o l ~ t i o n s  by both sides.  Tne l e v e l  of violence renained high 

i t i  1973, despi te  t he  cease-fire. 

The-cease-fire d id ,  et l e a s t ,  bring an end t o  U. S. m i l i t e ry  

par t ic ipa t ion  i n  Scuth Viet Nan. Indeed t h e  mi l i t a ry  e f f o r t  had been 

pkasing out sirice 1969 but t he  r emin ing  advisory and t a c t i c a l  personnel 

were rernoved under t h e  terms of t h e  agrecnent. Lef t  behind were a few 

U. S. m r i n e s  guarding Embassy buildings and a handful of mil i tary  
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personcel i n  t h e  Defense Attache Office. The DOD, at  t h e  sane time, 

r e c r u i t e d  severa l  thousend American c i v i l i a n s  t o  aEd i n  maintaining c e r t s i n  

p h y s i c ~ l  s t r u c t u r e s  u n t i l  they could be turned over t o  t h e  GVX and t o  

provi2e t echn ica l  e s s i s t m c e  t o  t h e  Vietnzmese armed forces .  

For nore than t e n  years ,  USAID's program considers t ions  had been 

l a r g e l y  dominated by t h e  exigencies o f  t h e  va r .  Much of i t s  h d s  and 

many o f  i;ts pe rsonne lhad  been committed t o  program connected with 

counterinsurgency, r a t h e r  than those vhich r e l a t e d  pr imar i ly  t o  econokic 

developxent. Hence, t h e  = n m l  planning f a c t o r s  f o r  USAID programs 

involved a heavy input of  both p o l i t i c a l  and m i l i t a r y  consideret ions.  

From t h e  cease-f i re  of 1973 forward, USAID, based on t h e  prospects  of  

eventual  ef fec t iveness  of t h e  cease-f i re  and d e s p i t e  t h e  continuing 

viozence, concluded t h a t  i t s  programs should be  g r e a t l y  narrowed and 

pointed more d i r e c t l y  a t  economic se l f -suff ic iency f o r  South Viet  R a n .  

For t h a t  reason, programming was thencefbr th  dependent more on t h e  econczic 

than  on t h e  m i l i t a r y  s i t u a t i o n .  

S t a t u s  of t h e  Vietnmese-Exnomy 

The p r i n c i p a l  f a c t o r s  i n  t h e  economic s i tue t io r !  i n  t h e  wcke of t h e  

cease-f i re  were t h e  impact on enployment r e s u l t i n g  f r c n  t h e U .  S. force  - 
~ithcirEIIa1 and t h e  precipi tous  decl ine  i n  r e e l  e x t e r m l  ass i s t ance .  The 

l a t t e r  wad a r e s u l t  both of t h e  l o s s  of d o l l a r  earnings e s s o c i ~ t e d  with t h e  

U.  S .  t roop presence and t h e  rzpid  r i s e  i n  import p r i c e s  during 1972-74. 

The \rlthdrawal of U. S .  t roops thus  marked t h e  s t a r t  o f  a p s i n f u l  eccnozi2 

t r a n s i t i o n .  By t h e  end of 1974 t h e  government was still. s t rugg l ing  t o  

enploy productive1.y t h e  s u b s t a t i t i d  hurnan and x ~ t e r i a l  resources t h a t  ha3 



. . 
beec idled by t h e  U.  S. pul lout ,  and t o  move the  economy onto the  path of 

self-sustaining grovth. Kext t o  t he  continuing war i t s e l f ,  the  econoriy 

r e ~ ~ ~ s e n t e d  t he  most d i f f i c - d t  challenge facing t h e  governn?ent. 

An inventcries b u i l d q ,  i n  part. r e l a t ed  t o  t he  wi thdrmal  and declining 

purchasing pDwer, took place i d  t he  f i r s t  quarter  of 1972. The Easter 

offensive,  launched on Eipril 1, 1972, p rec ip i ta ted  the  e c o n o ~ i c  8ownturn, 

which appeared i n  s to r e  anyway, and forced post~onement of plans fo r  

f i c a l l y  turning from pursuit  of t he  war t o  economic development. P ias te r  

purchases by t he  U. S. sector  f e l l  fron t h e  peak f jgure  of $403 millior! 

i n  1971 to-$213 mill ion i n  1972. A l l  forms of import support -- defined 

a s  CIP, Food For Peace, and p i a s t e r  p-a-chases -- declined f ron  $872 million 

ta $596 mil l ion i n  t h e  same period. Corqomding t h e  problem f o r  Viet I f m ,  

i ~ p o r f i  pr ices  i n  mid-1972 began a remarkable ugsurge which brought a 

doubling of t he  import pr ice  leve l .  Accompanying t h e  surge i n  import 

pr ices  were severe shortages of c r i t i c a l  mater ia ls  and coimodities on t.he 

in te rna t iona l  market (synthet ics ,  i ron and s t e e l ,  f e r t i l i z e r ,  cement) t h z t  

eggrzvated the problems cf the business community. The f ina l  calaity i n  

1972 was bad weather which dmaged t he  1972-73 r i c e  crop, causing a 5 

~ e r c e n t  decllne i n  output from the  previous y e a .  

By 1973 the  gap ].eft b:: t h e  U.  S. pullout becme t h e  doninant f ac t  

i n  t he  ecoco!q-. U. S. sector  piaster .pu:-chases f e l l  t o  $96 n i l l i o n ,  

which vas t o  be t he  approxinate res idual  r e t e .  The number of Vietnmese 

d i r ec t l y  enployed by the  U.  S. sec tor  f e l l  t o  17,273 by September 39, 

with a peak employmefit of 160,obl i n  June 1969. It wzs 

t he  number enployed iq:lirectly by t h e  U. S. sector  d ro~ped  



by a t  l e a s t  ss much, Although exports  d id  wel l ,  r i s i n g  from $23 mill ion 

i n  1972 t o  $60 n i l l i o n  i n  1973, f o r  t h e  most pa r t  t h e  new investments 

needed t o  provide enployrent f o r  those displaced d id  not t ake  place. 

The war 5tsel.f w e s  t h e  i nh ib i t i ng  fac to r .  Worldwide i n f l a t i o n  con t i nxd  

throughout t h e  year. Imports were up s i x  percent i n  nominal terms, but 

d m n  22 percent i n  r e e l  terms. Along wi th  recession and r i s i n g  unemploy- 

nent ,  Viet Na?i experience6 i t s  worst p r i c e  i n f l a t i o n  ever;  consumer pr ices  

i n  Saigon rose  by 62.5 percent during 1973. 

The first quar ter  or' 1974 s a w  a continuation of  t h e  rap id  r a t e  of 

i n f l z t i o n  t h z t  had prevei led  over t h e  pa s t  two years.  I n  f a c t ,  t h e  r a t e  of 

i n f l a t i o n  during t h e  quar ter  e tce le ra ted  somewhat under t h e  impact of 

Sh2rply higher petroleum pr ices .  I n  t h e  second and t h i r d  quer te r s ,  however, 

tk;e r a t e  of p r i c e  increases  slowed considerably, t o  an annual r a t e  of aboilt 

10 percent .  U. S. import support rose  i n  FY 1974 -- t o  $693 mi l l ion  from 

$5b0 mil l ion i n  FY 1973. CIP ass i s tence  increased from $226 mil l ion t o  

$255 n i l l i o n  and w a s  augnented by a $50 mi l l ion  Program loan t h a t  w a s  

~ c ~ i n i s t e r e d  through t h e  C I P  mechanism. However, r i s i n g  p r i c e s  agein 

meant a reZlietion i n  iqzrt support measured i n  r e a l  t e rn s .  Imports i n  

197b reached a record high of  $837 mil l ion,  but  i n  r e a l  terms were 19 

percent  belcrz 1973. The recession continued throughout t h e  year  and urban 

u?en;r)io;~er,t contiriued t o  ~ o u n t .  15j. t h e  end of 1974 unenp1o:ment was 

es t inz ted  at  15 t o  20 percent of t h e  labor  force .  

Progress -":as m d e  i n  a nmber  cf areas  during 1973-74 notwithstandicg 

t h e  generzl  recession.  The hgr icu l tu ra l  s ec to r  d id  r e l a t i v e l y  well.  The 

r i c e  harvest  rose  frorr! 5.9 n i l l i o n  tons  i n  1972 t o  6.6  mil l ion  tons  i n  1373 



and 7.1 ~nil l . ion tons i n  1.974. By the  end of 1974 t h e  country was f i na l l y  

producing enough r i c e  t o  neet  i t s  o m .  needs. It was f e l t  t h a t  i f  fur ther  

production gains could be managed i n  1975 and beyond, t h e  country c o ~ l d  

en te r  t he  exsort l i s t s  i n  r i c e  and &dd subs tan t ia l ly  t o  i t s  foreign ex- 

change earnings. 

A major event was t h e  coxpletion of t h e  Lmd-to-the-Tiller Program 

i n  Marct,1973 under which 800,000 hectares of farm land were d i s t r ibu ted  

t o  some four d l l i o n  former tenants .  

Exports continued t o  r i s e  impressively throu& t h e  f i r s t  quarter  of 

19711, then leveled o f f  under t h e  izpact  of declining mkrkets abroad f o r  

Viet Namts p r i ~ c i p a l  export pro3ucts -- frozen shrinp,  rubber, and pine 

logs. Export earnings i n  1974 to t a l ed  $75 mil l ion.  

Tax col lect ions ,  spurred by a mzjor sh&keu? of t he  Tax director st^ 

i n  1972 and a number of new t a x  measures, rose  dramatically i n  1972 

and 1973 before level ing of f  -- f i n a l l y  -- i n  response t o  t he  business 

recession. Donestic t a x  revenues rcse  by 47 percent i n  1972 an5 enother 

93 percent i n  1973. The two-year increase of 183 percent f a r  excefded the  

consamer pr ice  increase of 107 percent during t he  same 3eriod; t h s s ,  t he  

increase was e r e a l  one. U. S. a3visors pleyed a key r o l e  i n  t h e  re- 

s t ruc tur ing  of t h e  t a x  system daring t h i s  time. 

Priirzte foreign investment i n t e r e s t  was xinimal during 1972-7b. HLX- 

ever, t he  discovery of t r aces  of  o i l  by foreign comp2nies d r i l l i n g  off  

Viet Nmts 'i!est cosst  during 1973 ra i sed  excited hopes of  eventuel caz.?rci&l 

deve lopne~t .  Foreign o i l  c o r p n i e s  peid $47 mill ion t o  t h e  GVK f o r  o i l  

exploration r lgl i t  s during l973-'il;. Of f i c i a l  t h i r d  country a i d  was m s t l y  



ir ,  t h e  ere= of p ro jec t  a s s i s t ance ,  but  balarlce of pzymcnts loans were 

recsived from Trance ,  Japan, and Tciuan. Inpor t s  financed by such loans 

first took 1;ia:e i n  1974, reaching $26 mil l ion.  

Taking 1972-74 a s  a U. S. import s m p o r t  declined by 65 par- 

cent  and inpor t s  by 46 percent ,  i n  r e a l  terms. I n d u s t r i e l  production 

decl ine6 by .&out 40 percent .  Agr icul tura l  production increased a t  a r z t e  

st l e a s t  equal t o  t h e  2.6 percent  r a t e  of populetion growth. Thus, t h e  

burden of t h e  recession f e l l  almost e n t i r e l y  on t h e  urban a reas  and t h e  

40 percent  o f  t h e  populetion l i v i n g  i n  t h e  c i t i e s .  For t h e  economy as 

a vhole, per  c a p i t a  income is es t ina ted  t o  have declined durigg t h i s  

period by 15 t o  20 percent .  

Policy S h i f t s  t o  Accoanodate Cease-Fire s.33 Declining AJd Levels 

The cease-f i re  c rea ted  an awkward planning problen! f o r  both t h e  GVN 

and USAID. Should planning be done on t h e  a s s ~ ~ p t i o n  t h a t  t h e  f i g h t i n g  

would continue,  t h i t  it wauld decrease graduklljr o r  t h a t  it would s t o p  

a l toge the r?  

The decision w a s  nade to assume that the level of violence would be 

no g r e a t e r  than  it was i n  1972 and t h a t  it would diminish gradually i n  

severa l  yeers t o  manageable proportions. Maintenance of  bezrable econcnic 

CO..i.: ..-A ~102s 833 progress toward se l f - su f f i c iency ,  were ji~dged t o  be im?orta.!!t 

durlng t 5 i s  period i f  Kill were t o  maintain t h e  a l l eg iance  of i t s  people 

while fecding o f f  continued a t t a c k s  by i ts  enemies. 

Froxl 1973 through t h e  f i n a l  months o f  t h e  war i n  1975, USAID concen- 

t re ted  on two majcr object ives :  continued hurr .anitarie  a ss i s t ance  t o  

r e f q e e s  2nd other  persons. uprooted by t h e  war; second, a ss i s t ance  t o  t h e  



WN ir: r:oving from a s t a t e  of  e x t e r n a l  dependence t o  one of econonic 

se l f -suff ic iency.  Tile first object ive  was aided by t h e  earmarking of 

! 
d o l l ~ r s  f o r  huxan i ta - iu l  a s s i s t a n c e  under t h e  so-called "Kennedy henilraent . " 

. . Direct  d o l l a r s  obl igated  undcr t h e  Kennedy Amendment t o t a l e d  $88 n i l l i o n  
p& 

.. .. during FYts 1972-75. The d o l l & s ,  which, un l ike  CIP funding, were ava i l ab le  

t o  t h e  GVIT f o r  inpor t s  withoGt r e s t r i c t i o n  es t o  source, supported GVN pro- 

should requ i re  l u g e  mounts  of c e p i t a l  in@ would ha i~e  t o  t a k e  p lace  

: , , I  
I ! : . . ;  I [  

during e period of  dec l in ing  r e a l  a id .  Yet t h e r e  wzs nathing t o  do but 

grams i n  t h e  a r e a s  o f  refugee r e l i e f  an3 rese t t lenient ,  and c h i l d  care .  

USAIDts Rel ief  an5 Reconstruction Division w a s  t h e  l a r g e s t  i n  t e r m  of 

personrxl  eciployed during 11i0st of  t h i s  per iod.  

The e f f o r t  t o  move t h e  economy t o k ' . ~ ~  se l f - su f f i c iency  faced a 

d i l e r z a  a t  t h e  o u t s e t ;  namely, an e f f o r t  t h a t ,  by any economic reasoning, 

meet t h e  problein head-on. Jndeed, p rec i se ly  because a i d  l e v e l s  verb  not  

l i k e l y  t o  r i s e  s i g n i f i c a n t l y  -- i f  a t  a l l  -- 'in t h e  f u t u r e ,  t h e  dr ive  

f o r  se l f - su f f i c iency  ~ssumed  a s p ~ c i a l  urgency. 

The GVK, w i t h  t h e  a i d  o f  U. S. t e c h n i c a l  advice end support ,  took 

a nmber  of  important p r a c t i c a l  s t e p s  toxard  d e v e l o p e n t  dur ing 1971-74. 

Forencst of  t h e s e  were t h e  econoaic r e f c r z s  o f  1970-71 which es tc5l ished 

a r e z l i s t i c  exclange r ~ t e  of s t r u c t u r e  zzd paved t h e  ~ a y  f o r  a reirival of 

exports .  The Foreign Investment Law w a s  r e w i t t e n  i n  1471. The I n 3 u s t r i ~ l  

Developxerit Center was converted t o  a ful l - f ledged Developnent B ~ z k ,  a l s o  

i n  1971. The Kational  Econozic Development Fund was es tab l i shed  on IGsre!~ 

28, 1972 with 10 b i l l i o n  p i a s t e r s  of  c a p i t a l  provided ,from U. S. counternert .  



A l a r g e l y  moribund p r i v a t e  lending i n s t i t u t i o n  c a l l e d  Socie te  de Ficer.ciere 

et  de Development (SOTIDIV) was converted t o  &n a c t i v e  p r i v a t e  investnent 

bank, renaaed Invc s tnen t  and Development B m k  ( IDEWJIK) i n  1973. An 

Investment Service Center and an Export Pronotion Center were s t e r t e d  

i n  1972. F ina l ly ,  t h e  G R i  Ministry of Plenuiag, upgrzded from Comiissiarat 

Genersl s t a t u s  i n  June 19711 produced a Four-Year Plan for .  1972-'(5. 

The pLa;-hrs had t h e  bad luck t o  be  overtaken by events ,  s ince  t h e  Easter 

offensive of 1972 upset t h e i r  ca lcu la t ions  from t h e  s t a r t ,  bu t  t h e  PIPE! 

w a s  r a t ed  a c red i t z3 le  e f f o r t  i n  terms of i n t e r n a l  consistency end log ic .  

These were a l l  u s e f u l  s t eps  and they produced r e s u l t s  i n  t e r n s  o f  

develop-tent loans and sharply r i s i n g  exports ,  t h e  recess ion notwithstanding. 

Ey 197h, however, t h e  Missiou f e l t  t h e  need f o r  a Plan t h a t  would demcn- 

s t r a t e  t o  t h e  Congress t h a t  t h e r e  could be an end t o  large-scale  a i d  t o  

Viet Nem. 

The Five-Year Plen f o r  Self-Sufficiency 

The Five-Year Plen f o r  econonic se l f -suff ic iency,  which famed t h e  

b a s i s  fcr t h e  funding l e v e l  requested  fro^ t h e  Congress i n  F Y  1975,;:~s 

p r e d i c ~ t e d  on t h e  nc t i cn  t h a t  i f  t h e  U..S. would supply r e l a t i v e l y  l a r g e  

l e v e l s  el" e i d  during en ir.i+,irl period,  it would be c o s s i b l e  t o  ph&se cut  

U.S. ccncessionel  &id  i n  f i v e  years .  The "adequate" i n i t i a l  ai= Level YES 

propcsed at $750 m i l l i c n  i n  FY 1975. The plar, pos tu le ted  a f i v e  percest  

r e t e  of economic grovth based on r a ~ i c i l y  r i s i n g  inves tzent  end n highl:.? 

favorable c e p i t e l : o u t p t  r c t i o  ( i . e .  t h e  emouct of output t h h t  cen be 5s9 

from a given v o l w x  of i n v e s t m n t  1. USAIC economists were f a i r l y  c e r t e i n  

t h c t  ~ i v e c  South Viet  lie.-'s l a r g e  pool  of unrlereniploycd resources,  t h e  

essu@icns i n  t h i s  a r e a  were not  unduly op t i c l i s t i c .  Sonie of t h e  o ther  



. e s ~ u ~ ~ ~ t i c r i s  m d e r l  ying the pi&n were more questionable. There vauld lla-:e 
. 

t o  be a g-r~duel  xicdisg do-*-~ of  t he  war. Exports voulh heve t o  r i s e  very 

repiZ1y. Xost iri,-c.rtant, a;' c! a?ii  inl.recst.rcent f rcn t h i r d  ccunt-ies 2nd 

s e c u ~ l n g  @f aciditicr,el t h i r d  ccufit~y aid t e e m e  E O  i l r p ~ r t e n t  du-ir.(; t h i s  

pericd z s  a l r a s t  t c  cons t i tu te  e separate USkID cbjective i n  i t se l f - -  

&long  >:it11 hunanitzrinn aid.. as5 the  g o ~ l  of self-sufficiency. 

XTD pianners kad d i f f i c e t y  defendi:~g t h e  y l tn  ageinst c r i t i c s  vho 

obJecte3 tht  one ,r another cf t he  plan gcals u ~ s  unreci2istic. It w e s  

cot  eszg t o  ne.c t he  cese t!~t. not e l l  g c d s  hed to be met for  the  o v e r d l  

pler. :to ~i;r.lre sense. A t  a?* rz.te the  plan ves not ~verwhelmir.&; endorsed 

-by the  Congress, vhich wzs u ~ a b l e  t o  agree on an econonic a id  b i l l  before 

t k  Chri-ctt~ss recess. BJ the  t i n e  6. b i l l  f i na l ly  wzs act.ed ussn ir ,  Decex- 

ber 197!,, t h e  question of  eccnoxic a id  to Sozth Viet I ? m  had beccre cixs3 

cp vit:? tile dC?t€riG?atiGn i;l t!ie overall  s i t ua t i cn  an5 the  ap?rcpriatidr! 

i n  ;:zrch 1975 f o r  FY 1975 wes the laxest since 196L, evcc i n  r?scintrl 



1972 invesion.  Fur the r ,  ur.li.l=e t h e  Ssn th  P i e t n s . c r e  A q r  , t h e  c w m m i  st 

f c r c e s  ve re  no t  t i e d  d o n  by defecse  of  p p u l ~ t i c n  ereas and phys ice l  ic- 

uilich ha5 not tee!! used by t h e n  d w i n g  e a r l i e r  i s s ~ ~ r g e n c y  s t e s e s  of  t h e  

Ir, February 1975, t h e  c c x x r i i s t s  ce?tureZ pernsnent ly  h e l d  t h e  

first. o f  Scuth Vie t  Na~. 's  province c e p i t z l s  , P h x c  Einh i n  Phuoc Lcng 

province.  T;?is p r e c i p i t a t e d  t h e  f i r s t  re fugees  0 3  t h i s  f i n d  c m p s i g .  

Oc E=ch 1 4  , 1975, Pres iden t  T i i e u ,  faced ~ 5 t h  mouzting Korth I r i e t n m r s e  

p r e s s x e  i n  t h e  Cen t ra l  EiglllzsCs and decziniog &id f r c n  t h e  o u t s i d e ,  en- 

no=ced t o  h i s  gene ra l s  h i s  dec i s ion  t c  withdraw t c p o r a r i l y  from Dar lac ,  

P l e i k u  e ~ d  Konturr, I n  t h e  Ceo t ra i  HlghlrnCs. Eut t.he withdrzt.:al t u rned  

i n t o  FL d i s o r d e r l y  r e t r e a t ,  vh ich  p r e c i p i t c t e d  e second r e t r e e t  i n  I C c r p  

begixmirg tit t h e  enc ien t  Imper i a l  C a p i t s l  of h e .  T ~ O U S E ~ ~ S  c ~ f  r e f u g ~ f s  

col.lcqs'_ng, air end see evzcuet icn  was launched t o  ~ z u t h e r n  c o e s t e l  cen- 

t e r s  ch j . ch  v e r e  ccs s ide red  s~I"e:- et t h e  t i l e ,  e .g. IIhz T T E X ~ ,  C ~ T  Emh, 

s s r ~ e  s ! i i ~ s  1 ~ S e 3  x l t h  evecuees i.l.ezried f c r  Ttu Qccc is :md c f f  t h e  c c e s t  

of Kien C-i=g. Saxe 40,000 hz? reached t h e r e  % t h e  t h e  S ~ i g o r ~  f e l l .  

On :.p.ii 1 0 ,  'Dresieent Ford rr-edc s l z s t  ~ t t e r ~ ~ t  t o  ga in  eici f c r  t k ~ ;  



surround in^ Eaigcn. But within e few deys, GmT f o r c e s  had been redaced 

t o  five d i v i s i m s  surrounded by 1 6  t o  22 Korth Vietnazese d iv i s ions ,  es 

t h c  rest of t h e  !krtL I r i e t ! i ~ ~ ~ . ~ ~ e  AT cr:!sscd i n t o  South Viet  IJc:  f c r  t h e  

u l t i x s t e  occup-t-icn. Presif ient  Ti:ieu resigned on April 21, a?d Preside:,t 

Ford s r o u n c e d  cr. Apri l  24 t h s t  t h e  vzr  i n  Viet N m  was over f o r  t h e  Ur:i- 

t e d  Stt i tes .  

The U.S. s-,eecie< up t h e  g v e c u a t i c ~  of i t s  errgdoyees and c i t i z e n s ,  

which'heii been ur.dem&y f o r   so::^ t ime 2 ,  by ea r ly  ~ o r n i n g  A p j . 1  30, 

t h e  e-;ecuatim v ~ s  cx ip ie ted ,  save f c r  cc~rie seventy-five h e r i c z z s  re-  

maicing -behind e i t h e r  volu::tcrily o r  i n  c ~ p t i v i t y .  

As mimy Vie2inmese were evacutited r s  could be eccorfio2eted Zuring 

t h e  l a s t ,  h e c t i c  d ~ , y s .  Approxirzztely 1 4 3 , 0 ~ 0  menaged t e  leave ,  a l l  but  

6,629 cf whon evectual ly  nsde t h e i r   WE^ t o  t h e  U.S. Frocessing c s n t e r s  

were quickly esttSLll2shed i n  t h e  F h i l i ~ p i c e s  and Gu= t o  hendle t h e  refa-  

gees  ad c m p s  rere s e t  up i n  t h e  U.S. .rt C a p  Per,2ieton, Ca l i fo rn ia ;  

For t  Chaffee, Arkmssz ; G&E Eglin,  FioriAa and Ind5ar;town G q ,  Penssyl- 

v e n i ~ .  As of Decer3er 21, 1975, a l l  cf t h e s e  c a p  h& been closed end 

t h e  refugees &re  no-..^ s e t t l e d  i n  t.c-zx r x d  c i t i e s  e l l  over t h e  c c ~ c t r y  
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POSTSCRIPT 

The residucil. va lue  of  t h e  U.S. economic a s s i s t a n c e  p r o g r a m  i n  South 

Vic t  Nacl i s  obscured by t h e  cent ra l .  f a c t  t h a t  t h e  form of government, 

which \;as supporEed by t h e  United S t a t e s  f b r  tw~nty-one  yea r s .  was over- 

thrown i n  1975. Thus, i n  purc1.y p o l i t i c a l  terms, one would conclude t h a t  

t hese  programs, taken t o g e t h e r ,  were n o t  successZul ,  i f  t h e i r  o v e r a l l  pL1r- 

pose was t o  s u s t a i n  t h e  ~ove rn inen t  of South Viet  Ncm. But t h i s  i s  f a r  

too  s i m p l i s t i c .  Economic a s s i s t a n c e  i s  j u s t  one of s e v e r a l  fo re ign  po l i cy  

t o o l s  appl ied  t o  t h e  achievement of U.S. I n t e r e s t s  and, because of t h e  

i n t e r p l a y  among p c l i t i c a l ,  m i l i t a r y ,  d ip lomat ic  and economic f a c t o r s ,  i t  

is very  d i f f i c u l t  t o  i s o l a t e  any o n e . t o o l  o r  f a c t o r  from t h e  o t h e r s  a s  a 

determinant  i n  2nd of i t s e l f .  Furthermore, even i f  one ag rees  t h a t  main- 

t e n a m e  of t he  Gi'Y was thc  primary goa l  of econonic z s s i s t a n c e ,  t h e r e  u e r e  

many b e n e f i c i a l  s p i n o f f r  f o r  t h e  people,  a s  descr ibed  i n  Volume I1 of 

t h i s  r e p o r t ,  i n  such a r e a s  a s  development of t r a i n e d  manpower i n  a wide 

range of s k i l l s ;  i n s t i t u t i o n a l  developsent  i n  many sphe res  of p u b l i c  and 

p r i v a t e  l i f e ;  t echno log ica l  and s c i e n t i f i c  advances,  p a r t i c u l a r l y  i n  a g r i -  

c u l t u r e  and i n d u s t r y ;  and p h y s i c i a l  i n f r n s t r u c t u r e  i n  v i r t u a l l y  a l l  walks 

of l i f e .  

Sowhere can t h i s  po in t  be  b e t t e r  i l l u s t r a t e d  than  wi th  rice--the syrr!- 

bo l  of s e c u r i t y  2nd p r o s p e r i t y .  With t h e  i n t r o d u c t i o n  of t h e  ncw "miracle" 

v a r i e t i e s  of seed ,  proper  a p p l i c a t i o n  of f e r t i l i z e r  and i n s e c t i c i d e s ,  and 

i ~ i ) r o v e d  o v e r a l l  f a r n i n g  p r a c t i c e s ,  r i c e  product ion reached new .records,  

d e s p i t e  t he  f a c t  t h a t  t h e  war deprived t h e ,  South Vietnamese acces s  t o  1.arsch 

segxents  of f o r c e r l y  product ive  land. - 



j i  " ' I  

The farmers  of South Vie t  Nan, once too  poor t o  pay t axes ,  came i n t o  

t b e i r  own i n  the  l a t e  1960s. They bought t h e i r  own t r a c t o r s  and i n  a  few 

yez r s  were a b l e  t o  pay t h e i r  own t a m s  t o  support  those  governinent s e r -  

v i ces  which were of most inpor tance  t o  them. 

The concept of  government i t s e l f  was g r e a t l y .  a l t e r e d  du r ing  t h e  yee r s  

of U .  S . involvement . Local governments, once n e u t i a l i z e d  by t h e  d e s i r e  of 

the  Vietnamese ch ief  executi-ve t o  e x e r c i s e  s t r o n g  c e n t r a l  c o n t r o l  over  t h e  

people,  developed i n t o  l o c n i i y  e l e c t e d  bod ie s  w i th  g r e a t l y  expanded powcrs 

t o  ~ a k e  d e c i s i o n s  without  consu l t i ng  t h e  c e n t r a l  government. 
cl 

Vie t  N a i n ' s  educa t ioq / sps t cn ,  wi th  American advice  and a s s i s t a n c e ,  de- 

veloped f a r  beyond any goa l  which might noruially be  expected i n  a country 

wi th  such l i m i t e d  a s s e t s  and such huge m i l i t a r y  comi tmen t s .  I n  1975, 

nas s  educa t ion  f o r  a l l  was f a r  c l o s e r  t o  r e a l i t y  i n  South V i e t  Nan than i n  

i t s  neighboring c o u n t r i e s .  

The road system i n  South Vie t  Kam, d e s p i t e  i t s  s e l e c t i o n  as a chief  

t a r g e t  by the  Vie t  Cong, grew t o  su rpas s  most comparable developing coun- 

t r i e s  and provided a  n a t i o m i d e  network on which t o  move goods and p e o ~ l e .  

Through the  yea r s ,  t e n s  of thousands of South Vietnamese were t r z i n a l  

w i t h i n  t h e  country o r  abroad i n  v i r t u a l l y  every p ro fe s s iona l ,  t e chn ica l  

and a d n i n i s t r a t i v e  f ie ld- -doc tors ,  engineers ,  educa tors ,  accountants ,  

manegers, pub l i c  a d m i n i s t r a t o r s ,  e t c .  T h i s  l a r g e  and va luab le  resource ,  

f o r  the  most p a r t ,  remains i n  South Vie t  Nam today. 

Tfie ques t jon  might a r i s e  whether t h e s e  human an6 m a t e r i a l  a s s e t s  w i l l  

be used under ano the r  governacnt.  I t  scems l o g i c a l  t o  assume t h a t  the 



a b i l i t y  t o  grow more r i c e ,  t o  educa t e  more c h i l d r e n  or t o  r e p a i r  a  t r a c t o r  

a r e  advantages which any g ~ \ ~ e r n m e n t ,  no m a t t e r  what i ts p o l i t i c a l  ben t ,  

would be  d e s i r o u s  of cont inu ing .  A b a l m c e d  e v a l u a t i o n  of  t h e  e f f e c t s  of 

U.S. econonijc a s s i s t a n c e  i n  South V i e t  Kam must t ake  i n t o  cons ide ra t i on  

n o t  on ly  the suppor t  given t h e  Gov€rnmect of South V i e t  Nam b u t  t h e  a s s i s f -  

ance given t h e  people  of South Vie t  Nan as w e l l .  
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U.S. Econonic Ass i s t ance  t o  V ie t  Nan, 1954-75 
(Obl iga t ions  i n  $ M i l l i o n s )  

(1) (2) (3) (4 
a /  P r o j e c t  & - 

Year- C I P  b1 FFP Other  A I ~ '  T o t a l  Aid 

1954 
1955 
1956 
1957 
1953 
1.959 
1960 
1961 
1952 
1963 
19 64 
1965 
1966 
1367 
1965 
1969 
19 70 
1971 
1372 
1973 
19 74 
19 7 5 

T o t a l s  

Tiscal years f o r  a l l  b u t  p i a s t e r  purchases ,  which a r e  on a 
ca lendar  y e a r  b a s i s .  
D O Z S  n o t  i nc lude  de  - 0 b 1 i g ~ t i o n s .  
I nc l cd ing  a l s o  D i r ec t  Do l l a r  Support f r o a  1972-75. See 
:;otc ( 2 )  
Sroken d w n  as  fo l lows:  

Hmzn i t e r i a r ,  A i d  
P r o j e c t  Aid (Di rec t  Do l l a r  Support)  Total  - 

FY 72 71.4 . '2.4 73.8 
El' 73 56.2 31.0 8 7 . 2  
FY 74 22.3 26.0 4s. 3 
FY 75 15.7 29.3 45.0 

( e )  Inc ludes  Prograa Loan of $59 m i l l i o n  
Sources: A I D  S t a t i s t i c s  and Reports  Division,"U.S. Overseas Lonns 

(:rants1'; Vie t '!nm Pro,?rm Suniaaries, A I D .  
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As of FY 195C 
PROJECT TITLE 

.. 
Estim~trd 
con~plc~ion 

of aid 
6Gl?lCL'LTLUlC ,',!in RATUl1F.L ErZOKtCES ............... ................ - ;.c;r.-.c.!.cral E:c:on::io:l a:ld I:iiz.rz~!ion.. :;-. 

, : : ; . : , : . . I  . . . . . . .  ,- t:~:;-.r.S Agriz-!:-:a1 Caj!cqe and GsnarJJ Training.. ..................... ......................................... .......................................... ...................................... .................................. ......................................... .................................... . .............. ...................... ;.. ., .......................................... ..:. ....................................... 
:::;.::;q1 .................................... , . . .  - I;C:IO-SO.'I C O ~ !  E ~ ~ l o r a t i o n  Sr;n-cy.. .......................................... - Inti:is!ri?l Dc-;ciop?.:ent Ccn!cr.. - r - -  ?:ai Jxi:::rial Survey.. .............................................. - - . ~:i:!l D.2. ..a!op:ilent.. ............................................... 

I!i~i!:ilj/ - \'Jaterv:;.ays o! Vier-!,:am.. ........................................ 
I I : : ~ :  :,.,, ; . - Dredyl::g :i:c Ccr.=.!s c[ Viet-Kxn. ................................. . . . . . .  ... I -- TI'~!~c~~n~ck.:::xs i h ? n e ~ r i n g  (Ti1~i:itnd. \'kt-Nan, and Laos). ........ i l l : !  - I.:ic:o-i'~wr '~~e:c.c~rnrnum~~;io.'~s Sys:em, South aliot-i:am.. 
. J , ,  - 1:I~c::if Px-:cr D?m!o?;ncnt.. ................................... 
I 

- I.::j>Y:i?:: C'ai-r S::Y??J ...................................... ............................ , .!.  . , . - Zhi~sn-CZ-!sn l;i'.'r.!r.r S:rstcrn Scrvcy. .  ... I : ! : .  . . , .  : : . :  - l::.~~:cvcn;~;i: 2 r . t  E.xp;n:ioa o: Aeronautical Ground Fecilitics... . > . .  
I . /.;.. 
: ; ; : : , ' ! ; x  
i , .  i . : . ,  iICi.LT:i SXZI/ICSS 

'Go 
'60 
'65 
'6s 
'63 
'GO 
'68 
'62 

. . . . . : " ' I  - ;.:?!:r:; Z:;fi?n!ior. Proqzam.. ....................................... .,.. - I? .  ; 8:. ' ........ tc:;.i=cz L)c;.clc;:::c.'Il.. ........................................... ..... ............:..... -- :.:c?.::.! ;r?d ;,Eicd E5uc;tioa, h c b d i n g  Nursing.. : 
- ......................................... -- i'c:!.r.i::.!-V2:s:is~al Education.. . -. -- i I c-,.-.-.. :. ,.-: .; .. ...,. .... , - -. -..cn .....:..................................... .-. . . . . .  -- - .  2 .  -:.,.-,I. ....... ./ ....,--.. on.. ........................................ : . . . .  

....... -- . I  .:.:.cr TI:::~.; n : d  !!:g:lcr Edncau'on ............................... .... ................................................ -- ! ;':Sk.i7g.. - - .- i rx:i::.3:: D:::-cl';~.:nen~ and Special Scrviccs. ............................ 
-- C..Y-.!la! C?:?; :< 2-:!cm.. ................................................. ...... -- !:r..: xi l:..::.::::~ c! Adr.~i!tis:ration end M U  P.dnunistrative Suppor~. .  - !::.:LL: ?i I:.:.:.:.? c:! S!::ir.::c:. ............................................. , . ........ .................... . - ::-.-..:;:I !,>r r::i:::r Ad::;in:itro:icn Par:icipmts. , - C~v:l i'o!:cc. i . :~ : :~~nir . Ir~~on.  .............................................. 
1:  .--.,. 

.-.A 1c:; 
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A D N I N I S T R A T T V E  APPARATUS 

COVERNNENT OF V I E T  NAN 
E X E C U T I V E  BRANCE 

D I S T R I C T  C H I E F  --A 
V I L L A G E  CHIEF 

1, Levels of government with power oaf taxation. ' 

2. Levels of government not established by constitution but 
established ad hoc  in order to ;ope with war-related demands. 



- BY CONGRESSIONAL A P P R O T U T J O ~  

%*.HKRL'IT CAY. *ROW 

. . . . 

OEVELOPUtNT ORANTS 

COIITINOENCY FUND 

BY TYPE OF OIfLlGATI@:l 
' H ~ W  IT WAS T O  6i? SPLHT* 

FOOD OtSTR!OUTED 8Y C H A R l T i I S  COUUERGIA 

OIRECT rime r r u r o t w c L  

COHTRACT S f  RVICCS 

PARTBCIPANTS * 
SPECIAL D t P t C T  

PURCHASE O F  PlAST CRS 

TCCMNICAL SUPPOat  ** 
P O 0 0  DlPTRlBUTCD BY CMARlt lLS 

CCO~OYIC - SOCIAL O L V ~ L O P U E ~ T  

COUUTESIESUHGENCV 
WAR IN FRAST~RUCTURS 

BY PURPOSE 
%ny IT WAS TO o r  SPE~T .  

9 VlETWALlfSL STUOYINO ABROAD. - *$ USOM PROGRAM OPERATIOH EXPENSES &ICH CAMMOT CL ALLOCATED TO 

ONE SPEClPlC PROGRAM OR PURCOSL. - 

- - 
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* I  ;: A 

i v i s i c n  1 

- - - - - - Operstimal C m 2 r c l  *en u n i t s  essigned a R9 Birect  
su?po~-t n i s s i c n  

* Ties? f w c t i o n s  fo,xsrly c m d - x t e 5  u ~ d e r  L'Xi.! f :el6 ccereticne . 
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PROJECT PROGRAM DOLLARS - 

FY IS68 
[ IN MILLION DOLLARS 1 

TOTAL : $.2(19.0 



U. S. A E f l  AND TOTAL U.  S. MILIIARY P E R S O ~ ~ L  
IN SOUTH VIET NAX-! 

TOTAL U . S . FIILITARY 
DATE U. S. &W PERSOLXEL PER S O?3\TL 

31 Dcc 1960 
31 Dec 1961 
31 Dec 1962 
31 Dcc 1963 
31 Dec 1964 

33 J u n  1955 
31 Dcc 1965 

30 Jun 1966 
31 Dec 1966 

30 Jun 1967 
' 31  Dec 1967 

30 Jun 1958 
31 DBC 1968 

*31 Jan  1969 
30 Jun 1969 
31  Dec 1969 

30 Jun 1970 
31 Dec 1970 

30 Jan  1971 
31  Dcc 1971 

30 Jua 1972 

31 Dec 1972 

10 >lor 1973 
38 Ner 1973 

930 
3.200 . 

11,300 
I G ,  303 
23,300 

-59,900 
l S t ,  300 

267,500 
485,3OC1 

448,800 
485, €63 

534,700 
536,100 

542,400 
538,700 
474,400 

413,900 
335,800 

241,683 
158,320 

48,005 
,35,865 
24,108 

7,047 -- 

11 Log i s t i ca lSuppor t ,  V i e t  Sam S tud ies ,  by L t .  Cen. Joseph :!. Heiser ,  Jr. - 
(Department of t h e  Amy, Washington, D. C. 1974, pg. 14) 1971-1973; Off ice  - 
of t h e  Arsy Hi s to r i an ,  Wnshington, D. C. 

* I n d i c a t e s  peak s t r e n g t h  i n  South Vie t  Ram 
Between 1954-1960 U.S. X i l i t a r y  S t r eng th  averaged about 650 adv i so r s .  
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FORWARD 

This report represents an attempt to summarize economic activity, 

and A.T.D.'s influence on pol-icy-making and economic developmentstduring 

the period of U.S. involve~ent in Viet Sam, 1954-75. In its considera- 

tion of the U.S. Aid program, the report confines itself almost exclu- 

sively to econonic aid,as distizguished from the Military Assistance 

Support Funding Program (MASF) which of course was a great deal more 

inportant in terms of dollars expended. MASF-funded activities are con- 

sidercad in areas where a direct~economic impact could be observed, in- 

cluding especially the piaster pur'chases of the Military Assistance 

Command Viet Nam (BfACV) and its successor agency, the ~efense Attache 

Office (DAO), to finance their in-country activities, and it is recognized 

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

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

of keeping the scope of this paper within bounds, these indirect effects 

of MASF-funded activities, as 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 UsAI~/Saigon, all of 

which were lost. Fortunately, a good deal of material was available in 

A. 1 .D. /~ashih~ton, enough to make this ef f ckt possible. However, it has 

not been possible to obtain complete data series on all topics, nor in 

many cases to bc 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. 



. . 
S t i l l  on the  sub jec t  of d a t a ,  t h e  usual  caveat of w r i t e r s  on Viet Nam 

a p p l i e s  here. That i s ,  whatever the  a r e a  of a c t i v i t y ,  one seldom encounters 

two data  s e r i e s  t h a t  agree with one another. The writer has included the  

s e r i e s  t h a t  he . cons ide r s  most r e l i a b l e ,  has reconciled c o n f l i c t i n g  s e r i e s  

t o  the  b e s t  of h i s  a b i l i t y ,  and has t r i e d  t o  mzintain consistency within 

t h e  confines of t h i s  repor t .  No other  claims a r e  of fered .  



I. In t r cduc t ion :  Background t o  U.S. Involvement 

American i n f l u e n c e  on t h e  Vietnamese economy can be  da t ed  from t h e  

l a t e  1940s wi th  t h e  channel ing of l a r g e  sca1.e m i l i t a r y  and economic a i d  

through France. A po r t ion  of Marshal l  Plan a i d  was earmarked by t h e  - 
French f o r  t h e i r  dependent overseas  t e r r i t o r i e s .  Though i n d i r e c t  i n  

n a t u r e ,  U.S. a s s i s t a n c e  was c r i t i c a l  t o  t h e  a b i l i t y  of  t h e  French t o  sus- 

t s i n  t h e i r  e f f o r t  dur ing  t h o s e  years .  

D i r ec t  U.S. involvement began w i t h  t h e  es tab l i shment  of t h e  S p e c i a l  

Technical  and Economic Mission (STFH) i n  1950. STEM opera ted  i n  cooper- 

a t i o n   wit?^ t h e  French, provid ing  a s s i s t a n c e  t o  t h e  Associated S t a t e s  of 

Indochina, i nc lud ing  North V i e t  Ngm. The ea;ly program involved techni -  

c a l  a s s i s t a n c e  and adv ice  i n  such p r o j e c t s  a s  development of marine 

f i s h e r i e s ,  improvement of t h e  P o r t  of Saigon, c i v i l  a v i a t i o n ,  heal th  ser- 

v i c e s ,  a d u l t  l i t e r a c y  t r a i n i n g ,  and development of government i n f o m a t i o n  

s e r v i c e s .  It was l i m i t e d  i n  budget as w e l l  a s  i n  scope. 

D i r e c t  U.S. involvement on a  l a r g e  s c a l e  began w i t h  t h e  e s t a b l i s h -  

ment of t h e  U.S. Operat ions Missions (USOX) fo l lowing  t h e  s i g n i n g  of t h e  

Geneva Accords i n  J u l y  1954. At i ts  incep t ion ,  USON's f u n c t i o n  was t o  

plug t h e  f i n a n c i a l  gap l e f t  by t h e  depa r t ing  French and t o  assist i n  t h e  

t r a n s i t i o n  from dependent t e r r i t o r y  s t a t u s  t o  an  independent state. To 

t h e s e  t a s k s  was added t h a t  of coping wi th  t h e  f lood  of re fugees  from t h e  

North. 

11. The Vietnamese Economy i n  1954 

South Vie t  

a  l a r g e l y  r u r a l  

Nam i n  1954 was a  predominantly a g r i c u l t u r a l  count ry  with 

popula t ion  of  about 11 mi l l i on .  Its p e r  c a p i t a  GNP of 
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about $160 placed i t  s o l i d l y  i n  t h e  ranks of t h e  l e s s  developed, b u t  w e l l  

above t h e  p o o r s s t  i n  terms of l i v i n g  s t ahdz rds .  Rice and rubber ,  though 

having s u f f e r e d  s e v e r e  product ion  d e c l i n e s  due t o  t h e  war, s t i l l  provided 

t h e  backbone of t h e  economy and accounted f o r  about  85 pe rcen t  of t h e  

coun t ry ' s  expor t s .  Although below i t s  e s p o r t  t o t a l s  of pre-World War 11 

yea r s ,  V i e t  Nam a long  wi th  i t s  Southeas t  Asian ne ighbors  of  C a ~ b o d i a  and 

Thai land was one o f - t h e  wor ld ' s  l e ad ing  r i c e  s u p p l i e r s .  

The country produced a v i d e  range of secondary c rops ,  such a s  pea- 

n u t s ,  corn, t e a  and co f f ee ,  sugar  and. f r u i t s  i n  g r e a t  abundance. There 

was a f a i r l y  p l e n t i f u l  f i s h  supply. There were v i r t u a l l y  no known mine ra l  

r e sou rces ,  s ave  f o r  t h e  c o a l  d e p o s i t s  a t  Nong Son i n  t h e  n o r t h e r n  p a r t  of 

t h e  country.  I ndus t ry  had been ve ry  l i t t l e . d e v e l o p e d ,  c o n s i s t i n g  of 

smal l - sca le  l i g h t  manufactur ing,  mainly i n  t h e  Saigon-Cholon a r e a ,  employing 

about 40,000 workers.  The coun t ry ' s  t r a n s p o r t a t i o n  network had been f a i r l y  

w e l l  developed b u t  had s u f f e r e d  severe war'damage, w i t h  some 60 pe rcen t  of 

t h e  road and one-third of t h e  r a i l  network having been des t royed .  

For a l l  i t s  n a t u r a l  wea l th  i n  a g r i c u l t u r a l  r e s o u r c e s  and i ts  r i c e  

expor t s  South V i e t  Kam was n o t  s e l f - s u f f i c i e n t  i n  food, import ing subs taa-  

t i a l  amounts of wheat, suga r ,  and d a i r y  products .  Its p o t e n t i a l  i n  a g r i -  

c u l t u r e  was a t  l e a s t  p a r t l y  o f f s e t  by t h e  r ap id  popula t ion  growth and more 

than  matched i n  t h e  nea r  term by t h e  heavy ' i n f l u x  of r e fugees  from t h e  

North. 

The f o r e i g n  t r a d e  account  was heav i ly  i n  d e f i c i t ,  w i t h  e x p o r t s  coverifig 

20 t o  30 pe rcen t  of imports .  The gap had been covered du r ing  1950-54 by 

Frenc1)--ultimately American&-aid. 



111. ~ a r l y  D i f f i c u l t i e s  

The new s t a t e  of South Vie t  Nam faced a  q tagger ing  .array of diffienl- 
. . 

tics a t  t h e  o u t s e t .  The refugee  rni.grgtion from t h e  North va r ious ly  e s t i -  

mated a t  8GO-900,000 persons,  was t o  add some 'e ight  percent  t o  t h e  country 's  

p o p l a t i o n  i n  a ten-month per iod  of 1954-55. A t  t h e  same time, t h e  with- 

drawal of t h e  French meant t he . . l o s s  overnight  of a major economic prop. 

The French hzd employed some 40,boo people i n  a r s e n a l s  and workshops 

around t h e  country snd 120,000 Vie tnamse  had served i n  t h e  French army, 

few of whom were t o  remain i n  t h e  r e c o n s t i t u t e d  n a t i o n a l  army. French 

c i v i l  s e r v a n t s  and t echn ic i ans  were l eav ing  t h e  country i n  l a r g e  numbers 

and t h e  govertment meanwhile had t o  cope wi th  severe  t e c h n i c a l  p r o b l e m  

involyed i n  the  s h i f t  t o  independent country s t a t u s .  The government it- 

s e l f  faced  i n t e n s e  i n t e r n a l  oppos i t ion  from t h r e e  d i s s i d e n t  s e c t s ;  indeed, 

, - t h e  s u r v i v a b i l i t y  of t h e  u n t r i e d  Diem government was very much ansopen 

ques t  ion.  

To meet t h e  immediate problems of t h e  new s t a t e ,  t he  U.S. Congress 

appropr ia ted  i n  f i s c a l  1955 $322.4 m i l l i o n  i n  economic a i d .  Of t h e  t o t a l ,  

$253.7 m i l l i o n  was a l l o c a t e d  t o  t h e  Commercial Import Program (CIP) t o  

cover Vie t  h'am's budget and ba lance  of payments d e f i c i t s .  Not o n l j  was 

t h i s  t o  be the  l a r g e s t  one year  A. I .D.  a u t h o r i z a t i o n  u n t i l  1966, bu t  

viewed i n  r e a l  t e r n s  ( a f t e r  allowance f o r  i n c r e a s e s  i n  world p r i c e s  over 

t h e  p e a r s ) ,  t he  CIP p o r t i o n  of t h e  program would be  t h e  l a r g e s t  ever  

except f o r  one yea r ,  1966. 

P ro jec t  and o t h e r  a i d  i n  FY 1955 amounted t o  $66.5 m i l l i o n  of which 

557 . r i l l i o n  was app l i ed  t o  re fugee  assis,t&ce. The refugee  ?rogram 



rece ived  another  $37 m i l l i o n  i n  F'i 1956 

a s s i s t a n c e  was t e rmina ted ,  a t  l e a s t  f o r  

a f t e r  which time t h i s  form of 

t h e  t i n e  being.  

A major por t io i l  of USOX'S e f f o r t  i n  1954-55 involved a s s i s t i n g  t h e  

Vietnamese i n  t h e  t r a n s i t i o n a l  problems brought on by t h e  d e p a r t u r e  of t h e  

m .  French and t h e  need t o  develop a new a d m i n i s t r a t i v e  s t r u c t u r e  overn ight .  

Not t he  l e a s t  of t h e s e  problems.-.was t h e  c l o s i h g  of t h e . T r i p a r t i t e  I n s t i t u t e  

,:., . / I  d '  Emisiion, which l e f t  t h e  countr ' i  t emporar i ly  without  a bank of i s s u e .  

krith USOPI a s s i s t a n c e  t h e  Na t iona l  Bank of V i e t  Nam opened as a Bank of 

Note I s s u e  on January  1, 1955. 

I 1954-64 

I f  t h e  o v e r a l l  per iod  of U.S. 'd i rect  involvement from 1954-75 d i v i d e s  

n a t u r a l l y  a t  t h e  yea r  1964--the l a s t  year  b e f o r e  t h e  U.S. p resence  was t o  

t ake  a quantum l e a p  forward--the 1954-64 pe r iod  i t s e l f  could b e  d iv ided  

almost a s  n e a t l y  i n t o  two p e r i o d s ,  b e f o r e  and a f t e r  1960. The y e a r s  1955-60 

were marked by r e l a t i v e  s e c u r i t y ,  f i n a n c i a l  s t a b i l i t y ,  and a f a i r l y  im-  

p r e s s i v e  naasu re  of economic development. The pe r iod  1961-64 on t h e  o t h e r  

hand was narked by r i s i n g  Viet Cong insurgent ac t iv i ty , ' increas ing  budget 

d e f i c i t s ,  mounting i n f l a t i o n a r y  p r e s s u r e s ,  and f o r  t h e  most p a r t ,  economic 

s t agna t ion .  

A. Economic a c t i v i t y  - 
For t h e  r ea sons  s t a t e d  above, t h e  a v a i l a b l e  i n d i c a t o r s  o f  economic 

a c t i v i t y  can be  reviewed most convenien t ly  by cons ide r ing  s e p a r a t e l y  t h e  

pe r iods  1955-60 (from h e r e  on w e  w i l l  speak of 1955 a s  t h e  s t a r t i n g  po in t  

s i n c e  t h i s  was t h e  f i r s t  f u l l  yea r  of r e l a t i v e  peace) and 1961-64. 



Production da ta  from Viet  Sam have always been of ques t ionable  reli- 

. a b i l i t y ,  and they seem t o  have been espec ia l ly  s o  f o r  t h e  1955-64 period.  

P a r t l y  f o r  t h a t  reason observers have d j f fe red  i n  t h e i r  assessments of 

ecopomic progress,  o r  l ack  of i t .  It seems t o  be  beyond doubt, however, 

t h a t  t h e  1955-60 period was one-of more rapid  growth than any period t h a t  

was t o  follo;. I n  p a r t  t h i s  was a catch-up process,  a making up f o r  ].asses 

su f fe red  during the  prolonged period of warfare, bu t  t h e  record seems t o  

have been impressive; an ind ica t ion ,  perhaps, of what could be achieved 

given r e l a t i v e l y  peaceful  condi t ions .  

Rice production rose  r ap id ly  as t h e  cessa t ion  of f i g h t i n g  enabled 

abondoncd lands  t o  be put  back i n t o  production. By 1960, t h e  a rea  under 

c u l t i v a t i o n  had reached 2,400,000 hec ta res ,  up from 1,660,000 i n  1954. 

' R i c e  production was repor ted  a s  5,092,000 MT of paddy, which compares with 

2,080,000 FIT i n  1954 and 2,767,000 NT i n  1955. The 1959 and 1960 produc- 

t i o n  f i g u r e s  a r e  ques t ionable  s i n c e  they. imply huge inc reases  i n  y i e l d  

(from 1 . 2  MT per  hectare  i n  1958 t o  1.9 i n  1959 and 2.1 i n  1960), but  

Undoubtedly Viet  Wam's r i c e  output  had surpassed pre-Indochina War, i f  not  

pre-World War 11, l e v e l s .  Ricemexpor ts  i n  1960 were 340,000 FIT, below 

pre-World War I1 l e v e l s ,  but  s t i l l  high enough t o  s e t  a post-Indochina War 

record and a f i g u r e  not  t o  be reached again. Rubber production, bene- 

f i t t i n g  from t h e  cessa t ion  of major h o s t i l i t i e s  r o s e  s t e a d i l y  throughout 

t h e  period. A t  68,000 3fT f o r  t h e  major p l a n t a t i o n s  (which accounted f o r  

roughly 85 percent  of t o t a l  output ) ,  rubber output  i n  1960 was 33 percent  

above the  1954 l cvc l .  



. . 

Nanufacturi~g activity gained little ground during 1955-60 in terms 

of final 0utput;'the index of manufacturing production in 1960 had risen 
. . 

a modest 16 percent from its very narrow 1955 base. However, this period 

did see the implementation of a 1957-62 Development Plan which, while 

favoring agriculture ahead of industry, nevertheless accorded more atten- 

tion to industry than theretofore. The emphasis was on import-substitute 

industries and good progress was made in the areas of Lextjles, paper, and 

cenerlt. Other industries stsrted (though whether before or after 1960 

is not clear from available records) were pharmaceuticals, chemicals, 

plastics, and metal working. The government's proclaimed intention was 

to base new industries on the country's natural resources, but in practice 

they t-ended to become heavily import dependent; Export development was not. 

a factor.. Other developnents 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 USON. 

Terrorisrn 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 came with the forma- 

.. tion of the National.Liberation Front in December 1960. The rise in insur- 

gent activity was to impact far more heavily on the countryside, and agri- 

cultural activity, than on the cities where, in fact, the. manufacturing 

sector made significant progress. 



Rice output continued t o  expand during t h i s  period,  but  l e s s  rapid ly  

than i n  the  previous s i x  years .  By 1964 both t h e  a r e a  p lanted  and r i c e  

output were about ten  percent  above t h e i r  1960 l eve l s .  Rice expor ts  were 

323,000 MT i n  1963 ($36 mi l l ion)  and 49,000 MT ($5.3 mi l l ion)  i n  1964. 

The a r e a  under c u l t i v a t i o n  i n  t h e  1964-65 crop year  was a t  n l e v e l  not  t o  

be seen again u n t i l  1971. 
- 

Agr icu l tu ra l  ou tpu t ,  a s  a whole leveled  o £ i  during'1961-64. Rubber 

production held wi th in  a range of 68-79,000 PZ. 

Contrary t o  t h e  r e l a t i v e  s t agna t ion  i n  a g r i c u l t u r e ,  manufocturjng 

production enjoyed r e l a t i v e l y  rapid  growth during t h i s  period. The l a r g e s t  

sing1.e accouplislment was completion of t h e  Ha Tien cement p lan t  with an 

. annual capacity of 250,000 NT.. Other i n d u s t r i e s  s t a r t e d  during 1955-60 

came on l i n e  during 1961-64, including,  i n  t h e  Saigon-Cholon a rea ,  a 

Pfichelin t i r e  p lan t ,  a g l a s s  p lan t ,  and a paper p lant .  Development of the  

more than twice t h e  1954 l e v e l .  

B. F i s c a l  and Monetary Developments 
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Data on a c t u a l  govercrnent expenditures ( a s  opposed t o  budget da ta)  

t e x t i l e  indus t ry  was s i g n i f i c a n t  with major fo re ign  exchange savings  

ef fec ted .  Overa l l ,  and again,  the  d a t a  are suspect  both  i n  themselves and 

a r e  not a v a i l a b l e  f o r  t h e  yea r s  p r i o r  t o  1961. However, i t  is  known tha t  

budget d e f i c i t s  were l a r g e l y  covered by fo re ign  a i d  and National  Bank 
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a l s o  by v i r t u e  of t h e  narrow base from which t h e  index was constructed,  

the  index of manufacturing production which stood a t  100 i n  1956 and 116 

i n  1960, was a t  179 i n  1904. The 1960-64 gain  was one of 54 percent .  

Employment i n  manufacturing had reached approximately 100,000 i n  1964, 



borrowing was e i t h e r  n i l  o r  a t  a  very  low l e v e l .  The p r i n c i p a l  element 

of s t a b i l i t y  was t h e  r e l a t i v e l y  cons tan t  s i z e  of t h e  armed fo rces ,  which 

he ld  wi th in  a  range of 242-248,000 throughout t h e  1955-60 per iod .  With 

t h e  formation of t h e  National  L ibe ra t ion  Front  i n  Decenber 1960 and t h e  

concomitant r i s e  i n  insurgency,  t h e  arned f o r c e s  began a  r ap id  build-up. 

The f o r c e  l e v e l  r o s e  t o  305,000' in  1961 and from t h e r e  s t e a d i l y  t o  514,000 

i n  1964. . ~ i c i l  s e r v i c e  employment a l s o  r o s e  r a p i d l y ,  from 110,000 i n  1961 

( f i r s t  yea r  f o r  which d a t a  a r e  a v a i l a b l e )  t o  143,030 i n  1964. Overa l l ,  

governmnt  employment reached 657,000 i n  1964 having increased  58 percent  

i n  t h r e e  years .  

The burgeoning p a y r o l l  was n a t u r a l l y  r e f l e c t e d  i n  o v e r a l l  government 

expendi tures ,  whick r o s e  by 77 percent  i n  t h e  two y e a r s  1961-63. Revenue 

c o l l e c t i o n s ,  meanwllile, lagged f a r  behind, a s  d id  t h e  c o n t r i b u t i o n  from 

Expenditures  v 16.3 22.0 28.9 28.9 
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Revenues 
D e f i c i t  be fo re  f o r e i g n  a i d  

' f o r e i g n  a i d .  The r e s u l t  was an  i n c r e a s i n g  d e f i c i t  t o  be f inanced  by 

monetary means a s  fol lows:  

Foreign a i d  
D e f i c i t  

GVN BUDGET 196.1-64 

($VN billions) 

; ; , ; ! : ; : i ,  - 1961 1962 -. 1963 - 1964 

Money supply,  which had been r e l a t i v e l y  s t a b l e  u n t i l  1958, r o s e  134 

percent  dur ing  1959-64. Co~isumer p r i c e s  moved much more s lowly,  r i s i n g  

I 
only 24 percent  i n  t h e  same per iod .  The d i s p a r i t y  between t h e  growth of 

money supply and t h e  r i s e  i n  p r i c e s  f o r  t h e  e .n t i r e .pe r iod  1955-64 was 



remarkable. It r e f l e c t e d  i d l e  capac i ty  w i th  s u b s t a n t i a l  unemp1o)ment i n  

t h e  economy, inc luding  t h e  l a r g e  numbers discharged fromeFrench employ 

and t h e  re fugees  moving South. Also a. f a c t o r  i n  t h e  dampening of inf1.a- 

t i o n a r y  f o r c e s  was an inc reas ing  monet izat ion of t h e  count ry ' s  t r a d e  and, 

e s p e c j a l l y  du r ing  1955-60, a f a i r  measure of econonic growth. By 1964 

t h e  s l a c k  i n  t h e  economy was i n c r e a s i n g l y  be ing  taken up, he lped  along by  

t h e  r ap id  growth of t h e  armed for'&s. The country was t o  have on ly  another  

y e a r  o r  two of b r e a t h i n g  space  b e f o r e  i n f l a t i o n  would become t h e  dominant 

f a c t  of economic l i f e .  

C. Balance of-payments  

The a v a i l a b l e  f o r e i g n  t r a d e  d a t a  a r e  s o  con t r ad ic to ry  t h a t  it  seems 

b e s t  to summarize t h e  ba lance  of payaents  i n  t e r n s  of annual  averages ,  

t ak ing  s e v e r a l  y e a r s  a t  a  time. A p r e s e n t a t i o n  of t h i s  n a t u r e  w i l l  a l s o  

' enable  t h e  r eade r  t o  s e e  r a t h e r  e a s i l y  t h e  change i n  t r a d e  and a i d  magni- . 

t udes  a s  between t h e  1956-60 and 1961-64 pe r iods :  

S impl i f i ed  Balance of Payments (Annual Averages) 1955-64 
($ U.S. m i l l i o n s )  

1956-60 

Exports  70 
Imports ,  c . i . f .  - -245 
Trade d e f i c i t  -175 
Se rv ices  - 21 
Misc. t r a n s f e r  papaents  

and c a p i t a l  . 1 3  
E r r o r s  and omissions - 1 
Balance b e f o r e  f o r e i g n  a i d  -182 

(C+D+E+F ) 
U.S. a i d  208 
Changc i n  f o r e i g n  . a s s e t s  (inc.-)  - 26 

(of which gold and f o r e i g n  
exchange) .(- 23) 



Comparing 1961-64 with 1956-60, we can observe the following: a 

substantial rise in the' trade deficit, brought on mainly by higher imports; 

a partially offsetting improvement in the services account (owing partly 

tc rising plaster purchases by the herican sector), but a higher deficit- - before foreign aid nonetheless; a dgcline in the level of American aid; and 

-. - a change fro3 a rise to a decline in the level of National Bank reserves. 

. ,  KBi7N holdings of gold and foreign exchange rose from $125 million at the 

- D. U.S. Aid directions 

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

1 Iy 11  j 

changed significantly after 1960 as can be seen in the following summary 

I 
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for the 1955-64 period: 

end of 1955 to $216 million at the end of 1960, and were then drawn back 

doxn to $136 million by the end of 1964. 

Composition of U.S. aid 
($ U.S. millions) 

Annual Averages 1955-60 . 1961-64 

C IP 179 103 
PL 480 Title I (Food for  Peace) 11 3 9 
Project and Other - 42 - 4 0 
Total 232 182 

As can be seen, the principal shifts were a sharp drop in the level 

- of the CIP, only partially offset by a rise in Food for Peace, the sale 

of surplus U.S. agricultural commodities. The Project program held its - 
o m  during the ten year period. 

The major development in the administration of the USON program was 

a shift in ecphasis from concentration on economic assistance and developnent 

( 



to a focus on counterinsurgency. While the shift in emphasis can be 

dated as of 1961, it became more or less official with the formation of the 

Office of Rural Affairs--the forerunner of COWS--in June 1962. With the 

establishment of the O M ,  USO?! for the first time located a large element 

of A.I.D. officers in the area of field operations with sub-offices in the 

four military regions and on down .to the province level. Concomitant with 
a 

the establishment of ORA was an increasing emphasis on the Public Safety 

program, another major element of the counterinsurgency effort. Economic 

and other technical assistance projects were not discontinued, merely over- 

shadowed in the new emphasis on counterinsurgency. 

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 

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 to A.1.D.-financed imports until 

1957 when a production tax of five or seven piasters, depending on the 

cornodity, was added to bring the effective A.I.D. rate to 40 or 42:l. A 

very few GRd imports moved at the official rate; 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 
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allowed t o  r e t a i n  abroad a  c e r t a i n  percentage--varying by comodity--of 

t h e i r  fo re ign  excl;ange proceeds. From 1957 on, a l l  export- proceeds were 

r e p a t r j a t c d ,  65 pcrcerrt a t  t he  o f f i c i a 1 , r a t e  and 35 percent  a t  t h e  "free" 

r a t e ,  f o r  an e f f e c t i v e  r a t e  of 48.48:l. 

2. Af t e r  January 1, 1962 

A s  of January 1, 1962 a l l  expor t s  and imports became s u b j e c t  t o  a 

Consolidated Surplus t a x  of 25 p i a s t e r s  t o  t h e  d o l l a r ,  which replaced  pre- 

e x i s t i n g  s p e c i a l  taxes .  This  t ax ,  commonly known a s  t h e  " f ive  sevent-hs 

tax", brought t h e  b a s i c  t r a d e  r a t e  t o  60 : l .  I n  f a c t ,  r i c e  was t h e  only  

export  product t o  move a t  60: l .  Rubber expor t s  were s u b j e c t  t o  a t a x  

which lowered t h e  p i a s t e r  y i e l d  t o  48.65:l. Other expor ts  rece ived  pre- 

miuns ;anging from f i v e  t o  1 5  p i a s t e r s  per  d o l l a r .  On t h e  import s i d e ,  

zeasu re  p r e c i s e l y  t h e  e x t e n t  of t h e  1957 and 1962 devalua t ions .  ~ t '  one 

less e s s e n t i a l  i n p o r t s  became s u b j e c t  t o  g r e a t l y  increased  c u s t o m '  and aus- 

- . e s t r e n e ,  t h e  A.I .D.  import r a t e ,  th.e devalua t ion  amounted o v e r a l l  t o  71 

-- . .. -. 
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percent .  A t  t h e  o t h e r ,  t h e  o f f i c i a l  and f i n a n c i a l .  r a t e s ,  i t  was a  de- 

- 
:-i 

. t e r i t y  d u t i e s .  F i n a l l y ,  t h e r e  w a s  no change e i t h e r  i n  t h e  o f f i c i a l  r a t e  . 

o r  t h e  f i n a n c i a l  r a t e  of 73.5:l. By 1962, however, t h e  o f f i c i a l  r a t e  

v a l u a t i o n  of zero. Exports  were somewhere i n  between, d c y n d i n g  again  on 

the  conmodity. The fol lowing i s  a surmary of t hese  changes. It assumes 
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thiit  t h e  p r i v i l e g e  granted t o  some exporteys of r e t a i n i n g . a  percentage of 

appl ied  only t o  U.S. purchases of p i a s t e r s  f o r  o f f i c i a l  use. 

3. Sumnary; appropr ia teness  of the r a t e  l e v e l  

Oxing t o  t h e  complexity of t h e  r a t e  schedule,  i t  is  impossible  t o  

t h e i r  earn ings  abroad dur ing  1954-57 waswor th  73.5 p i a s t e r s  t o  t h e  d o l l a r ,  



i . e . ,  equa l  t o  t h e  f i n a n c i a l  r a t e .  Given t h e  a r r a y  of  customs and aus- 

t e r i t ~ v  taxes  a p p l i c a b l e  t o  GVK f inanced imports ,  no a t tempt  was made t o  

measure an e f f e c t i v e  GVN irfiport r a t e .  

Espor t s  : 
Rice 
Rubber 
Other  

E f f e c t i v e  E x c h e n ~ c  P a t e s  1954-66 
( p i a s t e r s  per  d o l l a r )  

1954-57 1457-62 - 1962-66 

O f f i c i a l  35 3 5 3 5 
A.I.D. import 35 40-42 6 0 
F i n a n c i a l  73.5 73.5 73.5 

It seems c e r t a i n  t h a t  t h e  p i a s t e r  was overvalued--perhaps h e a v i l y  

so--at l e a s t  u n t i l  1962. The deva lua t ion  of t h a t  yea r  may have caught t h e  

p i - a s t e r  up on an  international p a r i t y  b a s i s ,  b u t  even t h i s  i s  doubt fu l .  

Overvaluat ion was a t  l e a s t  p a r t l y  r e f l e c t e d  i n  t h e  p i a s t e r  c ros s - r a t e  i n  

Hong Kong which dur ing  1955-62 f l u c t u a t e d  i n  t h e  range of 82.:1 t o  92: l .  

After January 1, 1962, t h e  Hong Kong r a t e  moved up moderately hold ing  i n  

a  range of 90 t o  100 t o  t h e  d o l l a r  u n t i l  1964 when i t  ended t h e  yea r  a t  

121: l .  Overvaluat ion s e e r s  t o  have been r e f l e c t e d  i n  t h e  performance of 

expor t s  which i n  f a c t  were not  an  a r e a  of p r i o r i t y  importance t o  t h e  GVX 

during t h e s e  yea r s .  Exports  of products  o t h e r  than rubber  and r ice--  

which admi t t ed ly  were n o t  ve ry  respons ive  t o  exchange r a t e  movements, a t  

l e e s t  i n  t h e  s h o r t  run--were $11.7 n i l l i o n  i n  1.957 ( f i r s t  yea r  f o r  which 

such d a t a  are a v a i l a b l e )  and d id  not  ge t  back t o  t h a t  l e v e l  u n t i l  1972. 



F. G\W econo:iri c  p o l i c i e e  

There i s  un fo r tuna te ly  nothing i n  t h e  A . I . D .  r eco rds  of major econ- 

o a i c  po l i cy  i s s u e s  and t h e i r  d i s p o s i t i o n  during t h e  1954-64 per iod .  &>art 

f r o 2  being f u r t h e r  removed i n  t i n e ,  wllich has lseant cons ide rab le  l o s s  of 

records ,  t h i s  aga in  was a  per iod  t h z t  r e l a t i v e  t o  1965-75, has  been s l i g h t e d  

by t h e  a n a l y s t s .  A c e r t a i n  amount i s  known, h m e v e r ,  of t h e  p o l i c i e s  and 

a t t i t u d e s .  ofeVietnamcse economic of f ic ia ldom,  and no re  czn be  i n f e r r e d  from 

t h e  record .  

The Vietnamese were then ,  and r e r e  t o  remain, e s s e n t i a l l y  conserva t ive  

i n  t h e i r  econonic th inking .  This  wes espec ia l l -y  no tab le  i n  t h e  f i s c a l  a r e a ,  

an i n h e r i t a n c e  from t h e  French who incu lca t ed  a belanced-budeet,  p r o j e c t  

approach. Only t h e  ex igenc ie s  of t h e  inc reas ing  warfare  were t o  impel t hen  

t o  d e f i c i t  f i nanc ing ,  bu t  even then  t h e  GI% would never  become p r o f l i g a t e  

i n  t h e i r  approach t o  spending. 

Conservatism was r e f l e c t e d  a l s o  i n  t h e i r  approach t o  planning. The 

$503 m i l l i o n  a l l o t t e d  t o  t h e  1957-62 Plan  could be  con t r a s t ed  wi th  Nguyen 

Wau Hanh's estinate of S160 million as the aaount needed annually to 

r e l i e v e  unenpl.oyment i n  t h e  Saigon-Cholon a r e a  a lone .  . I t  was r e f l e c t e d  

d s o  i n  t h e  GVX's denons t rab le  p r e d i l e c t i o n  f c r  accumulating currency 

r e se rves .  The d e c l i n e  jn  r r s e r v e s  du r ing  1961-64 could be  a sc r ibed  

te:?xary reduct ion  i n  U.S. a i d ,  bu t  when t h e  a i d  l e v e l  r a s  s teady ,  

was dur ing  1955-60, r e s e r v e s  ro se  s t rong ly .  (The rise i n  r e se rves ,  

$125 n i l l i o n  a t  t h e  end of 1955 t o  $216 n i l l i o n  a t  t h e  end of 1960 may 

wel l  have bcen a f a c t o r  i n  t h e  subsequent r educ t ion  of U.S. a i d  dur ing  



Economic pol icy ,  e spec ia l ly  i n  t h e  approach t o  fo re ign  investment, 

r e f l e c t e d  n s t rong  c lecent  of nat ionalism, not su rp r i s ing  considering the  

long period of Chinese and French domination. While the  Foreign Investment 

Law of 1957 contained a l l  t h e  r i g h t  investnent  incent ives ,  and Pres ident  

Diem professed t o  welcome fore ign inves to r s ,  the  governnent f r u s t r a t e d  its 

proclaimed i n t e n t i o n s  by t a k i n g  majori ty owmrship i n  a l l  of the  l a r g e r  

nzw business en te rp r i ses .  Noreover , investment procedures continued t o  

be s t r ang led  i n  a bevi lder ing  a r ray  of red tape.  The s e c u r i t y  s i t u a t i o n  

was a l s o  a f a c t o r ,  but  the  f a c t  r c sa ins  t h a t  fore ign investment was ins ig-  

n i f i c a n t  throughout t h i s  period.  

The Vietnamese viere extreme1.y laggard i n  export  development. This  

was euident  i n  t h e  absence of any a t t e n t i o n  t o . e x p o r t s  i n  t h e  1957-62 Plan. 

Exchange . r a t e  pol icy  appeared t o  favor c e r t a i n  exports ,  i n  t h a t  they were 

'accorded r a t e s  t h a t  were favorable  r e l a t i v e  t o  t h e  o ther  exchange r a t e s  i n .  

e f f e c t ,  but a s  discussed above, even a t  the  prefer red  export  r a t e s ,  the  

p i a s t e r  appears t o  have been overvalued throughout t h i s  period.  

The Vietnamese may have f e l t  t h a t  they could not  do very much about 

t h e i r  expor ts  given t h e  supply i n e l a s t i c i t y  of t h e i r  major export  comrhodi- 

t i e s ,  r i c e  and rubber ( i f  so ,  t h e  events  of 1971-74 were t o  prove them 

wrong), but  i t  is l i k c l y  t l lat  another  f a c t o r  accounted f o r  both t h e i r  

export and exchsnge r a t c  p o l i c i e s ;  namely, the  easy a v a i l a b i l i t y  of Ameri- 

can a id .  Given U.S. a i d ,  d e v e l o p ~ e n t  of expor ts  may not  have seemed very 

necessary. A t  the  s a c s  t i n e ,  maintenance of a  low (overvalued) exchange 

r a t e  was p re fe rab le  i n  t h a t  i t  z in ix ized  the  p i a s t e r  c o s t . o f  imports,  

thereby con t r ibu t ing  t o  p r i c e  s t a t i l i t y , . a n d  msxini.zcd the  d o l l a r  earnings 
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from U.S. purchases of p i a s t e r s .  

As s t a t e d  e a r l i e r ,  t h e  p o l f c i e s  and a t t i t u d e s  suggested he re  a r e  t o  

a  l a r g e  ex ten t  i n f e r r e d  from t h e  record ,  r a t h e r  than  docun~ented a s  such. 

Khat i s  i n t e r e s t i n g  is  t h a t  n o s t  of t h e  elements  of t h e  s i t u a t i o n  were t o '  

w .  p e r s i s t  tliroughout t h e  per iod  of U.S. involvement. So too  would t h e  a t t i -  

tudes u n t i l  t h e  U.S. f o r c e  withdrawal and & ' t h r e a t  of a U.S. a i d  reduc- 

,,. ;: iI t i o n  would compel a  r e th ink ing .  
! i j , i$  , : I , !  ! 

I!+ :;:. V. The Vietnamese Economp i n  1964 
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- 
Although cons ide rab le  change rook p l ace  i n  t h e  f i r s t  decade fo l lowing  

t h e  s i g n i n g  of t h e  Geneva accords  i n  1954, t h e  impact of  t h e  war and of t h e  

American presence  on t h e  count ry ' sa  economic l i f e  had b a r e l y  been f e l t  i n  

comparison w i t h  what was t o  fol low.  

I n  1964 Viet  Nam's popula t ion  of 1 5  m i l l i o n  was s t i l l  about  80 pe rcen t  

.-..;;., -i,, 
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r u r a l .  Saigon, t h e  major c i t y  by f a r ,  had a popula t ion  of l e s s  than  a 
. , / I  . , 

:: . . 
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*lil!:m : i  n i l l i o n .  Rice product ion  was a t  t h e  h i g h e s t  l e v e l  s i n c e  pre-World F?ar I1 
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i:::!!! yea r s  and r i c e  was s t i l l  be ing  exported.  The only  i n d u s t r i e s  of s i g n i f i -  j/$j #i!;;:;!, 
cance were t ex t i l e s ,  paper, and cement, a l l  government owned, and l i t t l e  

..; il,i;y:l I .  

t i I ! ! : : , ; : /  investmest  was t ak ing  
t ! , , . ,  

spread u n e q l o p e n t  - 
- was l a r g e l y  s t agnan t .  

- 
On the p o l i t i c a l  

p l ace ,  e i t h e r  fo re ign  o r  domestic. There was wide- 

more e s p e c i a l l y ,  undtremploynent--and t h e  econorny 

f r o n t ,  t h e  a s s a s s i n a t i o n  of Ngo Diem Dien i n  Pu'ovember 

.. 1963 had Seen followed by a  per iod  of u n c e r t a i n t y  a s  r i v a l  p o l i t i c i a n s  

jockeyed f o r  power. I n  response t o  t h e  growing insurgency,  t h e  armed 

f o r c e s  had increased  t o  h a l f  a  m i l l i o n  men. U.S. m i l i t a r y  personnel  in-  

country nux5ered only 23,000 a t  yea r  end. D e f i c i t  spending had become an 

inc reas ing  problen,  bu t  had not  y e t  l e d  t o  s i g n i f i c a n t - p r i c e  i n f l a t i o n .  



Externa l ly ,  t h e  country had long s i n c e  become dependent on U.S. a i d  t o  

f inance  needed raw m a t e r i a l  a;ld c a p i t a l  goods imports.  

A s  an  i n d i c a t o r  of t he  changes t ak ing  p l ace ,  t h e  s h a r e  of t h e  govern- 

ment s e c t o r  i n  t h c  t o t a l  Net D m e s t i c  Product of V ie t  Nan1 r o s e  from 1 5  

. . .  percent  i n  1960 ( f i r s t  year  f o r  which such d a t a  a r e  sva i . lab le)  t o  21.3 

percent  i n  1964. The s h a r e  of t h e  government and s e r v i c e s  s e c t o r s  to-  

ge ther  had r i s e n  from 56.3 percent  t o  70.7 percent .  By 1972 t h e s e  sha re s  

would be 34.1 percent  and 78.1 pe rcen t ,  r e s p e c t i v e l y .  

V I .  T h e  Inpor t  Economy, 1955-67. 

The period 1465-67 i n  V ie t  Nam was un l ike  anyth ing  ever  experienced by 

an underdeveloped country. An enormous f o r e i g n  presence was superimposed 

on a  m a l l ,  b a s i c a l l y  r u r a l  economy i n  a s h o r t  span of t ime. To combat t h e  

resul t . ing i n f l a t i o n a r y  p re s sc re s ,  t h e  U.S. f o s t e r e d  a  d e l i b e r a t e  p o l i c y  of 

maximizing imports .  A s  a  r e s u l t ,  a long  wi th  t h e  i n e v i t a b l e ,  fa r - reaching  
pi?; .. ji 

t he  Gi7X f o r c e  bui ldup  i n  1961 but  t h e  sl-ack i n  t h e  economy was sr i f f i .c ient  
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t o  absorb t h e  inc reas ing  demands on i t  w i t h - l i t t l e  repercuss ion  i n  t e r n s  

economic d i s t o r t i o n s ,  t h e  country en joyed , ' f o r  a time, a s u b s t a n t i a l  degree  

of p rospe r i ty .  

A. I n f l a t i o n a r y  P res su res ,  1965-66 

P r i o r  t o  1965 i n f l a t i o n  had been a ma t t e r  of l i t t l e  concern. A s  

of p r i ce s .  Consumer p r i c e s ,  a s  measured by t h e  Na t iona l  I n s t i t u t e  of - 
S t a t i s t i c s  (XIS), averaged only 3.2 percent  h ighe r  i n  1964 than  i n  1963. 

noted e a r l i e r ,  d e f i c i t  spending had been on t h e  r i s e  s i n c e  t h e  beginning of 

But t h e  s l a c k ,  i n  t e r n s  of underemployed manpower and r e sources ,  was be ins  

used up. The conbined e f f e c t s  of U .S. and G W  f o r c e  bui ldups  and dec l in ing  



domestic pr.oduction were d r a s t i c a l l y  t o  a l t e r  t h e  s i t u a t i o n  during t h e  

next  few years .  

1. U . S .  Force Buj.ldu2 

Ki th  t h e  dec i s ion  t o  c0mi . t  U . S .  ground f ~ r c e s  on a  l a r g e  s c a l e ,  the 

h e r i c z n  bui ldup proceeded a t  a  r ap id  pace. U.S. m i l i t a r y  f o r c e s  in-country 

rose  from 23,000 a t  t h e  end of 1964 t o  184,000 i n  1965 and 485,000 a t  t h e  

end of 1966. The f o r c e  l e v e l  was t o  r i s e  by 

fol lowing p a r s  l ead ing  t o  t h e  pczk l e v e l  of 

Concurrent w i th  t h e  bui ldup  i n  t h e  U.S.  

only another  57,000 i n  t h e  two 

542,000 reached i n  January 1969. 

n i l i t a r y  was t h e  growing 

demand by the  Department of Defense (DOD) and i t s  c o n t r a c t o r s  f o r  Vietnamese 

c i t i z e n s  t o  work on cons t ruc t ion  p r o j e c t s ,  d r i v e  t rucks ,  unload s h i p s ,  e t c .  

Ey t h e  end of 1966 t h e  U.S. s e c t o r  employed 142,000 persons,  whereas i t  had 

ezployed only a handfu l  two y e a r s  e a r l j e r .  Xor d id  t h i s  count t h e  i n d i r e c t  

enployment of c o u n t l e s s  others--probably equal  i n  number t o  those  d i r e c t l y  . 

' employed--engaged i n  supply ing  and c a t e r i n g  t o  t h e  U.S. fo rces ,  from t h e  

employees of t h e  o i l  companies t o  laundry workers,  c a r  washers,  and b a r  g i r l s .  

The impact of t h e  U . S .  f o r c e s  and of t h e  Vietnamese employed i n  t h e  

U.S. s e c t o r  was not t o  b e  i n f l a t i o n a r y  i n  t h e  long run. Th i s  i s  because, 

even tua l ly ,  t h e  d o l l a r s  spen t  by t h e  Departxent of 3cfense  (D93) t o  q b t a i n  t h e i r  

p i a s t e r  requirements  would be  rechanneled i n t o  ircports which, because they 

- were taxed ,  had a  def la t i -onary  e f f e c t  t h a t  more than  o f f s e t  t h e  o r i g i n a l  

i n f l a t i o n z r y  impact. However, t h e  spending t o  i n p o r t  nbsorp t ion  process  

worked wi th  z t h e  l a g  which amounted t o  s i x  months under t h e  b e s t  ~f c i r -  

cunstances,  bu t  which might as w e l l  have been i n f i n i t e  i n  t h e  s p e c i a l  condi- 

t i o n s  of 1965-66. As w i l l  be  seen i n  t h e  .d i scuss ion  of the  p o r t  congestion 



problem of t hose  y e a r s ,  t he  t ime l a g  i n  ques t i on  was g r e a t l y  lengthened 

by t h e  f z c t  t h a t  t h e  P o r t  of Saigon could no t  accommodate t h e  a v a i l a b l e  

A . I . D .  g c o l s ,  l e t  aloile a l l  of t h r  a d d i t i o n a l  goods t h a t  might have been 

f inanced by t h e  a v a i l a b l e  GW-owied fo re ign  eschange. 

m .  The rise i n  t h e  U.S. f o r c e  l e v e l  was, then ,  a lmost  wholly i n f l a t i o n a r y  

dur ing  t h i s  pe r iod .  The i n c r e a s j n g  U. S. s e c t o r  emplopent--both d i r e c t  and 

indirect--t ias less s o ,  o r  less obvious ly  s o ,  s i n c e  t hose  employed were 

s e r v i c e  i n d u s t r i e s  meant a  r e a l  d i v e r s i o n  from prev ious  product ion  of goods 

l a b j ,  ( 
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and s e r v i c e s  f o r  t h e  economy proper .  

producers .  S ince ,  however, t h e i r  product ion cons i s t ed  almost  e n t i r e i y  of 

s e r v i c e s  consumed by t h e  U.S. f o r c e s  themselves,  t h e i r  p r i n c i p a l  econouiic 

e f f e c t  was a s  a p a r t i a l  o f f s e t  t o  t h e  spending of t h e  h e r i c a n  t roops .  

Meanwhile, t h e i r  errployuient a t  bases ,  czmps, and i n  t h e  mu l t i t ude  of U.S. 

The GVS armed f o r c e s  cont inued t o  expand, though sosewhat less r a p i d l y  

i~ /$:~ l  . than  be fo re ,  r i s i n g  from 514,000 a t  t h e  end of 1964 t o  562,009 a t  t h e  end 

of 1966. Xore significant was the rise in civil service enployment, which 
$!i:!;i,.l: 

6 : .  t l l : ~ , ; ; ~ . i i  , ; : , ; ! I /  ,.., 
r o s e  by 76,000 t o  219,000, i nc lud ing  p o l i c e ,  i n  1966. A l toge the r ,  p u b l i c  

I 1  ! 

s e c t o r  ezp loynent ,  n i l i t a r y  and c i v i l ,  r o s e  by some 124,000 du r ing  t h i s  

per iod .  

- 
3. Divers ion  02 Resources Fron Product ion 

.. The s h i f t  of manpoxer r e sou rces  t o  GVX and U.S. s e c t o r  employment was 

acconpanied--and aided--by a movesent of t h e  popula t ion  a s  a whole away 

from i n c r e a s i n g l y  i n s e c u r e  a r e a s  of t h e  coun t rys ide  i n t o  t h e  ci t ies.  

Vie t  S a ~ ' s  popula t ion  was t o  go f r o x  a r a t i o  of about  80 pe rcen t  r u r a l ,  



20 percent  urban i n  1964 t o  one of about  69-40 by t h e  end of  U.S. involve- 

ment. The process  can be seen  a s  i n e v i t a b l e ,  and even d e s i r a b l e ,  i n  t h e  

sense  t h a t  i t  was necessary  t o  provide  t h s  manpower needed by t h e  war 

r e l a t e d  i n d u s t r i e s ,  such a s  cons t ruc t ion  and s t evedor ing ,  b u t  i t  h2d a 

seve re  i n p a c t  on a g r i c u l t u r a l  ou tput .  Between 1964 and 1966, some 200,000 

h e c t a r e s  of rice land  were t o  go ou t  of product ion;  nu tput  would d e c l i n e  

by 800,000 1.R of paddy, o r  16  pe rcen t .  A g r i c u l t u r a l  ou tput  as a  whole 

would d e c l i n e  by a  l i k e  percentage.  

4. The A . I . D .  Response 

A . I . D .  Adminis t ra tor  David B e l l  v i s i t e d  V i e t  Nam t o g e t h e r  w i t h  

S e c r e t a r y  McXamara and t h e  S t a t e  Department 's  Chaircan of t h e  Inter-Agency 

V i e t  Kan Coordinat ing Committee, Michael F o r r e s t a l ,  e a r l y  i n  1964. The 

p r i n c i p a l  r e s u l t  of t h e  miss ion  was t o  persuade t h e  G I 3  t o  adopt  a  

I I . resources"  o r  " fore ign  exchange gap" b s s i s  f o r  e s t i m a t i n g  U.S. a i d  r equ i r e -  

ments. P rev ious ly ,  bo th  l eve l s ,  and com?osition of  &por t  requi rements  were 

c a l c u l a t e d  i n s o f a r  as possibl.e, on t h e  b a s i s  of t h e  p r o j e c t e d  budget d e f i -  

cit. Given the orthodox attitudes of the old line, colonially-trained 

GVN o f f i c i a l s  toward d e f i c i t  spending, i t  was f e l t  t h a t  t h i s  a?proach was 

a l l o v l n g  defense  requirements  t q  go unfunded, there5y  i n h i b i t i n g  t h e  war 

e f f o r t .  Under t h e  nev approach, t h e  GVS was urged t o  i n c r e a s e  i t s  defense 

budget a s  r equ i r ed  t o  suppor t  t h e  war e f f o r t ,  p e r n i t  d e f i c i t  f i nanc ing  t o  

a  / t h e  e x t m t  t a x  revenues and prev ious  CIP coun te rpa r t  generations- d id  no t  

a) Undcr Conmerci;~l f n p o r t  Program (CIP) procedures  an i n ~ o r t e r  va id  f o r  
an i npo r t ed  i tem i n  p i a s t e r s  a t  t h e  p r e v a i l i n g  r a t e  of exchange. Paynent 
was nade t o  a coun te rpa r t  fund 2 t  t h e  Xot iona l  Bank through an i n t e r -  
mediary bank. ?lost of t h e  coun te rpa r f ,  excep t ing  a p o r t i o n  r e t a ined  f o r  
U.S. uses  in -coant ry ,  whs i n  t u r n  t r a n s f e r r e d  t o  t h e  GVN which ap7l ied  
i t  t o  t h e  budget a s  foereign a i d  revenues.  . 



s u f f i c e ,  and l eave  t h e  l e v e l  and ccmposi t ion of imports  t o  market fo rces .  

U.S. a i d  would supply  t h e  f i nanc ing  t o  t h e  e x t e n t  GVW-owned f o r e i g n  ex- 

change r e s e r v e s  were i n s u f f i c i e n t .  

The changeover i n  approach and a t t i t u d e  was no t  accomplished o v e r r i g h t ,  

bu t  a t  l e a s t  t h e  s t a g e  had been set  f o r  t h e  i n c r e a s e  i n  t h e  l e v e l  of U.,S. 
. - 

EsS . - a i d  t h a t  was t o  fo l low.  Faced w i t h  t h e  p rospec t  of runaway i n f l a t i o n  i n  

1965 U.S. econonic p o l i c y  ~ a k e r s  opted f o r  a r i s e  i n  impor t s  s u f f i c i e n t  

'ii. 
i, 
I, . . .  ' I  

t o  hold t h e  i n f l a t i o n  a t  least reasonably  w e l l  wi th in-bounds .  To accomo- 

d a t e  t h e  i n c r e a s e ,  as w e l l  a s  t h e  o t h e r  demsnds be ing  c r e a t e d  by t h e  
. . 

counter insurgency e f f o r t ,  bo th  t h e  o v e r a l l  A.I .D.  a u t h o r i z a t i o n  and t h e  

p o r t i o n  of t h e  a u t h o r i z a t i o n  a l l o c a t e d  t o  t h e  CIP program, more than  t r i ? l e d  

...... ... i n  s i z e  between 1364 and 1966. 

U.S. A.T.D. Author iz2 t ions ,  1964-66 
(C.S. $ mil . l ions)  

C I P  
Food f o r  Peace 
P r o j e c t  and Other  

T o t a l  

P rog re s s  of I n f l a t i o n  

Before a s s e s s i n g  t h e  p r o g r e s s  of i n f l a t i o n  i t  w i l l  b e  u s e f u l  h e r e  

b r i e f l y  t o  review t h e  technique  by which i n f l a t i o n  was commonly measured 

i n  Viet  Xan. 

a. ?lethod of a rz lyz inr :  i n f l a t i o n ;  t h e  monetary gap. The causes  o f '  -- 

t h e  i n f l a t i o n  t h a t  developed dur ing  1565-66 a r e  ea sy  enough t o  i d e n t i f y ;  

very  b r i e f l y  a  huge i n c r e a s e  i n  p u b l i c  expend i tu re s  accoppanied by a d iver -  

sit111 of r e sou rces  from product ion .  But p r e c i s e  measurement of t h e  process  
\ 



proi*ed d i f f i c u l t  f o r  a n a l y s t s  given t h e  unusual  p roces se s  a t  work.and t h e  

inadequecy of t h e  a v a i l a b l e  n a t i o n a l  accounts  d a t a .  To r e s o l v e  t he i - r  d i f -  

f i c u l t i e s ,  economists developed a technique of monetary a n a l y s i s  known a s  

measuring t h e  "gap". The  gap, a s  understood i n  t h i s  c o n t e s t  is t h e  increrise 

m .  i n  noney supply p red i c t ed  t o  t a k e  p b c e  i n  a  given t i m e  pe r iod  i n  t h e  f u t u r e ,  

. -. - o r  which a c t u a l l y  took p l a c e  i n  t h e  pes t .  Gad a n a l y s i s  d i d  n o t  provide a  

;I . 
I , , 1 , : 1  

1:' ,: 

t o  measure. They are t h e  f o r c e s  o p z r a t i n g  t o  expand o r  c o n t r a c t  t h e  money 

d i r e c t  measure of p r i c e  i n f l a t i o n  s i n c e  p r i c e  i n c r e a s e s  seldom corresponded 

t o  i n c r e a s e s  i n  t h e  money supply,  e s p e c i a l l y  i n  t h e  s h o r t  rm. However, 

i t  d i d  provide  a n  e s t i ~ a t e - - o r  a n  ex-post view--of t h e  i n f l a t i o n a r y  f o r c e s  
:, I ,  

1 \ 4 1  I 1 : :  : .  
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supply,  de f ined  a s  d e ~ a n d  d e p o s i t s  and cur rency  i n  c i r c u l a t i o n .  I n  t h c  

t?iiii:Y 1 
Vietnamese con tex t ,  t h e s e  could b e  i den t i f i ed - - in  a  s i m p l i f i e d  way-- a s  

a t  work. 

The b a s i c  e lements  of t h e  gap' equa t ion  are simple,  i f  o f t e n  d i f f i c u l t  

f o l l ows  : 

Expansionary f a c t o r s :  

- GVN expendi tures  - e x p o r t s  
- i n v i s f b l e  expendi tures ,  i nc lud ing  t h e  p i a s t e r  expendi tures  of 

ioreigu governments and t h e i r  t r o o p s  - ~trivatc? c r e d i t  expansion 

Cont rac t ionary  f a c t o r s :  

- GVii t a x  c o l l e c t i o n s ,  i nc lud ing  c u s t o m  
- impor t s  - i n v i s i b l e  imports  - p r i v a t e  s av ings  

b.  I ~ f l a t i o n ,  3964-66.  With t h i s  as background and keeping i n  

mind t h a t  d e c l i n i n g  re21 output  du r ing  t h i s  pe r iod  was a l s o  a f a c t o r ,  t h e  



monetary f a c t o r s  i n  t h e  i n f l a t i o n  of 1965-66 can now b e  assessed :  

B i l l i o n s  of P i a s t e r s  

Expancj on 
GVS budget 
U.S. s e c t o r  expend 
Cred i t  and Other 

T o t a l  

Con t r sc ion  
G\X xcuenues : 13.2 15.5 38.6 

( D o m s t i c  t axes )  (8.1) (9 7) (17.3) 
(Import twes) (5.1) (5.8) (21.3) 

Imports  . 13.8 17 .1  47.3 
Other ' 3.0 5 . 1  9.4 

T o t a l  .30.0 37.7 95.3 

E r r o r s  and o a i s s i c n s  - -2.6 b /  -7.441 . -16.4- 

Money supply i n c r e a s e  JGap) 5 .1  20.2 17.8 
Money Supply Inc .  (x)Z 23% 74% 37% 
Cost cf L iv ing  Inc.  6% 36% 61X 

a )  Ka t iona l  I n s t i t u t e  of S t a t i s t i c s  (NIS) f o r  working class f a m i l i e s .  

b )  Orzing t o  t h e  i n p r e c i s i o n  of t h e  d a t a  and the va ry ing  l e a d  and l a g  
t i n e s  involved,  i t  was seldom p o s s i b l e  t o  a r r i v e  at a p r e c i s e  re- 
c o n c i l i a t i o n  of a l l  of  t h e  f a c t o r s  involved i n  t h e  money supply 
i n c r e a s e .  The " e r r o r s  and o m i s s i ~ n s "  ca t ego ry  was e s p e c i a l l y  
l a r g e  i n  t h e s e  two yea r s :  i n  1965, because t h e  gap technique  had 
a s  yet been little r e f i n e d ;  i n  1966 bccause of e s p e c i a l l y  d i f f i c u l t  
da ta  p r o b l e m  r e l a t i n g  t o  the  deva lua t ion  of t h a t  year .  

Looking f i r s t  a t  t h e  b o t t o a  l i n e s ,  we s e e  t h a t  money supply r o s e  by 

74 pe rcen t  i n  1965. P r i c e  i n f l a t i o n  was a  f a r  n o r e  moderate 35 pe rcen t  

l a r g e l y  beczuse,  f o r  p a r t  of t h e  y e a r  a t  l e a s t ,  t h e r e  s t i l l  e x i s t e d  some 

s l a c k  i n  t h e  economy a s  i t  moved toward f u l l  ewployment. By 1966 r e sou rces .  

were f u l l y  enployed i n  a l l  b u t  t h ? $ r i c t i o n a l  sense, and t h e  i n f l a t i o n a r y  

overhang hsZ i ts e f f e c t .  Money supply; r e s t r a i n e d  by t h e  import  su rge  

combined wi th  t h e  deva lua t ion  i n  June of  t h a t  yea r ,  was h e l d  t o  an i n c r e a s e  



. 
of 37 pcrcsi l t  bu t  p r i c e s  s h o t  up by 61. percent .  It was t o  be  t h e  worst 

i n f l a t i o n  year  of t h e  U.S. involvencnt  u n t i l  1973. 

The p r i n c i p a l  f a c t o r s  i n  t h e  e a r l y  i n f l z t i o n  can be seen from the  

above d a t a .  On t h e  esipenditure s i d e ,  GVX spenhing was i n i t i a l l y  more im-  

e ~ o r t a n t  than U.S. expsndi tures .  I n  1965 t h e  massive e f f o r t  t o  cons t ruc t  

bases  f o r  t h e  t r o o p  was still  i n  t h e  organiz ing  s t a g e ;  a c t u a l  U.S. ex- 

pend i tu rc s  were smal l  u n t i l  1966. Revenue c o l l e c t i o n s  lagged f a r  behind 
I 4 

combined G X  and U.S. spending, crnd t he  percentage i n c r e a s e  i n  revenues lacged 
I 

I 
, . behind t h e  r a t e  of i n f l a t i o n  i t s c l f .  The i n e l a s t i c i t y  of domestic t a x  
1 1  , 
$,,, , i revenues wi th  r e s p e c t  t o  p r i c e  i n f l a t i o n  was caused a t  l e a s t  i n  p a r t  by 

t h e  f a c t  t h a t  most Vietnamese i n d i r e c t  t a x e s  were l e v i e d  on a  s p e c i f i c  as 

opposed t o  an  ad val.orem b a s i s .  It became ev iden t  e a r l y  on t h a t  i f  t a x  

revenues were t o  keep pace wi th  i n f l a t i o n ,  t a x  r a t e s  would have t o  be  

- .  
' f r e q u e n t l y  ad jus t ed .  

I. 

CIP i t s e l f ,  and l a t e r ,  i n  t k e  p o r t  congest ion of 1965-66. 
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6. I n p o r t s ,  1G65-65; Po r t  Cc~ngestion 

Perhzps t h e  most i n t e r e s t i n g  development was t h e  e a r l y  l a g  i n  imports  

no twi ths tanding  t h e  demand i n f l a t i o n  t h a t  w 2 s  t ak ing  p l ace ,  t h e  ready 

nvai1abi l i t .y  of import f i nanc ing  and t h e  conscious e f f o r t  of p o l i c y  makers 

t o  maximize imports .  The explzna t ion  l a y  f i r s t  i n  t h e  mechanics of t h e  

I n  U . S .  d o l l a r  t e r n s ,  pq-txents f o r  i ?po r t s  (which corresponded c lose ly  

.. t o  a c t u a l  a r r i v a l s )  r c s e  from 233 m i l l i o n  i n  1964 t o  572 n i l l i o n  i n  1966. 

These f i g u r e s  lagged f a r  behind t h e  combined A.I.D. and fo re ign  eschange 

a v a i l a b i l i t i e s  f o r  t h e  per iod .  A s  p a r t i a l  w i tnes s  t o  t h i s  po in t ,  G V S  

l loldings of gold and fo re ign  exchange rcye' from $135.7 m i l l i o n  a t  t h e  end 



of 1964 t o  $300,7 m i l l i o n  a t  t h e  end of 1966. 

I n i t i a l l y  Che import l a g  was a ma t t e r  of t h e  normal lead  t ime between 

o rde r ing  and a r r i v a l  of goods under t h e  CIP. Even under normal circun-  

s t ances  i t  took seven t o  n i n e  months f r o 5  t h e  time an i n p o r t e r  placed h i s  

. . 
orde r  i n  Saigon through t h e  paperwork procedures  acd sh ipping  t ime,  t o  

a r r i v z l  i n  Saigon. By t h e  end of 1965, and a l l  through 1966, a jam-up of 

f a c i l i t i e s  i n  t h e  p o r t  of Sa igonwas  adZiilg t o  t h e  problem s o  t h a t  goods 

. I - PL 480 T i t l e  I (Food f o r  Pence) progracs  f o r  t h e  1966 f i s c a l  year  was 
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$542 n i l l i o n .  Inpor t  paynents f o r  ca lendar  yea r  1966 ( s i x  months l a t e r )  

were delayed i n  reaching the  market p l a c e  f o r  months a f t e r  t h e  s h i p s  

c a r r y i n g  them a r r i v e d  i n  Saigon. 

Tile r e s u l t s  a r e  ev ident  i n  a comparison of a u t h o r i z a t i o n  znd import 

payments d a t a  f o r  1966. The c c ~ b i n e d  funds a v a i l a b l e  under. t h e  CIP and 

were $335 m i l l i o n ,  t hus ,  a  bu i ldup  i n  t h e  a i d  p i p e l i n e  of some $200 m i l l i o n  

.I' " "1 
I was zdded t o  t h e  GCY exchmge r e s e r v e  bui ldup  of $128 m i l l i o n  i n  t h e  same 

s t r a t e g y  f o r  counter ing  t h e  i n f l a t i o n .  The d e c i s i o n  was taken  t o  make an 
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e f f o r t  t o  r a i s e  t axes .  Seve ra l  new t a x e s  .were accord ingly  introduced i n  

. 
year .  A s  1966 began, i t  was ev ident  t h a t  import f i nanc ing  a lone  could 

not  s t e n  t h e  i n f l n t i o n  given t h e  o t h e r  f o r c e s  a t  work. 

7. Eonolulu Conference, February 1966; Tax Inc reases  

Top U.S. a d  GYN econoo i s t s  met i n  Honolulu i n  February 1966 t o  map 

Narch vhich  toge the r  were designed t o  r a i s e  a n  a d d i t i o n a l  VN$ 5 b i l l i o n  i n  

annual revenues. Fur ther  i n c r e a s e s  were planned b b t  had t o  b e  pu t  of f  f o r  

p o l i t i c a l  reasons  by Apr i l .  The Buddhist "s t ruggle"  movement was under 

way. 

I 



8. The Devaluation of June 1966 

The devalua t ion  of June 1966 \?..as und.ertaken p r imar i ly  a s  an  a n t i -  

h f l a t i o n  measure, b u t  t h e  need t o  counter  i n f l a t i o n  was n o t  t h e  s o l e  

motivzt ion.  The e f f e c t i v e  r a t e  f o r  i a p o r t s  had been s e t  a t  6 0 : l  s i n c e  

J ~ n u n r y  1, 1962 and i n f l a t i o n  s i n c e  t h a t  t ime had made impor ts  i nc reas ing ly  

cheap r e l a t i v e  t o  domest ica l ly  produced goods and s e r v i c e s .  Together with 

t h e  p o r t  t i e r c p ,  which was c o n t r i b u t i n g  t o  a  s c a r c i t y  of goods i n  t h e  

marker, t hose  impor te rs  kb le  t o  o b t a i n  l i c e n s e s  and g e t  d e l i v e r y  on goods 

were making l a r g e  p r o f i t s .  Indeed, t h e  "windfal l"  p r o f i t s  of impor te rs  

was one of tlic: l ead ing  t o p i c s  of t h e  day i n  econonic c i r c l e s .  From t h e  

s t andpo in t  of equ i ty  a s  w e l l  as f i n a n c e  i t  made sense  t o  b r i n g  those  pro- 

f i t s  i n t o  t h e  T ~ e a s u r y .  

From t h e  econoinic s t andpo in t  t h e r e  appeared by now t o  b e  no o t h e r  way 

. t o  e f f e c t i v e l y  a t t a c k  t h e  inf la t ion .prob1em.  P u b l i c  s e c t o r  expendi tures  

were r i s i n g  s t rong ly ,  t a x  revenues lagging badly ,  an'd d o l l a r  imports  were 

a t  a lower l e v e l  than  d e s i r e d  owing t o  t h e  p o r t  congest ion.  By r a i s i n g  

the piaster take per dollar of imports, import absarption could be in- 

creased  and t h e  gap reduced accord ingly .  To t h e  extent t h a t  t h e  p r i c e s  of 

i zpo r t cd  goods t h e r e t o f o r e  had c o t  been a ma t t e r  of "windfall" p r o f i t s ,  

p r i c e s  would r i s e  under t h e  h i t i a l  i n p a c t  of deva lua t ion  bu t  t h i s  e f f e c t  

wculd be teril$orary and, hopefu l ly ,  of l i m i t e d  e x t e n t .  

The devalua t ion  was announced on June 18,  1966. It changed t h e  e f fec-  

t i v e  r a t e  f o r  nos t  t r a n s a c t i o n s  fro:o 60 t o  118 p i a s t e r s  pe r  d o l l a r .  This  

amounted t o  a  p i a s t e r  deva lua t ion  of 49 pe rcen t ,  bu t  involved a  97 percent  

i n c r e a s e  i n  t h e  c o s t  of f o r e l g n  excllangi.. The accorkodat ion r a t e  f o r  t he  



personal  purchases of t h c  U.S. t r oops  which had been moved t o  118 i n  

September 1965, tena ined  z t  t h a t  l c v e l .  The r a t e  f o r  U.S. o f f i c i a l  pur- 

chases  of p i a s t e r s ,  which had been c?~angcd t o  73.5:l i n  June 1965 was 

uoved only  t o  e0: l .  Fron t h a t  po in t  u n t i l  October 1967 when t h e  o f f i c i a l  

purchase r a t e  was changed t o  118:1, t h e  U.S. government was t h u s  r ece iv ing  

an unfavorable  r a t e ,  r e s u l t i n g  i n  a d d i t i o n a l  d o l l a r  revenues t o  t h e  GVX. 

There were o t h e r  m a s n r e s  taken a t  t h e  sane  t ime a s  t h e  June 18  

devalua t ion :  

1. l a p o r t  l i c e n s i n g  was f r e e d  from a l l  r e s t r i c t i o n s  and bo th  the  

G\?i 2nd U.S. governnents dec l a red  t h a t  l a r g e  amounts of f o r e i g n  exchange 

were a v a i l a b l e  t o  meet demand. 

2. I ~ p o r t  l i c e n s i n g  a p p l i c a t i o n s  pend.Lng were a l l  approved and 

pens l t ies .  placed a g a i n s t  withdraving of a p p l i c a t i o n s .  

3. The import i n d u s t r y  i t s e l f ,  which had been c losed  t o  new en- . 

t r a n t s  was opened, and more than  100 new f i rms  were admit ted over  t h e  next  

s e v e r a l  months. 

4. GVN c i v i l  and mil i tary personnel received a wage increase 

averaging about 27 percent .  t 

5 .  k subs idy  was pl.aced on imported r i c e  t o  hold i ts  p r i c e  a t  t he  

prc-devaluat icc l e v e l ;  i n  e f f e c t ,  esern2ting i t  from devlaua t ion .  

6. Custc=s d u t i e s  were not  increased .  They were reconputed t o  a 

base of 80 : l  i n  such a  way t h a t  t h e  p i a s t e r  amounts pe r  d o l l a r  of imports 

were l e f t  unchmged. Because of t h i s  t h e  average e f f e c t i v e  c o s t  of in-  

p c r t s  (custoxs inc luded)  was about  70  percent  a s  opposed. to t h e  97 percent  

i nc rease  i n  the.exchange c o s t  a lons .  



goa l  of 

doubled 

pe rcen t  
: ' I  

E f f e c t s  of t h e  1966 Devaluation . 

a.  On i n f l a t i d n .  The deva lua t ion  was s u c c e s s f u l  i n  i ts  pr inary  

r a i s i n g  import abso rp t ion .  An IFlF s tudy  done a t  t h e  t i n e  showed 

t h e  absence of deva lua t ion  money supply would app rox ina t e ly  have , 

i n  1946 whereas i n  f a c t  i t  r o s e  by 37 percent .  

o t h e r  counts  t h e  v e r d i c t  i s  less c l e a r  c u t .  P r i c e s  r o s e  by 33 

from t h e  end of 1.iay t o  t h e  end of J u l y ,  t hen  s t a b i l i z e d  and r c s s  

fou r  pe rcen t  from ?lay t o  t h e  end of t h e  yea r .  I n  e a r l y  1967 a  
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May 1967 of 17 pe rcen t .  

by on ly  

new wave of i n f l a t i o n  began and by August 1967 p r i c e s  were 35 p e r c e n t  

. h ighe r  t h a n  a  y e a r  e z r l i e r .  Th i s  i n c r e a s e ,  i n  t u r n ,  coapared w i t h  a n  in-  

c r e a s e  i n  money supply du r ing  t h e  -twelve months from end-?fay 1966 t o  end- 

From t h e  foregoing  e v e s t s  t h e r e  i s  reason  t o  b e l i e v e  t h a t  t h e  psych- 

o l o g i c a l  shock a r i s i n g  from t h e  s t e e p n e s s  of t h e  d e v a l u a t i o n  w a s  such a s  

t o  d i s l o d g e  hoarded cash ,  r e s u l t i n g  i n  a  p r i c e  i n f l a t i o n  consi. t lerally i n  

excess  of t h e  monetary i nc rease .  Qu i t e  p o s s i b l y  t h e  deva lua t ion  was t o o  

s t e e p  f o r  a one t i m e  deva lua t ion .  The more appropr ia te .  judgment m a y  be 

t h a t  i t  ccne t o o  l a t e ;  be ing  t o o  l a t e  i t  --- had t o  b e  s t e e p .  

b .  On i m c r t  l i c e n s i n g .  One c l e a r l y  unfavorab le  consequence of 

t h2  ~ e a s u r e s  was t h e  su rge  of i c ? o r t  l i c e n s i n g  t h a t  ensued, a  r e s u l t  of t h e  

a c t i o n  taksn  t o  f r e e  up t h e  i c p o r t  t r a d e .  ' T o t a l  l i c e n s i n g  i n  J u l y ,  Augast, 

and September was $246 m i l l i o n  c o ~ p a r e d  t o  $133 m i l l i o n  i n  t h e  f i r s t  quar- 

t e r .  Re laxa t ion  of i n p o r t  r e s t r i c t i o n s  was needed t o  encourage competi t ion 

i n  t h e  i n p o r t  t r a d c  bu t  cca ing  a s  i t  d i d  a t  a t i m e  of a c u t e  p o r t  congest ion 

t h e  e f f e c t  was a  worsening of t l l a t  s i t u a t ' i o n .  By t h e  end of J u l y  1,000 
i 



barges  i n  t h e  Saigon r i v e r  were be ing  used a s  warehouses wh i l e  t h e  ware- 

houses ther!selves wc-re s o  ja~nrned t h a t  goods could s c a r c e l y  be  l oca t ed .  

c. On f o r c A n  exchange r e s e r v e s .  The embarrasing rise i n  GVN 

f o r e i g n  exchange rk se rves  t o  $390.7 m i l l i o n  a t  t h e  end of  1966 was a t t r i -  

bu t ab l e  i n  p a r t  t o  t h e  p a r t  t i e -up-and  consequent i n a b i l i t y  of impor te rs  

t o  u t i l i z e  a l l  of t h e  f o r e i g n  exchenge a v a i l a b l e  t o  them, bu t  was helped 

, a  : 1' a long  by  t h e  d e c i s i o n  t o  peg t h e  o f f i c i a l  purchase r a t e  a t  80 : l  a t  t h e  

t i m e  of t h2  deva lua t ion .  The s i t u a t i o n  was f i n a l l y  remedied i n  October 

1967 when t h e  r a t e  was a l i g n e d  e i t h  t h e  rc.n~ainder of  t h e  exchange r a t e  

s t r u c t u r e  a t  118: l .  

10. MACV Es1)enditure Cont ro l  Progran 

The f i n a l  a n t i - i n f l a t i o n  rceasure t o  t a k e  p l a c e  i n  1966 was t h e  imple- 

mentat ion of t h e  XACV expendi ture  c o n t r o l  program. Both t h e  pe r sona l  

expendi tures  of t h e  t roops  and expend i tu re s  f o r  s a l a r i e s  of  l o c a l  employees, 

r e n t s ,  etc.  had been r i s i n g  sha rp ly ,  and w i t h  t h e  f o r c e  l e v e l  s t i l l  ex- 

panding they  were a m a t t e r  of s e r i o u s  concern from an  i n f l a t i o n  s t andpo in t .  

O f  c o u r s e ,  t h e s e  saxw e x p e n d i t u r e s  brought d o l l a r s  t o  the GVX, and f u t u r e  

econox i s t s  i n  P i e t  Yam would look back near  d i s b e l i e f  t o  a  time when 

a d o l l a r  in f low,  f o r  vha t evc r  ?vrpose, was discouraged.  I n  Sooezher,  

- - 1966, t h e  U.S. X i s s ion  began s e t t i n g  expendi ture  c e i l i n g s ,  o f f i c i a l  and 

pe r sona l ,  agency by agency. Pe r sona l  sper.dir?g on t h e  econony was discour-  

.. aged by an  ex t ens ive  program inc lud ing  an a d v e r t i s i n g  campaign t o  inform 

t h e  G . 1 . s  of t h e  consequences of overspending ("Don't h u r t  them more"), 

h igh  i n t e r e s t  sav ings  accounts ,  ou t  of country R&R t r i p s ,  and an expanded 

PX systen. Through such dev ices ,  pe r  c a p i t a  spending of  t h e  t roops  was 
( 



t, 
c u t  from a peak of $30 a month t o  around $10 a  month i n  1966. The prograa 

was t o  c o n t r i b u t e  g r e a t l y  t o  t h e  r e l a t i v e  s t a b i l i t y  i n  1967. 

11. I n f l a t i o n  i n  1967: t h e  Rice P r i c e  

As mentioned above, r h e r e  was n considerab1.e su rge  of p r i c e s  e a r l y  

i n  1967, perhaps a t t r i b u t ~ b l e  t o  psychologica l  f a c t o r s  stemming from tire 

1966 deva lua t ion ,  b u t  t h i s  had run  its course  by around mid-year. The p o r t  

congestfon had q u i t e  suddenly eased and goods were moving i n t o  commercial 

channels  a t  l a s t .  The r a t e  of i n f l a t i o n  f o r  t h e  f u l l . y e a r  1967 was 34 

pe rcen t ,  b u t  most of t h e  i n c r e a s e  occurred i n  t h e  f i r s t  ha1.f of t h e  year .  

The i n c r e a s e  i n  t h e  f o u r t h  q u a r t e r  was b a r e l y  one pzrcent .  Apart  from 

o v e r a l l  p r i c e  mowments, a  development of p a r t i c u l a r  i n t e r e s t  took  p l a c e  

i n  t h e  p r i c e  of r i c e .  

Rice  had been subs id i zed  - n o t  allowed t o  rise i n  p r i c e  - a t  t h e  t i n e  

of t h e  15166 devlaua t ion .  I n  1967 PL 480 T i t l e  1 r i c e  impor t s  h i t  a  r eco rd  

h igh  750,000 E1T and t h e  p r i c e  of imported r i c e  doninnted t h e  domest ic  r i c e  

t o  grow r i c e ,  znd perhaps s l s o  t h e  p a c i f i c a t i o n  program. 
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- The i s s u e  was s e t t l e d  i n  Xzrch 1967 wi th  a  20 t o  25 p i a s t e r  p e r  k i l o  

market.  T h i s  was a  s i t u a t i o n  of which GVN o f f i c i a l s  g e n e r a l l y  approved, 

concerned a s  they  were wi th  t h e  p o l i t i c a l  h p l i c a t i o n s  of h ighe r  r i c e  

i n c r e a s e  i n  t h e  wholesa le  p r i c e  of mediun g r a i n  r i c e  i n  Saigon. Contrary 
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p r i c e s .  U.S. p l anne r s ,  however, were i n c r e a s i n g l y  concerned t h z t  t h e  low 
I!.:'. ;i;j{;;;il 

,l!l!:l p r i c e  of domestic r i c e  was adve r se ly  a f f e c t i n g  farm incomes, t h e  i n c e n t i v e  

t o  sone p r e d i c t i o n s ,  t h e r e  were v i r t u a l l y  no p o l i t i c a l  r epe rcus s ions .  

D. Product ion and 1ncon:es 1965-67 

The l a r g e  scale  d i v e r s i o n  of r e sou rces  i n  suppor t  of t h e  war e f f o r t  



has a l r e a d y  been d iscussed  a s  one of t h e  p r i n c i p a l  f a c t o r s  i n  t h e  h igh  

l e v e l  i n f l a t i o n  'of 1965-66. I n  t h i s  s e c t i o n  we w i l l  t a k e  a  c l o s e r  look  

a t  t h e  product ion  changes involved and t h e i r  impact i n  terms of i n d i v i d u a l  

incomes. 

1. Dones t ic  product ion  

X g r i c u l t u r t  was t h e  s e c t o r  h a r d e s t  h i t  by t h e  d i v e r s i o n  of manpower 

r e sou rces  t o  U.S. and GVN s e c t o r  enpleyment and t h i s  s e c t o r  a l s o  s u f f e r e d  

adve r se  e f f e c t s  from t h e  widespread f i g h t i n g .  I n d u s t r i a l  p roduct ion  

gained throughout . 
a.  Rice.  The 1966-67 c rop  yea r  was t h e  low p o i n t  i n  r i c e  pro- 

duc t ion  du r ing  t h e  1960s. Between. 1964 and 1966 some 300,000 h e c t a r e s  of 

r i c e  l and  went ou t  of p roduct ion  and product ion  i t s e l f  dec l ined  by 830,000 

XT of paddy. However, t h e  hec t a r age  under c u l t i v a t i o n  h e l d  s t e a d y  dur ing  

1967 and product ion  i n  t h e  1967-68 c rop  yea r  r o s e  by 350,000 MT (8 pe rcen t ) .  

Though l i t t l e  remarked a t  t h e  t ime ,  1967 saw t h e  s t a r t  of t h e  f i r s t  

p i l o t  p r o j e c t  t o  produce IR-8, t h e  s o  c a l l e d  "miracle  rice" t h a t  was b e f o r e  

long  t o  r e v o l u t i o n i z e  r ice farming i n  V i e t  'Nam as i n  o t h e r  developing coun- 

trj es. 

b. Other  agri-culture.  Xost o t h e r  a g r i c u l t u r e  c rops  d i d  poorly 

dur ing  1964-67. R e f l e c t i n g  deve1op:xnts i n  r i c e ,  t h e  ITIS index  of a g r i -  

c u l t u r a l  p roduct ion  dec l ined  by 16.5 percent  du r ing  1964-66, then  r o s e  by 

4.6 pe rcen t  i n  1967, t h e  o v e r a l l  1964-67 d e c l i n e  be ing  one of 13 .percent .  

Rubber produc t i o a ,  h e a v i l y  h i t  by t h e  f i g h t i n g   and'^'^ t a x a t i o n  and s u b j e c t  

t o  an  i n c r e a s i n g l y  unfavorab le  exchange r a t e ,  dec l ined  by over  40 percent .  

Sugar product ion ,  a  d i r e c t  v i c t i m  of t h e  h o s t i l i t i e s  once cane f i e l d s  were 

discovered t o  provide  e x c e l l e n t  cover fbr t h e  V i c t  Cong, f e l l  by 27 percent .  
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The one r e a l  success  s t o r y  i n  a g r i c u l t u r e  was vege t ab l e  product ion  which, 

s t imu la t ed  by U.S. t roop  demand, r o s e  by 78 percent  du r ing  t h i s  per iod.  

Kot included i n  t h e  XIS a g r i c u l t u r a l  index were pork, f i s h ,  and t i m -  

ber .  Pork product ion ,  bene f i t t i ng ,  from t h e  growing p u l ~ l i c  demand f o r  pro- 

t e i n  foods,  r o s e  du r ing  1964-67 by f i v e  percent .  The f i s h  c a t c h  he ld  i ts  

own and timber product ion dec l ined  by 27 percent .  

c .  Indus t ry .  I n d u s t r i a l  product ion,  a lmost  unaf fec ted  by t h e  

f i g h t i n g  2nd b e n e f i t i n g  d i r e c t l y  from t h e  import p r o g r a ,  r o s e  by 44 per- - 
c e n t  du r ing  1964-67. F o o d s t ~ ~ f f s ,  beverages,  and tobacco, which t o g e t h e r  

accounted f o r  73 percent  of  t h e  index  weight ,  increased  t h e i r  combined pro- 

duc t ion  by 5 1  percent .  T e x t i l e  p roduct ion  r o s e  on ly  e i g h t  pe rcen t ,  i ts  

growth be ing  hampered by imports  of  f i n i s h e d  t e x t i l e s  from Fa r  Eas t e rn  

sources .  Lesser  i n d u s t r i e s  doing b e t t e r  than average  were: i r o n  and 

s t e e l ,  up 67 p s r c e n t ;  e l e c t r i c a l  equipment, 210 pe rcen t ;  and p l a s t i c  

a r t i c l e s ,  233 percent .  

2. Goods A v a i l a h l i i t y  . 

The i n c r e a s e  i n  manufacturing product ion  du r ing  1964-67 was more than  

enough, i n  va lue  tercs, t o  o f f s c t  t h e  d e c l i n e  i n  a g r i c u l t u r a l  ou tput .  

Taking t h e  i n d i c e s  f o r  i n d u s t r i a l  and agric;l t u r a l  ou tpu t  above, pro- 
w 

duct ion  increased  by about f i v e  percent .  Douglas Dacy, i n  h i s  s t udy  f o r  

t h e  I n s t i t u t e  of Defense Analys i s ,  " A v a i l a b i l i t y  of Goods i n  South Vie t  

Sam from 1964 Through 1967," took t h e  m a t t e r  a few s t e p s  f u r t h e r  t o  o b t a i n  

a concept of t o t a l  goods i w a i l a b i l i t y .  By f ac to r in l :  i n  c e r t a i n  produc- 

t i o n  n o t  included i n  t h e  a v a i l a b l e  i n d i c e s ,  i .e .  t i n b c r ,  pork,  and f i s h ,  

and adding inlports not d e s t i n e d  f o r  t!w .~ rGduc t ion  Drocess (::merally 

-spea'King, consumer goods and P.L. 439 foods tu f f s9 ,  he  c a l c u l a t e d  t h a t  t h e  



o v e r a l l  a v a ' i l n b i l i t y  of goods r o s e  d u r i n g  t h i s  per iod  by some 21 percent .  

Dacy's s u m a r y ,  by s e c t o r ,  i s  a s  fol lows:  

Percent  Inc rease  i t 1  Goods 
~ v a i l a b i l i t v ,  1964-67 

1. A g r i c u l t u r e  ( i n c l .  
pork, f i s h  znd t imber)  3 

2. I n d u s t r y  4 5 
3. Imports - 101  

T o t a l  - 2 1 

Of cou r se ,  t h e  i n f l u e n c e  of i r q o r t s  on goods a v a i l a b j l j t y  was no re  

t han  t h i s  summary a l o n e  would sugges t ,  s i n c e  t h e  45 pe rcen t  i n c r e a s e  i n  

manufactur ing product ion  would n o t  have been achieved wi thout  imported raw 

m a t e r i a l s  and c a p i t a l .  goods. 

3. Nat iona l  Accounts 

?he "goods a v a i l a b i l i t y w  concept  probably'  g i v e s  a  n o r e  meaningful  

p i c t u r e  0.f t h e  e x t e n t  of n a t i o n a l  well-being than  t h e  nation:]] accounts ,  

and n o t  nt-rely because o f  t h e  n o t o r i o u s  u n r e l i a b i l i t y  of Vfet  Nan's 

n a t i o n a l  account  s t a t i s t i c s .  Yet t h e  n a t i o n a l  accounts  do need t o  b e  con- 

s i d e r e d  s i n c e  t hey  a t t empt ,  a t  l e a s t ,  t o  measure t o t a l  p roduct ion  of  goods 

and s e r v i c e s ,  and they can i n d i c e t e  t h e  nagn i tude  of s h i f t s  i n  t h e  f a c t o r s  

of product ion.  

Real g r o s s  n a t i o n a l  product  i s  e s t i n a t e d  t o  have r i s e n  by 1 2  percent  

dur ing  1964-67. ?:et domestic product  (GSP less d e p r e c i a t i o n  and i n d i r e c t  

t ;~xcs p l u s  s u b s i d i e s )  r o s e  by 16.3 p e r c i n t .  T h i s  f i g u r e  h a s  t o  b e  qua l i -  

f i e d  r i g h t  away by p o i n t i n g  ou t  t h a t  t h e  government s e c t o r  accounted f o r  

38 pe rcen t  of t h e  i n c r e a s e  and t h a t  most of t h e  government s e c t o r  i nc rease ,  

i n  t u r n ,  cons i s t ed  of wages and s a l a r i e s  pnid t o  add i t i o r i a l  employees. To 

t h e  e x t e n t  t h e  a d d i t i o n a l  enployecs were ' rn i l i t a ry  personnel ,  no th ing  was 
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added t o  the  n a t i o a a l  weal th (oile could make a case  t h a t  noth ing  was added 

t o  t h e  na t iona l .wea l th .by  adding c i v i l  s e r v a n t s  e i t h e r ,  bu t  c i v i l  s e rvan t s  

i n  theory a t  l e a s t  provide s e r v i c e s ) .  Floreover, t h e  government s e c t o r  

could be seen a s  even more s i g n i f i c a n t  i f  i t s  con t r ibu t ion  t o  t h e  s e r v i c e s  

s e c t o r  could be determined. Withal ,  t h e  p r i v a t e  s e c t o r ,  ne t  of government 

a c t i v i t y  as near  as i t  can be determined, i s  es t imated  by Dacy t o  have 

grown by 12.8 percent  dur ing  1964-67:' n s i g n i f i c a n t  achievement under 

t h e  circumstances. 

. A s  a l r eady  suggested i n  the  s e c t i o n  on goods a v a i l a b i l i t y ,  such growth 

a s  occurred was l a r g e l y  a t t r i b u t a b l e  t o  imports,  which by 1967 were equal  

t o  about 40 percent  of GNP. The government s e c t o r ,  meanwhile, accounted 

f o r  23.7 percent  of n e t  domestic product ,  which compares wi th  21.3 per- 

cen t  i n  1964, and a  l e s s  developed country average f o r  t h i s  i n d i c a t o r  of 

about 1.3 percent .  Kei ther  i n d i c a t o r  - t h e  predominance of imports  o r  of 

t h e  government's s h a r e  of t h e  output  of goods and s e r v i c e s  - was a good 

s i g n  f o r  t h e  long-term h e a l t h  of t h e  economy. 

4.  Income D i s t r i b u t i o n  

There is  l i t t l e  ques t ion  t h a t  a s  a  gene ra l  p ropos i t ion  people i n  

1967 were b e t t e r  o f f  i n  t e r n s  of t h e  m a t e r i a l  t h i n g s  of l i f e  than they 

were i n  1964. It shmed  not  merely i n  such economic i n d i c a t o r s  zs  those  

d iscussed  above, but  was obvious t o  n o s t  observers  i n  terms of v i s i b l e  

p rospe r i ty :  i .e.  c o t o r b i k e s ,  TV s e t s ,  t r a n s i s t o r  r a d i o s ,  e t c .  The 

ma t t e r  was no t  one of r a p i d l y  r i s i n g  per  c a p i t a  i n b m e  o r  consumption, 

because wage r a t e s  d i d  not  i n  f a c t  r i s e  by very  ~ u c h ,  but  r a t h e r  one of 

expanding employment. By 1967 v i r t u a l l y  anyone who wanted t o  could f ind  

a )  Douglas Dacy, "The Kartime Economy of S. Vietnan.". 



a job. Many were moonlight ing t o  ho ld  two o r  more jobs ,  and f a m i l i e s  

were l i s t i n g  more of t h e i r  m2mbers w i th  one o r  more jobs.  Fami l ies ,  i n  

e f f e c t ,  were pool ing  t h e i r  incomes t o  o b t a i n  t!le goods t h a t  were i n c r e a s i n g l y  

v i s i b l e  t o  t h e  observer .  
I 

Mission economists spent  a good d e ~ l  of c f fnrr  i n  t r y i n g  t o  determine 

which groups were b e n e f i t i n g  most i n  t h e  economic s e t t i n g  of t h e  1960's .  

Ce r t a in  t h i n ~ s  v e r e  c l e a r .  Government employees f a r e d  poor ly ,  a t  l e a s t  

f r o n  1964 on, a s  p u b l i c  s e c t o r  wages were he ld  down i n  t h e  e f f o r t  t o  con- 

t r o l  i n f l a t i o n .  According t o  one Mission s tudy ,  r e a l  wages of GVN employees 

dec l ined  by from 52 t o  55 pe rcen t , .  deptlnding on job ca tegory  and m a r i t n l  

s t a t u s ,  between t h e  end of  1964 and t h e  end of 1967. C e r t a i n l y ,  then ,  

they  were n o t  p rospe r ing  (al though,  t o  be  s u r e ,  t h e y  undoubtedly were 

aaong . those  moonlight ing,  t h e r e f o r e  s t i l l  a b l e  t o  a f f o r d  some of t h e  

a foremmtioned  l u x e r i e s ) .  

The income s p l i t  a s  between r u r a l  and 'urban dwe l l e r s ,  was less c l e a r .  

Those ga in ing  t h e  most were t h e  merchant c l a s s e s ,  e s p e c i a l l y  t hose  i n  a 

p o s i t i o n  t o  t a k e  advantage of t h e  "windfal l"  p r o f i t s  t o  b e  found in i m -  

po r t i ng .  The farmer,  except  f o r  t hose  d i r e c t l y  a f f e c t e d  by t h e  h o s t i l -  

i t ies,  appears  t o  have he1.d h i s  own du r ing  t h i s  per iod .  ?rospcri . ty  czme 

t o  t h e  urban d:.:ellers f i r s t ,  bu t  by 1967 t h e  r u r a l  dwe l l e r s  had probably 

caught  up. - 
C. Imports ,  1965-67 

1. Volu~r,e of I n p o r t s  

Imports  roughly t r i p l e d  i n  volume from 1964 t o  1967 and cane t o  

account for about  40 percent .  o£ Vie t  :Jan's GNP. The breakdown by ca tegory  



GVX 

Commrcial  Ixlports, 1964-67 
(U; S. $ Mil l ions ,  Payments Bas is )  

CIP 

P.L. 480 

TOTAL 233 288 572 6 35 

* Paynents f o r  f r e i g h t  on A.1.D.-financed goods. 

It should be noted t h a t  t h e  d a t a  above cover  c o m e r c i a l  impor ts  

only,  1.e.  those  pa id  f o r  by p r i v a t e  i c p o r t e r s .  The a d d i t i o n  of imports  

under A . I . D . ' s  P r o j e c t  and PL 480 T i t l e  I1 (mafnly r e l i e f  shipments of 

-1 Toods tuf fs )  programs would b r i n g  t h e  1967 t o t z l  c l o s e  t o  $800 mi l l ion .=  

I n  a d d i t i o n ,  probably $190-200 m i l l i o n  of goods en te red  t h e  country 

i l l e g a l l y  through one o r  another  b lack  market channel.  

2 .  C o x m s i t i o n  of Ir.;>orts; C I P  

The composition of imports  spanned n wide range from consumer g o ~ d s  

through cap i  t e l  goods and raw n a t e r i a l s .  I n  gene ra l ,  t h e  CIP ?rovidcd 

c a p i t a l  goods and raw rr .e ter ia ls ,  wh i l e  l e s s  e s s e r t i a l  goods were imported 

a/ I t  h s s  bccn decided,  f o r  t h e  purposes of t h i s  paper t o  cons ider  i n p o r t s  - 
i n  terms of cornnercizl i npor t  p a p e n t s  only.  The reason  f o r  t h i s  i s  . 

t i ~ o f c l d :  (1) Data on i n p o r t  a r r i v a l s  were extremely inaccura te .  This  
inaccusacy appl ied  bc th  t o  t he  i n p o r t s  t h a t  were included unde r ' t he  
paynents cDilcc?t - i . c .  r i c e ' w a s  never  f u l l y  accounted f o r  - and pro- 
j ec t  a s s i s t z n c e  f o r  which a l l  da t a  were guess t imates ;  (2) Comerc i a1  
i q o r t s  h2d t h e  co re  s i g n i f i c a n t  ecnnocic inpzc t .  S ince  p r o j e c t  
i n p o r t s  wc?rc not  m i d  f o r ,  t l ~ q  wcSrc- liot a f a c t o r  i n  a monetary sense ;  
they affer- ted t h e  econoxy i n  v a r y i n g ' i n d i r e c t  ways. 



with  GVX exchange. The CIP, which is described i n  d e t a i l  i n  a  s e p a r a t e  

s e c t i o n ,  opera ted  on t h e  b a s i s  of a  "Pos i t i ve  L i s t "  of goods e l i g i b l e  f o r  

f inanc ing  under U.S. a i d .  U n t i l  1971 t h e  P o s i t i v e  L i s t  would b e  exc lus ive  

i n  t h e  sense t h a t  goods l i s t e d  thereon could be imported only  through t h e  

CIP. An i x p o r t c r  could,  however, o b t a i n  a  waiver t o  import w i t h  GVN- 

owned exchange i n  c a s e s  where he could not  l o c a t e  a  U.S. s u p p l i e r  f o r  a  

P o s i t i v e  L i s t  product .  One e f f e c t  of t h e  P o s i t i v e  L i s t  technique was t o  

i n c r e a s e  t h e  e f f e c t i v e  c o s t  of t h e  goods t o  t h e  Vietnamese s i n c e  t h e  U.S., 

by and l a r g e ,  could no t  compete on p r i c e  wi th  o t h e r  s u p p l i e r s ,  no t ab ly  

those from Japan and Taiwan, e s p e c i a l l y  when r e l a t i v e  sh ipping  c o s t s  

were taken i n t o  accoun:. Th i s  was t o  become kn i s s u e  l a t e r  on when sources  

of e x t e r n a l  f i nanc ing  began t o  be squeezed. 

The b i g  i n c r e a s e  i n  consuoer gcods imports  dur ing  t h i s  per iod  i s  

i l l u s t r a t e d  i n  p a r t  by t h e  fol1.owing: rice went from ze ro  i n  1964 t o  

750,000 tons  ($135.5 n i l l i o n )  i n  1967; f a b r i c  i n q o r t s ,  from $6.6 m i l l i o n  

t o  $49.3 n i . l l i o c ;  ?Iotorcycles,  from $3.6 m i l l i o n  t o  $42.1 m i l l i o n ;  artd 

POL (about h z l f  of which was p ro7c r ly  considered a consumer impor t ) ,  

f r o 3  $18.4 n i l l i o n  t o  $29 m i l l i o n .  These f i g u r e s  underlay t h e  p r o s p e r i t y  

t h a t  had begun t o  be  ev ident  by t h e  end of 1.967. 

Of a l l  t h e  e c o ~ o z i c  i s s u e s  t h a t  a n a l y s t s  were' t o  focus  on i n  l a t e r  

years ,  probably none h a s  generated n o r e  i n t e r e s t  than  t h e  d e c i s i o n  taken 

i n  1964-65 t o  u t i l i z e  i n p o r t s  a s  t h e  p r i n c i p a l  an t ' i - in f la t ionary  t o o l .  

The p ros  and cons of t h e  debate  a r e  b a s i c a l l y  these :  



Pro : -- 

(1.) I n f l a t i o n  h2d t o  be  he ld  under reasonable  r e s t r a i n t .  Given 

t h e  d e l i c a t e  p o l i t i c a l  c l ima te  of 1964-65, an i n f l a t i o n  r a t e  of Indonesian 

p ropor t i ons ,  s ay  s e v e r a l  hundred pe-rcent a  yea r ,  simply could n o t  b e  

a f forded .  And U.S. economists were q u i t e  convinced t h a t  an i n f l a t i o n  of 

t h i s  magnitude was i n  s t o r e .  
e 

(2) The l o s s  of p roduct ion  r e s u l t i n g  from t h e  t r a n s f e r  of r e sou rces  

t o  t h e  war e f f o r t  would have t o  be made up. C e r t a i n l y  t h i s  app l i ed  t o  t h e  

f o o d s t u f f s ,  e s p e c i a l l y  r i c e ,  which would b e  r e a d i l y  a v a i l a b l e  under PL 480, 

bu t  a l s o  t o  b a s i c  product ion  which would founder  wi thout  l a rge - sca l e  raw 

m a t e r i a l  imports .  Mass urban unemyloynent, z s  w e l l  a s  runaway i n f l a t i o n ,  

hed t o  be ave r t ed .  

(3) There was no o t h e r  way. The Vietnamese t a x  system, an a r c h a i c ,  

poor ly  a d n i n i s t e r e d  i n h e r i t a n c e  from t h e  fo.rmer French regime, simply 

could n o t  b e  geared up t o  t h e  t a x  revenues needed, even i f  d r a s t i -  

c a l l y  h igher  t a x  revenues were deemed f e a s i b l e  on p o l i t i c a l  grounds. 

Pioreover, t h e  t a x  system was based t o  a  large e x t e n t  on imports .  O f  t h e  

d o n e s t i c  t axes ,  a predominant s h a r e  were l e v i e d  on a  s p e c i f i c ,  r a t h e r  than  

an  ad valorem b a s i s ,  s o  t h a t  t k y  d i d  n o t  respond a u t o x i t i c a l l y  t o  i n f l a t i o n .  

Con :- - 
(1) Taxes c fu ld  have been r a i s e d .  A t  l e a s t ,  t h e  e f f o r t  should 

have been made. I n  f a c t ,  t h e  f i r s t  meaningful e f f o r t  t o  r a i s e  t a x e s  v a s  

no t  made u n t i l  1966. 

(2) The eschange r a t e .  could haue been u s e d , t o  i n c r e a s e  import 

abso rp t ion  nuch e a r l i e r  and more f r e q u e n t l y  t h a n  i t  was. 



( 3 )  The p r i c e  paid f o r  t he  r e s u l t  achieved - nodera t e  success  i n  

c o n t r o l l i n g  i n f l n t i o n  - was too  high i n  terms o f :  

a.  D a ~ a g e  done t o  rhc  count ry ' s  b a s i c  economic s t ruc ture ' .  

There is no ques t ion  t h a t  conpe t i t i on  from competing i r k p o r t s  - subsidized 

imports i n s o f a r  as t h e  p i a s t e r  was overvalued - aborted development i n '  

-. .. . many a r e a s  of botll i n d u s t r y  2nd a g r i c u l t u r e ,  a po in t  t h a t  cams inc reas ing ly  

t o  be recognized i n  t h e  1970's. Export development was discouraged i n  s o  
. . 

, . :I , . 
1 . l , ! , , V !  
,qi ;io!; 

! ~ ~ ~ ; ~ ;  ; I :  
f a r  a s  i t  had n o t  a l r eady  been completely discouraged'by t h e  overvalued 

, ... l] j:, i 

exchacge r a t e .  E u t  then,  t h e  h igh  import po l i cy  i t s e l f  encouraged an  

overvalued exchange r a t e .  

b. Dariage done t o  s o c i a l  and  a e s t h e t i c  s e n s i b i l i t i e s ,  and per- 

haps t h e  f i g h t i n g  s p i r i t  of t h e  South Vietnamese people, by t h e  widespread 

presence of luxury goods i n  a poor country a t  war. The coun t ry ' s  subse- 

- q u e n t  l a s s  of  support  i n  t h e  U.S. may have owed much t o  t h e  quick impres- 

s i o n s  of t h e  "Hocda econo~y"  gained by v i s i t i n g  j o u r n a l i s t s  and Congressmen. 

Ons might develop a middle-ground between these  two p o s i t i o n s .  I n  

r e t r o s p e c t ,  i t  does seem t h s t  t h e r e  could have been more e f f o r t  on taxes ,  

j : : : :T;: : :  
and exchange r a t e  po l i cy  throughout t h e  1960's does seea  t o  have been. 

. . : ; : . ; / I 1  
t I .  

laggard.  Also, i t  can be  argued t h a t  rrore i n f l a t i o n  could have bccn in-  

curred without  Lri-nging on d i s a s t e r .  However, h ind i sgh t  i s  easy. It - 
- should be r e a l i z e d  t h a t  on exchange r a t e  po l i cy ,  i n  - p a r t i c u l a r ,  t h e  GVN 

was e x t r a o r d i n a r i l y  r e s i s t a n t  t o  p re s su res  t o  devalue. I n f l a t i o n  was an 

~ ~ e r w h e l i n i n g  concer l~  of economists and p o l i t i c i a n s  a l i k e .  ,?lost of ' a l l ,  

no one thought t h e  war would l a s t  ten  pea r s ,  l e t  a lone  that we would l o s e  

i t .  The po l i cy  ~ o k e r s  i n  1.964-65 were .?:.:are t h a t  they were i n v i t i n g  
I 
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econonic d i s t o r t i o n s ,  but  the  ex ten t  of those  d i s to r t cons  could hardly be  

perceived by people expect ing a  war o f ,  a t  most, a  few yea r s '  dura t ion .  

VII. T h e  Tet Offensive 

On February 1, 1968 the  communists launched t h e i r  Tet  o f f ens ive ,  

a t t a c k i n g  ac ross  t h e  country on a  h i t h e r t o  unprecedented s c a l e .  I n  t h i s  

and t h e  subsequent ,  l e s s e r  o f f ens ive  of Hay-June 1968. they  were t o  s u f f e r  

appa l l ing  n i l i t e r y  r eve r ses .  However, t h e  psychologica l  impact of t h e  

a t t a c k s  on t h e  American pub l i c  was t o  h e  d e c i s i v e ;  i n  r e t r o s p e c t ,  t h e  Tct 

o f f ens ive  was t o  mark t h e  beginning of t h e  end of U.S. involvement. 

A. Economic In?= 

Econos ica l lp ,  t he  Tet o f f e n s i v e  was a c o s t l y  se tback ,  ve ry  n e a r l y  a  

d i s a s t r o u s  one. Something over $200 m i l l i o n  i n  c a p i t a l  goods, i nc lud ing  

houses, were des t royed,  and t r a d e  and ccm-erce were h a l t e d  f o r  a number 

of weeks. Product ion of most urban goods and s e r v i c e s  was s e v e r e l y  c u t  

back. I n d u s t r i a l  output  f o r  1968 dec l ined  by n ine  percent ,  back t o  t h e  

1966 l e v e l .  Cons t ruc t ion  a c t i v i t y  i n  t h e  c i t i e s  v i r t u a l l y  h a l t e d .  The 

a g r i c u l t u r a l  s e c t o r  su f fe red  l i t t l e  i n  t h e  way of permanent damage, but  

incurred  s i g n i f i c a n t  near-tern. product ion dec l ines .  For tunate ly ,  t h e  

1967-68 r i c e  ha rves t  v x i s  l a r g e l y  i n  a t  t h e  time t h e  Te t  a t t a c k s  began, but  

the  1969-69 crop was t o  d e c l i n e  by seven percent .  A g r i c u l t u r a l  output  a s  

a  ti110:e was of f  t j  e i g h t  percent .  GXP i s . e s t i m 2 t e d  t o  have dec l ined  by 

4.5 percent ,  bu t  t h e  drop i n  p r i v a t e  s e c t o r  output  must have been consid- 

e rah ly  more. F i n a c c i a l l g ,  increased  m i l i t a r y  cos tk  and t h e  expense of 

ca r ing  f o r  nea r ly  a  c i l l i o n  n m  refugees  placed an  enormous a d d i t i o n a l  

s t r a i n  en t he  G\'Ii budget.  

i 



B. Mobi l iza t ion  and t h e  Bud= 

A d i r e c t  r e s u l t  of t h e  Tet o f f e n s i v e  was a  f u l l - s c a l e  n o b i l i z a t i o n  

by t h e  GVN, which meant t h e  d ra f t i . ng  of another  300,000 men i n t o  t h e  

m i l i t a r y .  Only 100,000 of t h e s e  w e r e  a c t u a l l y  added t o  t h e  p a y r o l l  i n  

1968, bu t  i n  conbinat ion wi th  sha rp ly  h igher  c o s t s  of re fugee  ca re  and 

o t h e r  expenses a s soc i a t ed  wi th - ' t he  upsurge i n  t h e  l e v e l  of f i g h t i n g ,  t h i s  

meznt a  W$'23.7 b i l l i o n  (25 pe rcen t )  i nc rease  i n  government expendi tures .  

E f f o r t s  were made t o  r a i s e  t axes .  A u s t e r i t y  t a x  r a t e s  (on imports)  were 

r a i s e d  i n  A p r i l ,  and a 20 percent  war surcharge  was inposed on most domcs- 

t i c  t a x e s  i n  Ju ly .  Y e t ,  given t h e  e ros ion  i n  t h e  t a x  base  caused by t h e  

d e c l i n e  of economic a c t i v i t y ,  t a x  revenues f o r  t h e  year  b a r e l y  exceeded 

1967. The r e s u l t  was a  VX$ 22.9 b i l l i o n  rise i n  t h e  budget, d e f i c i t  f o r  

t h e  year .  

C.  Monetary Gap and I n f l a t i o n  

The e f f e c t  of t h e  budget d e f i c i t  on t h e  o v e r a l l  monetary r e s u l t  f o r  

1968 can be  seen i n  t h e  fo l lowing  Gap sunmary f o r  1967-67. Given t h e  

r e l a t i v e  s t a b i l i t y  i n  t h e  o t h e r  factors, the i nc reased  d e f i c i t  accounted 

f o r  v i r t u a l l y  a l l  of t h e  a d d i t i o n a l  (over 1967) money-supply i n c r e a s e  i n  

Nonetary Gap, 1963-68 
(.\'X$ B i l l i o n s )  

GKJ C i v i l  Gudgst 
GVS N i l i t a r y  Budget 

Sub T o t a l  

U . S .  Expenditures  46.8 47.7 
Exports and Znv i s ib l e s  12.0 9.6 
Change i n  Rank Cred i t  -1 .4  1.4 

T o t a l  Expansionary 1- I n 3  
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' Monetary Gap, 1967-68 
(VS$ B i l l i o n s )  

! GV9 Revenues 
Tm2ort-s 

. . l n v i s i b l e s  
Other  

T o t a l  Cont rac t ionary  

E r r o r s  and Oniss ions  . - 0 -  0.2 
Money Supply Inc rease  (VXS)  18.7 41.9 
X Inc .  i n  $!oney Supply 29% -51% 
L Inc .  i n  Consuzer P r i c e s  32% 23% 

The s u r p r i s i n g  r e s u l t ,  i n  monetary t e r n s ,  b a s  t h e  ve ry  node ra t e  

degree of p r i c e  i n f l a t i o n .  Money s u p p l y , r o s e  by 5 1  p e r c e n t ,  b u t  p r i c e s  

r o s e  on ly  2 3  pe rcen t  from beginning t o  end of t h e  yea r .  Th i s  was due t o  . 
t h e  e x t r a o r d i n a r y  mood of cau t ion  t h a t  gr ipped businessmen and households 

a l i k e .  I n  the  u n c e r t a i n  c l i m a t e  of 1969, wi th  people  concerned f o r  t h e  

s a f e t y  of t h e i r  money and possess ions ,  t h e  i n c l i n a t i o n  was t o  hoard cash. 

3.  Balance of Paj.ments and Exchange Reserves  

J o i n i n g  i n  t h e  g e n e r a l  b u s i n e s s  r e t r e n c h w n t  of 1968, impor t e r s  cur- 

t a i l e d  t h e i r  a c t i v i t i e s .  I n p o r t  paycents  dec l ined  14 pe rcen t  below t h e  

1967 l e v e l .  ?ieanwhil.e, U.S. s e c t o r  p i a s t e r  pvrchases  cont inued  a t  a h igh  

l e v e l ;  a s l u x p  i n  t roop  spending v:as l a r g e l y  o f f s e t  by r i s i n g  o f f i c i a l  

expendi tures .  A s  a r e s u l t  of  t h e s e  f a c t o r s ,  o f f i c i a l  ho ld ings  of gold 

snd f o r e i g n  eschange cont inued t o  r i s e ,  r e s c k i n g  a  peak of $373 m i l l i o n  

i n  August and Septerrber, 1968. 

The s t eady  r i s e  i n  fo re ign  exclienge r e s e r v e s ,  from 1964 t o  1968, 

ended a t  t h c t  po in t .  It seems a s  good a  pb in t  a s  any t o ' b r i n g  t h e  balance 
I 

of paynents up t o  date .  



.S impl i f ied  Balance of Payments, 1964-68 
(U. S . $ N i l l i o n s )  

A .  Balance of Trade 

1. Exports 49 4 0 2 5 22 16 

2. C o ~ m e r c i a l  Imports-, c .  i. t .  -233 G 8 8  3 - -635 - -548 

Belance of Trade -164 -248 -547 -613 -532 

B. U.S. Support 

1. U.S. k i d  139 203 335 347 239 

(CIP) (105) (.l55) (259) (194) (101) 

(PL 480 T i t l e  I )  ( 34) ( 48) ( 76) (153) (138) 

2. U.S. P i a s t e r  Purchases 1 5  126 333 327 301 

( O f f i c i a l )  ( 6) ( 94) (233) (212) (246) 

(Fer s onal)  ( 7). ( 32) (100) (115) ( 55) 

To ta l  U.S. Support 154 329 668 674 550 

C. Net Invisibles and Other -11 -41 +17 -46 -3 

D. Change i n  GVX Reserves 
Fror; Operat ions -4 1 +40 +138 +15 +15 

V I I I .  Reccverv From t h e  Tet  Offensive,  1968 

By nid-suimer of 1968 much of t h e  damp?  done i n  t h e  Tet  and-Xey-June 

o f fens ives  had been r e s t o r e d .  Those made homeless,*numbering nea r ly  a 

a i l l i o n ,  had been housed, nany i n  s t r u c t u r e s  b u i l t  by t h e  people themselves 

wi th  t h e  he lp  of USAID contr ibut i .ons of cer.ent and roof ing ,  and t h e  WS's 

c o n t r i b u t i o c s  of cash. Indus t ry ,  vhich .had  su f fe red  danages t o  p l an t  and 

equipment es t imated  a t  $50 mi l l i on ,  had begun t o  recover  wi th  t h e  he lp  of 



a $10 m i l l i o n  Reconstruct ion Loan from USXID. The p r i n c i p a l  land and 

waterways were reopened, major power systems were put back i n t o  opera t ion ,  

and p a c i f i c a t i o n  teams moved back i n t o  t h e  r u r a l  a r e a s .  Nost of a l l ,  f ron  

t h e  po in t  of view of economic recovery, i t  was c l e a r  t h a t  t h e  Viet  Cong 

had f a i l e d  i n  t h e i r  a l l -ou t  b i d  f o r  con t ro l .  Inves to r s  and specu la to r s  

a l i k e  could t a k e  h e a r t .  

A. The Surge i n  I m o r t  A c t l v i t ~ ,  

One df t h e  f i r s t  s i g n s  of bus iness  . recovery was a  su rge  of new 

l i c e n s e  a p p l i c a t i o n s  by importers .  T o t a l  import l i c e n s i n g  r o s e  from $170.5 

m i l l i o n  i n  t h e  t h i r d  q u a r t e r  t o  an unprecedented $225 m i l l i o n  i n  t h e  f o u r t h  

qua r t e r  of 1968. By c o n t r a s t ,  i n  1967, a good yea r  f o r  bus iness ,  l i c e n s i n g  

had averaged $132 n i l l i o n  per  qua r t e r .  The import boom was t o  l a s t  u n t i l  

Yay, 1969 when t h e  G V X ,  alarmed by i ts dec l in ing  exchange r e se rves ,  would 

put oc  t h e  brakes.  The heavy import demand of t h i s  per iod  i s  gene ra l ly  

a t t r i b u t e d  t o  a d e p l e t i o n  of i nven to r i e s  during 1967.and through t h e  T e t  

o f f ens ive ;  This  is mainly surmise because no one i n  Vie t  Ham ever  had a 

good no t ion  of what i n v e n t o r i e s  were. perhaps more i n p o r t a n t ,  t h e  exchange 

r a t e ,  s t i l l  a t  118:1, was once aga in  g e t t i n g  o u t  of l i n e .  Imports were 

becoaing cheap r e l a t i v s  t o  dones t i c  goods. . 
A s  t o  t h e  rrieasurenent of i nven to r i e s ,  USAID a t t e n p t e d  t o  keep t r z c k  

of CIP goods-held i n  bznk warehouses, bu t  t h i s  was l e s s  than  h a l f  t h e  s t o r y ,  

and never a  very accura t e  one a t  t h a t .  USAID a l s o  t r i e d  t o  urge/compel tt.t 

Vietnanese banking system t o  e s t a b l i s h  a cocputer ized Inpor t  Cred i t  Data 

Systen t h a t  would t r a c k  a l l  goods from time of order ing  t o  d i s p o s a l  i n  t h e  

narke tp lace ,  bu t  t h i s  ve ry  c o s t l y  e f f o r t  ' f i i a l l y  succmbed i n  1969 under 

$he v e i g h t  of GVN apathy. . 



B. ~ z r i c u i t u r a l  A c t i v i t y  

The a g r i c u l t r l r a l  economy began i ts  recovery sometime a f t e r  mid-year; 

t h e  p r e c i s e  t i n i n s  i s  not  c l e a r .  A t  any r a t e ,  t he  d e c l i n e s  i n  Froduction 

noted i n  Sec t ion  VII should be read wi th  t h i s  i n  nind: t h a t  i t  was not  

a l l  a  down year .  

A s i g n i f i c a n t  development i n  1968 was t h e  p l a n t i n g  of 100,000 hec- 

t a r e s  t o  IR-8 seed,  o r  X i r a c l e  r i c e .  IR-8  y ie lded  up t o  f i v e  m e t r i c  tons 

of r i c e  per  hec ta re ,  a s  conpared wi th  t h e  roughly two MT per  h e c t a r e  

y ie lded  by t h e  t r a d i t i o n a l  v a r i e t i e s .  

Also, i n  Kovember t h e  wholesale  r i c e  p r i c e  was r a i s e d  by 25 pe rcen t ,  

s u f f i c i e n t  once aga in  t o  renovc t h e  subsidy on imported r i c e .  

I X .  b d  of The Old \Jays; Janzary 1969 - August 1970 

This  Sec t ion  covers  a  period beginning wi th  tile o u t s e t  of 1969 and 

ending wi th  t h e  f i r s t  of t h e  major reform measures i n  t h e  f a l l  of 1970. 

It w 2 s  a  per iod  of improving s e c u r i t y  and r e l a t i v e  p r o s p e r i t y  but  one i n  

which a  growing i n f l a t i o n a r y  t h r e a t  coabined wi th  t h e  prospect  of d e c l i n i n g  

a i d  l e v e l s  would  l e a d  f i n a l l y  to n e w  pol icy  approaches. 

A. A c r i c u l t u r a l  Prosperf t y  

The yea r s  1969 and 1970 were goad ones f o r  t h e  farmer gene ra l ly ,  and 

r i c e  f a r n e r s  i n  p a r t i c u l n r .  Rice proLuction r o s e  by 700,000 PIT i'l 1969 

and another  400,000 ?IT i n  1970. A t  5.5 n i l l i o n  3lT i n  1970, r i c e  output  

had surpassed t h e  1964 l e v e l  and was a t  t h e  h ighes t  l e v e l  achieved s i n c e  

t h e  Second World Rar. Apart from increased  p l a n t i n g s  t o  mi rac l e  r i c e ,  

r i c e  output  was b e n e f i t t i n g  f r o a  a  g r e a t e r  a p p l i c a t i o n  of f e r t i l i z e r ,  

and ' f r c n  increased  use  of t r a c t o r s  and v ? t e r  pumps. The "green revolu t ion"  



had a r r i v e d  i n  Vie t  Nam. 

P r i c e s  of q g r i c u l f u r a l  imputs d i d  no t  keep up wi th  farm product  

p r i c e s  dur ing  t h i s  p e r i o d ,  p a r t l y  because of t h e  f i xed  exchange r a t e .  

The  pe r  k i l o  p r i c e s  of r i c e  and f e r t i l i z e r ,  f o r  i n s t z n c e ,  which were i n  

a  r a t i o  of 1 t o  1 i n  1967, were i n  a r a t i o  of 2 . 5  t o  1 by mid-1970. 

Moreover, paddy p r i c e s  had moved ahead of t h e  cos t -of - l iv ing  a f t e r  1968: 

Average Paddy P r i c e  Cost o f  L iv ing  
i n  X d d l e  De l t a  Lower C la s s  - XIS 

There was no ques t i on  t h a t  t h e  Del ta  r i c e  f a rmer ' s  terms of  t r a d e  were 

inproving  i n  t h i s  per iod .  

B. I ndus t ry  

I n d u s t r i a l  ou tpu t  rebounded s t r o n g l y  i n  1969, r i s i n g  24 pe rcen t  from 

t h e  depressed l e v e l  of t h e  Te t  o f f e n s i v s .  Never the less ,  i n d u s t r y  was 

accorded a r e l a t i v e l y  low p r i o r i t y  du r ing  t h i s  per iod .  ' W i t h  high level 

i n f l a t i o n  t h e  predominant concern ( s ee  below), USXID was i n c l i n e d  t o  

d i scourage  investment  p r o j e c t s  t h a t  could no t  ensure  a qu ick  payoff i n  

t a m s  of  ou tput .  One exaxple  of  t h e  o v e r r i d i n g  concern w i t h  s t a b i l i z a t i o r ?  

was t h e  t e q o r a r y  suspens ion  of t h e  so-ca l led  "Conme.rcia1 Consunables" 

p rog ram V i e t n a m s c  i n d a s t r y  had begun, g r adua l ly ,  t o  supply sohe  of t h e  

goods r equ i r ed  by t h e  Vietnanese arved f o r c e s  - such a s  boo t s ,  barbed 

w i r e ,  c an t eens ,  e t c .  - thereby  reduc ing  t 5 e  c o s t  of t h e  M i l i t a r y  Ass i s t ance  

Support Finding (PMSF) program. In  l a t e  .19€9, t h e  USAID J o i n t  Economic 



O f f i c e  e f f e c t e d  a  suspension of t h e  "Commercial Consumables" program on 

t h e  ground t h a t  w i th  o v e r f u l l  employment .and high l e v e l  i n f l a t i o n  t he se  

p x d s  were b e s t  supp l i ed  from o u t s i d e  t h e  count ry ,  a t  l e a s t  f o r  t h e  t ime 

be i ag .  The program was r e i n s t a t e d  i n  1971 a s  t h e  "Local Procurement Pro- 

grad'.  

C. Import L icens ing  and Reserve Dra in  

The heavy import l i c e n s i n g  t h a t  had begun i n  t h e  summer of 1968 

cont inued unabated i n t o  1969. T o t a l  l i c e n s i n g  i n  t h e  f i r s t  q u a r t e r  was 

$190 m i l l i o n ,  conpared w i t h  $225 m i l l i o n  i n  t h e  f o u r t h  q u a r t e r  of 1968. 

S ince  t h e  f i r s t  q u a r t e r  i s  normally a  s ea sona l  low p o i n t  f o r  import  a c t i v -  

i t y ,  t h e  s l i g h t  r educ t ion  could b e  regarded a s  no t  s i g n i f i c a n t .  R e f l e c t i n g  

t h e  t r end ,  o f f i c i a l  exchange r e s e r v e s  cont inued t h e  d e c l i n e  begun i n  

Sepcercber 1968 when they  had peaked a t  $373 m i l l i o n .  I n  May, w i th  r e s e r v e s  

dcwn t o  $282 m i l l i o n ,  t h e  government began t o  r a t i o n  f o r e i g n  exchange f o r  

i n p o r t s  (N.B.: automobiles  and motorbikes  had a l r e a d y  been banned, i n  

January) .  The r e s e r v e  d e c l i n e  was t o  con t inue  u n t i l  a temporary low 

p o i n t  of $204 m i l l i o n  was reached a t  t h e  end of June 1969. Import l i c e n -  

s i n g ,  meanwhile, f e l l  t o  $155 m i l l i o n  i n  t h e  second and t h i r d  q u a r t e r s ,  

r e s p e c t i v e l y .  

D. grow in^ I n f l a t i o n a r y  Threa t  

The eight-month pe r iod  f r o =  August, 1968 t o  A p r i l ,  1969 was one of 

remarkable s t a b i l i t y  i n  terms of t h e  p r i c e  i n d i c e s .  The NIS consumer 

p r i c e  index  r o s e  on ly  3.5 percent  du r ing  t h a t  pe r iod .  However, every  

eccnon i s t  i n  V ie t  Nam knew t h a t  i t  could n o t  l a s t .  The p r i n c i p a l  f a c t o r  

i n  t h e  s t a b i l i t y  of  p r i c e s  was' t h e  h e a v i  volume of impor t s ,  which from 
, 

September 1968 t o  June 196n r e s u l t e d  i n  a d e c l i n e  i n  exchange r e s e r v e s  
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of $169 mi l l j on .  This  p l a i n l y  could not  go on; indeed, t h e  government 

ac ted  i n  F!ny t o  h a l t  t h e  hemorrhage by t h e  s i n p l e  expedient  of l e t t i n s  

i~ . ipor t  l i c e n s e  a p p l i c a t i o n s  p i l e  u? on t h e  desks of Min i s t ry  of Econany 

o f f i c i a l s .  The s1owGoi.m i n  l i c e n s i n g  i n  May f o r e t o l d  l o v e r  import l e v e l s  

Other f a c t o r s  were a t  work , . .of  both  a  long and short-term n a t u r e ,  

po in t ing  t o  inc reas ing  i n f l a t i o n a r y  p res su res .  

For t h e  longer-term, t h e r e  =as t h e  U.S. f o r c e  withdrawal,  which 

began i n  t h e  winter  of 1969. U . S .  f o r c e s  reached t h e i r  peak l e v e l  of 

542,000 i n  ~ a n u a r y  and would be  d o h ,  t o  474,000 by t h e  end of 1969. I n  

t h e  wake of t h e  Tet  o f f e n s i v e  gruahl ings  had begun i n  t h e  Congress about 

a i d  t6  P i e t  Yam, and no one could b e  s u r e  anymore t h a t  t h e  a i d  requi re-  

ment would b e  f u l l y  n e t .  The U.S.  f o r c e  withdrawal,  then,  loomed a s  a  

growing econmic ,  a s  well a s  a m i l i t a r y  t h r e a t ,  s i n c e  t h e  t roops  would be  ' 

t ak ing  t h e i r  d o l l a r s  w i th  them (by now, of course,  t h e  U.S. presence hzd 

come t o  be recognized - by econonis t s ,  i f  no t  t h e  l o c a l  p r e s s  - as a 

d e f l a t i o n a r y  f a c t o r ,  s i n c e  t h e  i c p o r t s  and i n p o r t  t axes  f inanced  by U.S.  

p i a s t e r  pcrchases rzore than  o f f s e t  t h e  i n i t i a l  i n f l a t i o n a r y  e f f e c t  of 

U. S. piaster spend in^) . To be  s u r e ,  i t  would be, f o r  a  corabination of 

reasons,  another  two yea r s  be fo re  t h e  U.S. withdrawal was t o  niean reduced 

d o l l a r  ezrnin;l,s f r o x  t!ic U.S. Trn,zer.ce, but  t h i s  was not  apparent  a t  t he  

i et  the  Xidxay Conference i n  J n m ,  and th'e dec i s ion  was thereupon taken t o  



r z i s e  the  f o r c e  l e v e l  t o  1,103,000 men, a n ' i n c r e a s e  of some 250,000 from 

the  1369 f c r c e  l e v e l .  

Given the  manpm;.er s i t u a t i o n  a t  t h e  t i c e ,  t h e  new t roops  would have 

! 
t o  ccme l n r g e l y  froc: t h e  e c o n o q .  The f o r c e  l e v e l  had a l r eady  been in- - 

+ .  creased hy 150,000 i n  1969, and the-  enp1o:nent s i t u a t i o n  could by now be 

described a s  o v e r f u l l .  S o m a 1  populat ion growth could-supply  only  zbout 

. I 50,000 draf t -age  m l e s  a year .  

On t h e  budgetary f r o n t ,  a long-deleyed pay i n c r e a s e  was decreed. 

I t  would provide a f l a t  1,000 p l a s t e r  pe r  nonth pay i n c r e a s e  f o r  211 GT% 

e q l o y e e s ,  f o r  a t o t a l  c o s t  of 14 b i l l i o r ?  p i a s t e r s  annual ly.  I?hile t h e  

pay i n c r e a s e  was e f f e c t i v e  J u l y  1 'the G?Z delayed i t s  i n p c t  by hold ing  

back the f i r s t  d i sbyrsenent  u n t i l  Septec5er.  

Arxthcr ,  a l to i j e the r  new i s c t o r  i n  t h e  budgetary out look,  was t h e  

;: I .  cent  i n  cash and 60 percent  i n  ten-year s i x  percent  bonds. The c o s t  t o  
1 1  I I 

t h e  GI:: buz_ret vovld bz Y!:$ 10 b i l l i o n  by 1971, r i s i n g  t o  YXS 22 b i l l i o n  
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T3e G V X ' s  i n i t i a l  a n t i - i n f l a t i o n  e f f o r t  came i n  February wi th  t h e  

Land Refern progrsa ,  which had been znnomced by P res iden t  Thieu i n  h i s  

Sew Tear ' s  sd8 res s  on January 1, 1969. The program, t o  begin i n  1970, 

r e s u l t  even tua l ly  i n  t h e  t r a n s f e r  of over one m i l l i o n  h e c t z r e s  of 

f a r r  l a d  t o  t h e i r  t enan t s .  The former l and lo rds  were ' to  b e  paid 20 per- 

i q o s i t i o n  of  a new "spec ia l  p e r m y a t i o n  tax" and a reform of t h e  t a r i f f  

s t r u c t u r e .  tl nore  s i ~ ; r . i f i c e r . t  nave too!.: p l ace  i n  June  when pcrequat ion 

i t z s  r a t e s  ;:ere riziseC and extended f o r  t 5e  f i r s t  t i n e  t o  CIP i r p o r t s .  



The ne t  add i t ion  t o  1969 revenues was I%$ 6-9 b i l l i o n ,  a  n o t  inconsider-  

a b l e  m o u n t ,  bu t  wel l  s h o r t  of t h e  c o s t  of t h e  pay i n c r e a s e  alone.  

Ey Septecber  it was apparent  t h a t  i n  t h e  absence of d r a s t i c  a c t i o n ,  

t h e  r e s u l t  would be a 1970 monetary gap on t h e  order  of ITS 80 t o  YS$ 90 

b i l l i o n ;  i.e. a  c:oney supply i n c r e a s e  on t h e  o rde r  of 60 percent .  

F. The F a i l u r e  To Devalue 

Tine rea$er nay wonder why t h e r e  was no devalua t ion  a t  t h i s  t i n e .  

Devalust ion seemed i n d i c a t e d  cn s e v e r a l  cotmts: no devalua t ion  hzving 

occurred s i n c e  1966, imports  hzd once aga in  become ove r ly  chezp r e l a t i v e  

t o  d c t e s t i c  goods; devalua t ion  was t h e  s u r e s t  and c l e a n e s t  way t o  i n c r e e s e  

h p c r t  abso rp t ion  and c u t  t h e  monetary gap; and i n  t h e  absence of devalua- 

tiorr, t h e  i n c r e z s i ~ g l y  unrealistic va lua t fon  of t h e  p i a s t e r  was be ing  re-  

f l e c t e d  i n  r i s i n g  b lack  market a c t i v i t y .  The b l ack  market r a t e  f o r  a  

$10 b i l l  r o s e  f r a i l  203 p i a s t e r s  a t  t h e  end of 1968 t o  225 i n  Septezber  sild 

would s o a r  t o  360 by year-end. 

The answer t o  t h e  ques t ion  is t h a t  t h e  GI% woult? not  have i t .  It 

is c o t  t h a t  t h e  U.S. a d v i s o r s  did n o t  t r y  t o  persuede then  t o  8evalue; 

indecs, s c a r c e l y  a n e e t i n g  b ~ t w e e n  G R  and I S A I D  e c c n c ~ i c  o f f l c i e l s  

p a i s e d  withcut  t h c  s u b j e c t  beir.5 debated. The GVN w a s  t o l d  t h a t  t h e  in- 
* 

creas l r ; ly  ucfavorzille zccocxodation r a t e ,  e s p e c i a l l y ,  was p e t t i n g  bad 

n o t i c e s  i n  t l e  U . S .  and t h a t  Ccngresscen Wre express ing  i n t e r e s t  i n  t h e  

f a c t  t h z t ,  a t  11I:1, t h e  G . I .  was being  esked t o  g ive  f o r e i g n  a i d  t o  

Vie t XETI . 
Appeals t o  s e l f - i n t e r c s t  were t r i e d .  The overvalued 2 i a s t e r  was 

caus icg  c e p i t a l  f l i g h t ,  no tab ly  through ' t he  p r a c t i c e  of over  invoic ing  



i r z ~ o r t s .  The 

nen t s  through 

. 
G.I.'s were buying 1ess 'ar .d  l e s s  of t h e i r  p i a s t e r  require-  

l e g a l  channels.  By mid-3.059 t h e  average G.I. was spending 

$7 per  month ~ c i t h  p i a s t e r s  purchased l e g a l l y ,  ve r sus  $30 i n  1965. Obviously, 

he wcs going t o  t h e  b lack  rlarl:et. F i n a l l y ,  t h e  very  s p e c t a c l e  of a r i s i r ig  

b lack  market r a t e  and of Saigcn narket  p l aces  choked wi th  b l ack  market 

goods \<\.as beco~. icg  more and c o r e  of a turn-off t o  r e p o r t e r s  and v i s i t i n g  

Congressmen inc reas ing ly  i n c l i n e d  t o  ques t ion  t h e  wzr anyway. 

A l l  t o  no a v t i l .  A s  t o  (2.1. sperd ing ,  GVN o f f i c i a l s  f i r n l y  bel ieved 

t h e t  a devalua t ion  would no t  help(zs  events  were l a t e r  t o  show they could 

no t  have been more wrong). They argued i n s i s t e n t l y  t h a t  as long as t h e r e  

was ar,y b lack  n s r k e t  premium a t  a l l  the. G.I.'s who had by now e s t a b l i s h e d  

t h e i r - b l a c k  roarket channels ,  vould cont inue  to buy t h e i r  p i e s t e r s  i l l e g a l l y ,  

and t h e r e  would always be  a b lack  market p r e ~ i u m ,  s o  t h e  argunent  went,  

because w i t h  cont inuing  i n f l a t j o n ,  m y  f i x e d  o f f i c i a l  r a t e  would soon be . 

ou t  of l i n e .  The ' I c r a i J l i n g  pe&" was b a r e l y  considered a t  t h e  time. 

GVX o f f i c i d s  were, of course ,  concerned about t h e  p o l i t i c a l  conse- 

quences of 2 devalua t ion .  However, u?pernosr i n  their minds, i f  se ldom 

n e n t i o n ~ d  t o  U.S. o f f i c i a l s ,  was t h e  f a c t  t h a t  t h e  GVY stood. t o  r e a l i z e  a 

h i ~ h e r  l e v e l  of d o l l a r  inf low from C. S. o f f i c i a l  p i a s t e r  purchases'  t he  

icmr the r a r e  of excknge .  P i o s t e r  purchsses f o r  o f f i c i a l  purposes were 

n c t  cid, i n s ~ f z r  6s t h e  o f f i c i a l  r c t e  u a s  e t  a r e a l i s t i c  l s v e l ,  because 

t h e  U.S. s e c t o r  c o n s u ~ e d  Vietnamese resources .  But t o  t h e  e x t e n t  t h e  U.S. ' 

paid  nore  f o r  t h e i r  p i a s t e r s  thon they were  worth, t hey  were providing a 

form cf g ran t  a id .  This  "h iddm a id , "  l i t t l e  not iced  by . the  Congress a t  

t h e  ' t i c c ,  could .  never be  p r e c i s e l y  r e a ~ u r e d ,  any more than  t h e  "true". 

va lue  cf t h e  p i a s t e r  could be ~ e a s u r e c ? ,  but  i t  wes c e r t a i n l y  over  $200 



- 52 - 

m i l l i o n  i n  1369. 

Unable t o  move t h e  GL'Y on t h e  deva lua t ion  i s s u e ,  and unable  o r  

u!mil l ing t o  t r y  t o  f o r c e  them t o  i t ,  t h e  U.S. a d v i s o r s  agreed  t o  an 
! 

a l t e r n a t i v e  sol.ution. 

e long w i t h  U.S. and GVN economic o f f i c i a l s .  The r e s u l t ,  t h e  so-ca l led  

m .  G. A u s t e r i t y  Tax Neasurc of October 1969 

Aided by t h e  governnent 's  . m c c e s s  i n  de l ay ing  r equ i r ed  expendi tures ,  

"Aus ter i ty  T2x ~ e a s u r e " ,  was announced on October 28, 1969. A u s t e r i t y  
I 4  1 
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t exes ,  which \;ere one of t h r e e  schedules  of G I 3  f n p o r t  t axes ,  were in-  

no tab ly  t h e  pzp i n c r e a s e  vhich  had been approved i n  J u l y ,  t h e  money supply 

remained r e l a t i v e l y  s t a b l e ,  r i s i n g  only  s ix  pe rcen t  du r ing  January  - Aug- 

u s t ,  1969. Horever, perhaps i n  a d t i c i p a t i o n  of  what was t o  come, p r i c e s  

had begun t o  xcve upward aga in  i n  Play. Between A p r i l  a ~ l d  October consumer 

p r i c e s  r o s e  st an annus l  rate of 49 percent .  

I n  September an IXF Kiss ion  a r r i v e d  t o  work on a new t a x  package 

6sgree  of "esse::t iali ty" of t h e  product.  The e f f e c t  of t h e  t a x ,  t ak ing  
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account of t he  cxchange r a t e  i t s e l f  and V i e t  Yaa's. two o t h e r  v a r i e t i e s  of 

i n p o r t  t a x  (cus tons  to>: and perequs t ion  tax)--which were n o t  a l t e r e d  by 

creased by acounts  ranging  from IXS 20 t o  LTS 520 p e r  d o l l a r  on i t e m s  

ccnpr i s ing  over two-thirds  of V l e t  Xax's t o t a l  i n p o r t s .  The tax i n c r e a s e s  

w re  assessed  accord ing  t o  a nunber of ' c r i t e r i z ,  foremost of which was t h e  

.. t h e  decree--was t o  r a i s e  t h e  e f f e c t i v e  c o s t  of i n ~ o r t e d  goods by an aver- 

zgc 45;;. A%c-;t one-third of t h e  count ry ' s  irr.?orts were exempted e n t i r e l y ;  

c o m i d e r i n g  only t h e  two-thirds  t h t  {:ere t axed ,  t h e  average i n c r e a s e  i n  

I c f f c c t i v e  : r?ort  c o s t  m s  an estizs:cd 64%.  Given an  e f f e c t i v e  collection 



perforriiance a t  t h e  Custom, t h e  msnsurc could have r e s u l t e d  i n  a revenue 

inc rease  of 0v2r $VY 40 b i l l i o n  i n  1970. I n  t h e  f i n a l  event t h e  measure 

rh ised  about I?<$ 27 b i l l i o n ,  but  even t h i s  brought import revenues t o  a  
t 

l e v e l  60 percent  over those  t h a t  vould have been r a i s e d  i n  i ts absence. 

p& 
Vhile thc  measure %?as l a b e l l e d  an "aus t e r i ty"  t a x  and was, i n  f a c t ,  

concentrated n o s t  heav i ly  on luxury i tems,  i t  proved necessary  f o r  

i .  11 
revenue p .u rp~ees  t o  r a i s e  t a x  r a t e s  on numerous bo rde r l ine  i tems,  sone of 

i n  a g r i c u l t c r e  and f i s h i n g ,  Vfl$ 80 (53 percent  i n c r e a s e  i n  c o s t ) .  
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thea  of i npor t ance  e i t h e r  a s  f o o d s t u f f s  o r  a s  raw m a t e r i a l s  f o r  a g r i c u l t u r e  

and indus t ry .  Thus, f o r  exanple,  wheat f l o u r  was taxed en a d d i t i o n a l  VN$ 

40 f o r  a 22 percent  i n c r e a s e  i n  t h e  e f f e c t i v e  import c o s t ;  Po r t l and  cement, 

VN$ 40 (28 percent  i n c r e a s e  i n  c o s t ) ;  meta l  s h e e t s ,  VXS 120 (81 percent  

kz ight  a t  t h i s  jccctu~e, adding f u e l  t o  the  f i r e .  Rice p r i c e s  i n  t h e  

sire two we:P.c r c s e  over 20 percent ;  even so ,  t h e  p o r t i o n  of t he  o v e r a l l  

i n c r e a s e  i n  c o s t ) ;  and smal l  marine engines,  an i tem of c r u c i a l  importance 

; . i  
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p r i c e  i n c r e z s c  a t t r i b c t a b l e  t o  t h e  measure a l o a e  was a s  much a s  t e n  percent .  

- H. Rezction To The Xeasure 

The iuiuediate r e a c t i o n  t o .  t h e  measure was a  country-wide wave of 

p r i c e  inc reases ,  mzny of them no t  j u s t i f i a b l e  on economic grounds, and 

cons idsrable  p r o t e s t   fro^ t h e  p u b l i c  and t h e  l e g i s l a t u r e .  By Sovec5er 13, 

1969, two weeks a f t c r  t h e  ceasu re ,  t h e  USA13 ? r i c e  index was up 12 percec t  

P r i c e s  becan t o  f:.ll back s l i g h t l y  l a t e r  i n  Xovenber a s  t h e  purport  

0v2r i ts  pre-Zecree l e v e l .  U n f p r t m c t e l y ,  specc ia t ion  cn r l c e  was a t  its 

of t!le rreosure began t o  be uaderstood--but t h e  p r o t e s t  continued i n  t h e  

( 
legislature. On Xove5er  14 t h e  GVN i s sued  a decree  r e sc ind ing  a  po r t ion  



of - t h e  t a x  hikes ,  notably  those  on pe t ro l eua  products.. The amount of t he  

ro l lback ,  i n  revenue t e r n s ,  was only about IT$ 3 b i l l i o n ,  b u t  i t  was s u f f i -  

c i e n t  t o  eppease much, though not  a l l ,  of t h e  l e g i s l s t i v e  opposi t ion.  

I. I n f l a t i o n  and S m c u l a t i o n  i n  1970 

To t h e  d isappoin tzent  of t he  economic o f f i c i a l s ,  p r i c e s  soon resumed 

t h e i r  upvard march. Between January 1 and J u l y  30 consumer p r i c e s  r o s e  

by about  25 percent .  The i n c r e a s e  could n o t  be  a t t r i b u t e d  t o  monetary 

f a c t o r s ,  a s  t h e  money supply dur ing  t h i s  period rose  by only  e i g h t  percent .  

Ta ther ,  i t  seemed t o  r e l a t e  t o  t h e  shee r  du ra t ion  of t h e  i n f l a t i o n  pre- 

ceding. The f a i t h  of n o s t  Vietnamese i n  t h e i r  .=ones was f i n a l l y  crumbling. 

The r e a l i z a t i o n  t h a t  p i a s t e r  no te s  v e r e  not  a s ecu re  f o r q  of saving  had 

pene t r a t ed  a l l  l e v e l s  of t h e  populat ion.  Speculat ion was i n t e n s e  i n  

impor& goods, gc ld ,  green d o l l a r s ,  r e a l  estate--anything t h a t  promised 

t o  hold f t s  va lue .  i t  was a l s o  apparent  i n  t h e  a c t i v i t y  i n  two important  

. s e c t o r s  of t h e  ecoaony, t h e  r i c e  n a r k e t  and t h e  import comuni ty .  

1. The Rice Pkrket  . 
I n d i c a t i v e  of t h e  s p e c u l a t i v e  c l imate  t h a t  had taken hold i n  1970 

was t h e  behavior  of tile r i c e  n a r k e t .  A s  noted e a r l i e r ,  t h e  1969-70 r i c e  

crop was a good one, soae 700,000 tons  h igher  than  t h e  preceding year .  

Lased on t h i s ,  one vould have expected an increased  f l o ~  of l o c a l  r i c e  
, 

t o  n a r k e t ,  a dec l in iqg  denand f o r  i c p o r t s ,  and r a t h e r  s o f t  p r i c e s .  

In s t ead ,  l o c a l  r i c e  c a r k e t i n g  was a t  only  about t h e  previous  y e a r ' s  r a t e ,  . 
consunption of i z p o r t s  reached nea r ly  500,000 tons  i n  1970, about t h e  

same as 1969, and p r i c e s ,  which rose  sharp ly  i n  l a t e  1969, remained high 

and s teady throus5out  1370. I r p o r t  s tocks ,  vhich  v e r e  only 48,000 tons  



at t h e  beginning of 1970, re3ained a t  low l e v e l s  f o r  mast of f i r s t - h a l f  

1970. It  appeared t h a t  s e v e r a l  hundred thousand tons  of paddy r i c e  were 

withhe12 f ro=  the ciarlcet by farriers, merchants and specu la to r s  and apparent 

r i c e  consumption i n  urban z r e a s  was high.  

2. I c p o r t  A c t i v i t y  

Specula t ion  was a l s o  evident  i n  t h e  n a r k e t  for  i r q o r t e d  goods genera l ly .  

A wave of heavy irrport l icensir .g ,  which hegan i n  October 1969, a f t e r  passage 

of t h e  z u s t e r i t y  t a x  decree ,  was cn ly  brought down t o  a low l e v e l  a f t e r  

February, when t h e  GVY l i c e n s i n g  a u t h o r i t i e s ,  concerned by t h e  prospect  of 

declir,i:lg r e se rves ,  once agz in  sha rp ly  r e s t r i c t e d  l i cens ing .  A f t e r  

Februzry 1970, t h2  l is t  of goods 6 l i g i b l e  f o r  l i c e n s i n g  was confined t o  

n e c e s s i t i e s ,  w i th  even such i t e m  as s p a r e  p a r t s  f o r  rcachinery excluded, 

and t h e  l i c e n s i n g  average was only about $20 m i l l i o n  a  month. CIP l i c e n -  

s i n g  was a l s o  subjec ted  t o  h number of r e s t r i c t i o n s .  During FY 1970, 

about 40 percent  of t h e  l i c e n s e  a p p l i c a t i o n s  subn i t t ed  t o  t h e  USAID were 

r e j e c t e d ,  u s u a l l y  because, i n  t h e  judgcent of USAID CZP s t a f f ,  appl ica-  

t i o n s  included dezmd above c u r r e n t  cocsumption. Ore r e s u l t  of both GVS 

and CLP r e s t r i c t i o n s  was t o  r + i s e  na rke t  p r i c e s  of moot imported products  

ccns ider&ly  rbove t?.eir i n p c r t  c c s t .  T?!e excess,  2s v a s  t h e  case  i n  

1266, trzs a wiccXa11 p r o f i t ,  vh ich  accrued t o  t h e  i ~ ? o r t e r  and t o  any 

o t h e r s  1 5 t h  ~ t o x  he was obliged. t o  q l i t  i t .  The t ? i x d f a l l  ga ins  were 

g r e a t e s t  f o r  CK-finznced goods, but  were a l s o  s u b s t a n t i a l  on sone C I P  . 
co-.obi t i e s .  

J. Verdict  on t h e  > x s t e r i t v  Is:.:; Skcltu:rn,ery a t  t h e  Customs 

Fcr t h e  n o s t  p z r t ,  t h e  Aus te r i ty  Tns X e ~ s u r e  d i d  what i t  was intcnde; 



t o  do. It r a i s e d  import revenues by about m$ 27 b i l l i o n  which, i n  turn ,  

meact roughly a  55 percent  reduct ion  i n  t h e  p o t e n t i a l  money supply inc rease  

f o r  1969. But t h a t  is  probably about a l l  t h a t  can be  s a i d  f o r  i t .  I n  t h e  

longer-run, i t  could b e  f a u l t e d  even as a  revenue neesure  f o r  t h e  simple 

reaEon t h a t ,  as an i n p o r t  t a x  measure, i t  tended t o  pe rpe tua te  t h e  coun- 

t r y ' s  dependence on imports.  

For theeshort-term, t h e  measure, t oge the r  wi th  t h e  nea r -hys t e r i ca l  

p u b l i c  and p r e s s  r e a c t i o n  t o  i t ,  seerced t o  exacerba te  t h e  va r ious  specula- 

t i v e  f o r c e s  a t  work. Perhaps t h e  pub l i c ,  and t h e  import c o m u n i t y ,  r e a l i z e d  

t h a t  t h e  A u s t e r i t y  Tax Measure v a s ' n o t  t h e  answer t o  Vie t  Narn's longer-term 

i n f l a t i o n  problem, and were r e a c t i n g  i n  t h e  c e r t a i n t y  of more t o  come. 

An i n t e r e s t i n s  r e s u l t  cf t h e  measure was t h e  op?or tun i t i e s ,  and in-  

cen t ives ,  i t  gave t o  impor ters  and d ishones t  customs o f f i c i a l s  t o  connive 

. a t  f a l s i f y i n g  invo ices  t o  e f f e c t  c a p i t ~ l  f l i g h t .  The o p p o r t u n i t i e s  be- 

cause of t h e  g r e a t  number of new t a r i f f  c a t e g o r i e s  c rea t ed ;  t h e  i n c e n t i v e  

because of t h e  g r e a t e r  c o s t  t o  t h e  irnporter of g g e t t i n g  h i s  product 

moved i n t o  a lower category.  Af t e r  t h e  Tax Measure had been i n  e f f e c t  

f o r  s e v e r a l m o n t h s ,  a USAID s tudy based on a comparison of t h e  a c t u a l  and 

t h e o r e t i c a l  t a x  t cke  showed t h a t  import revenues were cons iderably  l e s s  

than  they  should have been. The ma t t e r  was brought t o  t h e  a t t e n t i o n  of 

t h e  X i n i s t r y - o f  Finance and r e s u l t e d  even tua l ly  i n  t h e  f i r i n g  of t h e  

Customs Chief and laost of h i s  tean.  

K. G2p Resu l t s ,  1969-70 

Ant i c ipz t ing  i n  p a r t  Sec t ion  X which w i l l  d e a l  w i th  t h e  s i t u a t i o n  

from t h e  t i o c  of t h e  f i r s t  mbnetary reform i n  August, 1970, t h e  
i I 



Monetary Gap results for 1968-70 are summarized below:. . 

Monetary Gap, 1968-70 
(VN$ Bill.ions) 

Expansionary 

G'\rN Expenditures 
(of which: niilitary) 

U.S. Expenditures 

Exports an6 Invisibles 

Credit Espmsion 

Sub Total 

Ccntractionary 

I?r,por ts 

Revenues 
(Doses t i c) 
(Inport) 

Invisible I~ports 

Savings, etc. 

Sub Total 

Errors and Oxissions 

Gap (Inc. in !,Ions>- Supply) : 
'2: s 

Percentage 

X Inc. in Prices (XIS) 

As can bs seen, the increase in noney supply in 1970 was held to 

i%$ 22 billion, or 16 percent. In the abshnce of the Austerity Tax Neasure, 



a/ t h e  money supply i n c r e a s e  would have been about VX$ 4 9 ' b i l l i o %  o r  35 per- 

cent .  

By August 1970 t h e  l a t e s t  surge  of i n f l a t i o n  appeared t o  have run i t s  

! coerse.  The NIS consurner p r i c e  index r o s e  only 6.5 percent  from August 

. . t o  t h e  year-end. The explanat ion  f o r  t h e  l e v e l l i n g  o f f  i n  p r i c e s  seems t o  

H .  
l i e  i n  t h e  d e c l i n e  i n  l i q u i d i t y .  I n  t h e  s i x t e e n  months from A p r i l  1969 

t o  August 1970 p r i c e s  had r i s e n  59 pe rcen t ,  bu t  money supply on ly  22 percent .  
. .. 
. : I  
I .  . ' 
i ; I .  
: : .  . . : . . , :  _... . Bank c r e d i t  was i n  s h o r t  supply and f i n a l l y ,  t h e  Aus te r i ty  Tax Measure, a s  
. . . . ,  . .  . 

1 1 , . > ,  . . I  

, I .  ! .  

1 ; .  ;:;! i n e f f i c i e n t  a s  i t  may have been had r a i s e d  t h e  c o s t  of imports  cons iderably ,  
,.:'..!::: . .  . 

thereby p u t t i n g  an  a d d i t i o n a l  element of squeeze on impor ters .  T h e  r e s p i t e  

' , .  ,; ' :  
; . : .  . .  i n  t h e  i n f l z t i o n  was not  r e a d i l y  seen  as s u c h ' a t  t h e  t i m e ,  b u t  i n  r e t r o s p e c t  
:, :,.: 
! : ,  .::.: . . . . . .  . 

:.,:;::;j - i t  was an  e x c e l l e n t  t ime f o r  t h e  s e t  of reform measures t h a t  were t o  'follow. 

a /  The 1569-70 - 
. .. 

6 . ,  
WS 20 b i l l i o n .  

I ; . ! , ; ; ; ! !  

Gap cor?parison shows an  i n c r e a s e  i n  h p o r t  revenues of 

The d i f f e r e n c e  between t h i s  f i g u r e  and t h e  VN$ 27 b i l l i o n  

been s a i d  t h z t  t h e  Aus te r i ty  Tax Xeasure r a i s e d  import 
!. '. '. 
! .  ... . . 

c .  . . .... : ., :, ..: 
by which i t  has  

! . '  : '  

ii.liiii. I . ,  \ , ! "  . 
I,:.,.:.! revenues is expla ined  by t h e  lower volume of GI?? imports  - which account 

:, ,;;:., 
j ! : . .  : . )  
, . : : .  . , .  ,.: . . .  
! I  

for the bulk  o f  import revenues - i n  1970; G W  imports  were $403 m i l l i o n  
!: ; ' ; a , . ,  

i . ! .  , . ,  ( ' I  . . 
, ! . ' . .  , ..;;,I . i n  1969 and $360 n i l l i o n  i n  1970. 



)I. 
.- rc;.r.criic E e ? z r ~  an:! P r o ~ r e s s ,  Sect.ezber 1970 - !.%rch 1972 

Ft"rls sec t i cn  cc-rers a per icd  frorc t h e  s t a r t  of  t h e  1970-71 e c o n ~ f i c  

refor7.s t c  t h e  c c z x n i s t s '  Ezs ter  offc:,sive of  Apr i l  1972. It wzs pro- 

bshly t h e  b e s t  yeer =d e h a l f  f o r  Vie-Cm of t h e  U.S. invol-reaent, cer- 

t h i r l y  t h e  b e s t  s l c c e  t h e  195G's. 

I n  October 1969 ~ h m . ' ~ i n  BLOC, en kzerican-educated b u s i n e s s n s  o? 
a 

l i b & ~ . l  econorzc p r s u a s i o n ,  became Hin i s te r  of Econow. Ngoc had h i s  

b a p t l s z  of  f i r e  i n  t h e  t r a v a i l  of t h e  Auster i ty  TEX Kensure ( f c r  which ke 

probzbly cannot i;e trl&z.ed; t h e  neesure ves adopted t o o  soon a f t e r  Iigoc 

sssm%i o f f i c e  fcr him t o  he.ve a hand i n  i t s  desigr,). During 1970 he 

bec=c t h e  inforn4el  l eader  of a grou? of young, l ike-rinded,  ~ o s t l y  

h - e r l  ccn-educeted economists, inc luding soon-to-he X i n i s t e r  of  Finance 

Hz Xuan Trmg, vi:3 e3a-ed i n  corxori t x o  t rai ts  worth noting: a corr-ric- 

t i c n  t h c t  t h e  c p c r s t i m s  o f  t h e  econcr j  a r e  b e s t  l e f t  t o  t h e  f r e e  p k y  05 

t h e  r r . ~ ~ ~ : e t  p lace ,  erid a'vil3.irigness t o  t a k e  ur ipo~ular  decis ions  i n  t h e  

fcce  cf publ ic  s p h i o n .  Ngo.2 end Trung w ~ u l d  engineer t h e  highly suc- 

cess*.l r e f c r r s  c.f 1470-71. Their  t enure  t:mld spen t h e  bes t  y e s r  cf t?r 

U.S. i ~ v o 1 v e ~ e r . t  (1971) sr.5 one o f  t h e  wc:rst (1972) before  bc th  wc~L6 
* 

l c s e  c f f i c e  ir; t l e  rL5st  :f a &eter iora t i r ,g  ~ituatlcn i n  October 1973. 



low i n t e r e s t  r 2 t ~ s  i n  order t o  f a c i l i t e t e  t h e i r  a c t i v i t i e s ,  i n  p r t i c u l z y  
. . 

t h s  carrying c f  l a ~ g e  s tccks  over  f requent ly  locg periods of t i n e .  Lerid- 

i n g  r z t e s  rengec3 f r o 3  9 t o  13 percent E?& savings r 2 t e s  f ron  8 t o  12 pzr- 

cen t ,  d e p e ~ d i u g  or! t e r n s .  iJ21der . the c i r c m s t a n c e s  , v i t h  i n f l ~ t L o n  ever- 

mal. Fcr e x q l e ,  during t h e  18-nonth oer iod f ron  Jrnuzry 1, 1369 t o  

June 3'3, 1970, a "nomal" period i n  t e r ~ ? s  of  i n f l z t i o n  i n  Viet I k z ,  sav- 

i e g s  and time deposi ts  of  t h e  c c m e r c i e i  danks rose  by ~1!$7.9 b i l l i o n .  

Anotker ~ T $ 1 . 1  M l l l o n  w r ~ t  i n t o  p r i v a t e  s e c t o r  holdings of  Treasury 

b i l l s ,  bringing t h e  c o ~ b i ~ e c l  increase  i n  barrk/bill  s w i n g s  t o  ~ $ 9  b i l -  

l i o n .  The money s~ ipp ly  , n e z w h i l e ,  iocreased by 1?$2h .9 b i l l i c n .  Thus, 

bznk savings d c i n g  t h i s  period m o k t e d  t o  only 26.5 percent  o f  t h e  
9 

oo&!ined money s u ~ p i y  er.6 swings inc rease  ( 9 + 2k.9 = .265. A r a t i o  

c l c s e  t o  53 percent  WES thougkt both des i rab le  end ~ t t a i n e b l e .  

On t h e i r  p a r t ,  t h e  b m k s  were not i n t e r e s t e d  i n  e t t e n p t i n g  t o  en- 

courege savings d e p s i t s .  Apart f ron  ~ h e e r  i n e r t i e  (which i n  t h e i r  case 

was &Lwaj-s ccns ider&ble) ,  t h e  reasons seered t o  be  tEat :  (1)  cpers t iozs  

vere profitable es things -,:ere; ( 2 )  they usxld nc t  be able t o  f i ~ d  s u i t -  

~ b i e  lend in^ o a t l e t s  f o r  such funds es they could ettrest; end (3)  it 

prc - rzk  53 i n s t z n t  c r l s i s  i n  business - z c s t l y  ir-port.-circles. 

Agt ins t  these  argu-,erits was t h e  incontes table  econonic cese t o  t h e  

e f  f e z t  t h e t  savings l,:ere e s ~ e n t i a l  , both 02 a n t i - i n f l a t i o n  g ~ o l x i s  end t o  

?rovf ce e b a s i s  fcr c=cr.:=L c deve1opner.i;. Inl ' let ion would be curbed kcti: 

by i i r~~- l !16 .f~::rlr 99% of C I I - C U ~ Z ~ ~ C Z .  mC! by 1:zking nore cos t ly  - tkerek:- L~ 
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discouraging - t h e  wides~read  s p e c ~ z ~ i o n - o n  inventor ies  t h a t  had been 

te,l:ir.g p lace .  

( 2 )  F6asure 6f SepterlYer 1970 

The EepterrSer decree cn i n t e r e s t  r c t e s  r e s d t e d  i n  g ~ ,  approxiszte 

docbdlne of t h e  pre-exlst ing r a t e  schedule. The r.ex lend ins  r z t e s  ,:ere 

set a t  from 18 t o  24 percent ;  savings end t i r e  Eepasit r e t e s  et  f r oz  10 
. - 

t o  21 ~ e r c e n t  (although cne popular f.crn. of saving, a savings d e p ~ s i t  

w i t h  l o t t e r y  fee tu re ,  psi6 cnly 8 percent) .  Treasury B i l l  r c t e s  were 

iricrerseri i n  l i n e  w i t h  sevicgs r e t e s .  Einulter,eously wi th  t h e  increase  

i n  i n t e r e s t  r e t e s ,  t h e  G i C  i p o s e d  e systen c f  advmce deposi ts  on ixz- 

po r t s  by which i r p r t e r s  of  ne s t  GVI-finenced goods were required t o  

post  deposi ts  a t  t h e  t i n e  of . ~pp l i c e t i o r .  f o r  a? iriport l i c ense .  This 

was en additicbnzl anti-speculat ion zieasure t h ~ t  t:ould. prevext new in- 

pc r t c r s  from hclding an advzntage over those  with o ld  s tocks  on hand. 

(31 A f t c r r ~ ~ f h  GI? th? Fleasure 

tMle it could be  argue2 t h e t  skvir;gs r e t e s  vere s t i l l  negative,  

nevertheless,  szvings ar,8 t i ~ e  tiepasits of t h e  p r i va t e  .sector turned 2;- 

vcrd im.ediately i n  resgcnse t o  t h e  rieesure. m e  . increase e,~c~:teci t:, 

~ $ 6  b i l l i o n  6urir.g t h e  four th  querter  of 1970, erd another YX$27.4 b i l -  

oz:-eci with 

'7 percent 

The I n t e r e s t  3 e t e  Eefor r~  t x s  e l so  successful  i n  i t s  c the r  zfn cf 



2isccuraging s p e c u h t i o n .  ' Khile inventory d a t e  were never avai leble  t o  

r,y:firrn t h e  po in t ,  observers genera l ly  agreed t h e t  t h e  xceasure had re-  

su-iied ir? t h e  disgorging of  a consi6erable v o l m e  of goods being held 

for s,-eculative purpcses. A t  any r a t e ,  p r i c e  i n f l ~ t i o n ,  which had be- 

g~ t o  s l c w  f;jr J u l y ,  r e x c i x c  a t  a nioderate 20 percent  maual r a t e  

t h r o q n  t h e  ecd of 1970. Tee r e l s t i v c  calm on the i r f l a t i c n  f r o n t  pre- 

m i l e d  desp i t e  t h e  p a r t i a l  devaluetion of Octcber 3.  

C .  Peesures cf October 3, 1970 

The Econodc ma Financ i i l  Eetisures of  0ctc;ber 3,  1970 coaprise3 

t h e  f ollcwing : 

(1)  Estztrlisbzzert o f  a  nev " p a r a l l e l  r e t e"  n s r k e t  , et VX$275: 

u.s.$~, t o  apply t o :  

--Accornodaticr! purchases of  t h e  t roops ;  

- - A l l  c t h e r  f i r ~ x i z l  t r m s a c t i o n s ,  except t h ~ s e  of t h e  govern- 

~ e n t  end s tudent  r e ~ i t t e n c s s  ; 

I1 --Certain GVN i z p s r t s ,  mostly i n  t h e  l e s s  e ssen t i a l "  c~tegcr? : ,  

e s t i z e t e d  t o  account fcr s'csut h a l f  cf all GVJ inpcrts. 

(2)  ' I ~ c r e & s e s  i n  ~ e r e q u ~ t i ~ n  t a x  r e t e s  c f  up t c  1k0 ~ i ~ . s t e r s  

. .. - .: _r3 iccluded. These t ~ x  i cc reases  were mainby f sr c r c t e c t i v e  ~ir?ss%. 

( 3 )  . A pay I n c r e ~ s ?  f o r  c i - r i l  se rven t s  and z i i l i t e ry  p e r s x z e l ,  

ir: ? - ~ t e r ~ r . s  ' e l l o x a c e s  . 
(h)  ~ll:: . ir .~tiGr. c f  t h e  r i c e  > r i c e  d i f f e r e r i t i r l  betveen Ceztrai  



Viet N a z  and t h e  r e s t  of t h e  country. 
- .  

( 5 )  A VTI '$~O p i z s t e r  (30 Forcent ) increase i n  t he  wholesale 

D. Efi'ec'; of t h e  O:t:?>er ;.!eazxres 

The Sestecber m d  Oct.ober ~ z s - a r e s  were t he  f i r s t .  of a s e r i e s  of 

sc t ions  that, ve r s  t o  take .p lzce  i n  1970-71, cldminating i n  t h e  major  

reforrr: packege of Tkverber 15,  1971. Teken together ,  t h e i r  a i m  woilld be 

t o  increese t he  effect iveness  of t h e  market ecsnmy moving t h e  

comt ry  i c  the  d i rec t ion  of se l f -suff ic iency.  Most of t h e  policy &rees 

t o  be covered vere  touched upcn i n  October 1970, notably exchmge r e t e  

reform, ex2art promoticn, discocragesent of l e s s  e s s e n t i e l  inpor t s ,  end 

e l i f i n a t i o n  of i ~ p o r t  subsidies.  Two near-term e f f e c t s  of t h i s  s e t  of 

~ e a s u r e s  m y  be noted here: 

( 1  Decree of Devaluaticn 

Establishment of t he  p a r e l l e l  r a t e ,  together with t h e  accompanying 

increases  i n  perequation ter: amunted t o  a de f ac to  devaluation e s t i -  

ns ted by t h e  Kissicn ~t 15  percer~t .  A f'urt!~er round' of perequation t a x  

increases cc Decezber 12 added =.sther five percent to everege e f f ec t i ve  

- i:z.edi&te e f f e c t .  rer c q i t ~  exzcnciitures of t h e  t r o q s  rose  f r m  a 

r.zzthly &y:erage cf $1: before the  EeLsure t o  $22 a f t e r .  Per cap i t& m n -  

r- Lrie increases czxe cesg i te  the  f c z t  t h e t ,  even a t  275:1, t he  accomoda- 

tic12 r c t e  gtill rzs fzr k.eklr.5 t h . ~  z e i ~ c n  black ~ a r k e t  r e t e  cf erewd 



~ ( i O : 1 . " k ~ l  i n  f a c t ,  pe r  c a p i t a  e-endituie r a t e s  were t o  c l i n b  m c h  

higher f c l l ~ w i n g  t h e  develuaticn of 1i6venber 1971: t o  $50 a m n t h  f o r  

tile t r o o p ,  $448 a mcntn f o r  D3D contrac tors .  

E. Befcrz Measures of 1971 

It i s  l i k e l y  t h z t  1971 ~ 5 1 1  be renen3el-ed more f o r  i t s  ecoxrLc '  

pol icy  reforms t h s n  f o r  any ct3er f e s t u r e  of t h e  ecofiomic scene. Before 

cssess ing  t h e  p r i n c i p e l  econorZc developkente of t h a t  yea r ,  t h e  nature 

and tiz5r.z of t h e s e  ncesures v i l l  be s e t  dovn here. l!ote t h e t  only t h e  

r 3 s t  s i & f i c e n t  a r e  L i s tea  i n  t h i s  paper. Tie measures i n  question, 

following cn those  u ~ d e r t d t e n  Fn September-Oct.ober 1970, took plece  i n  

Mwch , June, August arxi Ihxezber of 1971, ss follows : 

March 6 ,  1971 

- I rp r t  taxes  on suger en3 wheat f l o u r x e r e  re ise i i ,  s o  t h a t  p r i c e s  
of sugar nearly doubled ar.2 of  f l o u r  were r e i s e d  by 30 percent .  

- The p r i c e  o f  i q c r t e d  r i c e  r a i s e d  from lT$31/kg t o  lK$k1.5kg 
( f o r  mediun 61-~in) . Eice ra t ion ing  i n  Cect re l  Vie t  Nm vzs 
a3olished.  

- GIT? ecgloyees were g r m t e d  en inc rease  i n  t h e  c o s t  of l i v i n g  
allovance t o  r ~ i s e  tcd;el c o q e n s a t i o c  en avercge' of about fcur 
~ ~ r c a ~ t .  

11 - i r e :  g e r e r ~ l  l i c s n s i r g "  ,system (GL) was introduced- f o r  i r p c r t s .  
At $33 p i a s t e r s  p e r  d o l l e r ,  t h e  GL wss x 3 e  nandstory f o r  F . Y ' ~ -  
l e l  ~ s r k e t  ~ ~ 2 5 s  ~ 7 5  c 2 t i c n a l  f o r  l l e  h t e  goods. 



- Taxes and p r ices  of  c i g z r e t t e s  were ra i sed .  

- For t h e  f i r s t  t i n e ,  d ~ ~ l  l i cens ing  (CIF and GIT!) %.es iLs-l i t?i ted 
on a l i n i i e d  l i s t  of c q l t a l  equipxent items and spere  p r t s ,  
with d i f f e r e l l t i e l  r h t t . 3  cf 116 23d 400 on U.S. and GVIbfi~anced 
in?or t s ,  respect ively .  

- The exchzige r e t e  s t r u c t - u e  was revised,  so  t h a t  four p r i x i p a l  
r a t e s  we2.e l e f t  : 

- 116 - s t i l l  t h e  r a t e  f o r  o f f i c i a l  fore ign goverrslent P ~ C ' ; ; E S ~ S ,  

~ n d  a l s o  f o r  GVN t r ansac t ions  a d  reini t tar~ces t o  s tudents  ~ 3 r o z d  

275 - f o r  U.S.-financed i r z ~ o r t s  

410 - f o r  i n v i s i b l e s  gezera l ly ,  persocal  a ~ c o ~ s d a t i o n s ,  t r ans -  
ac t ions  cn c a p i t a l  account, and f o r  e q o r t s  

The lest t h r e e  r a t e s  &o-re ve re  r e f e r r e d  t o  a s  t h e  p e r d l e l  nar- 
ke t  r a t e s ,  ca tegor ies  I ,  T I ,  111, respect ively .  ( ~ n f c ~ l l y ,  the!: 
becme known m r e  ger!e~nlly a s  t h e  X.I.D. r e t e ,  t h e  G K ?  r a t e ,  an< 
t h e  Financia l  R ~ t e ) .  

- The decision TJES made k r  t h e  G?~I  t h z t  t h e  t h r e e  p a r d l e l  rrerket 
r e t e s  wcu?.d be adjusted f requent ly  by szell s t e p s ,  on k c l s l o n  by 
E comif . tce  coxposed of t h e  ih ic ls ters  of  F i n ~ z c e  end E c o r x y  an6 
t h e  Governcr of t h e  Xztional  6a-G.. 

- G i I J  imports were plscr-9 u d e r  t h e  GL system, end inqort-I.icer.sin:_z 
ves , i n  p r i n c i p l e  a t  l e a s t ,  doce mq with except f o r  U.S .-fin??- 
c e i  i n p c r t s .  

- I ~ x t  t z x s s  Vera c k ? l e f e l y  revised.  ?he 012 schezules cf 2cr- 
eaixetior, tax, i r -pr t  dzfy ,  m i  a x t e r i t y  t a x  were ebo l l  stet ~ r . 5  
r q l z c e d  by a s i r , = i e  --= sc : l e9~ le  cf f s x r  r z t e s :  0, 25, 52 &r.k 200 
'percent. Rex n a t e r i ~ l s  e7d  cti.rer basic c c ~ m d f t i e s  t o &  t h e  0 
r ~ t e ,  oos t  zsu?eeturc5 goods t h e  25 r a t e ,  luxur ies  t h e  50 r a t e ,  
and t h e  200 r r t ~  VE? reserved for y e r s c ~ z l - u s e  ve3ic les .  ?c- 
p 2 ~ i + :  VAon, the X n i s t r j -  ci? Eco.=.cq~ mno'uxed i t s  ti ill it^::^^^ t o  
emf e perequztion t e x  f o r  p rc tec t fve  p r p c s e s  on req;;.t-st bj .- 
l x e l  i n d a s t ~ y .  Gencrelly t h e  r e t e  would be 25 p e r c e t i .  

m.. - 1.-e CK; s e l l i n g  p r i c e  cf both c l s ~ ~ e s t i c  and i n ~ o r t e d  r i c e  f E C ~ L -  
t r a l  Viet 1:;~ was r z i s ~ 3  t c  s u 5 e t s n t i a l l y  el iminate t h e  s5siQ. '  



- on it .  

- CVI: uagcs crme r e i s e 5  es fcl10~~:s:  a generei  increase  of 1,200 
p i a s t e r s  cer conth vns given t 3  a l l  enplcyecs; so ld i e r s  i n  RWAF 
colsbit ir;:'sntry be t t e l i cn s  received a spec i a l  allowance of k ,500 
p i s s t e r s  p c  ccl?:.h; soldiers ir. El? mobile ba t t a l i ons  received z 
simile? ~ i l c u a c c e  of 3,5CO p l x t e r s  per  nocth. Spec i t l  allo-zznc?s 
fo r  ? k t i o x l  Pol ice  en6 f o r  t r y  end custors  co l l e c to r s  were de- 
cided uFcn f o r  l e t e ~  l r . ~ l e x e n t ~ t i o n .  

I n  t he  fece  of  p leas  frm t h e  pri-.r=te s ec to r ,  it w e s  decide5 t h a t  

machinen end e q ~ i p m e ~ t  being i ~ ~ . > o r t e d  ander CIP f o r  epproved icvestmect 

p ro j ec t s ,  ordered befcre  t he  Koveclber 15 refcrrr: bu t  not  del ivere? ,  would 

be ~ d z t t t e d  a t  the old  r e t e  cf 118. Also, it w e s  decided e x c e p t i m d l y  

The i n i t i a l  r a t e  was s e t  et 50 percent end, while t h e  i n t e n t i c s  \-.Es t o  

reduce it by r2.d-1972, t h e  reduction w a s  not ,  i n  f a c t ,  t o  t&e  place.  

- The GVIU' took a nuzber cf a d d i t i o m l  r~easures  during t h e  first guer- 

t e r  of 1972, most1.y iritendeci t o  tie u? d e t a i l s  of t h e  Noveztiber reforn:  
, - T:!e p r ices  of gasolir-e m d  kercsene were r d s d  s o  es t o  rcughlg 

el iminate t h e  sa3sidies  h v c l v e d .  Premix. g ~ g o l i o e  vent f r c s  21 
t o  30 p i a n t e r s / l i t e r ,  k e r c s e ~ e  from 11 t o  '6 p i a s t e r s / l i t e r .  

- O n  t:arch 1, the 9 e t i c f i ~ l  E c c x ~ 5 c  Develogsent Fund was lecccked 

- The exchmge r e t e  fcr f e r t i l i z e r  ~ r , d  pes t i c i6es  wes re i sed  f r o 3  ' 

11.: t o  223. 

- Prices  of water sfid electricity were reioeci. 



r s t e - t a r i f f  s t r uc tu r e ;  nc t  c e r e ly  t h e  l e v e l  of import cost.s,  but  a l s o  

t h e  t a r i f f  s t r uc tu r e ,  t h e  C-VX-CIP exchenge r a t e  d i f f e r e n t i a l ,  snd t h e  

G i V  licensifig system. 

The exchnge  r a t e - t e ~ i  f f' r e f o r m  ir:volved both devalz?&ticr, and t.sr- 

i f f  s l q d i f i c e t i o n .  The t . ~ x  z r ssures  of G u c h  5,  t h e  progressive edcp- 

ties of  Open Generd. Licensicg a t  t h e  400:l r c t e  Leginning i n  June, a rd  

t h e  kvember 15 r e f o r r s ,  t G x n  together ,  provided a devaluation of scjxe 

33 percent  ( l~lission e s t i z a t e ) .  Af ter  Roveaber 15 ,  it could be s a i d  t h z t  

the  p ih s t e r  w&s ~ t ,  o r  ve:y necr,  a r e d i s t i c  l e v e l  vis-a-vis o ther  cx-- 

r e t c i e s  . 
The t a r i f f  revisior .  cf 1?c~vem5er 15 chrnged t h e  i n ~ o r t  t a x  s t r u c t u r e  

overnight f r on  one of thl-?e schedules, eech with scores of  r e t e s ,  t o  t u o  

extrexely s i np l e  schedules: a customs t a r i f f  with four r a t e s :  0, 25, 

50, en6 200 percent;  and a perequation t a x  with two r a t e s  f o r  l i d t e d ,  

p ro tec t ive  purposes. The 2c5 of t h e  Custcr;ls.autl~c;rities would be  s i q l i -  

f i e 5  at t h e  s=e t h e  t%t t h e i r  o p p c r t m i t i e s  f o r  f a l s e  c l a s s i f i c e t i o n  

x ~ u l d  be l i r i t s d .  

"jot cnly vas t h e  i z ~ x t  t a x  s t r uc tu r e  d r e s t i c a l l y  s i q l i f i e d ,  it ves 

~ l s o  shzr$y l c - z r ed .  Tze r e s x l t  w e s  tc, s L l 3  -1z2h of' t h e  collect ior .  e f  

i q z t  revezues tc t3e ~ : c h n g e  r a t e ,  t;:?e:-e it could be m r e  e f f e e t i ~ e l y  

~.3:r,lr:lstered. The GLT ! i ~ 5  rrst f u l l  c i r c l e  frsx the  Auster i ty  Tax 1.Izes- 

ure  cf October 1969. . 
(2) - KT::-CI? ?=te 35 l ' ferent ie l  

-.. :.ith t h e  e C o ~ t i c n  cf t h e  para1:el r a t e  e f  275:l i n  October 1979, t k e  

. . 
G1.i: - , ; Z ~ ,  Ln p r t  , *a-m7-. ,,.,,..A& - ,  -.., ,- -- t h r c s ~ ~ h  i t s  es:k:::t r s t e  pal icy  t h e  hi&=? 



ccj~+, of GV;i-financed r e l~ t i ' . , ~e  t o  CIF goods ( n o t  en t . i r e ly ,  because t h e r e  

was d s o  sr. i1:terition t o  discourege i r p o r t a t i o n  o f  t h c s e  goods placed i n  

t h e  p a r r l l e l  r a t e  market) .  The process w a s  extended wi th  t h e  adoptior, of 

( ? ~ e n f + ~ ~ ~ ~ i L i c e n s i n ~ ;  i r .  2 w e  1971, vhe re in  more u?6 more G1'i.i-finexxed 

ez.r\ds b e e a x  s u b j e c t  t o  t!ie 400: l  r a t e .  b?ith t h e  Kovexber 1 5 ,  1971 n-sve, 

all GVX gooils were a t  4 ~ 0 : l  and e l l  CIP goods st 275:l .  These were n c t ,  

~ f  course,  t h e  e f f e c t i v e  i q o r t  c o s t a ,  s i n c e  i ~ p c r t  tariffs were ed6eE; 

wi th  . inport t c r i f f s  inc luded,  t h e  d i f f e r e n t i a l .  v a s  a c r e  than  t h & t  sugges-- - 
t e d  by t h e  4CO t o  275 sprezd .  

There w e s  nothing s c i e n t i f i c  6mut t h e  s e l e c t i o n  of t h e  400 and 275 

r a t e s ;  t h e  spreed  vas, at my r a t e ,  t o  s h i f t  r e ~ e i i % e d l y  throughout t h e  

r e z d n i n g  pe r iod  of U.E. i w c l v e r e n t .  E c o c o d s t s  d i d  h o w  t h a t  CIP gecds 

were c o n s i d e r ~ b l y  more exrimxiive than  t h e  cooprrable  G\T-finmced p r o d x t  

from J a p m  o r  Taiwm - f c r  reasons  of  h ighe r  c o s t s  o f  sh ipping ,  r ed  te:e, 

e t c . ,  a s  w e l l  as product  p i c e  .- b a t  they  d i d  c o t  knov -bow nuch n o r e .  

They were m x i o u s  t o  g e t  t $e  exchenge r s t e  spread as " r igh t "  6s p o s s i 3 l e  

t o  prevent  u w e t t l i n g  su ings  i n  i q m t e r  e c t i v i t y  f r c z  one l is t  t o  t h e  

o t h e r ,  and nea..?.?s;hile t hey  v c r r i e d  &:out t h e  r e e l  eccx r ; i c  c o s t  of t i e e  

hid ( i . e .  CIP). They be l i eved  t h e t  t h i s  c o s t  Y E S  sc high  a s  t o  c;ffs& 

eble a r e i h c t i c n  i n  t h e  o v e r e l l  a i d  l e v e l  v i t h c n t  &,ry r e a l  c c s t  t o  V:E= 

1 .  Tilesf cons ide ra t jons  lei t  t o  t h e  e q e r i c e L t  -zit:? d u d  l i c e n s i n g  ir. 

Tkr b:issicn's c r s e  v i t h  r e s r e r t  t o  t h e  e c c n t z i c  c o s t  of t i e d  aid 



- cculd not  b e ' s t e t i s t i c a l l y  proven, but  i n  hopes cif denonstrat ing t h e i r  

p i n t ,  l*Zssisn e c c n o ~ s t s  persaztcd t h e  61T ana AID/b!2shinE;tcn t c  have 

c e r t a i n  r.~c!:~i?lers. i r p r t s  ( i n  which t h e  U.S. vas thought t o  have 2s PX!I 

of a c o n ~ e t i t i v e  a d v a t e g e  as  e f iphere )  ava i l ak ie  under both GYK cad CIF 

fixizncing f o r  a t r i d  period.  I f  importers shcved a dercns t rable  prerer- 

elice f o r  t h e  G\Wfinm.ced pro&uct a t  400:1, a s  opposed t o  t h e  CIP pro2act 

e'; 118:1, t h i s  would c o n s t i t u t e  a scilid a rgment  i n  f c v m  of untying fcr -  

eign a i d  - or  a t  l e a s t  a l a r g e  por t ion  o f  it. 

Tne r e s a l t  of t h e  experiment \;as i n c ~ n c l n s i v e .  l k i l e  mzchinery 

l i c e c s i n g  wzs a b m t  evenly s p l i t  as between 61% end CLF during ' the  t r i z l  

per iod,  it s~ppeared t h e t  t h e  K n i s t r y  of  Eccnozy, ever L ? X ~ C U S  t o  s6ve 

fo re ign  exchange vhcn U.S.  a i d  c:zs m a i l a b l e ,  was i n  one vqv o r  enother 

c?.ercing i q a r t e r s  i n t o  us ing CIP. Under'these c i r c m i s t ~ n c e s  t-here  as 

no way accura te ly  t o  aeasure iclpcrter preferexice. Dual l i c e n s i n g  was ex- 

t e ~ d e d  i n t o  o ther  a r e a s ,  but  by then t h e  reason was t h e  shr inking avz4le- 

b l l i t y  of CIP f u d i n g  r e t 3 e r   the^ eny c o n s i d e r s t i o ~  of economic cos t .  

( 4 )  Open Generel L i c e ~ s i n ;  

The i n t e n t  of Open G o n e r e l  Licensing (OGL),  adopted fcr a desigx%ed 

l i s t  o f  goc3s i n  June exis exter,?ed eventually t o  v i r t u ~ l l y  611 GK-fin~.r.- 

c-7 --- . - . - f i2zncfd g2cCs. Tbe rr.3-rs accsrsed with t h e  ~ e n e r e l  d e s i r e  of G1T 

- c -, ,cr?oxzic l ecders  t o  r e x v c  ecorcz5c c c ~ i t r o l s  v11sre f e e s i t l e ,  and v i t h  t h e  

?Faster  k t  a r e z l i s t i c  l e v e 1 , i t  w s s  thought E good idea  t o  l e t  t k e  ~ a r k e ~  -- 
rz;her t h ~ 3  lower echelcn o f f i c i e l s  a t  t h e  Kin i s t ry  o f  Eccncq  - ?ete?-5r.s 

vkich ~ 0 0 5 s  shoald e x t e r .  The evclut\cn of OGL i s  i n t e r e s t i n ~  neic ly  ~s 

z cese l e s son  of vnzt ccuici h q p e n  t o  EL s y s t e x  i n  Yie t  i : z ~  vhen t k e  ir- 



i 
i. t e r e s t s  of those e&_inistering i t  - here again,  those saxe lower l e v e l  

echelon FICIE of f i c i i i l s  - did  nct  coincide wi th  those of i ts designers.  

U n d m  OGL an i q c r t e r  wou1.d purchase en Open General License ( s ince  

he was h y i n g  i n  advmce,  t h i s  m d e  it, i n  e f f e c t ,  M advmce depas i t )  

e n t i t l i n ~  him t o  open e l e t t e r  of c r e d i t  f o r  any goods-on the.-0Gi l i s t  - 

l a t e r ,  cot on t h e  yrckl'biteil list - enyt i~ce  up t o  one year f r~ r  t h e  date  

of h i s  purchase. The system k-ould be subdect t o  spo t  post-checks cnly, 

and i q o r t e r s  found c t i l i z i n g  OGL t o  b r ing  i n  a banned i tem u o d d  be 

penalized. 

Socr, r f t e r  t h e  s:;stem was l awxhed  concern was expressed th&$ t h e  

post - tx2i t  system wculd not be s u f f i c i e n t  protec t ion agains t  uns-lthorieed 

i s .  Morecver, it was er'gued t h a t  sone importers wol;ld shy ew2y 

from OGL f e a r i n g  they l ~ t e r  might be accuced o f ,  and pensl ized f o r ,  erl 

i l l e g a l  iq-crt. !The so lu t ion  WES a  ques t ioncei re  which ar, i n p o r t e r  c c d ?  

f i l l  ir.  et h i s  opt ion and submit t o  t h e  Kinistzy of  Econcrry (NOE) . T'ae 

q ~ e s t i o ~ e i r e  k-ould ideztif 'y  t h e  product t h e .  importer intended t o  bring 

i n :  i t s  cormodity ccde, p r i c e ,  supp l ie r  country, e t c .  -On a ~ p ~ o t - a l  ~Z.cr: 

t h e  E!9C)E, t h e  inpcrter cculd proceed i n  t h e  assurance t h a t  h i s  irnporte5icn 

\..-odd not be q ~ e s t i c m d  later. 

T'nere i s  nc questicr thai; OSL worked es intecded f q r  a  v h i l e ,  E::: 

- 
t L ~ t  it ciid hkve & s r l ~ t a r g  e f f e c t  i n  f r e e i ~ g  u~ t h e  i z p c r t  t r ade .  =z$ 

"qc?ct!.cr.r,zir-e" was e x p c t e 3  ci" h k .  I:EI decree ha3 been necessa.=;r t o  If% 



I 

In l i n e  with i t s  l iberal  9 e c o n o ~ ! c  pkilosbphy, t h e  GVh' econoec  

team was determined t o  e l icLncte  import su3sidies  - t h a t  i s ,  he=.e a l l  

import.ed goods priced a t  l e a s t  eq-ilsl t o  t h e i r  world m r k e t  value - ~ l l d  

keep domestic i n d u s t ~ r  p ro tec t ion  t o  a minimum. I n  t h e  former r e ~ ~ r c i ,  

it proved q u i t e  r u t h l e s s ,  a l i~ - , r i ?g  such n e c e s s i t i e s  as wheat, f lour  end 

sugar (a  necess i ty  i n  Viet Xa, tit l e a s t )  t o  r i s e  dr&=&tical ly v i e  t h e  

exchmge r a t e  o r  i r q n r t  taxes .  !Re wonder i s  t h a t  t h e  r i s e  i n  t k c  oT.-er- 

a l l  primce l e v e l  ves s o  moderzte i n  1971. 

On protec%icn,  it proved =ore equivocal.  It q p e a r e d  r a t h e r  s o m  

tifter t h e  Nove=iber 1 5  r e f o r m  t h e t  25 percent  was n ~ t  nuch of a  bes lc  

p ro tec t ion  r a t e  f o r  a countxy i n  Viet  Rm's pr imi t ive  stste of indus- 

t r i a l  devdopnent ,  end i n  t h t  czse cf  t h e  t e x t i l e  indas t ry  even 50 per- 

cent tras not kdequate t o  prevent se r ious  dayage from c o ~ p e t i n g  J ~ p m e s e  

and Frcnch f a b r i c s .  The onset  of t h e  1972 recess ion zede t h e  25 pe rce r t  

p ro tec t ion  limit increas ingly  ~ ~ t e I I & b l e  &xi it w e s  breached i n  a nmber  

of  a reas .  

G .  Economic X c t i ~ i t y  , 1971 

1971 w e s  a goo3 year fcr tke econora- en3 one in \:hick s u b s t ~ ~ t i & . l  

change was t ek ing  p lace .  

Agricu3.tur.zl ~-:.:;-2t r a s e  ? y  &%out 13 perce r t  m e r ~ l l .  Eice z rcL -x -  

above t h e  1966  lo^ p i r l t .  The :-9?i i n c r s r s c  was due ch ie f ly  t o  t h e  FLY- 

t h e r  f ~ ~ r e a s e s  i n  S?e hectarzi;e sci:n t o  IE-8 v a r i e t i e s .  About 200,CCS 

The Lor;r, ' lLbe:-r-l" i s  i::tc:lccl-d here in t t e  c l a s s i c  sense cjf tl-c terr.;  
i. e . 2 12in:i num ohccc! ;snic  c0r~t-ro2.s'. 



- h e c t z x s  vere converted t o  13-8 i n  1971 f o r  a t o t a l  t o  date  of 675,000. . . 

Ey 1971 IR-8 v a r i e t i e s  &cccur;.ted ' fo r  an est . insted 2,650,000 X/T of out- 

pu t ,  or  42 hercc-l;i; of  t h e  t . c t a l  crop. 

Rice impcrts i n  1971 >:ere Sewn t o  160,000 tons  of mil led r i c e  a3d 

t h e m  uzs a .s tock riravdok:~ ci' 93,000 tcns .  Adfiing i n  t h e  75,030 tons 

require6 annuzliy fierely t o  e c c c m d a t e  population growth, t he r e  would 

need t.c be a b ~ u t  a 325,CCD :.:/T increase  ir! production (550,000 tons  of 

psdw equiva len t )  t o  rezch t heo re t i c a l  se l f -suff ic iency i n  1972. I n  

p r ac t i c e ,  nore t h m  t h e t  vcald probsbly be ceeded, s ince  fe rxers  would 

r i t h h d d  s tocks  from t h e  n t r k e t  when thoy.perceived t h e  t i gh tne s s  of t h e  

situs.iioi.  I n  acy event,  it was not t o  happen. 

Although r e s u l t s  uere uneven, t h e  i n d u s t r i a l  sec to r  made s m e  pro- 

g ress  during 1971. The XIS index of i n d u s t r i c l  prodaction rose  only 25 

percent ,  but  t h i s  index vas biased by t h e  heavy weighting (45 percent '  of' 

t h e  t o t d  index) given t h e  beverage industrj. .  Eeer end s o f t  dririk pro- 

duction declined s l i g h t l y  i ~ ' 1 9 7 1 ,  e r e s u l t  of t h e  U.S.  force vlt!idr&xel. 

A n  e l t e r n a t i v e  USAID incieAc'bzsed on 11 i n&us t r i e s ,  shoved a f cu r  percect 

i n c r e ~ s e  i n  1971. Indus t r i es  doing -cell vere  t e x t i l e s ,  helped p e r t l y  by 

ccx;lctlori of the post  1965 rezcristructicn with mbernizei! equi?.c,ent, 

~ ~ r t l y  by z general  deciir-2 iz szusgl icg ,  c d  c iga r e t t e s ,  vhich a iso  

ke:.,.fiteZ frco reduce2 sr::~giir; (il', t h i s  cese, v i a  t n e  PX systez) .  



i n t o  an Indus t r i a l  Developccnt Bank (IDS). By 1972 t h e  IDB had cas t  off 

i t s  t r a d i t i o n a l  r e spons ib i l i t i e s  such a s  t echn ica l  f e a s i b i l i t y  s tudies ,  . . 
basic  ecoriorcic research,  i n d u s t r i a l  development and pr&uotioc, and 

ess is tence  i n  p ro jec t  implerrientation t o  en;erge a s  an i n ~ t i t u t i o ~  charged 

with t he  provision of long-tera loans and equity f inancing.  Within four 

years ,  u i t h  t he  ass i s t ance  of a-U.S. consult ing f i r m ,  t h e  C.W. Robinson 

Company, t h e  I D 3  becme r e c o ~ c i z e d  a s  a  seasoned dcve lopen t  bank with ac 

experiecced s t a f f  and had a t t r a c t e d  loans from in t e rne t i ona l  lending 

i n s t i t u t i o n s .  

b. D i v e s t i t w e  

Another notetiorthy development i?l 1931 was t h e  formal start of a  

d ive s t i t u r e  progr= whereby o-imership of GVIJ-owned c o a ~ a n i e s  was t o  be 

t ransferred t o  p r i v a t e  hands. Eleven coxpanies were i den t i f i ed  a s  i n i t i a l  

candidetes f o r  d ive s t i t u r e ,  r a ~ g i n g  from t h e  t i n y  Vinh Hao Elineral Water 

Compzrly t o  some of Viet R a m ' s  l a rge s t , . s uch  a s  SICOVINA ( t e x t i l e s ) ,  

COGIDO (paper) ,  and t h e  Ha Tien Cement conPany. The purpose was t o  

expand t h e  r o l e  of t h e  p r i va t e  sec to r  i n  i n d u s t n ,  and t o  provise  an 

outlet f o r  t h e  Land Peforn bonds being issued t o  former landlords under 

t h e  Lsnd-to-the-Tiller Progrm. A U.S. f i r m ,  t h e  Ttro~as Miner Conpmy, 

wzs contrected t o  e s s i s t  i n  t h e  t e chc l ce l  e s ~ e c t s  of t h e  progrm.  

5't:o s x ~ l l  conpalies,  Vinh Bao an6 t h e  Thuy' Tinh Glass Company, were 

successfully divected before t he  p rog r s ,  began t o  bog do'n. The problex 

was pa r t l y  one of v d c e t i o n ,  t he  p r i c e  t o  be put on t h e  conpanies, which 

proved t o  be exceedirgly d i f f i c u l t  i n  t he  circunstances p reva i l ing  i n  



Viet Nan, p a r t l y  a genera l  misunderstanding between GVN and USAID of f i -  

c i a l o  as t o  t h e  eppropr ia te  r o l e  of d i v c s t i t u r e  i n  t h e  GJWts o v e r a l l  

e c o x z i c  prograrii. Tne p r o g r m  snsgged on t h e  proposed d i v e s t i t u r e  of 

t h e  Viet N u n  Sugar Company i n  nid-1973. A t  t h a t  t i n e ,  t h e  GVhl had 

s t o ~ p e d  importing sugar %.rid w&s t ryine;  t o  promote t h e  growth of cane 

toward t h e  end of se l f -suff ic iency.  USAID was a b l e  t o  persuade t h e  G'VN 

t h a t  i n  t p e  cese of sugar t h e  mat ionzl  i n t e r e s t  ru led  ega ins t  a s a l e  t o  

p r i v a t e  i n t e r e s t s .  I n  mid-1974 t h e  d i v e s t i t u r e  program was s h i f t e d  t o  

t h e  Ministry of  Planning. Shor t ly  t h e r e e f t e r  t h e  f u t u r e  of t h e  d i v e s t i t u r e  

p r c g r m  becam l inked  with t h e  establishment of a na t iona l  s e c u r i t i e s  

=ket ,  then i n  t h e  organizs t ion s tage .  It vas  f e l t  t h a t  any f u r t h e r  

d ives t . i tures  should await formal estcblishment of a s e c u r i t i e s  market. 

The l a t t e r  had not  been e f rec ted  by t h e  time Salgon f e l l .  

( 3 )  GIiF and GooCs P s a i l a b i l i t x  

On balance,  GMP i n  1971 rose  by f o i u  t o  f i v e  percent .  This probebly 

did not  t r a n s l a t e  i n t o  increased consumption, a s  o v e r a l l  goods ava i l -  

~ b i l i t y  appears t o  have been about t h e  s m e  as i n  1970. The inc rease  i n  

doziestic production was o f f s e t  by a dec l ine  i n  i ~ ~ o r t s .  Legal imports 

rose  by 4.5 gercent ,  but  a f i e r  allowence f o r  i cc reeses  i n  world p r i c e s ,  

t h e r e  was prabably no gain  ir! r e a l  terms. I.!ee:while, t h e  volume of  goods 

en te r ing ' the  country i l l e g a l l y  declinedoby an e s t i a a t e d  $50 t o  $100 

mil l ion .  This was a t t r i b u t a b l e  both t o  b e t t e r  con t ro l  procedures at , the 

p c r t s  and t o  t h e  reduct ion i n  t h e  U.S. f o r c e  l e v e l  which, q u i t e  s i o ~ l y ,  

niemt a s ~ a l l e r  p o t e n t i a l  scp2ly. 

The l abor  nvrket  b i . 6 ~ ~  t o  ease i n  1971. This was a t t r i b ~ t a b l e  i n  



p a r t  t o  e slow6c;n~ ir t h e  G I 5  f c r c e  buildu? es tf?? 1,100,003 

get  vec neared. Khile reylecerent  rec;ui.xments continued t o  

fcrce  t a r -  

rcr! high,  

cnly about 50,030 riex perscl~~-;el  were added t o  t h e  e k e d  fo rces  ir. 1971. 

The c i v i l  se rv ice ,  c n  t h e  c the r  hand, i n c r e s e d  i t s  r o l l s  bx ercucd 

100,090 as it mxreE ta meet t k e  increesed denands brought upcx it by t h e  

Vie t r?~r iz t i t ion  pr-cge-i. The main f a c t o r  of' ease  wzs o. 25,009 decl ice  ir.  

t h e  rx3er of p e q l e  d i r e c t l y  erLploye2 5y t h e  U.S. sec to r .  As c a y  zs 

k s i g r i i f i c m t  deve1ops:ent cr. t h e  eqlq,me?l+, f r o ~ i  i n  1971 xh5 t h e  
t h e  

iau7ch~ng / k s s x i e t i o n  T'cr t h e  Deve1opn:ent of t h z  Da Rang .'.reti (JDDX) . 
provide 

AD34 w & s  formed t o  ,%sblf c wc.rl=.s ezployxmt i n  t h e  C a  5 m g  e r e e  w3ich hL6 

been herd h i t  by t h e  U.S. force  ~ i t h d r e v a l .  I t s  ~ c t i v t t i e s  ve re  t o  ex- ' ' . 
pand s t e a 2 i i y ,  both i n  are? an5 ir .  scope as t h e  recess ion d e e ~ e n e d  i n  

In genera l ,  it Egpears tbt  t h e  ne t  of a l l  t h e s e  f a c t o r s  Y E S  ED e=- 

p1o:ment increese  of  scnewhet l e s s  then t h e  nature1 ~ d d i t i o n  t c  t h e  l ebcr  

force .  Dwing 1971, t h e  poplllation r c s e  from an e s t i z a t e d  18 .3  r L l l i c n  

t o  18.5 n i l l i o n ,  hnd the lr;5cr f c r c e  from 6.9 t o  7.1  illi ion. 

i n g  f o r  a ~ ~ $ 9 . 6  S i l l i o n  ir-creese i n  p i e s t e r  b ~ l a x z i  he ld  by t h e  U.S. 

Disbursing .Officer ,  m s t l y  i~ Decerber , t h e  GEP -. i. e. t h a t  prtim cf  

t h e  r m e y  s-ii??iy inc rease  e c t u e l l y  pit i c t o  c i r c u l a t i m  - was c:Q- 22 

percent .  The p r i n c i ~ d  f a c t o r s  f o r  1970-71 are suz i= ized  belt;;: 



Bil l ions  of P ias te rs  
1970 - 1971 

Emznsionsry . 

GVN E-enG tures  
( K l i t e r y )  
( c i v i l )  

U.S. E-penaitures 

Exports 

Inv is ib les  

Credit E ~ a n s i o n  

Tot a1 

Contraztionary 

Imports 

Revenues 
(DCTES t i c  ) 
(1qxx-t ) 

Inv is ib les  

Advance Deposits 

Other 

Tot e l  



The p r i ~ a r y  exiansionery factor  i n  1971 was GVN budget expenditures, 

which rose t o  ~ $ 2 5 6  b i l l ion ,  or 37 percent over the  1970 level .  U.S. 

pias ter  expenditures also rose, frcm W$53 b i l l ion  i n  1970 t o  KlS81 b i l -  

l i o n  i n  1971, mainly becau~e  of the higher exchange r a t e  avai l~ 'J1e for 

personel accomcdation. On the  contrwtionary s ide,  GWi docestic reve- 

nues were up moderately, f r ~ r r  l?i$52 b i l l i o n  i n  1970 t o  ~ $ 6 8  bf l l ioa ,  

or  &out 32 percent. Althsu%fi t h i s  was r gain i n  r e z l  t e r n ,  the f i r s t  
a 

such' €&in i n  several years,  it f e l l  short  of the increase i n  G1.?T ex- 

penditure, so  thz t  the fraction covered by d o ~ e s t i c  revenue f e l l  s l ight ly .  

Imports relrained the  main ccunter t o  infletionary pressure. Total inport 

a b s o r ~ t i o n  rose from VI?$166 b i l l i o n  t o  ~ $ 2 1 2  b i l l i o n ,  o r  aboct 28 per- 

cent. Most of thSs increase storzed from the  exchange r a t e  erd  t ax  me&- 

smes  taken i n  l a t e  1970. 

The growth i n  mney su2pl.y vculd have been much greater in 1971 hed 

it not been for  the ebsorpticn of about W827 b i l l i o n  in to  time and sav- 

ings ,deposits. About vn'$l7 b i l l i c n  of these new deposits were placed i n  

Treesury B i l l s  &zring the  yeer, end these,  together with some V3$ 4 b t l -  

l i o r  i n  Treasury Bonds sold t c  the  pabliz, helped t o  b i d  dmn the in- 

fleticzary i r r _ c ~ : t  of the Gt'iT's ~ e f i c i t ' .  

b. Prices 

Tkte imreese  ir. consE.er prices +?ounted t o  15 percent f r o ~  be- 

ginning t o  end of 1971. This YES the  best  one-year p e r f o r = : ~ ~ c e  since t h e  

fcrce biilld-up b e p n  i n  ehrcest i n  1965. The re l a t ive  price s ta3i l i ty . i :  

1971 was rer,=rk~;Sle consider in^ the  exchange r e t e  measures em3 t h e  m!!er- 

cur price increases 2ecree6 hj the go+er:.,.;ent.. A USAD study, bssc3 cr, 



- 'ihe period 1-Ierch 1971 t o  bkrch 1972, showed t h a t  of  t h e  23 percent i n -  . . 
creesc  ir. r e t z l l  ~ r i c e s  during t h a t  t i n e ,  s l i g h t l y  over 1 9  percent ccui5 

he e sc r i be2 ' t o  d i rec ted  p r ice  increeses .  Dmes t ic  r i c e  p r i c e s ,  cce Erea 
. - 

si'fected--mil f e r  end: evey t h e  ~ c ? ' s t  i - q c r t a n t  p r ice  index. i tem i n  t e ~ d  

of weight--rcse by 50 to 55 percent. during 1971. h o n g  o ther  pro3ucts 

a f fec ted  d i r e c t l y  by goverrnent e c t i m  were sugar, beer ,  scft 2 r i ~ k s  tir2 

(6)  Esckina and Credit  

. Scicen Rmks Role i n  De f i c i t  Pinsccing 

A s  s h a m  i n  t h e  Ga? r e s u l t s ,  Section > ( a ) ,  bmk savings de?osits rose  
. - -  

I n  1371 by IT$ 33 b i l l i o n ;  o f  t h i s  sun ~ i ~ S 3 1 . 2  b i l l i o n  w a s  accounted fo r  

ty t h e  Seigoc bmks  and Vli$1.5 b i l l i o n  by t h e  P ~ r i c u l t u r a l  Deve1opzer.t 

sank (ADZ) mil p r iva t e  r u r e l  banks. P.e increase  i n  savings deposi ts ,  e . 
d i r e c t  r e s u l t  o f  t h e  I n t e r e s t  Rete Reform of  Septezber 1970, eneble i  t k e  

' 

b ~ n k i n g  sys ten,  f o r  t h e  f i r s t  time, t o  p ley an i n p o r t e ~ t  r c l e  i n  he l s? ig  

t o  f i n m c e  t h e  government's  deficit.^ 
I n  1970 t h e  budget d e f i c i t  had been finenced dmst  e n t i r e l y  k:: tt2 

Netionel 9rrA; co r se r c i a l  beriks ha9 pu-chased only V Z $ ~  b i l l i o n  cf ? 2 ~ -  

saq~  b i l l s .  i n  1971, tl..~&s t o  t h e  i z f l u x  of  savings deposi ts ,  t k e  ;SF:-= _ _.__- 

A1 bne i r  ICEZS t o  t h e  p r i va t e  s e c t c r  ly: v:;$PL b i l l i c r . .  The c red i t  exT=r.- 

'., '... . , " -,. v . d L L  heve been necessery er.p:~y t c  f int ime t h e  increase  i n  i z ~ r r :  

r r t i o s .  Xith the increcse  i n  ~ e ~ i n p . . a c t i v i t y ,  it ves possible  t o  Z i r -  



such Eeasures. 

(6)  AD9 2nd P ~ r a l  Rznks 

Eznking e c t i v i t y  i n  t h e  r u r d  s e c t c r  of  t h e  econcmy recordes shzrp 

&BVE.CC~S i n  1371. Tota l  lams oats tanding of t h e  47 brznches of t k e  

A ~ r i c u l t u r a l  Developxent Balk ( ~ 3 )  and t h e  25 p r i v a t e  r u r a l  ba2.s rose  

frcm ~ $ 6 . 2  b i l l i o n  c ~ t  t h e  ens  of  1970 t o  ~ i i t g .  3 b i i l i c c ,  an increese  of 

50 p r c e n t .  Savings m d  time deposi ts  rcse from ~ ~ : $ 3 4 7  mi l l i cn  ir. 1970 

t o  ~ ~ $ 1 , 5 2 6  ~ i l l i o r ,  i n  1971. The ~ a j o r  f a c t o r  i n  t h i s  growth W E S ,  egain,  

t h e  i ~ 2 e t u s  given t o  t h e  banklng s e c t o r  by t h e  SepteIzher 1970 i r k e r e s t  

r e t e  reforx .  Another contr ibut ing f a c t o r  wes t h e  ADB's progrc .  t o  pro- 

m t e  t h e  opening of a  p r i v e t e  r u r a l  bankL I n  each of  t h e  c o u n t n ' s  250 

d i s t r i c t s .  The program i n i t i d l y  hegen as a  p i l o t  p r o j e c t  i n  1963. 

Three banks were opened i n  1369 and only Gne i n  1970. During 1971, how- 

ever ,  21 p r i v a t e  r u r a l  banks ve re  opened, F ~ C  another 44. would be c.>ened 

by t h e  end of 1972. 

Rural c r e d i t  i n  Viet Nar, continued t o  supplied p r i -a r i ly  tkrcugh 

r e l a t i v e s  &nd f r i e n d s  end other  non- ins t i tu t ione l  sources,  r e t k e r  tla 

thrcnfh  orgcnizea i n s t i t u t i o n s .  row ever,,^^ e s t i r ~ t e d  13% of  r - ~ ? z l  cre- 

d i t  i n  1371 vcs prcvided by t h e  ,@JIB and p r l n 5 e  r u r z l  b e n k s , c c r ~ ~ r e C  ;:itk 

F c i l ~ ~ i n ~  i s  a breeXis-.m of t h e  p r i c c i p z l  belance of  pe;xer.ts 5tez.s 

during i969-71: 



Fcl price of Trade - 
F.. ~ l j c r t s  

In-.prts,  c . i . f .  
Ezlance of Trade 

U.S. ~ U D D G Y ~  

U.S. Aid 
( CIP 
(P.L. h80 T i t l e  I) 

U.S. P i a s t e r  Purchases 
( o f f i c i a l )  
(Personal  ! 
Tota l  U.8, Support 

5 27 - - Ret I n v i s i b l e s  tin5 Others -:> 

The t r a d e  d e f i c i t  rose  i n  1971 t o  .ST02 m i l l i o n  on t h e  s t r eng th  c f  E 

3.2 percent  inc r sase  i n  i s p o r t s  ( i n c l u ~ i n g  A.I.D. f r e i g h t ) .  Fer c o r e  

t h a r  o f f s e t t i n g  t h i s  was an $85 mi l l ion  increase  i n  U . S .  s e c t o r  ~ i a s t e r  

purchases,  not.withstanding t h e  40 percent dec l ine  i n  t h e  average force  

l e v e l  xectioned e a r l i e r .  This seerringlg ext reordinsry  developze-t  k ~ 5  

a. o f f i c i a l  expenditures remained v i r t u a l l y  ~ i c h ~ i g e L  i n  

p i e s t e r  t e r m ;  t h e  e f f e c t  of i n f l e t i m  cn p i e s t e r  c o s t s  o f f s e t  e 15 Fer-  

cent  dec l i ce  ic r e ~ l  c a t l a y s  (which, as rlostly f ixed  c c s t s ,  ten2e.7 t; f?- 

c l i n e  f ~ r  l e s s  r a ~ i d l y  then t h e  declirie i n  t h e  fo rce  le-?el) ;  

. t h e  exchmpe r a t e  f o r  o f f i c i a l  purchases r e m i n e d  =- 
.- chti~ged t h r o u ~ h o ~ - - l  1971; it vas  t h e  c r l y  r a t e  l e f t  u n t o u c h e ~  b j r  t k e  ..:-:- 

c. pe r  c q i t a  p e r c c j c ~ l  e x ~ e n d i t u r e s  o f  t h e  t r o o ~  z-3 ccx- 



tl-a.ctor personnel rose  d r a m t i c a l l y  i n  r eec t ion  t o  .the more favorable 

accoz~oda t ion  r a t e  (See Section X,D (2-L above),  more than o f f s e t t i n g  t h e  

e f f e c t  of  in? reduction jn fo rce  l e v e l ;  

d. t h e  U. S. Disbursing Of f i ce r  wrc!;jcsed $23 n i l l i o n  worth 

of p i z s t e r s  i n  excess of h i s  1971 needs l a t e  i n  t h e  year  (?!.B.: T . i s  i s  

t h e  c o u n t e r p ~ ~ t  of t h e  spurious increase  i n  noney supply noted i n  Section 

C; ( 5 )n  above). X i s  f u t u r e  requirements would decrease a c c o r d i ~ g l y  . 
For the GK? it was t h e  h ighes t  l e v e l  o f  earnizigs from U.S. p i e s t e r  

purchases of  t 3 e  U.S. involvement. Considering t h e  sherp  drop t o  coze 

i n  1972, the;. would have done we l l  t o  baak Eon? of it then t h e  n e r e  $6 

mi l l ion  increcire i n  exchange r e a e r v e s . i n  1971. 

(8)  Exports . 
Exportr i n  1971 showed no inc reese  over t h e  1970 l e v e l  of $12 nil- 

l i o n .  It zight appear from t h i s  t h a t  t h e ' i n c r e a s e  i n  t h e  export  rate-- 

fro12 118: l  t o  275:l i n  Octoher 1970 and 350:l i n  August 1971--had no 

e f f e c t .  Tfiis i s  not  t h e  case.  I n  t h e  first p lace ,  a dec l ine  i n  v o r l ?  

rubber p r i c e s  cos t  Viet 13am about $3 n i l l i o n  i n  1971. h b b e r  exljorts by 

volune rcs2 t:r 45 percerit. I n  t h e  second ? lace ,  new i n v e s t ~ e n t s  i n  t h e  

f i s k i n g  and lx5zer ing  i n w s t r i e s  could be expected s o  b r ing  i n i t i a l  re-  

s a l t s  i n  1272. A s  an ezi-1:; i nc l i c s t lm of t h i s ,  ex?orts  ve re  $5.4 ~ i l -  

l i m  is t i x  f i r s t  qua r t e r  of 1972 alone.  

3. U.S. A i d  

6.3. zzsZstsnce deserves sepera te  mention here  f f on131 b e c a s e  1971 



t 
c i a 1  i q o r t s  (CIP a d  P.L. 480) end p i a s t e r  purchases. Af ter  1971, pia- 

s t e r  purchases woulsd decl ine  precipi tous ly .  CIP would average c lose  t o  

t h e  1971 l e v e l  at l e a s t  i n  ncxirial terms, a l t h m g h  decl in ing d r a s t i c a l l y  

i n  r e a l  t e r n s .  

I n  mid-1971 t h e  f c t u r e  develo2ment of  t h e s e  f a c t o r s  was l e s s  t h m  

c e r t a i n .  A t  one point  i n  ~ u l i ,  t h e  fore ign exch.ange outlook e ~ p e a r c d  

~ u f f i c i e n t l y  worrisome f o r  USAID t o  s h i f t  POL and cement, toge the r  in- 

vo l r ing  imports of  $95 n i l l i o n  a  yea r ,  t o  t h e  CIP Pos i t ive  L i s t .  L ~ t e r ,  

i n  Februzry 1972, t h e  focus of concern hed switched t o  A.I .D. availa-  

b i l i t y  end ceslent was put  back under GVN f inancing.  

I. J e n  .-Mar. 1972 

For a n a l y t i c a l  convenience, t h i s  Section has focussed mainly on 

ecccozic d e v e l o p ~ e n t s  i n  1971 end l i t t l e  has been s a i d  of t h e  fev nonths 

preceding t h e  c o m u n i s t s t  Ees te r  offensii-e. There are a  few p o i n t s  

wcrth.making, however, as it was an unusual ~ e r i o d  i n  i t s  own r i g h t .  

During t h e  f i r s t  quar te r  of  1972 t h e  economy was fee l ing  t h e  i n i -  

tid e f f e c t s  of t h e  Koveniber 15  devaluation. Noreover, t h e  GVR t sok  a  

n~r lber  of adk i t iona l  Keasures i n  t h e  exch=,ge r a t e  arid t a x  a reas  (see  

Sect ion S above), which had t h e  e f f e c t  of d i r e c t l y  inc reas ing  p r ices  of 

p t r c l e u c :  products (FOL) , f e r t i l i z e r ,  ar.3 u t i l i t y  r a t e s .  These f ~ c t o r s  

!reLp t o  e q d e l n  a  sevec percent  increase  ir, r e t a i l  p r i c e s  6uring tfie 

There ve re  a l s o  s igns  of r e v i v i r ! ~  s ~ e c u l e t i o n  i n  b lack m r k e t  r ~ t e s  

&?d i n  i:n?ort l i c e n s i n g  a c t i - ~ i t y  ( i n  Viet  I:32, devalutitions--forr.al cr 

Ce fzcto--in7rarlrbly were folioveil by iccreesed irnpcrt l i c e n s i c z ) .  k- 

~ c r t  1izai:sing w a s  e spec ia l ly  !lea-:y i n  J e n : ~ r y  and ues nctable ir. fir- 



ished text . i les  other luxury items. Licensing l e v e l s  did not seem t o  

be sustzinable i n  terms of market demmd and, i n  f s c t ,  a d i s t i t c t  cooling 

could be seen by March, as  these  figures shov: 

Janczry 
Februery 
Merch 

I ~ p o r t  Licensing, 1972 
( $   illi ion) 

GKJ CIP 
3 n  4 x 7  
25.8 16.0 
26.1 22.1 

kL?o by Ekrch, businesses and banks were reporting a widespread sur- 

f e i t  of inventories.  The econornly appeared t o  be heeding f o r  a period of 

slowd.own, ascribable not only t o  t he  inventory s i t u e t i o a ,  but  e l so  t o  t he  

ongoing withdrawal of t h e  U . S .  forces and t h e  c o n c o d t m t  decl ine  i n  U.S. 

sec tor  employnent. I n  shor t ,  t h e  Republic was enjoying something l e s s  

than c l ea r  s a i l i n g  even before t h e  roof f e l l  i n  with t h e  Easter offensive. 

X I .  Xisfortu?e Befel ls ,  1?72 

The invasion of t h e  S o ~ t h  by Hanoi's forces ,  le=ched on E!c-ch 31, 

1972, vas but one of several  horrendous nisfortur,es t o  occur, o r  origin- 

a t e ,  i n  3.972. Eesldes t h e  Easter offensive i t s e l f  an5 e bad r i c e  crop, 

t h e  e f f ec t s  of vhich w o ~ l d  be p r e t t y  m c h  confined t o  1972, these  were 

t h e  U.S.  force withdrewal an6 conconitart decline i n  i r p o r t  support, ecE 

t h e  vcrlduide i n f l a t i o n  i n  cemodity pr ices .  

t inulxg i n t o  June 1972, had im-ediate m d  sere re iy  d ~ e g i n g  ccnsequerces 

fo r  t he  e c ~ n o ~ r .  Physical c ies t r~ct . icn xas extensive. Two pro-:kce 

c e g i t ~ l s ,  dozens of l e s s e r  tovns.and v i l l ages ,  more than 200 brizges,  

i end !r.:::;y r i l e s  ~f n i g h a y  were devastated. A5out 40 ~ e r c e n t  cf Viet 



. I:zJ.-~'s rubber s u t p t  was stogped by f i g 5 t i n g  i n  p lan ta t ion  areas.  EZo1.e 
. 

t h m  1.2  r i l l i c r !  pecple l e f t  t h e i r  hcces and productive occupztions an5 

become refGgees. 
. . 

Another s e r j c u s  e f f e c t  of t h e  offens ive  was i ts  i ~ q e c t  on p r i v s t e  

s e c t c r  confid5n-e. Ccrsmers  reacted  by c u t t i n g  dswn on deferrable  ex- 

prcses ,  busiceccxen imedia te ly  pa t  o f f  investment p r o j e c t s  and begeu 

z t t exp t ing  t o  reduce inventcr ies .  Tie combined e f f e c t  of  t h e  above fec- 

t o r s  WES a s e r i o u s  recess ion.  Geny small  shops and mnufac tu r ing  enter-  

 rises shut  dawn e n t i r e l y ,  end l a r g e r  businesses l a i d  o f f  workers o r  

vent  on shortened work weeks. The recess ion reschet? a low point  a r ~ m d  
- 

\ 

Jane end - the re  -as  a gradual recovery during the 1st p a r t  of t h e  yea r .  

Herever, t h e  recoLrery ves far  from c o - q l e t e  by year  end, s e v e r a l  in- 

C ~ s t r i e s ,  i n c l a 2 i r ~ g  constructfon,  t e x t i l e  manufacturing, end t h e  whole- 

s a l e  t r ~ d e  i n  durable goods, rexeined depressed. 

f o r  t h e  reescne s t a t e d  i ~ ?  sectior! X, rJ !7) above, began t o  be  f e l t  i n  

i972. S o x  47,003 persons >:ere d i  s c h c g e d  f r c n  U. S. s e c t o r  ezp1oycer.t 

I n  r c t r o s g e c t ,  econorzists would egree t h a t  they hed u x d e r e s % i r ~ t c i  

had been ( f o r  ,Tie: 



ef fec t .  As it was, v i t h  recession undernay fo r  o ther  reasons,  t he  e f f ec t  

w a s  devastet ing.  Those e q l o y e d  i n  t h e  U.S. s ec to r  had been r e l z t i ve ly  

well  ccnpcse ted .  The "ri$plel '  e f f e c t  of  t h e i r  l o s s  o f  purchasin; >over 

was,  the re fc re ,  e spec ie l ly  proriomced. It was part icular 'w not icr23le  

et and arouiil a reas  with e f omer ly  l a rge  U .S. presence, such a s  Da B m g ,  

Xhe Trang end Qui Nhon, but  urban areas  were. af fected.  

On the fore ign exchenge s i d e ,  U.S. s ec to r  p i a s t e r  parchases f e l l  t o  

$213 ni i l l icn  f ron  t h e  peek l e v e l  of $403 n i l l i o n  reached i n  1971. The 

dec l ine  ves nlore than accounted f o r  by t h e  change i n  

purchese r a t e ,  which hzci remained a t  1 1 8 ~  a f t e r  t he  

measures of  Bovenber 15,  1971. On A g r i l  1, 1972, i n  

t h e  o f f i c i a l  U.S. 

Ecooonic Refc= 

response t o  nmnt -  

i n g  pressures  from U.S. C o n g e s s i m a l  sources,  t h e  o f f i c i a l  purchase r e t e  

w 2 s  changed t o  accord, henceforth, with t h e  Financia l  Rate--at t h a t  t i n e ,  

410:l. Personal  purchases a l s o  declined i n  1972, although r o t  n e ~ r l . ~  i n  

propor t ian  t o  t h e  71 percent  d r c ~  i n s t h e  average force l e v e l ,  as t h e  per  

c a p i t a  ex,.enditures of t h e  t r o o p  continued t o  r i s e  s t rcngly .  

C.  3 e c l l . x  i n  U.S. Aid  

The d z = l i n e  in U . S .  piester parcheses was, o f  ccurse,  foreseer! Trc.ri 

t h e  t i x e  of t 3 e  Xidwqf Ccnferer.:~ i n  1969. I n  1 . i ~  1971, to? U.S. eccno- 

nists fro- S z i p n  and '&shln$ct n e t  i n  S i n g z ~ ~ r e  f o r  a three-dey co2- 

Terence t z  d lscuss  t h i s  eventn~li",:: a lccg w i t ?  o ther  aspects  of V i e t r c L -  

z e t i c n  er:5 5ke V i e t c ~ t z s e  eecx,-. The pa r t i c i pen t s  cculd not. b n o ~  GI' 

t h e  e x t e r r e l  c a l a d t i e s  t h a t  r e u l 3  b e f a l l  Viet K ~ z  beginying i n  1972, ti;'', 

ir. n2 a re2  -;as t h e r e  t o  be e g r e ~ t e r  f r u s t r ~ t i o n  of e x g e c t ~ t i o n s  t k t -  I n  

t h e  arza cf g i ~ s t e r  purchases &a5 U.S. aid .  



A t  Singapore, t h e  forthcoxing dec l i ce  i n  p i a s t e r  purcheses was 

viel*-ed as  an opportunity,  not as a nenace. It was assumed t h a t  t h e  de- 

c l i n e  i n  purchases vo-Ld be re tched by an increase  i n  grent  a i d ,  an; 

I I t h a t  V l e t  would thereby earn a resource dividend" from t h e  f ree ing 

of mangover a d  r a t e r i e l s  previously enployed, o r  u t i l i z e d ,  by t h e  U . E .  

sec tc r .  The discuss icn  turned on how b e s t  t o  t ake  edvantege of t h i s  

11 . . aividenb". There wes no considerat ion t h a t  U.S. a i d  might not  r i s e  t o  
* 

o f f s 2 t  t h e  decl ine  i~ ~ i a s t e r  purchases, l e t  alone t h s t  U . S .  ass i s t ance ,  

i n  reel t e r n s ,  would decl ine  d r a s t i c a l l y .  Under t h e  c i r c m t a n z e s ,  t h e  

II  resource dividend'' would becooe a s t e a d i l y  growing bocv of t h e  urbsr. 

The t r e n d  i n  a i d  from 1972 through 1975 w i l l  be covered below. Here 

it w i l l  s u f f i c e  t o  note t h a t  U.S. import support declined from $849 zil- 

l i o n  i n  1971 t o  $591 z i l l i o n  i n  1972, a s  fo l lmrs :  

U.S .  T z ~ o r t  Ss rpor t ,  1971-72 
( $  14il l ions)  

CIP (iW 281 
FL 480 T i t l e  I (fl') 1-65 
Direc t  Dol l s r  Support - 
D ' LO3 , i E s t e r  h r c h e s e s  (cY) 

Tot  el 6 4q 
- 3. ----.. .'--- -r+ - D w i  - A  ccc -- -. 

Ur-<'_l 2972, t 3 e  novezent i n  t h e  p r i c e s  cf ~ o o d s  i ~ ~ o r t e b  by YZet 

!;sn t:zs literally SO s l i g h t  a s  nct  t o  be deexzed worth7 c f  not ice .  ?trt 

i s ,  i q o r t  d z t a  could be t reaked ir .  nozicz l  t e r m  without t h e  need tc 

cor rec t  t h e  e f f e c t  of i n t l a t i c n .  - Usl~?: U.S. export  p r i c e s  as  en LX- 

dicat:m at t h e  ~r.ovr,:xk of these  p r i c e s ,  they cen be seen t o  k v e  .riser.  



by only 21.4 percent  i n  t h e  eighf ;.ems, 1963-71, which t r a n s l a t e s  t o  an 

. . 
average' ar:nual r a t e  of only 2.45 gercent .  The beginning of a new e r a  

was s i g m l l e d  by t n e  S:?ithsonim Agreement of Decenber 1971. Overnight 

t 3 e  J a p s e s e  yen,  t o  mention Viet Rmls second l a r g e s t  supp l ie r  ( s f t e r  

t he  U.S.  i t s e l f ) ,  r p r e c i ~ t e d  by 16.95 rel.iti-:e t d  t h e  do l la r .  P- =id- 

1972 pr ices  of i n t e rna t i ons l  corr,.;?dities were r i s i n g  on a broad f r & t .  

For 1972 a s  a whole, Viet Nmls ixpor t  d o l l e r  was worth t e n  percent  l e s s  

a / 
than i n  1971: t h e  decl ine  f o r  1971-74 would anount t o  54 percent.- Ap- 

plying t h e  1971-72 i q c r t  p r i c e  increase  t o  t h e  import support d a t e  shown 

~ b o v e ,  t h e  decl ine  i n  r e a l  U.S. i n so r t  suppcrt  from 1971 t o  1972 was one 

of 37 percent .  

E. Rice 

S t i l l  =other n isfor tune , t h i s  one f c r t una t e ly  not of a continuing 

nature ,  ues t h e  poor 1972-73 rLce crop. After  t h r ee  successive years  of . 

exce l len t  ha rves t s ,  t t s  1972-73 crop suffered f r c n  inadequate r e i n f a l l  

during t h e  e e r l y  p l m t i n g  sersoc  ~ n d ,  a t  5.9  illi ion tons ,  ves o f f  t h r ee  

pe r ce t t  from t h e  1971-72 crop. Zzzgorts r c s e  from 1b0,€l0@ tons  i n  1971 t o  

F. Eccnczic Act:-,-Lty 

Tne coztinueii e f r e c t  of t?x :?.Ti- cf fecs ive  end t h e  U.S.  withdre7.;al 

ves z c e c r r f l  recess ioc ,  trkich t : ~ s  a', i t s  r z s t  severe i n  t h e  secon5 

a xkole ,  was o f f  four percent  f x .  1371. Reflect ing t h e  generally 2e- . 

2' 5 e f i x i : . g  1972, e i l  m c r ~ r t z z i t s  cf i ~ p o r t  p r i c e s  a r e  Kission - 
c a l c c l e t i c ~ s  based upon t h e  p r i c c i p l  co~,rl:c?ities i n  Viet Nm's icgor t  t r ~ 3 e .  



pressed business c l i xa t e ,  i q o r t  demmd f e l l  shtirply. Combined GVX and 

CLP l i c e n s i n ~  (or4 t t ing  PL 480 data  a r e  l e s s  ind ica t ive  of busi- 

ness ec t i v i t y  ) f c r  t he  pericd April-Deceliber 1972 was 23 percer~3 belo;; t he  

corresponding 1$'(1 period. Construction ec t iv i t y  was grea t ly  depressed, 

especial ly  i n  urban areas.  

I n  t h e  agr icu l tu ra l  s ee to r ,  with r i c e  ~ r o d u c t i o n  off t h r ee  percent 

f r cn  1971 and rubber productiori sharply reduced by the  NVA offeixive,  

overc.11 output donlined by ZQ e s t i m ~ t e d  t v o  percent from t h e  1971 leve l .  

On the  other br?ld, t h e  f i s h  cetch and tirrber cut t ings  r eg i s t e r& goo6 

ga im over 1971. 

G. I!ztional lnc  cme 

GVN n e t i o n ~ l  account s t e t i s t i c s  shctr a nominal decline of 0.2 per- 

cent i n  G i P  for 19-72, which would i n  tu rn  t r a n s l a t e  t o  a per cap i t a  de- 

c l i c t  of neerly th ree  percent.  Considericg t h c t  l egz l  impcrts decline2 

by 14 percent i n  r e a l  t e r n  and tha t .  t he re  w ~ s  mdoubtedly n fur ther  drcp 

i n  i l l e g a l  i m o r t s  ( smggl ing)  es well ,  t h e  decline i n  goods a v s i l e k i l i t y  

was u~doubtedly grezter  t h m  this--five ~ e r c e n t  o r  nore. The burden f e l l  

. - i!lc, arc ir. ez>erto,  t e x  r e f ' c x s  er.d other self-help neasures. 



devsluation of S e p t e ~ b e r  1970 had not shown resu l t s , '  i n  t e r m  of expert 

ea r r ings ,  i n  1971. I n  1972, however, t h e  investments made i n  1971 be- 

gar, t c  pey o f f .  Exports nearly doubled, from $12 ~ l l i o n  t o  $23 n i l l i c c .  

Leeding t h e  ww were rubber with $7.2 n i l l i o n ;  f i s h  products ( z c s t l y  frc-  

zen shrirq)-$5.5 mil l ion;  a r~d  lmber---$3.0 mil l ion.  The GW! pursued E: 

pol icy  of vigorsus e ~ o r t  p romt ion  (by t he  s tmck rds  of previous yeers ,  

i f  nct necessar i ly  by t h a t  of o ther  developing count r i es ) .  Ir. Yay t h e  

exp2i.t r a t e  was s e t  a t  500: 1, providing an 80 p i a s t e r  prerzim over t h e  

o f f i c i a l  r a t e .  The export r a t e  was r ~ i s e d  t o  55C:i i n  Ju ly  where it re -  

mained fo r  t h e  r c s t  of  the year.  The export  p e n i w  ranged f r m  129 pie- 

sters (28 percent)  i n  July t o  85 p i a s t e r s  (18 percent)  at  t h e  y e e -  r en?. 

Fro3 July on an add i t iona l  25 p i a s t e r  subsidy was grovided f o r  t h e  exTcrt 
\ 

of products new t o  Viet kz. 

( 2 )  Tex Reforn 

Doaestic t a x  revenues i n  1972 r eg i s t e r ed  t h e  f i r s t  netnir.g%l yeer- 

to-year increase  of t h e  . en t i re  ger iod of U.S. ir?voiver,ent, e k 5  ~ e r c e n t  

gain on t h e  19'11 r c s u i t s .  Since p r i c e s  rose  by only 27 percent ,  t h i s  -<:as 

e l s c  En i zyovezen t  i n  r e a l  t e r n s .  The echieveriezt, which w s s  t k e  z r r e  

r e ~ e - k L ~ i e  considering t k e  eccncrLc c l i k t e  i n  vkSch it occurre5, ses 

a t t r i ' r . A ~ b l e  c ~ - t l y  t o  a b r a d  revrr.!?i;lg o f  t k e  ta: s t r u c t a r e  E:;*: p=rtI.:.- 

to a ..-:. ....,, ..-I e sa l e  shS~e-sp of Tax i ) i r ec tq~a t . e  p r s o ~ i e l .  

ih5er spec ia l  powers l e ~ i s l e t i c n  p a n t e d  iiiz ir, t h e  u&e c f  t?.e 7.-L 

o f f e x i - r e ,  Preslderrt Thieu i s sued  a nu~l5er of tee Eeesures i n  t t e  six 

nxtfis es3ed Decerber 27, 1972.  take:^ as a p a c k e ~ e ,  these  xeEs::res .t.~:-:- 

stit:LeCi a bas ic  r e f ~ m  of tile en+,i.re'G7?IJ dcces",ic t u r  syster.. 



The E r e  s i g n i f i c m t  of  t h e  new tax neasures were: 

--Tarirf ScheZule - The l e w  mede e ju re  t h e  t a r i f f  schedule edopted 

. . 
i n  I.Jovem3er 1?7 i ,  ES p a r t  o f  t h e  m j o r  reforrc of t h e  exchmge sys tex  

uzderteken &t t h a t  t i n e .  ( see  Sect ion X , E . a ~ o u e )  : 
- -P rmer t y  Tzxes - The new l e v  rep laces  a t a x  t h a t  was l ev ied ,  f o r  

t h e  most p a r t ,  i n  d x o l u t e  mouxts  z t  r a t e s  t h a t  hed b e c o ~ e  neg l i e lb le .  

Tie  new r a t e s  ve re  t o  be  based on coritinued assess~~:ents  on an ad velcrem 

bhs i s  , with revenues eccruing t o  l o c a l  governmnts. 

--Blotor- Vet ic le  T a x  - Rates were r a i s e d  on a l l  c l a s s e s  o f  vehic les .  

--1nccn2 Tex C ~ d e  - The t a x  incorporated four e a r l i e r  t axes  on in- 

cone. The corpora t icn  t c x  \.as fixc;l a t  a f l a t  45 p r c e n t ,  t h e  income 

tax et r e t e s  gradust in6 f ron  1 0  t o  70 percent .  

--Val.;% L35ed Tax - Tk~e VAT, decreed July 1973, was t o  becone t h e  

nos t  i ~ p o r t ~ ~ t  s i ~ g l e  revanue producer. ( see  Sect ion >ZI. ~ ( 2 )  belov 

f s r  t 5 e  e ~ c l u t i o n  of VAT I n  Viet  Nen.) 

. - --S-,.e?rz~ C o n s u ~ ~ t i m  Tax (SCT) - This ta, which be t h e  sec- 

055 n x t  iz;=rtrrrt reveuue prodzeer , consollcktec? e x i s t i n g  exc i se  t axes ,  

p e r e ~ u r t i o r ,  t a x e s ,  End other  xciscellanec-as t exes  i n t o  a s ing le  'EC ~ 8 1 ~ -  

' 
r e  t 8 x  r~:;;.ir.z - - frm 1 0  t~ 129 ~ e r c c n t ,  l ev ied  on cer ta l r ,  goods, ootcbly 

*; b,,recc, beer, s$ft  <:,ri-'-c r L , r  &rr3 POL. 

( 3 )  ":l.ey zelf-;?.:T~ ?.Iels-.:res 

Other refccrzs were l a r g e l y  i m n i k a t i c n z l .  k new investment lev,  

~rx.:;lgateE i n  J x e  1372, was put i n t o  operation. An Investment C ~ L -  



w s s  re&- t o  o f f e r  bene f i t s  such a s  t a x  concessioris subs ten t ia l ly  equal 

t: those offered by other  countries i n  t h e  region. A Naticnal  EccncrLc 

Develo?;:~t~it Fund (IEIF) was a l so  es tabl ished i n  Karch 1972 a s  a redis-  

ccy~nt f a z i l i t y  wi th  y r e f e r e n t i d  i n t e r e s t  r a t e s ,  o f fe r ing  financing t o  

~r,?rovc? investments, whether of donestic or  foreign cap i t a l .  By t h e  end 
. - 

of 1972 BZJF hed c o m i t t e d  7.9 b i l l i o n  p i a s t e r s  from i t s  o r i g i n a l  funding 

of KI $10.0 b i l l i o n .  

Tne balence of paynents r e s u l t s  were dorlnzited by tkro f ac to r s :  t h e  

$190 x5 l l ion  drop i n  p i o s t e r  purchases noted ebo-~e, p a r t l y  o f f s e t  by a 
- - 

$98 mi l l ion  decline i n  GI%-financed i q o i t s .  There w a s  a9 $11 mil l ion  

ove ra l l  d e f i c i t .  The i t e m  involving fore ign exchange i n  1971 and 1972 

e r e  sumariz.ed belov: 



Balence of Peynents - Foreign Exchange I ters  Only 
(u.s. $ Hil l ions)  

Receipts 

Exports 
P i ~ s t e r  Purchss es a /  
Direct Dollar Support - 
Invi s i b l e s  
P2L keircbursema t s  Less Advance -sl Payments - 

Total  

Payments 
- 

GVN Iqwts 
Invis ib les  
Advmcc- Pqments f o r  POL Less 

b / Reifiburaenents - 
Total 

Chense i n  Reserves f r cn  O ~ e r z t i c n s  

a! Direzt  d o i i r r  smgor t  w-der t h e  A.I .D.  ~ u t h c r i z e t i o n  f o r  huc.eciterizrl - 
(primarily refugee r e l i e f )  purposes. 3ote t .hr t  t h e  d i r ec t  do l la r  suppcrt 
f igures  s h w n  Ir, b z i ~ : ~ c e  cf ps;:zent s u ~ z e r i e s  w i l l  not egree v i t h  t h e  
c c r r e a p m d : ' . ~ ~  d 2 t ~  cn T i d e  I ,  as t he  l s t 5 e r  Ere on en c b l i g ~ t i o n  bhsis .  

b/ -J?,:=. - .lu,r tLe pre3:eiling ?sthod 0:-finerxing GVIZ g ~ i d  i n  advame f c r  
POL shir,r.:ents subgect t a  l a t e r  reia5hrsezent f ron  AID/:!. 
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J. b I ~ r : e t ~ ~  Gz-r uii Jr.flet icn 

The 1 ! 3 1 l € t & , ~ : i  ~ I ~ C Y € ! E S P  BE z.easweC! t h e  Gap wds & ~3der2 . t e  15 

percen?.c' i f i  1972. 2;.E e>rrsd:tGres r -sc  by IF<$ -110 b i l l i o n ,  cr 43 per- 

cent .  R i l i t a r y  EZ:! other  uer- re le ted  ex;eaditures ,such 6s veterens '  

b e c e f i t s  ~ c d  refugee cos t s ,  Mere t h e  p r i r c i p a l  f a c to r s .  The increase  i n  

dcses t i c    EX revenues, impressive es it -zss, could n s t  keep up 15th  

t h e  increase  in ex;ce?ditu-es i n  ebsoiute t e rn s ;  however, dozest ic  reve- 

nues,as a percent tee  of exptnai tures ,  rose  frcm 26.6 percent in 1971 t o  

27.3 percent i n  1972. k p o r t  t axes  were sharply dcwn owing t o  t h e  Xov- 

ember 1971 r e f o r m  by which the bulk of  5.cport revenues vere  s h i f t e d  

f r c c  ir:port t axes  t o  t h e  excfic:ige r&te .  I r p o r t  absorption = a whole-- 

i*wcrrt.s plus  i q o r t  t u e s - -  r c s e  ty ~ i $  55 b i l l i o n ,  o r  24 percent .  Kost 

inp-ess ive ,  ssvings & ~ d  t ix d e p w i t s  at t h e  c o m e r c i s l  banks ccntinued 

t o  r i s e  shsrply.  The i ~ c r e e s e  i n  1972 tres one of  v?:$ 66 b i l l i o n ,  o r  68 

percent  of t h e  i n c r e e e  i n  z.32ty supsly ~ n 5  savicgs combined, 

The Gep r=cu l t s  fcr i.971-1972 a re  shz-m b t l ~ w :  



GI?; Expenditures 
U . 5  . Expenditures 
E q o r t s  
I n v i s i b l e s  
Credi t  E>i=ia i on 

Tot el 

I r g o r t s  
Revenues 

( ~ m e s t ~ c )  
( I q o r t  ) 

Icvi sibles 
X.5vance Decosit s 
Ezvinp 
1- ~ r c ~ ~ u r y  Band Iloldings 
Cther 

Gen - 



( 2 )  Pr ices  

Consmer p r ices  rose  27 percent i n  1972, markedly more then t he  15 

percent r i s e  i n  t he  Gap. Pr inc ipa l  f a c to r s  i n  t h e  increase  were r i c e  

price increeses  on t h e  order of 35 t o  40 percent ,  a t t r i b u t ~ 3 l e  t o  t h e  

i q o r t e d  goods were beginning t o  have an i q a c t .  Eesides t h e  nine psr- 

cent  increase  i n  t h e  d o l l a r  co s t  of imports, t h e  exchange r a t e s  spp l i -  

ca3le t o  both G7.Q and CIF-finamed goods were devalued by 10 percent  i n  

1972 f c r  e conbined p i a s t e r  co s t  increase  t o  t h e  i q o r t e r  of 26 perces t  

(1.09 x 1.16) .  The increased cost  of imported goods would b e c o ~ e  e ~ ~ j o r  

i s sue  i n  1973. 

X I 1  Recession, k i d  Decline, and The Struggle  For Self-Silff'iciency , 
1973-74 

4.s 1973 began t he r e  were grounas f o r  cautious o p t i ~ i s r .  The I.lcrL?- 

Vietnmese offensive  hcd been driven beck a d  reset t lement  of  t h e  l a t e s t  . 

wave of refugees 1~2s proceeding sxdhiy.  The v c r s t  of t h e  1972 reces- 

s i c n  rqpeered t o  be over; 5.n f a c t ,  t h e  E-mileble - indicetcrs  sksved s i ~ r s  

F-fly r a t e ,  e ~ p e e r e d  t o  be -=king aa order ly ,  i f  f requent iy  $2inful ,  eiu- 

j.stlr.er:t i n  t h e  d l i ec t i c r i  c f  self-sufr ' iclency. The f i n a l  e f f e c t s  of  -I?= 

. . 

'U.E. withsreual--bstn on exploynent. and on fore ign exchmge earnings-- 

hzC y e t  t c  be recksned k-ith, but excknge reserves  were s f i l l  a t  a hi;:. 

l e v e l  m d  the re  ~ r e s  hope of an increegcCi e i d  appropriet ioz.  ?>ere w ~ s  

ti& sill;ply s i t u a t i o n  end t o  d i s t r i bu t i cn  problems r e l a t ed  t o  t h e  in- 

creased h o s t i l i t i e s ,  and t h e  e f f e c t  of p r i c e  increases  decreed by the  

GVK e ~ r l y  ir. t h e  year  (see  Section X',_F: above). h l so ,  higher p r i c e s  cf 
e 



f o r ~ s t i o n  c.f liZUF--a;peareci t o  lend substence t o  t h e  t a l k .  It was hoped 

thsit f o r e i ~ n  investors  v d d  f i n ~ l l y  respsnz t o  t h e  country's undout.feti 

. - A s  y:etters vere  t o  t u r n  out ,  t h e  countyr 's  t roub les  had bare ly  be- 

gan. Lcoking beck, a t  t h e  end of 1973, t he r e  were pronis ing deve lopse~ t s  

t o  @fit t.0 i n  r i c e  production, exparts  and r i s i n g  t a x  revenues, t o  n z e  

e fev.  BJ t h e  en3 of  1974, however, v i r t u e l l y  g l l  of  t h e  be s t  e f f o r t s  of 

t h e  palicy-nkkers on t he  verge of being undone by t h e  combined 

e f f e c t s  of uorlti-wide i n f l a t i o n  end d e c l i k n &  r e e l  a i d  l e v e l s .  

r A .  U.S. Yithdrevel Comleted . 

Tfie lest of t h e  U.S. t roops  deperted Yiet I!= on Merch 28, 1973, 

shor t ly  a-cter t h e  s igning of t h e  F s r i s  Agreerents. U.S. p i a s t e r  pur- 

chases f e l l  from $213 n i l l i o n  ir. i972 t o  $96  alli ion i n  1973 and $97 ~ i l -  
ji]j..;;;:j 
. '! i  , 

I : ) '  ., 
, ;  . ; ,  l ior .  i n  1974. That t he r e  reaained er r  p i a s t e r  purchases et a l l  was dce, 
p:, "! , :!',;. 

I $ ; : % : !  
~ l j , ; i ; ~ : ~  

f i r s t  , t o  c c ~ ~ t i n u l n g  p ~ r c h e s e s  by . c i -< i l i=  ~ g e n c i e s  ar.6 t h e  remain i r .~  
, ,p i /  p$ c i v i l i a n s  es individuals  me, seccnd, t o  DC9 programs t h z t  r emined  i n  
fl!l)j:;{ 
,,:: .o - 
?;is !;:!: ~ c r c e  e 5 e r  t >e  ;:Fthdrz::.C YES c c q l e t e d .  The F r o g r E s  i n  question vere: 
j j l ' . ;  ' ~ i : :~ ' i  

(1) t?:e .2-Tj523 Eeel icrzent  Prcgr~- . ,  v3ereky t 3 e  DOD fmLed on a r e i r -  

C..,. La.. re:er.t i kcis certeir i  ~ r ~ ' g l ' c s  r 3 c t ; ~  ir. t h e  e rea  of highway y~intcr..-r-ce 

cq-vie3 LI- - cx5 tkrzugh tke Forelgo Xld  Chapter (forcer% t h e  ~rze r ican  A . ?  .G. 

~!x_r.',e?] cl' t t e  GJT buciget ; ec5 ( 2 )  t h e  Lccel I)rocurec;ect F r o p a - ,  %:here- - 
c: t h e  X 3  ' p r c k ~ s e d  c e r t e i n  Icce'>y y~odccej .  &oods f o r  t r e n s f e r  t a  'Lke 

- - nv , ,, cee ~ ~ 8 e r  t h e  K i l i t a r y  Xsslstance S u ~ p c r t  Fun2ir.g 

The Lccel Frccwerr-ect Prcgr=, begun i n  1971, never 



l ived  u;: t o  t h e  o r i g i c s l  expectat ions of earnlngs. of at l e a s t  $100 m i l -  

l i on .  It yas dogeed fruz the  s t a r t  by problem r e l a t i n g  t o  qua l i ty  con- 

t r o l ,  f a i l u r e  of pro3ixcrs t o  meet del ivery  deadlines,  u n r e l i s t i c  bid- 

! ding as?, a3ove a l l ,  a f a i l u r e  of  producers t o  allow f o r  t h e  e f f e c t s  of 

i n f l a t i o n .  Nevertheless, t h e  p rog rm a s i gn i f i c an t  fore ign exchaqge 
. . 

. . 
earner  ~ n d  provided a prop t o  t h e  econow when it w a s  needed most. 

The ~ ~ - 3 m t s  t rens fe r red  under these  two programs i n  1973 were: 

kID/DOD Recl lgment  , $l7& mil l ion ; Locel Prccuresent , $28.7 mil l ion.  Tile 

t h e  discherges vas more severe i n  1973 t h m  i n  1972, s i q l y  because cf 

t h e  c ~ m l e t i v e  e f f e c t  o r  l o s s  of p-mchesing p x e r .  It i s  believed t.2 

have been t h e  p r inc ipn l  f e c to r  i n - t h e  deepening recession.  

33. Increzse i n  Korld Pr ices  

Tne increase  i n  w ~ r l d  p r i c e s  t h e t  begen i n  1972 eccelera ted i n  1973 

ecd throligk t he  f i r ~ t  guerter c? LSTL. ForlB-wide i n f l a t i o n  hur t  ell Ce- 

relop:r.~ cc;xntries durir.g t h i s  :er iA,  bxt i t s  e f f e c t s  vere  espec i r l ?y  

-- . =el.-ere i n  Viet Czrz's cEse. -21s : . r s  p a r t l y  Sezause Viet Eez ha~pexed  t-. 

be kez-:ily deyendent. GZ e r l ~ f c e r  cf cprZ"r.c3iti& nost  severely afi"ert?5 5;: 

t h e  ir;fl ,&ticn, p a r t l y  b e c a ~ s e  cf t ke  l c p i d e d  nature of Viet, IJm's t r zde .  

1-!ith i q c r t s  20 times t5e v ~ l i i e  of  exports ,  Vle t  N a n  could not regcin cn 

t h e  e > ~ c r t  s i de  what it gcve ug on t h e  i zqo r t  s ide .  Moreover, t h e  o-rer- 

whelr2n; i y c r t m c e  of i q o r t s  i n  t h e  'krietnr?lese e c o n o q  --Inports weye 



roughly e t h i r d  of GXP--zeant t h a t  t h e  shgck. of ixpor t  p r ice  increases 

w e s  f e l t  t o  an especia l ly  g rez t  degree i n  a l l  sectors .  

X Fiss ion stu* ec r ly  i n  1974 showed t h e t  t h e  p r ices  of s i x  ccmodi- 

t ies-- r ice  , p e t r o 1 . e ~ .  (POL) pl-cducts , f e r t i l i z e r ,  sugar, cement &nd 

s t ee l - - t . h~ t  accountet? f o r  34 percent of Viet Nm's i r c p r t  t r ade ,  rose  en 

everege of 80 p e r c e ~ ~ t  from ~zid-1972 t o  t he  end of 1973. The aversge of 

all i q o r t  p r ices  i n  1973 ves  35 percent higher then 

# 

import t r i c e s  i n  1972; m d  t h e  increase  from 1973 t o  

counted, vcs an incredible  53 percent. 'Illus, i q o r t  

doubled (1.35 x 1.53 = 2-06) &.wing 1972-71.. 

C .  U.S. Aid 

With President T t ieu  scheduled t o  t r a v e l  t o  Em 

t h e  averege of a l l  

1974, s i r r i l e r l y  ac- 

p r ices  more than 

Clemente f o r  a oleet- 

i r g  with Fresident Niron i n  Gs~rcll 1973, Vietnmese U.S. Policy-mzkers 

debated s t ra tegy  fo r  en A.I .D. request  t n e t  woad  bes t  balance t h e  cum-  

t r y ' s  needs and t h e  r e z l i t y  o f ' a  doubting Ccrn~ress. The planners could 

i d e n t i 0  t h e e  d i s t i n c t  ca tegor ies  of nee8: a d n i r r m  l eve l  cf a i d  

needed t o  Freserve t he  s ta t i l s  quo; .en ed2itioae.l ~ ~ z ~ u c t  required f c r  re- 

cons t ruct ion  an3 reseffle-n.czt of refugees i n  tke weke o f  H ~ r o i ' s  1972 

offecsive;  em3 a f w t h r r  E Z G ~ ~  t o  provide e star2 cn eccnczic c e v e l c p  

r e n t .  T>e bebete v e s  cn t 2 c  ~ r i o r i t i e s  t o  be eccorded t he  t h r ee  zreEs 

end t h?  exkent t o  1d-2 cfi e i t h e r  o r  59th of t h e  l a s t  t v o  skci2d be sec~i- 
7 

?ice3 ic t h e  nzze ci' ; ; l i t i c s l  rceliszl.  

' b e  Vietnazese decided t c  f o r  a l l  of it. A s  preparet icn f o r  tke 

President ' s S a n  Clezezte t r i p ,  th ty  pmdirced a -rel l-c~nsidered,  i f  cp5i- 

~ l s t i z ,  ~ 5 ~ 3 ; :  cf t he  eccn3Tr during t h e  period 1973-60. The staQ- i r .5 -  

( .  ceted a c e ~ d  f o r  foreizr. assistmce--defined not t o  include U.S. p ihs te r  



purchzies--of $6h9 x i l l i o n  i n  1973., $763 nd l l ion  in 1974 and $717 m i l -  

l i o n  i n  1375, t3_r.e-ing c f f ,  t h e r e a f t e r ,  t 3  $95 mil l ion  i n  1980. El 

mow, t s ,  it shcl-dL b e  noted, xere  . s t a t e d  i n  terms of  1973 d o l l a r s ;  tfius, 

as events wore t o  shs r ,  t h e  $7E3 mil l ion reqairemeut f o r  1974 uo711d heve 

had t o  bc $1.2 b i l . l i cn  i f  t h e  -purchasing p m e r  of t h e  a i d  d o l l a r s  Vere t o  

be ~ a l r ~ t a i n e d .  Tke Vietnmese  paper expressed t h e  hope t h a t  t h i r d  coun- 

t r y  ~ n 5  i n s t i t u t i o n e l  e i d  would be a v a i k b l e  i n  r i s i n g  q u a n t i t i e s  t o  help 

reach these  mounts, b ~ t  as no balance of p q z e n t s  s u g o r t  had y e t  been 

received from o ther  than U.S. sources,  it k-es c l e c r  t h a t  t h e  U.S. vould 

have t o  foot  most of  t h e  b i l l - - ce r t a in ly  i n  t h e  e s r l y  sthges.  

Vhile P res iden t  I!ixon g ~ v e  a  broke en8crsezent t o  Viet  Nm's r e q e s t ,  

t k e  Congress was l e s s  i ~ p r e s s e d .  The FY 1973 A.I.D. appropriat icn f o r  

Viet-Nan, a f t e r  2p>ortiomer:t of Indochice f u z a n g  mong t h e  t t r e e  Indo- 

china s t a t e s ,  w a s  $313 n i l l i o n .  The ~ r ~ o x t  a1railzb1e Tor C I P  fux?ing, 

a f t e r  deduction of $56 p i l l i o n  f o r  t h e  ? r a j e c t  P r o g r m  end $31 xxillion 

f o r  3efugee R e l i e f ,  wes $226 mil l ion .  It s ~ s  t h e  lotrest CIP e l l o t s e n t  

en ~ 5 d i t i o n a i  $3L r i l l i c n  f o r  t h e  CIP P x g r c .  bi cu t t ing  t h e  Pro jec t  Pro- 

g r m  from $56 r i l l i o n  t o  $22 mil l ion.  Xevertheless, given t h e  zforesen- 

t i c z e d  53 ~ e r c e r - t  rf ze i i r ,  i":?ort p r i ces ,  t h e  re&1 r e s u l t  was &nct:?er 



declined in  a l l  by 62 percent from 1971 t o  1974; . 

U. S , I M X n T  SUPPORT, 1971-74 

(2)  
(1) PL480 
CIP T i t l e  I - 

( $ Millions ) 

( 5 )  
(3 )  ( 4  Total  

Refugee P ias te r  Import 
Funding Purchases Support 

(5 )  
Import 
Pr ices  
(1971= 
100) 

100 

n o .  i 

149.5 

228.8 

Real 
Irncor; 
S u p ~ o r t  
(s 1972) 

849 

534 

356 

318 

Eote: CIP, FIT a d  Refusee Funding on f iscel .  year bas i s  ; p ia s t e r  
p u r c h s e s  on cdenda r  year becis .  

D. Other Dzn:~- Aid 

ThirO country i n t e rnz t ioca l  i n s t i t u t i o n s  were i n c r e ~ s i n g  t h e i r  

a i d ,  but t h e  b a h r ~ c e  of pqments  e f f ec t  w a s  minimil. I n  1973 a l l  Other 

Docor assistezce--$ID? millior, k-orth--vas project  a id .  I n  1974, Other 

Donor ess is tance,  i n  c o d t t ~ n e n t  t e rn s ,  rose  t o  $183  illi ion. Of t h i s  

mount scze $60 ::Allion wes balence of pqnents  s u ~ p r t  frori Frence, 



S i q l i f i e d  balance of Peyments, 1972-74 
(u.s. $ f i l l i o n s )  

Eeceirt .s 
E X p r t  s 
Piester  Purchases 
U.6.  !LID 
(CIF & FL 480 T i t l e  I )  
( ~ i r e c t  Dollar Suopcrt)  
Invlsibies 
Other 2cnor Aid  . . 

POL %!~T!<Du~s~zP~~';S Less 
Advance Payxent s 

Tot a1 

I q a r t s  
( G V ~ )  
(ATD Freight ) 
(cIP) 
(PL 1480 Ti t l e  I! 
( Other ~ o n c r  ) 
Inviscbies 

Tot a1 -754 799 973 

Change i n  Reser-~ea Froc 

:!ate: a/ I n ~ l u d e s  gold, fol-eign e;:S:,,r.ge, ar.3 S3R's - 



(1 ) 1973 

Pies t e r  purchases declined by $117 niill9cn i n  1973. Offset t ins  

r Z l l i c c  increrse  i n  e x ~ c r t s ,  t o  $60 n i l l 5 c ~ ;  ~ z d  & $59 o i l l i o n  inzrezse 

i n  i nv i s ib l e  r ece ip t s ,  t o  $139 r i l l i o n .  fIovever, p e p e n t s  f o r  GI<: iz- 

por t s  rose  by $32 r 3 l l i o n  End the  Xational E a k  drew down i ts  reserves 

The  henm mien on of sharply r i s ing  inv is ib le  rece ip ts  was e t t r i?A&ie  

in p ~ r t  t.o t h e  s a l e  cE concessicn r igh t s  t o  fc~reign o i l  conpanirs ir, 

August ($1.7 r i l l i o n )  rl l5 t o  a heavy inflow of short-tern! cap i t a l .  The 

nature of t h i s  inflomfi-, which w a s  t o  c o n t i x e  i n  1974, was never cer te ln ,  

&t wzs  attributed c a i n l y  t o  t i g h t  noney cozii%ions m d  t he  r c s u l t i ? ~  

shortsge o f  dcsest ic  c red i t .  Sales o f - d o l l e r s  by t h e  V i e t  Con& ~y also 

h ~ v e  been e factor .  O f  t he  1973 t o t e l ,  $17 r i l i i o n  corisisted of  cu~r rency  

notes txrr.eS i n to  the baks--no questions esked. \.,%ether Viet C G Z ~  se les  

or t hc  sz les  of hard-gressed loca l  businesszen, the  one c e r t d n t y  i s  tht 

c-eese i n  i t s  exck~zr.:e reserves daring 197k. Aprt f roo  the  $67 s i 1 l i c . n  



of add i t i cna l  o i l  Il;l?o-ts i n  1974, re imbursenen ts . f r~=  AID/\!ashington 

lagged b e h h d  GVN e3-mice paynents f o r  POL by $39 mi l l ion ,  s o  t h s t  t h e  

ne t  add i t iona l  c c s t  of  POL t o  Viet M a n  i n  1974 was $106 mil l ion.  This 

f igure  vss more then o'fset by en $87 n i l l i o n  increase i n  i n v i s i b l e  re- 

c e i ~ t s  a d  &? $85 n i l l i o n  reduction i n  GW i q o r t s .  The $226 mil l iok of 

i nv i s i b l e  ezrnings i n  1374 included $30 d l l i o n  f roo t h e  s a l e  of o i l  con- 

cessions and $5b r - i l l i c n  of currency conversions k t  t h e  berks. Ok-ing 

ini t ia1l .y t o  t h e  G W i ' s  own r e s t r i c t i o n s ,  ezd l a t e r  t c  reduced de~anr2 as  a 

r e s u l t  of t h e  recessio:l, GI%-finmced i npo r t s  declined from $261 n i l l i o r  

i n  1973 t c  $196 r i l l i m  i n  1971;. Netional Eznk reserves  rose  by $ 3  rdl- 

l i o n  t o  $217 mi l l ion  (gold,  fore ign exchznge, and SDS's) at t h e  year-end. 

F. I m c r t s  , N c ~ L n e l  and Real 

As can be seen i n  Section 3 above, i ~ ? o r t ; s  rose  i n  both  1973 end 

1971+. The increese  I n  1974 was t o  a record $887 mi l l ion ,  a gain of  $160 

r i l l i o n ,  cr 211 percent ,  over 1973. The increese  i n  FL 480 inpor t s  w 6 s  

e ~ t i r e l y  due t o  increased i ~ p c r t s  of r i c e  ~ t ' h i g h e r  p r ices .  CIP i w c r t s  

f e l l  i n  1973 owing t o  t h e  widespreed s u 2 ~ l y  shortages o'f those  yeers ,  

%erris vere  bare>/ :i.-lf -I' t h e  1971 l e v e l .  T k j -  were a t  t h e i r  lc:.:est l e v e l  

i . e .  t h e  1 ~ s t  yee:' t e 3 i - e  lerce-sczl:! U .  S. iz-~olvernent . 



I~qsr t  I q o r t  P r i c e s  Reel Imports 
P~:,-ront s ( i971  = 100) $ 1971 1971 = 100 

G. E f f o r t s  t o  C x s e r v e  Fareign Exchange 
0 

- ~ i v e n  t h e  u n e v a i d ~ b l e  reduct ion  i n  iciports,  t h e  G Y 3  undertook dras- 

t i c  e f f o r t s  t o  e l i d r e t e  t h e  f n t  f r o 3  t h e  import prcgr=. I n  sone cases ,  

a s  i n  t h e  e f f o r t  t c  reduce conswqt ion of P9L, they  d id  no t  s t o p  et t h e  

f a t .  

(1 )  Non-Bss e n t i e l  I m o r t s  

Reduction o f  non-essen5ie1, o r  luxury,  i ~ p o r t s  was not ,  es it d p h t  

seem, a s i e l e  mztter .  D i rec t  im?ort con t ro l s  were ~r,=thema t o  t h e  l i b -  

e ra l -~Lnded  eccnoz i s t s  (end even Eore.so,  t h e i r  A ~ e r i c e n  adv i so r s )  who 

exgineered t h e  1970-71 re fo rzs .  To be s u r e ,  t h e  " o ~ e 3  General ~ i c e n s i n g "  

system berm i n  1970 ke5 n c t  functicned f o r  very long as e t r u l y  ope3 

- .  e p ~ o s e d  s r e t u r n  t o  f;r--.al ~ ;ce r . s i cg  fee r ixg ,  f o r  or-e t'?.ing, theti 6. b m  

hzve tc ,  be reat.r.i cttd through i n 5 i r e c t  z.st!isSs t h s t  , prssunably,  r c u l d  



- p e r e q u ~ t i o n  taxes ,  md--in February 1374--a ban on t h e  use or' bank ere- 

d i t  t o  f icancc t h e  ixr-portetion of eny gcods on t h e  GY?T1s "c" acd I'D" 

l i s t s  (5.e. ~ b x t  80 Fercext ~f a l l  i i q o r t s  t h a t  could be cossiaered non- 

essential) .  
a/ - 

Tce r e s u l t s  W S ~ E  I q r e s s i v e .  Using USAID'S d e f i n i t i o n  cf t he  term, 

l e t t e r  of c r e d i t  c p c i n g s  f o r  n c n - e s s e ~ t i e l  imports declined from an 

anruel  r a t e  of  $74 r i i l l i o i  i n  t h e  secmd h a l f  of 1972 t o  $56 mil l ion i n  

Januery - June 1973, $38 mil l ion i n  Ju ly  - Decenber 1973, and $18 m i i -  

l i o n  i n  Jenuary - June i974. Sta ted ir? percentege t e r n s ,  nor;-esstntial 

i z p ~ t s  declined f'rrr; 33 p c r c e ~ t  of  t c t e l  GI! impcrt demanii ( t o t s 1  irn- 

po r t s  e i j k e d  ts exclude sugzr and cerzect) i n  Ju ly  - Deceaber 1972 t o  

t e n  percent  i n  Jmcary - June 1974. On Suiy 1, 1974, fore ign exchange 

cossi  c e r ~ t i c c s  hshTing by ther ,  becoxe cc.r.pelling, t h e  GVN dropped Open 

Ge~eral. Licemifig c t o g e t h e r ,  i n  t h e  p - x e s s  b6nnir.g all goods on t h e  

"C" an5 "D" lists. This ,xti.on le r t  e %-her of i t e m  f r e e  t o  ccme i n ,  

s o  on Aidgust 22, 1974, t e n  a5Citionel  ccfegories of goods were added t c  

t h e  b ~ m e d  l i s t .  ' 2 t h  v i r t c r l l y  all ncz-essential  gocds by then  benned, 

t'.e GI?: c c u l d  be e l 6  tc heve se-ceQ scze $TO mill ior .  cver t h e  ~-!3ur.t 



Ap&r+, f ron being c c ~ s u n e d  i n  g rea t  quen t i t i e s  a s  a sweet, 'sug=r WRS e 

c ruc i a l  re? c s t c r i a l  i n  t h e  'Deer and s c f t  drink indus t r i es .  Fortunately,  

t he  g o v c r m e ~ t  ctxe i n t o  1974 v i t h  F. s t rcng  stock pos i t ion .  T!ey were 

deterziired t o  st;-etch those  s tocks  ard &void inpor t s  by d r s s t i c e l l y  re- 

ducizg c o n s u ~ t i o n .  Th i s  ves done by allowing t h e  dolrestic p r ice  of 

sug&r t o  r i s e  i n  l i n e  with t h e  skyrocketing world p r ice .  Beer and s o f t  

d r i r k  p r i c e s  kept pace. A s  a r e s u l t ,  by 1974 t h e  dcnest ic  sugar indus- 

t r y  wcrs enjoying e s t rong  c o w  beck. It ucs considered poss ible  t h a t  

by 1976, vhen carry-cver stocks would be Cepleted, Viet  NEE poxid be 

se l f -suff ic ient - -e t  t h e  redcced r a t e  cf  consumption--in suger. 

The GW's react ion t o  t h e  increess  i n  POL pr ices  decreed 3y t'ne 

OFZC ccun t r i es  ?.erits specie1 a t t en t i on ,  s ince  perhzps no country i n  t h e  

world ~ a d e  morc heroic  e f f o r t s  t o  reduce POL cor isuqt ion i n  t h i s  period 

t h v l  Viet Nan. 

Rising POL pr ices  r s i s ed  Viet  I?g--'s ixpor t  b i l l  f o r  POL from $60 



fani . l ies,  spurr icg a mzss conversion t o  wood and charcoal f o r  cooking 

a l a ~ s e  por t jcn cf t h e  ccuntzy's motorized f i s h i n s  f l e e t ,  e ~ d  t he  pr ice  

he6 t o  be r o l l e d  back t o  35 p i z s t e r c / l i t e r  i n  Ikrch.  Tire high POL ~ r i c e c ,  

cor-birA with aus t e r i t y  ILeasrzes cn i t e  m e ,  mostly i n  t h e  p ~ b l i c  sector ,  

acco:p!.ished t h e  SW's i ~ x e d i z t e  obJective.  Cons-mption i n  1971: f e l l  by 

25 p e r c m t  , divided roughly Ls f o l l ~ v s  : kerosece , 63 perceiit ; gasoline,  

51 percent; d i e s e l ,  15  el-cmt ; heavy -%el o i l ,  10  percent. 

A s  a  footnote t o  t he  G q ' s  act ions  i n  t he  POL e rea ,  it 3&y be ~ o t e d  

t h r t  t h e  extremely h i &  p i c e  'of d i e se l  f ue l  w a s  & very controvers ia l  

i s sue  a t  t he  t h e .  Even st the  reduced p r i ce  of 95 p i s t e r a  a l i t e r ,  

d i e se l  fue l  ues priced et e l e v e l  f a r  &ove t h r t  p reva i l i cg  i n  neighbor- 

i ng  countr ies ,  a d  the re  i s  no questicn t h e t  it affe-zte5 th2 c c q e t i t i v e  

posi t ion of V i e t n a e s e  fishermen. Eveztuzlly, e l l  11 of Vlet E a ' s  

motorized s h r i c ~ ,  t r a v l e r s  vere  i d l ed ,  r a in ly  f o r  215s reescr .  There vns 

l i t t l e  questicn t h e t  t h e  e x ~ a r t  e-ningz foregaze zore  t h y  o f f s e t  t h e  

cos t ,  byhere it d ic?  nclt r e s u l t  i n  ac fns l  p rc ikc t icn  losses ,  Bid r ecu l t  i n  

reg-essive oce, s i m e  It  f e l l  mst hez-:ily cr. t t e  p i c e  c f  r i s k .  

ef fec t  of  t h e  h igh  p r ice  c f  d iese l  fue l  but,by t h a t  t im,were  uneble 

4. - ~o 2:: r:;-t>lng e 5 c 5  it. The reasozs vere ~ z - t l y  tectzic&L, EL? %-ill not 



- be gone i n t o  here ,  p a r t l y  n a t t e r s  of fece and r e l a t i o n s  with the legis- . . 

l a t -me .  The i s s u e  paki ted  up a g ~ o i i i c g  p a r a l y s i s  x i t h i n  t h e  GIT? eccno- 

z i c  lesi iership which vzs rxver t o  be resolved.  

9 : ~  c u t t i n g  t h e i r  c c ~ s ~ p t i o n  of l e s s  essel;t . id g c d s ,  Yne C-vi.; rcas 

a3 ie  t o  mi+,igete t o  saxe ex ten t  t h e  e f f e c t  of  t h e  forced reducticn i n  

o v e r a l l  i q o r t s .  Rowever, t h e  neaningful  porticln c f  t h z t  reducticn was 

s t i l l  very considereble.  There was nothlng fo? it bfit t o  s h i f t  

f rm iiqort-depende3ee t c  self-suf fj clency . X e c e s s ~ r y  t o  t h i s  process 

wis a s h i f t  i n  r e l a t i v e  p r i c e s  t o  eccourege c o n s u p t i o n  of dczes t i c ,  as 

q p o s e d  t o  i f i ~ c r t e d ,  p d s .  To t h i s  erid t h e  G\?: c o ~ t i n u e d  t h e  " t r o t t i n g  

peg" exchange r e t e  pol icy  begun i n  1.971 ( see  Section ~ 1 1 , ~ )  f o r  discus- 

;ion of exchmge r a t e  pc i i cy  ), i n  eddi t ion  t o  t h e  edvance depcs i t s  and 

increased import t exes  eaplied t c  non-essectlal izprts. 'he necesse-;r 

resource t r a n s f e r s  d id ,  irr f e c t ,  t ake  p lece  i n  e l e r g e  nuz3er of  ererzs. 

%xs, wocd c m e  t o  re';lacc kerosece ss tile p r i n c l ~ a l  f u e l  i n  cocking, 



were l i a 5 l e  t o  overlook tho,;gh, >:as t h e  g r e a t  nmber  o f  f e c t o r i e s  clos- 

i n g  down f c r  l a c k  c f  i q o r t e d  mzte r i a l s ,  o r  f o r  l a c k  cf markets a s  a  re-  

salt of t h e  g e n e m i  recess icna-y  cond i t i cns  . The une~ployment spawned 

by shlut dcvns f a r  exceeded t h e  new employrezt c rea ted  by t h e  e ~ h y o  ex- 

~ c r t  f i r m .  

I n  s h r t ,  t h e  Frocess o f  chenge ' the t  took p lace  i n  1973-74 w a s  

necessary 2nd even h e a t h y .  Tkie d i f f i c d t y  l e y  simply i n  t h e  absence of 

condi t ions  n e c e s s u y  f o r  a resource t r a n s f e r  of t h e  requi red  magnitude 

i n  s o  b r i e f  a perioii of time. Even s i ~ p l e  ~ a u f a c t u r i n g  processes based 

on d c ~ e s t i c  resources  requi red  c a p i t z l ,  and t h e r e  was not  much o f  it 

ccxoing fomard .  b r e c v e r  , X E E L Z ~  p o t e n t i a l l y  p r o f i t a b l e  i n v e s t ~ e n t s  

f a i l e d  t.0 go forward because CJI pcar  s e c u r i t y  condi t ions ;  t h i s  a?plied 

e s p e c i a l l y  t o  agr ibus iness  ventures i n  1974. Thus, resources  i d l e d  by 

tended i n c r e a s i t g l y  t o  r e m i n  i d l e .  

I. P k n f ~ c t u r i x g  !.:tivity 

I n d u s t r i d .  ~ c t i - < i t y  decl ine2 i n  genera l  oving t o  shor tages  o f  r ay  

t k e  goverrzer.t's h i 5 X  y r e s i r i  c t ive '  c r e d i t  p~ l i c j r .  UPAI3's rr,enuftictnrizg 

of 1974 s tending a t  6 3  ( f c - i r th  q u e r t e r ,  l 9 7 i = l 0 ~ ) .  I n  1973, c e r t a i n  

f i rm producing f o r  tte Local T r o c u r e ~ e n t  P r c ~ r a n  o r  for expor t ,  scch iis 

c l e z s  en5 7I:r~ood ~ r c 3 - u r e r s ,  csntir.:>ed t o  62 -.:el:. By 1974, ~ i t h  rccez- 



and scft d r i r d ~ s .  The t e x t i l e  icCustry was genera l ly  depressed notwith- 

s tnndicg t he  ban on f.?-%ric hpz:rts i n   id-1974. 

2. k c r i c u l t u r e ,  Fores t ry  E F l  s t i n q  

(1) Rice - 
Rice -,roduction in 1973 rekcunded s t rong ly  f ron  t h e  disappointing 

1972 crcp-yeer. Pmr?uction rose  11 p e r c e ~ t ,  t o  a record 6.6 n i l l i c n  tons .  

The 197Lr75 crop ues  est imate2 t c  heve r i s e n  E. f u r t h e r  7.5 percent ,  t o  7 .1  

i t o  F e r t i l i z e r  usege by fa rne rs  declined by an est imated 305, 

but  t h i s  f ~ c t o r  was nore than o f f s e t  by a t e n  percent  increase  i n  t h e  area  

of  r i c e  uxder cu l t iva t ion .  ( ~ g r i c u l t u r a l  t echc ic ians  explained t h a t  t h e  

major p m t  of  t h e  i q a c t  from e, decl ine  i n  f e r t i l i z e r  w & g e  is not  seen 

m t i l  t h e  yea r  following t h a t  d e c l i c e )  . 
' Oxing t o  a low s tock p o s l t i m  ~t t h e  ~ c t s e t  of 1973--rice s tocks  were 

only 57,030 tons--end t h t  prcpensi ty  of f e ~ m e r s  t o  held onto t h e i r  s tocks  

as  i n f l z f i c n  gained nczentua d w i x g  t h a t  y e e r ,  t h e  exce l l en t  1973 crDp d i e  

not l e t 2  t o  a reduction i n  r i c e  i x p o r t s .  On t h e  c o n t r q r ,  r i c e  i ~ p o r t s  

r o s e  f r m  2285,000 t o n s  ir, 1972 t o  305,000 t o n s  i n  1973. kports  i n  1971; 

were 333,530 t o n s ,  but  t h i s  vks sufficienJc,  even &r?te~- lending 4 5  ,COG t c c s  

t o  Cz-kc? i~ ,  t o  bu i ld  r i c e  E',:~:=.E t o  2S5,C.00 tons  es cf Dece~ber  31, 127;. 
t 

Self -suff ic iency , a t  long l h s ?  , WLP e c i s t i ~ c t  pcssiFJi l i ty (perhe.cs a 

recessit:: s ince  I t  wzs nct c e r t r i n  tkt' PL b8O r i c e  vcluld be ave i l eb le  i n  

One event worth noting i n  1973 I,-es t h e  eppror inzte  doubling of r?<=il 

g r i c e s  , r e f i e c t l n g  t h e  uFsc?*Ee I n  t h e  w r l d  p r i c e  then  underway. 



- sys tez  in e f f e c t  f o r  some yeers ,  i n  which t he  GYN purchased some r i c e  

f c r  d i s t r i bu t io s  chief iy  t? i t s  e q l c y e e s  but left the  m r k e t  generelky 

free, x r s  sharply ricdified. Tne GVX t o ~ k  over nearly all r i ce  purchasiag 

m d  ~ f i i ~ t r i h t i c ~ .  a t  t.ht whclesale l e v e l  a t teppted t o  enforce pr ice  

c c n t r d s ,  along w i t >  fixeii 3_~0L,2s for  province delivery t o  Saigcn end e 

b1ock.de of shi2sents t o  coxxmist controlled areas.  I n  Decenber, these 

measures vere k r g e l y  reacinzed. 

a. The Rice-Ferti l izer Price Issue . 

A ::&;or pcl icy i s sue  i n  1371: was t h e  r e l a t i v e  pr lces  df r i c e  =d 

f e r t i l i z e r  %he exte3t  t o  which e i t h e r ,  o r  both, should be subsii ized.  

\*!orld Fri-ces of both r i c e  ax5 f e r t i l i z e r  rose  spectacular ly  during 1973 

and 1974. The r e t e i l  price' of r i c e  was allowed t o  r e f l e c t  most of t h e  

&ld pr ice  increase ,  but not a l l  of it. Rete i l  r i c e  p r ices  rose 143 

percent (no. 1, 25 percent brcken) fro= the  four th  quzr ter  of 2972 

throug3 the  fourth quar ter  of 197k wnich ju s t  matcke5 the  r i s e  i n  coc- 

sums prices  generally. I I~~reve r ,  by Januar j  1975, t he  r e t e i l  p r ice  of 

Soc Iiax, i:?e 326% CO;TZO,? Vie-Lncese brand, ves 23 percent beiov the  5 . ~ 5  

pr ice  E% the  pre:.r&Lli,?g escl-.en~e r e t e s ,  ~ n d  t he  F.3 d i d  co t  think it 

g s l i t i c z l $  f e s ~ i - ~ l e  t a  c lcse  t h e  g z ~  given the  pre - , r~ i i ing  recessicn~q::  

,, leC '-3 reiuse? usege i n  ~ 9 ' j l  cr,B threstenee t t s  ~ r i x  re t io .  hed a l r e ~ ; - ~  



s i d i z e  f e r t i l i z e r  t o  get t h e  s u e  (presumbly! production incen?;ive, but 

incur  a budgetary.cost ;  ( c )  l eave  things a s  they were; ( d )  t r y  a con- 

b ina t ion  of ( a )  a r~d  (b ) .  Comp1ice:lng t h e  n z t t e r  was t h e  f e c t  t h z t  t h e  

world p r i c e s  ~f both c o x m d i t i e s  were f i u ~ t u e t i n g  widely, neking celcu- 

l a t i o n s  o f  f u t u r e  subsidy cos t s  v i r t u z l l y  impossible. 

It was decided i n  July t o  subsidize  f e r t i l i z e r  a t  a p r i c e  d e e ~ e d  

necessex; t o  encourage f a x e r s  t o  use it ( i . e .  a t  about two t h i r d s  of 

t h e  world p r i c e ) .  Rice p r i c e s  wo:dS continue t o  be r a i s e d  gradually t c -  

werd t h e  world l e v e l .  The f e r t i l i z e r  s z b s i a ,  i q l e m e n t e d  i n  Septen3er 

1974, was e ~ e c t e a  t o  cos t  t h e  GVN \'1$20 b i l l i o n  a year. It e ~ p e a r e d  t o  

be \-orking wel l  e a r l y  i n  1975, but  a  n-imber of  eccnomists continued 

s t r o ~ g l y  t o  f m o r  abandon~erh of  t h e  subsidy and higher r i c e  p r i c e s ,  es- 

p e c l a l l y  s o  cis t h e  budgetary outlook vorser~ed.  

(2 )  Other C r o ~ s  - 
Other crops post ing good production inc reases  i n  1973-74 included 

sugEr ,  corn,  end peanuts. Expansicn of sugar ou tpc t ,  under t h e  inpetus  

of  sos r ing  world and d o m s t i c  sugar p r i c e s ,  vas  e s p e c i e l l y  impressive. 

T c t c l  hectarzge i s  e s t i x t e d  t o  hei-e r i s e n  f r o r  13,000 i n  1973 t c ;  20;:~C=! 

ter.  percent  i n  1974. Reli  ~ b l e  dzt a :;;ere not a v a i l ~ b l e  on peenut. Fro- 

(3)  Forestzy 

The f o r e s t r y  i n d u s t . 7  d l d  ;?eii .i:! 1973 or: t h e  s t r eng th  of e - x y r t  



i n  1974. The world market f c r  lmber  and wood products  turned s o f t ,  

rr,zr;jr a reas  were closed t o  lunbering f o r  s e c u r i t y  reasons,  f u e l  cos t s  

r c s e  sharply and t h e  indust ry  was plagued by bureaucra t ic  r e s t r i c t  ions 

of one s o r t  o r  m o t h e r .  &ports  of logs  and lmber  f e l l  from $12.2 

d l l i o n  i n  1973 t o  $9.8 a i l l i o n  ir, 197h, and exports  during Ju ly  - 
Decercber 1974 were only $2.3 mi l l ion .  

(4)  Fishinc  - -  

The f i s h  catch repartidly rose  by t e n  percent  i n  1973, but  de- 

c l ined  sonewhat i n  1974 under t h e  impact o f  high d i e s e l  f u e l  c o s t s  (see  

Sect ion G (2)  above) and, i n  some a reas ,  s e c u r i t y  r e s t r i c t i o n s .  A 

l e r g e  por t ion  of  t h e  country 's  motorized f l e e t  was i d l e  during t h e  year.  

Declining world p r i c e s  fcr shrimp proauced a l e v e l l i n g  o f f  i n  export  

earnings e f t e r  t h e  first quzr te r  of 1974. For a l l  of 1974, however, ex- 

p o r t s  of f i s h  products reached $29.4 n i l l i o n ,  up f r o 3  $13.9 n i l l i o n  i n  

K. Lend ' ~ e f o r n  P r c ~ r ~ ,  

A develop?.ent of  g rea t  s i g n i f i  came  t o  t h e  egriculture.3. econcw dur- 

i n g  t h e  1970's was t h e  Lmd-to-the-Tiller Progrm. Be- i n  Kerch 1970, 

i t s  f o r z a l  c szp le t ion  KES ~nnounce2 i n  :.larch 1973. The L'IT P r o g r c ,  

u5ich is  covered i n  detai;  i n  a sep2ri:te s e c t ~ r  F q e r ,  r e s u l t e d  i n  t h e  

t r a n s f e r  of ssme 1.1 n i l l i o n  hectares  of lend,  c lose  t o  one-thirri of  a l l  

the c u l t i v z t e ?  lend,  t o  80G,O30 t e n m t s  c c q r i s i n g ,  with t e ~ e r d e r - t s ,  scze 

40 percent  of t h e  r u r a l  p q m l ~ t i o n .  The program v i r t u a l l y  abolished 

land tenancy i n  Viet N m .  It r a i s e d  t h e  l i v i c g  standards of  t h e  f e r r e r  

33-50 percent  ves r e s p s x i b l e  f o r  a ~l iajor  share of t h e  inves tcent  i n  

q r i c u l t u r e  th t  was s6 not iceable  during t h e s e  years .  Cocpenseticn t o  

forner landlords  t o t a l e d  ~ ~ $ 2 0 1  b i l l i o n  i n  cash and bonds. 



E x y r t s  were t h e  p r i nc ipa l  b r igh t  spot  during 1973 end, a t  l e a s t ,  

by coqmrison with t he  r e s t  of t h e  econoqr, i n  1974.. Helped by strorig- 

l y  r i s i n z  p r ices  f o r  rz3ber,  s h r i q ,  and pine l ogs ,  export earnings in- 

creased from $23 n i l l i o n  i n  1972 t o  $60 n i l l i o ! ~  i n  1973. Korld i?c--cnd 

f o r  Viet Cm ' s  p r inc ipz l  exports  continued s t rong through t h e  first quzr- 

t e r  of 1971i, but  then s7ackened m d  t h e  export t r end  was f lat  thereef ' ter .  

Totel earnings f o r  a l l  oi' 1974 were $75 n i l l i o a ,  a d i s a p p i n t ~ e n t  i~ 

view of e a r l i e r  hopes f c r  $100 n i l l i o n .  A h s ~ e f u l  sign i n  1974 was t h e  

prcgres s xxdc by exporters of ~ a n u f  e c t w e d  gocds , cctab1.y h ~ x d i c r a f  t s  , 

f in i shed  plprood and fu rn i tu re .  The most ir.portent exports  i n  197k,raiilced 

i n  order of em-nirgs, were a s  fo l loxs:  

Frozen shr ixp 
Rabber 
Fcreotry pro2ucts 
Fish prsdccts  (except s h r i q )  
Ccf fee  
E ~ r . d i  c r a f t s  

I 

Kcn-ferrous scrap 
r A e 2  

Dszk f e z t h ~ r s  
Cir?.mon 
O f  :?er 

Tot ?-1 60. & 75 0 

l;:ith t h e  1972 IXA offensive ,  ~ o s t  ss jcr  grcsgec=s f o r  fore ign i n -  

ves tzen t  e-:s?orat25. The Pe r l s  agreemnt  ecS cetise-fire d id  l i t t l e  t o  

ease t he  I"ezrs of in7.-estr.1.s. Absence of @PIC ~;uar&r.tees f c r  k::eric=r. 

in-resters, acd a sisii~r leck of guzrantees f c r  Z q c r e s e  inves to rs ,  czc- 



t r i b u t e 2  t c  t h e  cons t ra in t s  i n  1973. Another l e s s  recognized fac to r  

i uh ib i t i n& Toreign investxent  i n  t h e  1970's wes t h e  array of bureagcra- 

t i c  obs t rc les  con f ron thg  g o t e n t i d  investors .  Regardless of t he  wcrding 

c f  t h e  l i b e r a l  Foreign Investn:er?t. LELW, an2 t h e  undoubted gcod intel l t ions 

of t op  l e v e l  GVX o f f i c i ~ l s ,  Viet  >?am renaiced ensnarled i n  red Z q x  azd 

deley a t  t 3 e  lower l e v e l s  of  governrent.. ~ o u n t l e s s  s t o r i e s  of po ten t ie l  

investors  having t o  ge t  scores  cf separate  epprovals f r on  l e t ha rg i c ,  

s o ~ e t i n e s  h o s t i l e ,  ~ T f i c i a l s  loczted a l l  ova- Saigon, a t t e s t  t o  t h e  fore- 

going. I n  aq e f f o r t  t o  s ~ l v e  t h e  problem, t h e  GVI4 i n  1974 i n i t i ~ t e 3  a 

* I  "one-sto? investment se rv ice ,  which was suppcsed t o  place i n  on= build- 

i n g  representa t ives  of a l l  mip i s t r i e s  c h ~ r g e d  with passing on invest-  

xen t  propcsels .  It soon developed t h a t  t h e  representa t ives  a s ~ i g n e d  t o  

t h e  "one-stop service" were not  vested wi th  f i n a l  appro-ral au thcr l ty  ec2 

were merely r e f e r r i n g  proposals back t o  t h e i r  n i n i s t r i e s .  Ey t h e  t i x e  

t h i s  problem was ironed ou t ,  it vhs t o o  l a t e  ir, t h e  dsjr t o  do very m c h  

fo r  foreign investnent .  

 st^:-t cf o i l  explors+,ic:i o f f  Vie", FEZ'S ea s t  copst. Bidding f o r  leases, 

p~st~:!;eii ~t t h e  t i x e  cf t h e  3372 cffensive ,  1:-s held i n  Ju ly  1973 2:; 

r e s - d t e 5  ir. l e ~ s e  co:s t l -x ts  ;:it:? f a r  fore ign grcups. Some $17 r - l l l i cn  

vzs p ~ i d  z v e r  i n  s i ~ n r t c - e  b x r ~ s e s  i n  S e ~ t e ~ 5 e r .  



Offshore o i l  explore t icn  accounted f o r  much of t h e  a c t i v i t y  and aost. 

of t h ~  excitement i n  1974. Qas-ntities of o i l  were found i n  two t e s t  

wel ls  i n  August and Septen3er. 3oth wel ls  were c e ~ p e d  and d r i l l i n g  was 

begun i n  neighboring ereas  t c  deterc ine  whether o i l  e x i s t e d  i n  comer- 

c i a l l y  e q l o i t a b l e  q u m t i t i e s .  Tine o i l  c o q m i e s  _paid $30 mi l l ion  t o  

Viet  X c  i n  explora t ion fees  duriog 1974. 

Conciuding Lore t h a  two years  of  off-ad-on nego t ia t ions ,  t h e  

French g . ~ ~ e r . ~ e r i t ,  s e v e r a l  b a k s ,  and F;ly s i u s  (an equipzent s ~ p p l i e r  ) 

agree6 i n  December 1.971: t o  f i ~ a n c e  a $40 mi l l ion  ex.-ansion of Viet 1!m1s 

Ha Tien cezent f a c i l i t y .  The pro jec t  was t o  expand V i e t  Nam's cenent 

output by 70,000 tons  annually, bringire; production t o  80 percent  of t h e  

country 's  cexent r e q u i r e ~ e n t .  On t h e  d e b i t  s i d e ,  negot ia t ions  wi th  with 

Hystt I s t e r n a t i o n a l  Hotels f o r  const ruct ion of a luxury h a t e l  i n  Snigon 

were pmtponed i n d e f i n i t e l y  i n  Govember when coxqany o f f i c i a l s  cnd t h e  

governzent f a i l e d  t o  agree cn t z x  consideret ions e f t e r  two y e w s  of tzy- 

i n g  n e g s t i ~ t i o n s .  

,@-per% from t h e s e  =&joy tie:-elopsezts, new i r . - e s k e n t s  i n  1974 coti- 

?,ere were ir n-dz'=rer of y r s r i s i n g  i n e t i t ~ t i c m i i  developzents i n  2571. 

OPIC guzra-?tees f o r  k r e r i c a n  f 2-:esters yere  r e i z s t e t e d  or- XUEJE~ 17;  tk-e 
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Frccel=sir.g Zone cn M y  19. Soxe s i x  firm applied fo r  OPIC coverage 

Cce l&:: applicst iori  was subzi t ted  t o  t h e  Ex-In Bmk t o  finance equip- 

ment for  t'he Export Precessing Zoae end a project  t o  bu i l d  an e r r t h  sete-  

l l i t e  grc,uid s t a t i c n  v2s t o  be submitted i n  t h e  fu tu re .  The E?Z, locate2 
. 

i n  t he  Saigan por t  =ee, co::t?actej. with seven tenants  and t h r ee  were in- 

st.eliir:g t h e i r  equipinlent i n  2974. The pro jec t s ,  e l l  j o i n t  ventures w i t h  

Vie t re r sse  and fareig.9 c a p i t a l ,  were t o  pro2uce germents, k n i t ~ c r e ,  work 

glcves ~-?d  fu rn i tu re .  

R. 1nc:r.e and Eh~,loyzent 

GVT n ~ t i o n z l  ecccrunt s t t i t i s t i c s  show v i r t u a l l y  no change i n  G Y P  frox 

1971 t o  1.97k, which vould t r m s l a t e  t o  a per c zp i t z  decl ine  03 eight  

2ercezt .  Very l i k e l y  t h e  d6.t a e r r  on t h c  high s ide ,  e spec ia l ly  with 

respect  t o  1974 where it seems c e r t s l n  tb=t the  sharp decl ines  i n  Eanu- 

f a c t w i r , ~ ,  forest,-y, and f i sh ing  m r e  t i l m  o f f s e t  t h e  . . gein i n  

crop oatpc-t . Noreover, gcciis s v a i l e b i l i t y  , o r  c o ~ s m p t i o n  , c e r t  s in ly  

l eg@ behind GILT, inemuch 2s t h e  l a t t e r  was nainteined by a conticued 

grc~- th  i n  tiie public sec tc r .  K s s i o n  e c o n o d s t s  e s t h a t e d  t h e  per  c ~ ? i t &  

Zeclir-e I n  p r iva t e  c c n s ~ , q t i ~ : i  z t  fron: 15 t o  20 percent during t!lis 

this zs:re~.=zt nez2s quz l i f i c c t i cn ,  s ince ,  unquestionably, t h e  Celte far- 

i -  - r- !.? .... -. -r-;->e.;t - .- ci' t k e  pcpuk t i - n  c l e s s i f i e 6  es urban suffered e l l  cf 5 . t .  

c:..i:.;s.y-::ic;.e i c c l l c c  i n  icccrr.e, t i i e  fa12 i n  p r  ~ ~ p i t a  urban in .=m=s  



* 
alone had t o  bd one of 36 t o  48 percent .  This s t k t i s t i c  was borne out  

by t h e  countless s t o r i e s  of lndividuzl  hardship,  as w e l l  as by t he  un- 

doubted s teep  r i s e  i n  unezplqiuent. 

Dhta on u n e ~ : ~ l o ~ e n t  i n  Viet liw were unave ihb l e .  I n  en e f f o r t  t o  

s a t i s f y  t h e  fo r c ig s  p ress ,  which seez i l~g ly  could not  bel ieve  t h e  f igures  

were n s t  t he r e ,  Mission economists used .a  r u l e  of  thum't, ca lcu le t ion  t o  

show t h a t  wex>l~yment by t h e  end of 1974 had t o  be a minimm of 1.2 

mil l ion.  I n  a r r i v ing  a t  t h i s  f i gu re ,  it was a s s u e d  t h a t  f u l l  employ- 

ment, except i n  t h e  f r i c t i o n a l  sense,  ex i s ted  i n  1971. Thct provided z 

"basic" une=?lcyment f igure  of 230,000 ( . O 3  t i ~ e s  t h e  1971 lnbor  fc rce ,  

e s t i na t ed  a t  7.6 p i l l i o n ) .  If, was ass-mid t n ~ t  t he r e  vas no ne t  job 

c r ea t i sn  du r i rg  1971-74, the roughly 30,000 new jobs i n  gove rn~en t  p lus  

any nev jobs i n  eg icu1 tm.e  being o f f s e t  by jobs l o s t  i n  i n d u s t ~ y .  To 

t h e  base f i p r e  o? 230,005, cne then edded t h e  c e t w a l  increrr.ent t o  t h e  

labor  force  csd t h e  3C0,003 e i t h e r  discharged f ron U.S. sec to r  enp iopen t  

o r  ir~directl:: urxxqloyed es a r e s u l t  of t h e  U.S. v i thdravhl ,  and sub- 

t r a c t e d  t h e  ~xxasl d r z f t  of  nales  t c  replsce  zilit.ery losses :  

i k s i c  unezplcynent , 1971-74 233,000 
k 3 c r  force increment, 1971-7L E50,000 
&:iine i n  U. S. s e e t c r  ernp1cy~er.t 3P9, 900 



t h e  c i t i e s ,  one-third of t h e  urbar~ l&or  force .  

n r e  broadly defined t o  include sevings decos i t s ,  t h e  increase  was ope of 

~ i ; $74  b i l l i o n ,  or  26 percent .  14eriy believed t3z.t t h e  a l t e rne t i ve ,  o r  

14 def in i t ion  c f  money su_upl.y ha5 becone necesszry because of e tend- 2 ' 
ency'cf sel-ings deposi ts  t o  become nore l i q u i d  d w i n g  1973. 

V%etever one's de f i n i t i on  of noley supply, i t s  increese  wes  f a r  c ~ t -  
* 

s t r ipped  by t h e  r a t e  of i n f l a t i o n ,  whf ch reeched 62.5 percent .  Two- 
1 ' 

t t i r d s  of  t h e  1973 increase  c d d  be accounted f o r  by t h e  higher p r ices  

of i q o r t e d  g o s h  wi thin  t he  p r i c e  index, and t he  doubling of domestic 

r i c e  p r i c e s  discussed ~ t o v e .  Pr ices  of inpor ted goods were propel led  

kath  by t h e  worl5-wide comodity p r i c e  in f la t i c r , ,  vinich i n  t h e  case  of 

Viet  Xm's i n f l s t i o n  anounted t o  50 pertest duricg t h e  year ,  ar,d t o  t h e  

continuing p i a s t e r  devei.u&ion. h r i n g  1973 t h e  GYI? import r e t e  wes  de- 

ve lue j  by 18 percent ,  t h e  CIP r a t e  'by 45 percent ,  f o r  en averege dereluz- 
* * 

t i c s  of 31 percent .  Allowing, t h e n ,  cnly f o r  exchenge r ~ t e  C e v a l u ~ t i c n  

end do l l e r  i q o r t  co s t s ,  average p i a s t e r  i e o r t  cbs t s  rose  during 1973 by 

p s i t  c-csts t;Med, t h e  inc:.ease woulL.be seen es over 100 percent. 

* :;IS ;:crkin,c Cless In:ax, withost  re.rlt. "he r a r e  widely quote6 C S I . 2  
i x x x  rose  65 percent .  This p q e r  i ~ s  edfiered t c  t h e  brcacer-based ;:IS 
ir.2cx thr=l~?'nnct. 
F g  ;::ereg- : - c 3 t e 3  bJw val:?s of S:';; md CIP i q - c r t s  i n  1972: $2 i3  - 5 ' -  . . - ':'"*" . . ' i l i i f i ,  res~ectivel; : .  - ?5 i z ~ o r t s  oa i t t ed  es scxe i:::.e 11;:; El;; +L"-T  ..A, 

i s ~ t j e z t  t s  t h e  GI:? rzit2, scr.e t o  t h e  CIP rz',e. 



hbrlC-:;ide i x f l a t i o n  got  e f resh  boost with t h e  150 percent r i s e  i n  

PGL prices  decreed by t he  OPEC cccr.';rfes i n  Ncvenber and Decenber 1973 

er,?, as wes coted i n  Sez t ion  ~ ( 2 )  tbove, t h e  GJT passed on all of the i1:- 

crezse,  ari? then soxe, i n  pmp pr ices .  With t h i s  as ~ t i z i u l u s  , ccnswm- 

p r i ce s  r c se  21 percent i n  t he  f i r s t  quar ter  of 197h9 an ennual r a t e  of 

over 100 pereezt .  A t  t h a t  p i z t ,  t h e  world-vide i n f l a t i o n  slackened t o  

an emual rh:e of sb09t t en  p e r c e ~ t  and Viet X~n's i n f l a t i o n  subsided t o  

a 'nomal '  Vtetnarrese p z e .  Pr ices  f o r  a l l  @f 1974 rose  by 37 percent 

(on t h e  USAZD index; XIS index n ~ t  avai lable  f o r  a l l  of 197k). 

kmey suzply i n  1974 increase5 by ~ ~ $ 6 5 . 9  b i l l i o n ,  o r  24.6 percent. 

H o r  money supply defined t o  ixxlude savings deposi ts ,  rose  by 33.3 
2 

percent.  &J e i t h e r  d e f i s i t i o n ,  t h e  increese i n  mmey s ~ p p l y  again 

G W  pcl lcy with res7cct  t o  c r ed i t  was t o  accord n&xir.um p r i o r i t y  t o  

de-,-elo~rr.er,t lecding,  p r i r ~ r i l j .  through t he  c ievelomnt  bmks (ID3 e.!d 

ZEZZ.ilX fc:- i r . .Lutry &nil A 2 3 '  fc.r eg r l cu l t u r e ) ,  we ,-envkile keeping e ti@$ 

r e i n  on c ~ e C i t  f a r  o ther  ~ : ~ r p c s e s .  i r ~ c r t e r s  c cc t imeb  t o  c h i 5  a l ~ r g e  



Net Credit  Extens i o x i  1972-74 
(YI$ 3 i l l i o n s  ) 

Credi t  0utstendir.g Yeer-End Year-to-Year Increase 

1972 107 3 1974 1972-73 1973-74 
Coxncrcial Bsnks 1 G  1G G 1 . 1  35.8 
Sevelopxtnt E ~ n k s  22.0 40.1 82.5 16 .1  42.4 
( I n d u s t r i a l  3anl;s) ( 6.5)  '(10.3) (20.0) . ( 3 .8 )  ( 9.7) 
(A93 t Rural Banks) (15.5) (29.8)  ~ 6 2 . 5 )  . (14.3)  (32.7)  

Credl t  pol icy  vcs not as r e s t r i c t i v e  i n  1974 as t h e  d a t e  abcue 

would i q l y ;  t h e r e  t:zs a VN $113.2 b i l l i o n  decl ine  i n  a d v ~ n c e  d e p s i t s  
, 

out.staudlng t h a t  ser- el? t o  ease  t h e  s i t u ~ t i o n .  Moreover, t o  t 5 e  extent  

f i r s  were having d i f f i c u l t y  obta in ing credit--and t h e r e  i s  no ques t ion  

t h a t  they were--the c o ~ p e t i n p  a t t r a c t i v e n e s s  of Treasury Ei l l s - -a t  no 

r i s k  t o  t h e  banks--vzs probtibly m r e  of a f e c t o r  t h =  c r e d i t  r e s t r ~ i n t  

p e r  se ( s e e  Sect ion  (3)belov) .  

The t e n d e ~ c y  of  s ~ r v i n ~ s  degzs l t s  t o  beccze nore l i q n i d  was eccom- 

~ ~ i e b  by a l e v e l l i n g  o f f  i n  fixes t e r n  depzs i t s  a f t e r  t h e  f i r s t  quar- 

t e r  o f  1973. Tne inc rees ing ly  riegstive i ~ t e r e s t  r a t e  ~rss ,  a t  l e a s t ,  

duced a l e s sen ing  of confidence is t 5 e  benkirg ~ y s t e m  and w e s  a l s c  izt 

l e s t  a t e l - p o r a n  f a c t c r  i n  t h e  le:veliing o f f  i n  t i n e  deposi t s .  T1:r.e 

d e ~ o s i t s  b e r m  t o  re-:e u p e r d  egzic i n  1974, e spec ia l ly  l a te r  i n  t h e  gezr  

es t h e  i n f l r t i c n  r h t e  s l m e d .  '2rezsurg band holdings cf individunls  
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l o ~ e t h c r ,  t i x e  deposits  m d  Treasury Iiond holdings of i nd iv iduds  

rose t;i IT$ 61 b i l l i c r .  during 1973-74 end were a  v i t a l  f ac to r  i n  1irAtir.g 

t h e  i r c r e s s e  i n  money s c p ~ l y .  

(VIT $ Bi l l i cns )  
Outstanding , 

Yezr-3rd Increes e 

-142-- 1973 1974 1972-74 

( ~ e ~ m d  deposits  & currency) 227.8 268.1 
SEX-i ngs deposits  58.5 92.2 
N2 (Y1 + s e v i n ~ s  dep. ) 286.3 360.3 
T i ~ e  deposits  57.9 59.3 
T r e ~ s u r y  bond 11oldLngs of individuals 12.5 214.0 
Time tieposits plus T r e e s u ~ j  B i l l  

holdings 70.4 83.-3 
3:- (K, +6)  

L 
356.7 443.6 

( 8 )  as  E M3 

I n t e r e s t  3a te  Policy 

GTi? i n t e r e s t  r a t e  policy was t h e  subject  of considersble aebate,  

especia l ly  i n  1974. The debate wes on t h e  overa l l  r e t e  l e v e l ,  t h e  scb- 

sidisr,r ~ a e s t i o n  of Tre i sur ;~  B i l l  r ~ t e s ,  and t h e  l e v e l  of develoinent 

a. =ere11 R ~ t e  Level 

The x i s s ion  begar! urgir.g t:?e G Y l  t o  r a i s e  i r i teres t  r a t e s  i n  1973, 

yezr ,  'zit a l s a  e s  a cheek t o  l e x i i ~ ~  ~ c t i - ; i t y  i n  geaerei .  The zove 172s 

s t rongly r t s i s t e d  by i s f i u e n t i ~ l  C ~ b i c e t  r:efuers, including t h e  F i n s x e  

:.!iniStC, en6 nothing ;?as dane. 3y ear ly  1974 xos t  observers seemed t c  

f e e l  t h z t  i n  vie>? of t h e  decpsxing recession an increase  i n  i c t e r e s t  

r ~ t e s  %-as n:, ionger dzsi rable .  The debete h25, however, acquired e. l i f e  



- of i t s  own end, i n  July ,  those i n  favor f i n a l l y  prevsiled. In te res t  . . 

rate\s  were re i sed  by two t o  th ree  points scross the  board, producing a 

prilr.5 1enfii.n~ rete--after  tke  vhlue edded t s x  end miscellaneous tar,kinz 

chcrges--of 35 pcrcent. 

The J d y  increase seem5 fro; the  s t a r t  t o  have been a mistfie; 

there  VRS R strong cry of p rd tes t  i n  business c i r c l e s .  USAID advisors 

urgeci t h z t  t he  m t e  be lowered but,  ebove a l l ,  kept f l ex ib le .  There uas 

nc r e t r e a t  and, meanwhile, t hc  issue becme mixed up with the  question of 

i n t e r e s t  r e t e s  on Treasury E i l l s .  

b. Tressuqr E i l l  Rates . 

Treasury B i l l  r a t e s ,  et 19 percent,  were well  bclox the  prime lend- 

ing r z t e  of 26 p r c e n t  .but ,  a s  eernings on Treasury B i l l s  were t s ~ x  e x e q t  , 

the  l z rge r ,  p ro f i t ab l e  bmks could do b e t t e r  buying b i l l s  t h m  mdcing 

business loans. Bmk purcheses cf  Treesury B i l l s  had been enccurag~d t o  

prcvicle esl c u t l e t  f o r  t h e  iccreased savings of individuals i l l  t 3e  w&e 

of  t he  1970-71 reforxs,  end the  policy had vcrked v e l l .  I n  t he  hezardcu: 

business c l i x a t e  of 1974, homver, it &?seared t oo  much of a good th i rg .  

EEIA holCings of Treasury Bills rare thsn doubled in 1974, risicg fro,-. 

licn, end t h e  r e l r J ~ i v e  a%rac t i veness  of Treesuqbr 3 i l l s  was generali:.' 

I- the recctl:x:l5ed solutior, rias eliminztion of t he  t a x  e x e q t  feztare  

a1,r.r ~ i t h  a roiierete increc-ee i n  3 i i l  r a t e s  t o  r e t a i n  an appropriate 
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f ea tu re  on Treasury B i l l s  and lowered bank -lending r a t e s  by two percent ,  

bu t  t h e 3  neglected t o  ad jus t  Treasury Ell i n t e r e s t  r a t e s .  The r e s u l t  

appeared t o  be t h e  k a r s t  of both worlds. Benk loans  remained a n e t t r a c t i v e  

t o  t1.e bankers, and nov Treesury B i l l  r z t e s  were t o o  low--so t h e  b u k e r s  

sllepeG--to cover t h e  i n t e r e s t  they hzd t o  pay on deposi t s .  One ucdesir- 

able  r e s u l t  wes t h a t  many  bznks-begen t u r n i n g  a v w ,  o r  l i m i t i c g ,  aev sex-- 

ings  depos i t s ,  a  s i t u a t i o n  t h a t  was t c  p r e v a i l  t o  t h e  end. 

C. Developmnt Sendins 

Lending r ~ t e s  of t h e  twc i n d u s t r i a l  d e v e l o p ~ e n t  banks were s e t  a t  

1 5  ~ e r c e n t  f o r  t h e  obvious reason--to encourage developnent lez?ixg.  The 

pol icy  was success fu l  i n  i t s  imiriediate goal ,  a s  t h e s e  i n s t i t u t i c r s  had 

no t r c u b l e  lending up t o  t h e  l l m i t  of  t h e i r  c a p i t a l  e v a i l e b i l i t i e s .  How- 

ever ,  t.he low lending r a t e  encouraged s p e c u l ~ t i v e  p r o j e c t s ,  e s p e c i d l y  

where t h e  borrover had access t o  import. funding. Tne i s s u e  had n c t  been 

explcred i n  depth by t h e  t h e  Seigon f e l l .  

Agr icu l tu ra l  lez3ing r a t e s  were s e t  roug31y a t  par  wi th  t h o s e  of 

t h e  c c r r ~ ~ r c i a l  banks. D e ~ m d  w e s  s t r c n g  and t h e r e  was a. goo2 ecc~cxcic 

cese f a r  l e t t i n g  t h e  r e t e  m v e  upvzrd. Tie bzrrking s y s t e a  e c c x n t e d  fcr 

onkr s very s n s l l  sha re  of  t o t a l  a g r i c l l l t u x l  c red i t - -pe rh~ps  20 zercect-- 

nmey lenciers, et:.) a t  r r t e s  tlp t o  60 ~ e r c e n t  c r  m3re. ~f t h e  -:;3 ar.5 

e v e n t u L l y  all--of t h e i r  c z p i t d  f r c c  sevigzs ,  t h u s  doing awiy is- 

f i e t i c ? z r ?  b u d &  &5xVc?ces. AgricuLturzl lending r a t e s  on t h e  -i-Le 

w,-.;l? be b r a c ~ h t  d o ~ c ,  c;en though t s n k  rr . tes  would r i s e .  An cf fshoct  



of t h e  a r g ~ ~ c n t  held t h a t  t h e  ADB vas  s o  ine f f i c ien t - in  f a c t ,  it was a 

d e f i c i t  operat ion even vith in te res t - f ree  GVN edvances-that it s h o d 2  

Le require5  t o  earn  i t s  cwn way one W P .  o r  another. 

The e r g m e n t  encountere3 t h e  f l s t  reflrsal  of  t h e  Ministry of  Ag:.l- 

cu i tu re  t o  ccuntenance higher leriding r a t e s ,  & ~ r ?  t h e r e  were f e v  w i l l i z g  

t o  con tes t  t h e  i s s u e  i n  t h e  d i f f i c u l t  po l i t i ce l .  cl imate then  p r e v e i l i . 5  

G\U expenditure during 1973 to2aled Vl?$ 515 b i l l i o n ,  i rxluGicg 

v;?$ 38 b i l l i o n  f o r  t h e  Re l i e f ,  R e h ~ b i l i t a t i o n  Reconstruction p r c g r e i  

anriomced i n  J a y  (see  Sect ion T beicw), c o ~ p e r e d  wi th  1972 expendi- 

t u r e s  o f  w?$ 366 b i l l i o n .  This represented increase  of  about k 1  per- 

ccc t .  Since t h e  year-to-year inc rease  i n  p r i c e s  was on t h e  order  c f  k 5  

percent ,  GI% e q e n d i t u r e s  deciined s l i g h t l y  i n  r e a l  t e r m  f rox  1972 t z  

1973. During 1973, wages o f  GVN c i v i l  and xxllitazy e n ~ l o y e e s  v e r e  

r e i s e d  only once, by a f l a t  \TI?$ 3,000.per  ron th ,  e f f e c t i v e  S e p t e 3 e r  1. 

The w e r e g e  inc rease  i n  pyre-11 c o s t  of  t h i s  r g i s e  was only ~ ' c o ~ t  17 :I?- 

cent .  It i s ,  thus ,  asp.rer:t t h a t  t h e  G K ' s  so:.diers =d c i v i i  s e r v z - r s  

ageln  b s r e  e n s j o r  sha re  cf t h e  r e a l  burden of I n f l ~ t i o n  is 2.973. 2s- 

S i l l i o n ,  o r  64 pe rcec t ,  i r ~  1972. Defense cos",s trere s t i l l  dcrLr.rte5 k:: 

t h e  eGer;.se el" m i n t a i n i z g  forces  i n  being, ~ r i i  t h e  t o t s 1  CiTI ferce  



GYN ex?;el;Zitures i n  1974 t o t a l e d  VN$ 720 b i l l i o n ,  an i w r e a s e  of li0 

gercent  over 1973. Exqmddtures under t h e  Re l ie f ,  R e h a b i l i t ~ t i o n ,  end 

Recoi?structior, progran ~ ~ o o u n t e d  t o  JT$. 50 b i l l i o n .  Securi ty-relatee ex- - -  

penditures (143XD and po l i c e )  declined as  a percect  of t h e  tot&l, f r c a  55 

percent  i n  1973 t o  48 percent i n  1974. About IT$' 70 b i l l i o n  of t h e  t e t a l  

regresented net  f inanciog of Ir'FA r i c e  operet ions ,  ha l f  f o r  t h e  r i c e  slib- 

siciy and ha l f  f o r  stock 'Duidup ar,d niscellaneous emendi tures .  Export 

arid f e r t i l i z e r  s ~ b s i d i e s  cos t  another VE$ 15 b i l l i o n  between then.  

I n  an e f f o r t  t o  dezl  with r i e i n g  unem@oynent, t h e  go-ferment ex- 

p e n d d  i ts  short-term work p r o g r u s .  I n  t h e  S ~ i g o n  a rea  7,000 people 

were employed i n  publ ic  se rv ice  p ro jec t s  siniisr t o  t h e  successful  i)a Zang 

e f f o r t  (kgency f c r  De\velopmerit of  t h e  Da Nang krea ,  o r  PDDEI) t h a t  began 

i n  1971. By y e & r t s  end, t o t a l  enqloynent i n  j ~ b  program had reached 

25,000 throughout I4 i l i t a ry  Regions 1, 2, and 3. The governreat wes ~7-m- 

ning fu r t he r  expansion i n  1975, with emphasis cn smll labcr-intensive 

derelop=ent pro3 ec t s  . 
3. GIr:: Iiev$nues 

(1) 1973-7L " 5 s - ~ l t s  

Dcxestic t a x  re-;exes rcse d r z ~ a t i c a l l y  i n  1373 t h o ~ g h  t h e  

-. 
; :rst quzrte:. o X 9 7 k .  The 1973 inc rease  yes cse of 93 percent ,  irhic:? 

t r ~ n s l ~ t e i  to z r e a l  inc resse  cf 33 percent a%er alloxctnce f o r  a 45 

a d  ~ ~ 3 s e , ? - i ~ 3 t  e ras icn  of t h e  t a x  bese. It a p p e r e d  a l s o  t h s t  t h e  ir.- 

?etas g ivsc  Lo t z c  re- exes by t h e  19z2 tax Eeesures and by the  ir.mgcrz- 



t i o n  of  t h e  Value A6ded Tax i n  July 1973 had been largely '  spent .  Dones- 

t i c  revenues f o r  ell  of 1974 t o t a l e d  m$ 296 j i l l i o n ,  a 53 percent  in-  

crezse  over t h e  nT$ 193 b i l l i o n  co l l ec ted  i n  1973. The 1974 pelYor3znce 

represented tl s i x  percent  decl ine  i n  r e a l  t e n i s .  

Iqwt revenues were l i t t l e  zhenged during 1972-74. A dec l i3 icg  

p r o p o r t i m  of h ighly  taxed imports o f f s e t .  t h e  e f f e c t  of  a r i s i n g  

p i e s t e r  vnlue of i1r.port.s. 
' ' (year-to Yezr 

(lV$ B i l l i  on3 1 $ ~ n c r e e s e )  

Tot sl 11;~  246 34 3 68 39 

(2)  Value Adfie2 Tax 

The mst impor tmt  developnent i n  t h e  revenue a rea  ciuring t h i s  

per iod r;zs t h e  in t roduc t ion  of  t h e  Value Addei! Tax (VAT). Announced by 

P r e s i d e n t i e l  decree i n  1972, it had  original)^ been scheduled f o r  i q l e -  

m n t a t i s n  cn J m u a ~ j  1, 1973, but  was postponed owing t o  t echn ica l  pro- 

b1er.s &xi t 3 e  sbsence of  m~ p-115lic infcrmat ica  progrez a t  t h e  t i ~ e .  Un- 

f3rt,~?Ertel::, t h e r e  s t i l l  no pub l ic  f n f o s a t i o n  p r o g r m  w>en t h e  V E  

It t?=s a high'y sophist icztec? t a x  wi th  a h i s t o r y  o f  d iy icc i l l t  IIT.~~~]T.~I?~E- 

A. 
LIE e-:en i r :  Europe. T13t su rp r i  r i ?c ly ,  it p r w e d  u t t e r i y  confusizg t o  

t h e  srr;.a'_l Y i e t x z s s e  r.c:-tha?.ts, z c s t  of who3 fai leci  t o  corigrehecd t h e  

" v & x ~  e 5 2 ~ 5 "  E S ? T S C ~  of  t h e  t z x  e.3 s i ~ p l y  tacked t e n  percent  ozto t h e i r  



pr ices .  P r i c e s  shot  upvard across t h e  country i n  reac t ion  t o  t h e  >'AT and 

t h e r e  wes a public c ~ u t c , ~ .  r e p h i s c e n t  of t h e  reac t ion  t o  t h e  a u s t e r i t y  t a x  

rceasure of October 2.959. Afte r  much agonizing, t h e  GVIJ f i n a l l y  b ~ c k e d  

down a25, on August 9 ,  reicinded t h z t  por t ion  of VAT t h ~ t  apnlied t o  re- 

t a i l  t r ade .  It w a s  l e f t  i n t a c t  f o r  imports etnd a t  t h e  wholesale l e v e l .  

Khile VAT probsbly d id  not have a  pemment e f f e c t  on t h e  r a t e  of 

i n f l a t i o c ,  it did aggrzvste t h e  econonic s i t u a t i o n  i n  i973  and, perhaps 
e 

most' unfor',unate, w e s  an importznt f a c t o r ,  a t  l e a s t ,  i n  t h e  r e ~ i g n a t i o n  

o f  Finance Piinister  T r u g ,  alcng wi th  Econs~y  ~ i n i s t e r  Hgoc, i n  Octaber 

1973. For &ll of t h a t ,  t h e  VAT became Viet N m ' s  b igges t  s i n g l e  revenue 

producer. It was a c r u c i e l  f a c t o r  i n  t h e  Di rec to ra te  General of  Tax&- 

t i o n  p e r f o m m c e  during 1973-74, v!lich, by reckoning, was one of  t h e  

leading success s t o r i e s  o f  t h e  U .S. i n v o l v e x e ~ t  , 

S. D e f i c i t  F i m n c l x  ‘A 

D o ~ e s t i c  revecues accounted f c r  41  percent  o f  GVii expenditures I n  

1974 ES c o q x r e d  with 27 percent  i n  1972 and only 19 percent  i n  1971. 

Revertheless,  t h e  d e f i c i t ,  before  foreign e i d ,  remained a t  52 percent  

of  expen2itu-es.  The following t e b l e  s h c i : ~  the develcpslcnt cf t h e  defF- 

c i t  Curinz 1972-7A ~,3d  i t s  f f z a i ~ i n g .  ' Ik t -evxthy  i s  t 5 e  sherp  iccreczo 

ir: t h e  s h e ~ e  of f i zecc ing  k c c ~ . ~ t e 5  f o r  by Treksuzy Eor.5 s a l e s  ir  2.972. 
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(v&$ 3 m i l l i o n s )  

a. CeZcalstion of  d e f i c i t  

EqeiY!itures 
Revenues 

( ~ c z e s t i c  ) 
( ~ c r e i g n  ) 

D e f i c i t  Sefore f ~ r e l p  a id  
(Dozestic revs .  es $ exp. ) 
(Def ic i t  es 5 evp. ) 

F i n e x i r a  c f  t h e  d e f f c i t  

C c x t  er-.;>~rt 
i'!Eil; ed.rsnces 
Treesury bcnds 
R e v d u s t i o n  prof i t s  
Other ( e ~ j u s t n e n t s )  



T. Econozic Develo~ment 

Unt i l  t h e  1970'-s economic development took second p l a c e  t o  s tabi -  

l i z a t i o n  and t h e  e f f o r t  t o  con t ro l  i n f l a t i o n .  Development took place 

but  d id  s.o through t h e  workings o f  a market economy end n o t  as  a forna- 

l i z e d  e f f c r t .  The p r i n c i p e l  F l a m i n g  exerc i se  was t h e  wcrk during 1967-69 

of t h e  Postk-c.r Planning Grou?, a j o i n t  e f f c r t  of  t h e  Development Resources 

Corporatian headed by David L i l i e n t h a l ,  and a s t a f f  of Vietnamese economists 

under Professor Vu Quoc Thuc. The g rour ' s  s t u d i e s  c d x i n a t e d  i n  soEe 60 

papers end s t u d i e s ,  t h e  most importsnt of which was t h e  3-volune work, 

'I 'ilhe Postwzr Develop~ent  of  Vie t  Nan; P o l i c i e s  and ~ r o g r a n s . "  The GV?? 

did  no t  make a se r ious  e f f o r t  tp follow-up. on t h e  proposals f o r  f u r t h e r  

work made i n  t h i s  study. 

The e x i s t i n g  planning agency was upgraded from Di rec to ra te  General 

t o  Ministry s t a t u s  with t h e  f o r n a l  establishment of t h e  Ministry of 

Planning i n  June 1971. The e c t i v i t i e s ' o f  t h e  new Ministry centered on 

t h e  produztion of  a 1972-76 Five Year P l m ,  which was presented t:, Presi-  

dent Thieu i n  t h e  smer o f  1972 hnd received h i s  formal e p p r o v d  i n  

Novenber cf t h a t  year.  Unfortunately, evects  i n  t h e  f c r n  o f  t h e  XVA 

offens ive  hed over taben  t h e  plarmers. b 3 i l e  r a t e d  a g o d  Job i n  t e r c s  

of in ' , exe l  consistency and l o g i c ,  t h e  plan w a s  u n r e e l i s t i c ,  having f ~ i l e 5  

t:, account f o r  a baO y e a  r i g h t  ~t t h e  stert. It would b e c o ~ e  m r e  .cs F.S 

r e s l  a i d  l e v e l s  declined during 1971-74. 

Meawt i l e ,  a n u 5 e r  of Fore p r ~ c t i c e l  d e v e l o p ~ e c t s  hed been tekic ,  

plece.  A nPi.7 i i b e r e l  , Foreign Inves t ren t  LEI: VBS proroulgated i n  1972. . 

An E q o r t  Deveiopnent Center u.6 a n  Inves tsent  Service Center were e s t ~ b -  

l i shed.  The 2 a t i o c a l  EccnorAc Develcprre~t Fund (IXDF) wzs s t a r t e d  on 



March 1, 1972 t o  provide rredium and long-tern! c r e d i t  t o  bus iness  through 

developrent banks and o the r  f i n a n c i a l  .i n t e m e d i e r i e s  . The a c t i v i t i e s  of 

t h e  Agr icu l tu ra l  Develcpnent EarA (ADB) end r u r d  bvlking systen: expanded 

and received o f f i c i a l  encouregexent. The Hendicraft Deve lop~en t  Center 

was revived.  I n  genera l ,  t h e  new i n s t i t u t i o n s  were capably s t a f f e d  and, 

desp i t e  e a r l y  d i f f i c u l t i e s  , performed useful ly .  

I n  1973, as a follov-.up t o  h i s  meeting with Pres ident  Nixon a t  

San C l e ~ e n t e ,  Pres ident  m i e u  proclaimed rn " ~ c o n o ~ c  and Soc ia l  Recon- 

s t r u c t i o c  Progrm," designed . to r e s t o r e  t h e  damege dcne by t h e  1972 NVA 

offens ive ,  complete t h e  Refugee.Reset t lenent  P rogrm,  and l e a d  t h e  

country t o  se l f - su f f i c i ency  bj 1980. A ~ $ 1 5 0  b i l l i o n  p i a s t e r  "Recon- 

s t r u c t i o n ,  R e h a b i l i t e t  ion ,  and Redevelopment Fund" w e s  e s t ab l i shed  ss 

an .extrabudgetary fund t o  f i n a c e  h c t i v i t i e s  i n  t h e  e reas  named. Foreign 

donors were i n v i t e d  t o  f i n ~ x e  t h e  new "3-R"' Fund. 

Curiously, t h e  1973-80 Frogram and ' the  3-R f i n d  o r ig ina ted  a c t  i n  

t h e  1Snistr-y of Planning b u t  a t  t h e  Ministry o f  F inmce ,  which receive6 

P r e s i d e n t i a l  approval as t h e  coordinat ing  body f o r  ell fore ign a i d .  

me F l w i i n g  Kin i s t ry  ir, 1973 was being prease5 by USAID t o  aove 

evzy f r c x  i t s  p e n c h a t  f c r  fez.rr,sl nacro-econozic p l ~ m i n g  i n t o  i d e n t i -  

f i c o t i c n  c f  e c t u e l  p r c j e c t s .  13 t h a t  end E ' l she l f l f  3f  p r o j e c t s ,  interi5ed 

&s a focus f o r  p o t e n t i a l  f o r e i g c  lenders;  w e s  produced i n  mid-1973. T3e 

l i s t  k-as not we l l  ccnceived, &?d d e s p i t e  further e f f s r t s ,  t h e  GITJ never 

XES e b l e  t o  prcduce a t r u l y  c r e d i t a b l e ,  c e r e f u l l y  cos ted  l i s t i n g  of r e lL  

defined d e v e l c p ~ e n t  p r c j e c t s .  

Eren3ir.g under t h e  3-R propre.1 lagzed far behin3 t h e  i n i t i a l  lY!$150 

i 
b i l l i c n  f i g u r e ,  t c t a 1 i n ~ ; Y f  38 b i l l i o n  i n  1g73 and &out ~ ~ $ 5 0  b i l l i o n  i n  13"::. 



Host c f  it was f o r  refygee r e l i e f .  Of t h e  renaifider,  t h e  Agency for  t h e  

t ab l i shed '  i n  1.971 t o  provide publ ic  works enplo~.ment' in t h e  v&e of t h e  

U.S. ~ i t h d r a x a l .  C q a b l y  aznfiged, it soon a t t a i n s d  a r a r e  repu'at ion f o r  

honesty, azd s t e s d i l y  ex~ar-de? i t s  scope, both i n  a r e a  and i n  t h e  nature o r  

i t s  operet ions.  P'y t h e  end of  1974 ADDX vas  a c t i v e  iil s e v e r a l  of t h e  Ter- 

ger  c i t i e s  i n  Centra l  Viet  XEZ? and a s i s t e r  agency, ADSA, had been f o x e d  

i n  Seigon. A 9 D A 1 s  h c t i v i t i e s  hsd emanded from s t r e e t  c leaning and r e p e i r  

of  s t r e e t s  and bc i id ings  t o  l a r g e  s c a l e  i r r i g a t i o n  p r o j e c t s .  It had, i n  

e f f e c t ,  evolve3 i c t o  t h e  GVS1s p r i n c i p a l  opera t ing  agency i n  t h e  e r e a  cf 

develoanent,  e ~ p i o y i n g  25,000 persons i n  Central  Vie t .hzn  and 7,000 i n  

Saigon (USA). 

I n  August 1973 t h e  Plenning Ministry was d o m g r ~ d e d  t o  Cozmiss io~er  

General s t s t u s .  There follck-eb a period of  cmfusicsn i n  wnich t h e  r o l e  cf 

t h e  C o d s s a r i a t  General was never f u l l y  c l a r i f i e d .  Nl Ministry s t a t u s  

w e s  r e s to red  i n  Kercn 1974, bc5 t h e  chnnge brou&t no s i g n i f i c a n t  inc reese  

i n  e f f e e t i v e n e ~ s .  3 x c e ~ t  f o r  E . U ,  which ves independent of  t h e  Comis- 

siorrer Gezcre l  cf F L ~ n s i c g  i 2  ezy cese ,  t h e  G'JN w s s  unable t o  conceive, 

o r p n f z e ,  =d ca r ry  through 21. s c e c i f i c  develagnent p ro jec t s .  k a r  t h e  

- .  ezii, t h e i r  ineEs?i-:-.-eezs i x  ;:.:s EreE ~ E ~ E - ' : P  m o t ,  et l e a s t  i n  L U I ~  r k C f ,  

zs t h e  d e s e r i z r z t i ~ g  scne ta ry  c-AiocB brought i n t o  inc rees ing  qcestic:: :kc 

E~-,.~sz-3~;~;I- 2f s,2:-L :-.+ .J- ~ : e c t c .  - 
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narrow the  d i f f e r e n t i a l  between the  GVIJ.and CIP inport  r a t e s  end t o  pro- 

vide an incentive r i t e  fo r  exports. 

1. Off ic ia l  Rate 

The Off ic ia l  Rate wes chmged i n  18 separate s teps  from 465 a t  the 

end of 1972 t o  685 a t  t he  end of- 1974, en overa l l  Love of 47 percent. 

There was a ccntinuous, often heated, debate on the-quest ion as  t o  whether,' 

i n  f a c t ,  the  r a t e  cjf devaluation w r s  su f f i c i en t  t o  meintein t h e  pa r i t y  of 

t h e  p i e s t e r .  Doubters pointed t o  the  127 percent increase i n  p r ices  i n  

Viet Nzol during 1973-74 and main ta ined tha t  a 47 percent p i a s t e r  develua- 

t i o n  va-s i n su f f i c i en t  t o  cover t he  difference between t h i s  r a t e  and the  

r a t e  of i n f l a t i on  i n  t he  r e s t  of t h e  world. The l.!issicn, whose measwe- 

ments of t he  s i t u e t i m  d i f fe red  from t h e  others (especial ly  AID/~ashingt.on), 

f e l t  t h a t  t he  devzluation vas su f f i c i en t  and t h a t ,  moreover, s higher r a t e  

of devalu&ticn h ~ d  t o  be ruled out on grounds of domestic economic con- 

s iderat ions .  A t  t h i s  point ,  t h e  ergurrient broadened t o  cover economic 

policy as  a whole (see Section V below). 

2. GVILCIP D i  f f e r e n t i s l  

The CIP r a t e  wes adjusted fro= 320 at  t h e  end c f  1972, et which p3int 

it w c s  1k5 pias5ers belov t h e  GVI? r e t e ,  t o  465 on Jecilary 4 ,  1974, by 

which t i n e  t h e  2 i f f e r e n t i a l  was 95 p i e s t e r s .  O n  Januar)r 1 4 ,  1974 the  CIP 

r a t e ,  as  such, L-5s dropped; hence fo r t i~ , ' i r pc r t e r s  .cf CIP gcods were sz3- 

jec t  t o  t h e  G I G  r ~ t e ,  but received e rebate a f t e r  t h e i r  goods' clearance 

through custons. The rebzte utrs i r i t i e l l y  s e t  a t  85 p ia s t e r s  t o  the  

Ccl iar ;  it YES r5juated t o  00 i n  Merch 197b, where it remained t o  t he  e ~ d .  

Ey t he  end of 1974 t 5 e  efyective d i f f e r e n t i a l  was 9.2 percent measured on 
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t h e  CIP r a t e ,  which coxpares with 45.3 percent  et  t h e  end of 1972 and 

45.5 percent a t  t h e  end of 1971. 

The p r i n c i p a l  reason f o r  t h e  narrowing of t h e  d i f f e r e n t i a l  and i t s  

eventuel  reniovsil i n  favor of EL r e b ~ t e  system was I I P  disapprovel  of t h e  

exis tence  of  a  m l t i p l e  r a t e  systen.  A con t r ibu t ing  f a c t o r  was t h e  GVIl's 

d e s i r e  not t o  appear t o  favor America supp l ie r s  over those  from o ther  

countrie; whose a i d  they were s o l i c i t i n g .  Economicdly t h e  narrowing 

of t h e  d i f f e r e n t i a l  could be j u s t i f i e d  t o  some extent  by t h e  ongoing 

d e v a l u ~ t i o n  o f  t h e  d o l l z r  vis-a-vis o the r  world currencies  during most 

o f  t h i s  period.  E e v e r t h d e s s , .  CIP goods on t h e  whole becene increas ingly  

expensive r e l z t i v e  t o  GVB goods during 1973-74. 

3. E?;-~OI-t Rate 

Between May 1972 an5 January 1974 t h e  GVN maintained a p r e f e r e n t i a i  

export  r a t e  involving a premium on t h e  O f f i c i a l  h a t e  t h a t  f l u c t u a t e d  be- 

tween 28 percent  at t h e  high and 2.6 percent  a t  %he low. The exper t  r a t e  

w z s  pegged at  575 from ~ h u a r y  1973 t o  January 1974 while t h e  O f f i c i d  

Rate 

t h a t  

of  E 

rose ,  r e s u l t i n g  i n  t h e  progress ive  narrowing of t h e  preniun. A t  

po in t ,  t h e  systen! xcs chenged, egain et IbiF urging, s o  t h a t  i n s t e e 6  

s e p e r ~ t e  e x ~ o r t  r a t e ,  expor ters  received a? " i n t e r e s t  r a t e  p r e n i r "  
\ 

intended t c  c c q e r s e t e  t h m  f o r  t t e  cos t  c f  f i n a x i n g .  I n  e f f e c t ,  t h i s  

anounted- i r i t i a l l y  t o  a ssbsidy of  6.5 percent .  The subsidy w a s  char.@ 

t o  e? e f f e c t i v e  1 3  percent i n  Itarch 1574, bu t  only f o r  t h e  f i s h e r i e s ,  

f o r e s t r y ,  t e a  i rid rubber i c d u s t r i e s .  I n  December 1974 t h e  subsidy ves 

m d i f i e d  &gain: t o  1 0  percent  genera l ly ,  but  1 5  percent  f o r  a nuziber 

o f  i o d u s t r i e s  deexed t o  have been h ~ r t  by t h e  f u e l  c r i s i s .  
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me GVY was cons t ra ined  i n  i t s  export  r a t e  po l i cy  by t h e  considera- 

t i o n  t h a t  t o o  high a r s t e  would encoilrage overinvoicing,  and t h e r e  was 

evidence t o  t h e  e f f e c t  t h a t  overinvoicing was t a k i n g  p lace .  Mission . . 

economists were l e s s  concerned about overinvoicina s i n c e  t h e  d o l l a r s  

woilld have t o  be converted l e g a l l y ,  whether as exports  o r  c o r c e ~ ~ l e d  

c a p i t c l  inf low,  t h e  p r i n c i p a l  dmsge  be ing  t o  t h e  r e l i e b i l i t y  o f  export  

s t s t i s t i c s .  

Kore i r q o r t a n t ,  t h e  " i n t e r e s t  r h t e  subsit!y ," ' t oge the r  wi th  t h e  

GVX's constant  juggling o f  e l i g i b i l i t y  c r i t e r i a ,  proved a ma jo r ,  source 

of  confusion t o  expor t e r s .  Many d i d  not  understand t h e  concept t o  begin 

wi th ;  no one ccilld b e  suye wh&t he wculd be  e n t i t l e d  t o  by t h e  t ime h i s  

t r a n s a c t i o n  w a s  conpleted.  While t h e  Export Development Center did i t s  

b e s t ,  t o p  l e v e l  economic o f f i c i a l s  never developed a neaningfW export  

d r i v e  and t h e  idinistry o f  Finence vzs  nore concerned f o r  t h e  budgetery 

e f f e c t  of an export  subsidy than  it wss f o r  export developnent.  



V. The Great Debete; Monetzry vs.  Cost I n f l a t i o n  

~cononi 'c  polfcS. i n  1973-75 wes marked by a continuous, o f t en  hetited, 

debate on t h e  nature of Viet Km's i n f l a t i o n  problem and t h e  appropriate 

remedies. The l i n e s  of opinion were not alweys c l e a r l y  drawn, e spec ia l ly  

a s  t h e  focus of t h e  debate i t s e l f  s h i f t e d ,  but  a t  t h e  r i s k  of oversimpli- 

f i c a t i o n ,  c e r t a i n  pos i t ions  cen b e  s t a t e d .  

The Kission,  mong o the rs ,  bel ieved t h a t  t h e  i n f l a t i o n  of 1973-74 w ~ s  

ceused pr imar i ly  by t h e  worldwide c o m d i t y  p r i c e  i n f l a t i o n  end r e s u l t a n t  

surge i n  Vie t  h'am's i q o r t  c o s t s  together wi th  t h e  decl ine  i n  goods evail-  

abil i ty--both k o m  production ana from imports--that was t ak ing  place .  

The IMF, annng others ,  argued ;that t h e  i n f l a t i o n  was i n s p i r e d  pr imar i ly  

by excessive demand a d  pcinted  t o  r i s i n g  budget d e f i c i t s .  

S h d i n g s  of opinion appeared when it came t o  remedies. On t h e  one 

hand, Professor Arthur Smithies of Hhrvard, an edvisor on t h e  Vie tnwese  

econonly of long-standing, bel ieved t h a t  t h e  rap id  p i e s t e r  devaluation of 

1973, taken together  with t h e  pol icy  of monetzry r e s t r a i n t ,  was a p r i r a r y  

f a c t o r  i n  t h e  recess ion of 1973-74s' H i s  views v e r e  l a r g e l y  echoed by Al- 

Bert  W i l l i e s  and John Kohler of t h e  Rmd Corporation, who issued t h e i r  

b /  o?.?n s t u a ~  i n  % ~ e 3 b e r  197kr  t r i l l i ~ s  and Kohler contended t h a t  de-,r&lce- 

t i o n s  should be he ld  t o  a m i n i m a  and t h a t  t h e  GVI? should explore s l t e r -  

na t ive  ~ e 2 m  t o  encourage e q o r t s .  ~t t h e  other. ext rene ,  t h e  IFIF argue2 

t h a t  m c h  more rapid  devaluation,  nuch higher i n t e r e s t  r a t e s ' a n d  t i g h t e r  

r e s t r a i n t  ~n GI71 spending ve re  e s s e n t i a l  i f  t h e  GVN were ever t o  bre&. 

ai.?Qv f ron  i t s  depexlence on iclports and achieve self-sufficiency.  Their 

I1 a /  Arthur 3. S z i t h i e s  , I n f l a t i c n  as3 Depression i n  Vie tnm,  l973-7)+ ." - 
h/ John E. E&ler and Albert  P. V i l l i ~ s ,  Jr., Rend Corporation Kov., - 

1974 - Tine Vietnmcss  Econorzy i n  October 1974 - An Assessment with 
Policy Recomendertions . 



view had support i n  t h e  undeniably grin! monetary outlook i n  prospect fo r  

The Nission's  pos i t ion  xhs sonewhere i n  between, a l b e i t  c lose r  t o  

Smithies, I!illians and Kohler. They agreed with Smithies as t o  t h e  

depressing e f f e c t  of deraluation i n  1973, but believed it had been 

e s sen t i a l ,  never theless ,  i n  order t o  maintain i n t e rna t i ona l  currency 

pa r i t y .    hey disagreed with .the I W  presc r ip t ion ,  fee l ing:  (e) t h e  GVN 

was deueluating a s  rapidly  as  it needed on a p a r i t y  basis, and nore 

rap id  devaluation would serve  only t o  increase t h e  unemployment rc l l ;  

(b )  higher i n t e r e s t  r e t e s  would topple  msny companies caught with high 

inventor ies  and already on t h e  brink; and ( c )  given t h e  mi l i t a ry  inpera- 

t i v e ,  the re  waa vezy l i t t l e  t o  cu t  out of t h e  budget (nor d id  t h e  IKF 

o f f e r  any spec i f i c  suggestions).  

Both s i de s  t o  t h e  argucent favored productive development arid prodded 

t h e  GC3 t c  undert&e t h e  kind of labor-intensive,  high y i e l d  p ro j ec t s ,  

t h e  f e a s i b i l i t y  of which-was already being demonstrated by ADDA. Here, 

however, t h e  agreed d i rec t ion  encountered t h e  seeming pa r a ly s i s  of GVN 

econorcic leedership  arid t h e i r  p l a i n  i n e t i l i t y  t o  ge t  developnent ~ r o j e c t s  

off  t h e  ~ r c u n d .  Lzt.er, i n  1975, even t h e i r  developsent e f f o r t s  m u l d  

cone t o  ke questlcned f o r  t h e i r  in f la t ionary  i q a c t .  



Tne cieterioret ion i n  t he  econcmic s i t ua t i on  during 1972-73 brought 

generel d i s c r ed i t  t o  t h e  erchii;ects of  t h e  l i b e r a l  reforms of 1970-71, 

even thzugh t h e  country's miseries were t h e .  r e s u l t  ' o f  ex te rna l  circulfi- 

s tances beyond t h e i r  control .  They were b lmed ,  i n  p a r t i c u l a r ,  f o r . t h e  

high l e v e l  i c f l a t i o : ~  of 1973 and, a f t e r  t h e  pa r t i cu l a r l y  sharp increase  

i n  r i c e  p r i c e s  i n  t h e  s m e r  of 1973, advocates of d i r e c t  controls  were 

able  t o  e f f e c t  a subs t en t i a l  government take  over of t h e  c o u n t q ' s  r i c e  

pricir .6 ~ n d  d i s t r i bu t i on  system. Shor t ly  t he r ea f t e r ,  Economy Xin i s te r  

Ngoc, who had r e s i s t e d  t h e  con t ro l  measures, was forced from o f f i c e .  

With him went Finence !.iir?ister T m . g ;  i n  d i s c r e s t  s ince  t h e  i n i t i a l  

f i a s c o  of t he  V ~ l u e  Added Tax (see  Section R . 2  above). 

I n  t h e  cabinet  sheke-up of  October 1973, Ngoc wes s h i f t e d  t o  a 

ciovngrsied C o ~ A s s e z i ~ t - G e n e r a l  of Planning. His place a t  t h e  Ministry 

of Econzl-3, renmed t h e  1.linistz-y of Trade and Indust ry ,  was taken by h i s  

c q a b l e  hxt youthfc l  forzler deputy, K g ~ e n  Duc Cuong. . Trung l e f t  public 

o f f i c e  e l t cge ther  end w a s  replhced es Finance Minister by Chau K i m  Khan, 

e forr:er accountant and s x d i ~ o r  with t he  Ministry of Defense, rqho . h ~ d  e 

rep-i'-letlcn f a r  hoz t s ty  but  l i t t l e  experience i n  econofic pol icy .  

i..r%-t f r z z  r~ark ing  t 3 e  e s c e s i a c y  of coatrol-ninded, a s  opposed tc. 

l i ' s e re l  eccnszic c f f i c i a l s  , t h e  October 1973 shke-up l e f t  V i e t  Nen wit ' i-  

out e=or?=:ic leadership.  Viet  Xan hed not had a formal super-minister 

of e c m c l r i x  en3 now t h e  pro  formti leadership  previously exercised by 

i;g02 YES gzne (though he did  n s t  give up without a b a t t l e ) .  The lack C? 

' l ezdership  cLxe to be r e p r d e d  a s  en extremely ser ious  matter. With t h e  



cabinet  sharply divided on nost  i s s u e s ,  it became d i f f i c u l t  t o  get  ac t ion 

on i ~ p r t e n t -  measures. When ec t ion  vas taken,  it wzs l i a b l e  t o  be s o  

l c t e  t h a t  c i r c m s t a n c e s  were already d i c t a t i n g  an a l t e r n a t i v e  course, as 

with t 3 e  i n t e r e s t  r a t e  i n c r e m e  c f  Ju ly  1974. Exchange r a t e  chenges - 
continued t o  t a k e  p lace ,  bu t  even these  were sub jec t  t o  deleys.  Action 

on fore ign i n v e s t m n t  proposals w&s e spec ia l ly  subject  t o  delay,  t o  t h e  

countly ' s considerebxe c o s t .  -. 

A ~ o f u t i o n  t o  t h e  l eadersh ip  problen was f i n s l l y  ettempted with 

t I  t h e  a3pointment as  S u p e r - ~ i n i s t e r "  of  D r .  Nguyen Vsn Hao i n  Move~ber 197b. 

D r .  H~to w e s  given t h e  t i t l e  of Deputy Prime Minister  f o r  ~ c o n o & c  Develop- 

ment m d ,  concurrently,  l f i n i s t e r  o f  Agricl i l ture and Industry.  The I f in is t ry  

o f  Trade I n d x s t r -  was renaned t h e  Ministry o f  Trade and Supply and 

shorn cf i t s  Indust ry  function. Replacing Cucng as t h e  new 1tinist.er was 

a r e l a t i v e l y  obscure bcnker a=ed Dung. Chau K i m  Khan resigned and was 

replaced by an equal ly  obscure a s s i s t a n t  from h i s  own Ministry nmed 

Truong. Holdovers ve re  Mat icnd  Eank Gorernor, ~e Qumg Vyen, end 

Xguye:! Tien Huong at  an upgrazed Ninis t ry  o f  Planning. 

It cen be S ~ i d  t h a t .  t h e  nev c & X n e t  vas  l e s s  l i b e r a l  and gecerhl ly  

l e s s  ccz?etent thzn t h e  old.  lIcst ixgor tzn t ,  t h e  a ~ p o i n t ~ e n t  of D r .  Iieo 

fei l-ed 50 resc lve  t h e  leadershi?  ?r=51e:3. A con t rovers ia l  f i g u r e  a s  

D i r e c t x  of IiD3,  he had d i f f i c i l l t y  l i n i n g  up support f o r  h i s  p o l i c i e s  

(which *<ere not  sub jec t  t c  easy d e f i n i t i o n )  a i d  it very soon.becme 

evident  t h a t  ro th ing  had changed. f i s t e v e r  t h 6  f o r n  of  t h e  net! c r g w i -  

zz t i cn ,  decis icns  ve re  s t i l l  t o - e n  o f i y  e f t e r  much debate and, ~ r e s u : n ~ d y ,  

by r a j ~ r l t y  vote.  The s i t o z t i c n  Cid not  auger wel l  f o r  t h e  fu tu re .  



A. Economic Events, Januery-March 

The e=ly mnths  of 1975 saw a cor?tinuation of t he  trends un, der 

ww since the  f i r s t  quarter of 1974. The recession i n  industry con- 

tinued unabated. Menufecturing ac t iv i ty  continued a gradual decline 

and unenployment moved inexorably upward. The r i c e  crop appeared t o  

be s3.ightly be t t e r  than th&t  o f  1973-74, and other crops were doing 
0 

well.' However, securi ty  problems were proving increasingly d i f f i c u l t  

i n  forestry,  and t h e  f ishing industry wes s t i l l  hamstrung by high costs.  

Pr ice  inf la t ion  w a s  proceeding a t  an annual r a t e  of about 25 percent. 

With the budget d e f i c i t  expmding rapidly and continuing pressure from 

t'ne ongoing p ies te r  develuatidn, one migSt have expected niore; it 

appeared t h a t  decreased conswer demand, even f o r  essent ia l  foobstuf f s , 
was the  principel. fec tor  act ing t o  noderate pr ice  increases. Relative 

qc ie t  prevailed i n  t h e  currency'markets even e f t e r  t he  f a l l  o f  Phcoc 

Long Province i n  February. ' The black d r k e t  r e t e  fo r  $10 green wes 785 

i n  ri&!krch compared with 795 a t  the end of 1974, notwithstending a r i s e  

i n  t he  official rate f r e m  685 t o  725 during t h e  s m e  period. Not u n t i l  

the  fell cf Een Ke Thuct or! &larch 10 ' Sic? the  r e t e  begin t o  
\ 

nsve us\.-zrd, reachiLg E.30 F.: t h e  end of b:arck. 

Or. the  foreign trecie f r o ~ t ,  expcrts coctin~ieb the f l a t  t r ec5  

~?beri :~. ; /  s ince the first c u r t e r  of 1974 a d  ir-port demand declined t o  

~ ~ C C I ' U  helf the reduced 1974 leve l .  Fcreign exchange reserves (gald,  

1. f c r e i p  exckenge, end SrRs), which had pea!<e3 ~t $228 million i n  14ov- 

e r h r  197k, vere declir.ing s teadi ly ,  rerchicg $179 m i l l i o n  on Xerch 31. 

i' The balrnce of pqments outlook w e s  grehtly vorsened i n  the f i r s t  quarter 



by a number of d ishear tening d e v e l o p e n t s ,  riamely: an increas ingly  grim 

outloak f o r  t h e  FY 1975 A.T.D. appro2riat ion;  t h e  prolorged debate over 

t h e  $300 mil l ion  m i l i t a r y  Supplemental and consequent r e a l i z a t i o n  t h a t  . 

even t h e  rens in ing p i a s t e r  purchase a v e i l a h i l i t i e s  were ' in  jeopardy; 

t h e  decision by t h e  IlQ, i n  Februery, t o  exclude Viet  N m  from e l i g i b i -  

l i t y  f o r  a i d  under t h e  1975 o i l  f e c i l i t y  c r e d i t s ;  and f i n a l l y ,  t h e  l o s s  

of  t.he northern provinces, which brougfit sharply worsening prospects  f o r  

exports  and t h e  p o s s i b i l i t y  of  c a p i t a l  f l i g h t  ins tea& of t h e  i n f l o v  t h a t  

t h e  country hed been enjoyicg. 

B. me F i s c a l  0utS.ook 

The 1975 CNIU' budget proposed i c  .September 1974 c a l l e d  f o r  spending 

of Vl1$825 b i l l i o n ,  which conpared with a c t u z l  1974 expenditures of  ~ ~ $ 7 2 0  

b i l l i o n .  R e v e n ~ s s  were estiniated ct W$372 b i l l i o n  f c r  a d e f i c i t  of 

W$k53 b i l l i o n .  Af te r  e l l o ~ ~ a n c e  f o r  o z i t t e d  i tems,  including subsidies  

end a pay r a i s e  - which USAID a t  l e e s t  considered i n e v i t a b l e  - a more 

r e e l i s t i c  es t imate  ( i .  e .  USAID's f i n a l  e s t i ~ a t e )  o f  1975 spending was 

\?:$975 b i l l i o n .  If t e x  revenues were t o  be 5:  m r e  than t h e  budgeted 

f i g w e ,  t h e  d e f i c i t  befcre  fore ign a i d  would rise from ~ ~ $ 3 7 7  b i l l i o n  i n  

1974 t o  ~ ~ 2 6 0 0  b i l l i o n  i n  1975. The mney s ~ ~ p l y  inc resse ,  besed upon 

EL bndget d e f i c i t  of  thicr n=,nitude, was prcJected a t  upwards of  50 percent .  

The o p t i r i s t i c  p r c j e c t i o c s  e s s u e d  a ccnt inuat ion of t h e  savings t r end  cf  

recent  yea rs ,  which by then w e s  beccri5r.g vezy &?certain. 

C . Tk:e ' T2.x D i l e z x  

A s  ricted, t a x  revecues, a f t e r  r i s i n g  s ~ e c t a c u l a r l y  f o r  two years ,  

h ~ d  l e v e l l e d  o f f  a f t e r  t h e  first q u ~ r t e ' r  of 1974. They were no longer 



r i s i n g  even i n  nominal terms. The problen; d id  n o t ' l i e  with t h e  t a x  

adrinis-1;ration. Tfie prcblem w e s  si~liply t h a t  t h e  p o t e n t i a l  f o r  f u r t h e r  

gtxin, given t h e  e x i s t i n g  t e x  s t r u c t u r e ,  had been exhausted. A g r e e t  

deal  of  t h e  t e x  base was inrport-oriented; this applied even t o  such 

ooninally doviestic t axes  such a s  POL revenues. Of t h e  remainder, t h e  

bulk of t h e  revenues were accounted f o r  by t h e  s a l e s  of  a handful o f  

l a r g e ,  mostly fore ign,  coqanies i n  t h e  bee r ,  s o f t  drink, and toba.cco 

i n d u s t r i e s .  By 1975 t h e  e f f e c t  of  decl in ing s a l e s  by t h e s e  c o ~ p a n i e s  

was a t  l e a s t  o f f s e t t i n g  t h e  e f f e c t  of  any p r i c e  inc reases  on t h e i r  

products. I n c o ~ e  t e x  revenues e c c c u ~ t e d  f o r  only 1 4  percent  of domestic 

revenues; moreover, they were l e v i e z  a l m s t  e n t i r e l y  on those  l e a s t  

eb le  t o  pay - t h e  c i v i l  s e r v m t s .  

The cne unquest iomd source of  s i g n i f i c = t  new t a x  revenues was 

the  r u r a l  econony. D e s ~ i t e  s i g n i f i c a n t  progress made under t h e  Local 

Revenue Inprovercent Program begun i n  1971, r u r a l  t a x  revenues were only 

~;:$4.2 b i l l i o n  i n  1971i, o r  1 . 3  percent  of a l l  domestic t axes  co l l ec ted ,  

nat ion& end r u r e l .  farmer c l e e r l y  csuld  s f f o r d  t o  pay more, es- 

~ e c i a l l y  i n  view of  t h e  Lend Refcrz Prc;grm which had s u b s t a n t i a l l y  

Izcreased h i s  share  o f  t h e  n a t i c r ~ 1  i r .ccre ,but  t h e r e  were wel l  en- 

t renche? 03ject icns  t o  texitig the  f~rzer. The USAID J o i n t  Econonic 

C f l i c e  'C:ES, never theless ,  readying a m j c r  e f f o r t  t o  p ~ s h  a d r a s t i c  

Smrease  ir, r u r a l  revenues when t k s  crurrblicg m i l i t a r y  s i t u a t i o n  begm 

t o  rzke it a l l  seen sceEe- ic .  

D. T?le bicnete~y Tra C c m l e t e  

The dir:.e::sicr.s c f  E p o t e n t i a l  rmetery d i s a s t e r  were becoming c l e m  

t c  sll ever. before  t h e  f a l l  of P ~ U G C  Locg. A s  long a s  t h e  GVX had t o  



maintain a huge d l i t a r y  fo rce ,  expenditures would continue t h e i r  repid  

r a t e  of increase.  The domestic t a x  sgstem hed reached i t s  e x i s t i n g  

p o t e n t i e l  end any new surge forward was a long term porposi t ion ,  depen- 

dent on a bas ic  r e s t r u c t u r i n g  of  t h e  t a x  systen.  I n  t h e  p a s t ,  it had 

been poss ib le  t o  c 6 l l  f o r t h  a surge of  i n p o r t s  - o r  import t axes  - t o  

r e s t r e i n  i n f l a t i o n .  E d a n c e  of pqrments r e z l i t i e s  made t h i s  inposs ib le  

i n  1975;.in f a c t ,  t h e  prospect w e s  f o r  decl in ing ixnports. F i n a l l y ,  savings 

could n ~ t  be counted on t o  continue r i s i n g  as  they had. I n  f a c t ,  eco- 

nomists were haunted by t h e  prospect  of  dissaving.  Nore rap id  devaluation 

remained 2s a poss ib le  m a n s  of  l a r g e  s c a l e  inc reases  i n  i q o r t  a5sorp- 

t i o n .  However, develuation was already rt o r  nezr  a r a t e  a t  which t h e  

r a t e  o f  devaluation i t s e l f  t r i g g e r s  mass specula t ion end mission eco- 

nomists bel ieved t h a t  the one l u g e  devaluation being recornended by t h e  

1 1 3  - t o  p e r h ~ p s  900 - would have a ca tas t roph ic  e f f e c t  on what wzs 

l e f t  of business a c t i v i t y .  

It w e s  z l v ~ y s  poss ib le  t o  be  t o o  pess ic l i s t ic  on t h e  Vie tnmese  

e c o m q .  Pro jec t i cns  of  rmawE:r i n f l a t i o n  i n  1968, f o r  example, hsd 

not been borne ogt .  I n  1375, hmever ,  t h e r e  t r u l y  seeaed nowhere l e f t  

t o  t u r n ,  It would c o t  be t-e f i r s t  t iwe the'; 6. csUt ry  with greet 
* 

and V i e t ' E a ,  with i t s  endless w;r, h a d ' m r e  reason t o  founder t k n  ncst. 

Jast about all business e c t i v i t y  c m e  t o  a h a l t  following President  

r-  hiex x's order t o .  evaccate Kontu? and Ple iku c ~ i  !.ach 1 5  .. 'The 

c o l l ~ ~ s e  o f  t h e  ED:-them . przvinces fol loved shor t ly .  Disas te r  wes txirrcre3 

( * 



- 1 b 4  - 

i n  t t e  progress of black ~ a r k e t  currency rh t e s  and'gold r a t e s ,  The r a t e  

fox- $10 G e e u  1300 pias t .ers  CE Aprl l  7 ,  2030 6 week l a t e r ,  ezci nesr the  

end e:tt-tions cf cp t o  5,GOG were not  uiccczon. 

The sszewhzt s i c k  joke ~ o i n g  t h e  ru~w3.s i n  Apkil was t o  t he  e f f ec t  

tfist Viet NEEI was u:ldergoir.g 2 surge  is ps r  c ~ p i t a  GNP--a r e f e r ence  t o  

t he  f ~ c t  t h a t  t h e  count ry  no longer had t o  carry t h e  burden of t h e  l e s s  

deve lcpZ,  Foorer rlorthcrn provinces. In  f a c t ,  as  l a t e  a s  n i c t - k ~ r l l  M i s -  

s ion  e c e n x i s t s  kept  busy aseessing the  eccnoxdc dimensions o f  t h e  new 

truncete.2 Viet M m .  To t h e  extent  t h e i r  v iev could be divorced e x t i r e l y  

from r e z l i t y  , they l i ked  w h ~ t  they saw. They were not  ,however, t o  have 

long t 3  pcnder t h e  c z t t e r .  

XIV. A F'ootnote on Corruztion . 
T::e s h j e c t  of ccrruption has not here tofore  been touched upan s i m -  

p ly  brceuse t he r e  i s  rio a s r t i c : ~ l e r  ti!x frez,e i n  which it could be pleced. 

Corrc_rti;n pervenive thronghout t he  ger iod of U.S. i n t - o lve~en t  a t  a l l  

l eve l s .  

A p l o g i s t s  f o r  c c r r u > t i c n  i n  Viet Zk?i gecerel ly  meke o m  o r  m r e  of 

the  f c ' l a - ~ l r ~  & ~ e : - - ~ ~ ~ t i s z s :  (1) it v ~ s  n3t  izbnormil by t h e  stnn2ards of 

S ~ L k z s z  Asia; (2)  it t h e  " h i a n  we$' of daixg th ings  a3d the re fore  

,,+ .,- : c n  - .3-:;.ri 2 ~ r . s  t r i e d  is unl.n~*,:.rl. En5 -a d i s s e ~ t  hes t o  be entered on t he  



other  two points .  

Unhubt.edly, Vie tnzmse o f f i c i d s  had more oppor tuni t ies  f o r  gains hy 

cox.:>% zeans--the U. S. r resence  i t s e l f  assurea that--and more incentive 

t o  be corrupt  than o f f i c i a l s  i n  o t t ~ e r  countr ies .  A t  t h e  lover  l e v e l s  of' 

govcrnxcnt, pa:: w 2 s  SO inadequate t h a t  t h e  a l t e r n a t i v e s  t o  bribe-takinc 

were e>sn l igh t iqg ,  pu t t ing  t h e  f a a i l y  t o  xork a t  menial t a s k s ,  o r  e a t i n g  

l e s s .  3ut  the re  uss an inordinate  mount of  corruption--by any standard.  

Secondly, t k s  a x o m t  o f  corrupt icn  \.:,.as f a r  beyond t h a t  which could 

be ?,slersted m d e r  t h e  greese-the-wheel theory .  C o r r u p t i o ~  involved en 

exte!-si i~e interfzl-ence Vith t r a d e  an2 cornerce,  enough t o  have bzen a key 

fac io r  i n  t h e  1973-74 recess ion.  The m_7.%ipl ic i ty  of check po in t s  on 

rosds zn5 canals ,  e spec ia l ly ,  posed an increes ing obstac le  t o  c o r i e r c e ,  an3 

was en inpor tant  fkc to r  i n  t h e  high cost  operat ions i n  export i n d u s t r i e s ,  

suck as f i s h i n g  znd f o r e s t r y .  A t  hig5er l e v e l s ,  corruption entel-6.2 i n t o  

de-hlincs with prospective fore ign inves to r s  and lenders .  By 1913-74 

a z t t e r s  k:16 reached t k e  po ic t  et which t h e  f e a r  o f  being accuse6 o f  



c r i t i c a l  f a c t m  i n  t h e  d e t e r i o r a t i o n  of nat ion21 morale which l e d  u l -  

t i m s t e l y  t o  defea t .  

Xi'. Cmclusion 

It sescs  c l e a r  t o  m m y  observers,  i n  r e t r o s p e c t ,  t h h t  t h e  Pxcrican 

advisors i n  t h e  1960s overrated t h e  po l i t i ca l .  dzr,cers i n  high l e v e l  it:- 

f l a t i o n  o r ,  put  another  way, they  underrated t h e  toughness, t h e  fort . i tude,  

of t h e  ordinsry  Vietnamese ci.i;izen. The d r a s t i c  dec l ine  i n  u r b m  l i v i c g  

standhrds of  1972-75 was t h e  hardship equivalezit of  runaway i n f l a t i o n ,  

yet t h e r e  were no c i v i l  d i sc rde r s  end governmknt i n s t i t u t i o n s  conticued t o  

function nom-ally. I n  f a c t ,  most would agree t h a t  they f m c t i o n e d  b e t t e r  

t h a c  they had i n  t h e  1960s. The decis ion  t o  p r o t e c t  t h e  people from run- 

aiTay i n f l a t i o n  l e d  t o  import l e v e l s  i n  excess of economic need, with a  

cocseo_i;ent d i s t o r t i o n  of  economic p r i o r i t i e s  hod dmege t o  t h e  c o r n t r y ' s  

s c c i a l  s t r u c t u r e  and morel fabr ic .  Kost of a l l ,  it involved t h e  c r e ~ t i o n  

of an a r t i f i c i a l  econony a h o s t  e n t i r e l y  dependent on U.S. a i d  and, of  

course,  vulnerable  t o  withdrawal of t h a t  e i d .  

The ex ten t  of t h e  h i d  decl ine  a f t e r  1971 CEL hardly  be o v e r s t ~ t e e .  

e c x s x i c  t ien5r ' i t )  2t v s s i k r  i n f l a t e d  p r i ces .  F i t h  r i c e  ornittee frcr: t.?? 



were h igher  on a r e d  p e r  c a p i t a  L z s i s  t hen  i n  1964.. If one cons iders  . 

t h a t  i n  the rkantirne t h e  GVX enzed f c r c e s  hzd r i s e n  from 503,000 t 9  1,l 

m i l l i o n  :rc-::, it can be r e r n  t h a t  h o t 3  U.S. i m p r t  suppor t  and t h e  i y , o r t  

l e v e l  were f e r  l e s s  adeqnate  i n  1974 thzn  i n  196;: As f o r  l i v i n g  s t m -  

d s x i s ,  pe r  c a p i t a  GG? ir, 1974 was f i v e  pe rcen t  below t h e  19-54 l e v e l ,  nrid 

t h r  d e c l i n e  i n  p e r  c s p i t a  i nco re  wzs c e r t a i n l y  g r e a t e r  t han  t h a t .  To be 

s ~ r z ,  d e c l i n i n g  r e d  a i d  w s s  psrtl:: t h e  r e s u l t  o f  t h e  worldvide in f l . z t i on ,  

bu t  i n  fat%, t h e  U.S .  & id  l i t t l e  t o  o f f s e t  t h e  i m p c t  o f  t h a t  i n f l a t i o n  

oh t h e  harci-hit Vietrm~iese econoxy. 

South Vie t  Ran p e r f o n e t i  x e l l  i n  i t s  i c l t i z l  e f f o r t s  t o  a d j u s t  t o  t h e  

d e c l i n e  i n  a i d  l e v e l s .  1 . 1 ~  s w e e ~ i n g  r e foms  of  1970-71, t h e  ec0nomj.c equi- 

v a l e n t  o f  Vietnaclizti t ion, took plat? 3 e f o r e  t h e  onse t  o f  t h e  a i d  d e c l i n e ,  

aid i t  i s  f o r t m a t e  t h a t  t h e y  d id .  It i s  dou3tiXL t h a t  t h e  econozy could 

have t i t h s t o c r l  t h e  shocl: of  t h e  1972-74 even t s ,  had t h e  i n t e r e s t  aqd ex- 

change rate r e f c m s ,  e s p e c i z l l y ,  no t  been i n  p l a c e .  The t a x  pe r fomsnce  

of. 1972-73 m.3 t h e  zmy i n s t i t u t i o n a l  d e v e l o p e n t s  i n  1971-72 a l s o  mer i t  

p r a i s e .  Econoaic ~ e r f o r z m c e  grcx g e n e r a l l y  l e s s  comendzble  i n  t h e  Ze- 

te r iore t .Fng  s i t u a t i o n  after nTd-1973, hut by t h a t  t h e ,  even t s  thenselves 



Table  1 

U.S. Aid & Import  Support ,  1954-75 
(Ob l iga t i ons  Bas i s  - $ M i l l i o n s )  

(1) - 0 )  - (3) (4 (5) (6 
I npo r t  

Food f o r  Peace P r o j e c t  & 
c / P i a s t e r  T o t a l  Aid Support  

Yea:' ~ 1 1 ' ~ '  f i t l e  I T i t l e .  I1 Other  AID- Purchases  - (1+2+3+4) (1.+2+5) c /  

1954 - - 
1955 253.7 - 
1956 174.7 - 
1957 210.9 - 
1958 151.9 4.4 
1959 146.4 - 
1960 1.35.6 5 .0  
1961  111.2 7.0 
1962 94.1 26.8  
1963 95.0 23.7 
1964 113.0 34.3 
1965 150.0 41.4 
1966 399.3 98.2 
1967 160.0 73.3 
15'68 160.1 56.6  
1069 130.0 6 0 . 6  
1970 238.5 75.6 
1971 281.0 164.9 
1972 313.0 62.5 
1973 226.2 179.0 
1974 335.1.f 968.9 
1975 143.2 45.7 

T o t a l s  4,022.9 1 ,268 .1  

Xotes:  (a) F i s c a l  y e a r s  f o r  a l l  b u t  p i a s t e r  purchases ,  which are on a c a l e n d z r  y e s r  
b a s i s .  

(b) Does n o t  i n c l u d e  d e o b l i g a t i o n s .  
( c )  I n c l u d i n g  a l s o  D i r e c t  D o l l a r  Support  from 1972-75. See Mote (e) .  
(d)  Guess t imates  f o r  1954-63; p a r t i a l l y  e s t i m a t e d  f o r  1964-66. 
( e )  Broken dovm a s  fo1lo:c.s : 

Mysan i t a r i an  Aid 
P r o j e c t  Aid (D i r ec t  D o l l a r  Suppor t )  T o t a l  - 

PY 72 71.4 2.< . 73.8 
FY 73 56.2 31.0  67.2 
FY 74 22.3 26.0 48 .3  
FY 75 15.7  29.3  . 45.0 

( f )  I n c l u d e s  Program Loan of $50 m i l l i o n .  
(g) Excludii?; p i z s t e r  pu rchase s  of unknown amounts. 

Sources:  A13 S t a t i s t i c ?  and Repor t s  D i v i s i o n ,  "U. 5. Overseas  Loans and ~ r a n t s "  
/ Viet Sam ?r2';raii1 Sunaa r i e s ,  AID 

Vietnamese ba l ance  of  papnents  r e p o r t s ,  N a t i o n a l  Bank of  Vietnam 
, > L U X  P i a s t e r  Expendi tu res  d e p o r t s  (from 1967) 



T a b l e  2 

U.S. l n p o r t  Suppor t ,  Nominal and Rea l  
(1964-74) 

R e a l  Import  Support  
I i , y o r t  Import Support- Index 

($ m i l l i o n s )  - Price  Jndcx- b' ($ 1964) (1964=100) 

Notes : 

a /  I c p o r t  Support  d e f i n e d  a s  CIP, Food f o r  P e z c e , T i t l e  I, D i r e c t  D o l l a r  - 
Sa;?;ort (I!unnni t a r i o n  A i d ) ,  tnd P i . 2 ~  t e r  Purc!-cses. CIP, FFP, 
and D i r e c t  C o l l a r  Sur. ;~-~rt  o c  f i s c n l  y w r  b a s i s ,  p i a s t e r  
p u r c h a s e s  on c n l e n d a r  ?:cer b a s i s  ( s e e  T ~ b l e  1 ) .  

b/ X i s s i o n  c a l c u 3 ~ t i o n  b a s e i  on - 19C.L-71: ??IF w p o r t  p r i c e  i n e c x e s  - 
of -'!iet Xm's l e s d i n q  c~l ; .p l iers .  '1571-74: a n a l y s i s  o f  p r i c e  

c h a n ~ e s  o f  V j c t  Xaa's  p r i ~ ; c i p a l  import  c o m o d i t i e s ,  p l u s  I?iF 
e x p o r t  p r i c e  indexes .  



. 
Table 3 

Consumer ~ r i c . e s  
(Working Class Families i n  Saigon) 

Price Indices (1963=100) Percent Increc ses 
Annu~l Cnd of Year .Year t 6  Year Dec. t o D e c .  

e ! Aves.  - -  ( a )  - (b (a ( c )  - 

Eotes: 

a /  ::IS W0rkir.g C l a s s  Index Excluding Rent - 
b /  :.IS Kor-::ii:g C l r l ~ s  Index Includins Rent - 
c /  ! 955-67, i n C l L i n g  rent;  1968-73, excludinz rent - 
d! :;IS d 2 t a  f o r  1971 not z!va!lsblc.  Inc?c:-: vzlucs c5tzincd by - 

ap?lyi.;lr! ?.ncreascs in  L'S.lSI) r e t a i l  pr i ce  index t o  1973 index values. 

Source: ?<a ti2321 Eank of Vietnam; ~ S A I D .  



Table  4 

Money Supply and P r i c e s  
(1957-74) 

a / P:or?ep Supply-. 
V!$ B i l l i o n s  Year t o  Year 
End o f  Year % Inc.  

Ccnswner Price&/ 
( % Inc .  During Year) 

a/  DenanJ d e p o s i t s  and currency - 
b/ XIS :lor:-.-; n f l l c s s  Idc-x:  i n c l u d i n g  r e n t  through 1967 ; -- 

excluding r e n t  196s-7A. 
c /  Data c?dj;!sted t o  exclude VS$ 9 . 6  bi l l ior l  o f  e x c e s s  ba lances  h e l d  - 

by thc  U.S. Disburs inz  O f f i c e r  a t  the  end .o f  t h e  year.  

Source: Kational  Rank of Vietnam 
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Table  6 

C r e d i t ,  1955-75 
( K G  $ E i l l i o n s )  

! C r e d i t  Outs tnnding,  Year-Ed. Year-to-Year I n c r e a s e  
b1 Comierc ia l  Development Commercial Dcveloprr.ent Banks - 

End-Yeor Ranks a/ AD3 S /  IDR & IDEP,A?X Eanks Banks - .  - 
p'=. 

1955 1 . 0  - - 
1956 2 .0  . - - 1 .0  - 
1957 3.2 - - 1 . 2  - 

. ! . 

. . ,  . ,  
! o  ,,,!I., 
I :  ; 8 . .  ' . I . , , ,  ,.. , 
: ; ' i  ' ;!; ;,<: , , 

;I , I : . ;  
* ,  , ., . I . . I  

0 : ' a :  ,,, 
i .1 : :  : * , I  
, l ; T ! : , ; ; i  

,i;::;:., 
!~i;i,;;,: , . ! ! ; , . i :  
!. ' !  :. , , . .  

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  - 
1965 6 .8  - - -0.4 - 
1966 28.8 - - 22.0 - 
1967 28 .9  - - 0 . 1  - 
'1968 26.4 - - .  -2.5 - 
1969 29.3  - - 2.9 - 
1970 42.1  5 .5  3 .8  12 .8  - 
1971  63 .1  8 . 7  4.7 21.0 4 . 1  

"jl""!f 
. , . , , .  . , 

'I . . . . / ;  , :. 
,;; . : , ! ; j  
,u:, .;! 
ijj::,:i;; 
i,!:'sii!: 

. ! . , 1 1 " .  

;la>;;; : l i : , ; ; . ! :  . , , . , .  

1972 88.6 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 

J a n .  31, 1975 196.2 62.7 21.4 9.7 1 . 6  

i:,;.y;l 
;.:,:,It . : . ; a ,  I 
! : I ,  . .  ,. I : !  : : ; : ! ; : : ;I  a /  Losns t o  t h e  !:rivate s e c t o r ;  p r i o r  t o  1961  d a t a  i n c l u d e  a s m a l l  - 

2xol:nt ( l e s s  tiicn 10Z) c i f  fnves tmcnts  o t h e r  t h a n  l o a n s .  
b /  3:,es n o t  a v c i l ; h l e  before 1910. - 
c /  I n c l u d e s  a c t i u i t i e s  o f  t k e  p r i v a t e  r u r a l  bank system.  

. - 



GVN Budget ?' 1964-75 
(VN $ B i l l i o n s )  

T o t a l  13.2 .15.5  38.6 53.2 54.0 87:5 1 2 3  179 147 . 246 343 3 7 ~ '  

D. F o r e i g n  Aid 
d / (Countprpart)-- .  7.8 11.9 23.1 

D e f i c i t  as % o f  
E x p e n d i t u r e s  28.6 37.9 (4..6) 9.3 31.4 10.7  16.6  1 4 . 1  30.1  26:4 16.5 - 
Dom. r e v s .  a s  % 
of e x p c i ! c I i t u ~ c ~  23.3 22.0 23.3 25.4 22.5 27.4 27.8 26.6 27.3  37.5 41 .1  - 
a /  A c t u a l  e x p e n d i t u r e s  and revenues  -- 
b/  USA111 e s t i m a t c  - 
c/ (X::/US!\I!j rls ti!nnte I 

II /  ?k1! : 0 1 ~ 1  I;;i::li C;c:!,o::i t s  t o  the C o u n t e r p a r t  Fund r a t h e r  t h a n  t r a n s f e r s  from t h e  C o u n t e r p a r t  Fund 
t o  l lu l;utl~:ct. 3;tt;l e q u a t e  roughly t o  CIP i x p o r t s  p l u s  GVN u s e s  p o r t i o n  of PL 480 T i t l e  I impor t s .  



Table 8 
GVX O f f i c i a l  Exchan~e Reserves 1955-74 

( U .  S .  $ 1I i l l ions)  

(1)  (2) (3) (4 (5) (6)  (7)  
I! IF Blocked 

! Foreign Subtotal Gold French Total  
End-Year Gold Exchance SDRs (1+2+3) Tranchc Francs (4+5+6) 

a /  1ncludes"rice escro:: accsunt" o f  850 m i l l i o n  i n  1968 and - 
,$(2 ~illicn. These  verc r!ollar depos i t s  i n  escrcv  a t  the 
U.S. Tre2s~r-y ryainst  \'i. ~ n r - a s e  p ~ r c i ~ a s e s  of C.S. r i c e .  
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Table' 10  

ComcrcFal Import Paynents,  Koninal and Real ,  1964-74 

A. l a p o r t s  by Category of Financing ($ Mil l ions )  

PL 480 Aid Other 
CIP T i t l e  T GVN Freight-- Donor T o t a l .  

a /  G C T  paynents f o r  f r e i g h t  on A I D  f inanced imports.  - 

E. T o t a l  I a p o r t s ,  Nominal and Real 

Import Real Imports 
I ~ D o ~  t P r i c e  T o t a l  (1965=100~ - -- , - - - . - - -, 
P q ~ e n t s  Index ,$ 1964 T o t a l  Per ~ a p i t a a l  

1964 233 100.0 233 1.00 
1965 258 102.0 282 121 
1966 573. 104. 2 549 236 
1967 635 106.2 59 9 257 
1968 55.0, 107. G 512 220 
1869 6 ':? 110.5 624 268 
1970 6 3 2  115.3 595 255 
1971 71 $ 110.9 595 255 
1972 678 132. ti 511 219 
1973 7 1 7  179.3 400 - 172 
1974 ES7 274.3 . 323 139 

a/  Assuaes populat ion grovth r a t e  of 2.6%. - 



PADIIY (OR PADDY EQUIVALETT) AVAILAIZLE FOR 
ALL USES ANI) YOPULATTCN INDEX,  1964-74 

(000 me t r i c  tons ) 

T'" 

Table 11 

Crop Domcs t I  c It ice Paddy o r  Paddy Index of 
Yvnr P r n t i ~ ~ r  t iov l?:.;mrts Rice Tvports and Equivalent  Pacidy f o r  Index of 

!h,:;.i n.  k c  l . (!(!j  :I;; (:' 'n(Idy .I I Stock C1:anges 211 Avai lab le  Dcmestic use Populat ion 
K ~ i . i v n l m t -  ) (Paddy Equivalent- 1 1 Kx~)c)T~s ,-- f a r  all usem 1964 = LOO 1964-100 31 

11 One m e t r i c  ton of - 
21 T h i s  col.r~mn s!tow - 

(217) 

(723) 

(1,250) 

(858) 

(993) 

(785) 

(390) 

(418) 

(6381 

(178) 

paddy equals  0.6 met r i c  tons  of rice 
f o r  c u r r e n t  y e a r ' s  w e .  t h e  comi)innt:Lon of imports  and r e s e r v e  s tocks  empl-oyed 1 

Sincc  dc tn  are not m ~ n i l n h l c  on r e s e r v e  s t o c k  changes p r i o r  t o  1968, they a r e  assumed t o  be 
ccns tan t  irwo yc:ir to ycnr p r i o r  t o  t h a t  da te .  

31 I isstl i:~l~s por>ulaLI<::i ,qrnwt l~  rate  01: 2.6 percent  p . o .  -- 
Source of production c.stirnntcs: GVN Minis t ry  of b-gr icu l ture  and USAID. 



Table 12 
Exchange Rates 1955-75 

( a l l  r a t e s  expressed i n  terms of p e r  d o l l a r )  

O f f i c i a l  
Rate f o r  Accormo- 

U.S. I n v i s i b l e s  Imports da t ion  
Date Purchases- Rate GVN CIP Exports ~ s t e  

1955-57 
1957-61 
1962-66 
Sept .  1965 
June 18 ,  1966 
Oct. 1, 1967 
Oct. 5 ,  1970 
June 7 ,  1971 
Nov. 15,  1971 

1972 - 
Feb. 12 
Mar. 6 
Apr. 1 
Apr. 29 
May 22 
June 18 
J u l y  9 
J u l y  28 
Aug. 22 
Oct. 30 
Dec. 9 
Dec. 30 
Jan. 3 
Jan. 26 
Nar. 7 
Apr. 27 
Nay 19  
Sept. 6 
Oct. 2 
Oct. 16 
Nov. 12 
Dec. 6 

19 74 - 
Jan.  4 
Jan. 14 
Feb. 4 
Mar. 3 
Ehr. 25 



O f f i c i a l  
Rate  f o r  k c c o x n ~ -  

U. S. I n v i s i b l e s  I n p o r t s  do t  i o n  
Date Purchases-  Rate G V N .  CIP Exports  Rate  

- Apr. 24 
A\-\,/-c 6 20 

6511701 620 

4 
f l  

1974 

J u l y  5 6 30 6611712 630 
J u l y  1 0  640 6721723 640 
Aug. 23 655 6881740 655 
Sept .  26 670 7031757 670 
Dcc. 1 0  - 685 7531788 685 

1975 . - 
Jan .  2 1  

KOTE: 1 )  A f t e r  June 18, 1966 e n t r i e s  made only  when r a t e s  verc changed. 
2) Most PL 480 T i t l e  I impor t s  were va lued  a t  t h e  GI?l import r a t e .  

The CIP rate app l i ed  a t  t i n e s  t o  impor t s  of c o t t o n  and wheat. 

a /  Also t h e  GV?? o f f i c i a l  r a t e ,  excep t  du r ing  t h e  pe r iod ,  Oct 1, 1967 t o  - 
Kov. 15,  1971 when t h e  o f f i c i a l  r a t e  was 80. The 80 r a t e ,  however, was 
a p p l i e d  t o  ve ry  few t r a n s a c t i o n s  du r ing  t h i s  per iod .  

b l  Nost impc r t s  were s u b j e c t  t o  su rcha rges  t h a t  brought  t h e  e f f e c t i v e  r a t e  t o  n - 
range of 74 t o  110. 

c /  I n  p r a c t i c e ,  a p p l i c a b l e  on ly  t o  r i c e .  Most e x p o r t s  rece ived  premiunls - 
ranging  from 5 t o  1 5  p i a s t e r s .  The expor t  r a t e  f o r  rubber  was 48.65:l. 

d l  A l l  expo r t s  except  rubbe-r which was s u b j e c t  t o  a  r a t e  of 60:l. - 
e l  About one-third of GVX imports  were s u b j e c t  t o  275 r a t e .  - 
f l  The 275 " p a r a l l e l "  r a t e  p l u s  a  pe requa t ion  t a x  of125 p i a s t e r s .  - 
gl P l u s  an a d d i t i o n a l  25 p i a s t e r s  f o r  e x p o r t s  o f  p roducts  new t o  V i e t  Nam 

f o r  a  one yea r  per iod.  
h/ PD-31 i x p o r t s  s u b j e c t  t o  an  a d d i t i o n a l  p e r e q n a t i o n t a x  of 75 p i a s t e r s .  - 
i/ Exchange r a t e  d i f f e r e n t i a l  (between CIP and Gi13 i ~ p o r t s )  rep laced  by - 

a r e b a t e  on CIP goods, i n i t i a l l y  s e t  a t  8 5  p i a s t e r s .  
.I/ Export pranium rep laced  by*an " i n t e r e s t  r a t e  subsidy' '  equ iva l en t  t o  a  

f i v e  percent  premium. 
k /  CIP r e b a t e  changed t o  60. - 
11 I n t e r e s t  r a t e  subs idy  changed t o  1 3  percent  f o r  p roducts  o f  t h e  f i s h e r i e s ,  - 

f o r e s t r y ,  t e a ,  and rubber  i n d u s t r i e s .  
m/ I n t e r e s t  rate premiuz changed t o  1 0  pe rcen t ,  except  15  percent  f o r  p roducts  - 

of i n d u s t r i e s  a f f e c t e d  by t h e  f u e l  crisis: f i s h e r i e s ,  f o r e s t r y ,  t e a ,  and 
c e r t a i n  manufactured goods. 



Table 1 3 

nLACK MARKET AND LEGAL EXCHANGE RATES 
1365 t o  l.974 

WI rch --.--- - -  ---- June Scpteinl?cr Dcccmher 
Clnck Fl;i 1.kc.t I Black Market Legal $lack ?cirkc.t Legal Black ?larite t Legal 

Kate Rn tc Rate Rate Rate Rate Rate Rate -- 

Note - End of Period Rates: Black Market Rate-Piasters per one U.S. do l lar  for  US$ 10 Green. 
Lcgnl Rote-Piasters per one U.S. d o l l a r  for  personal p ias ter  purchases. 



. BLA.CK PMPXLT P R E E I T U X / D I S C O U ~  FOR $10 
(End of Quarter Rates, 1964-74) 

Perccnt Premiums (Discount)+: 

Table 1 4 

Year Narch June September December 

"Premicn or (discognt from) the l ega l  exchange r a t e  for 
person31 p ias ter  purchases. 



- 
RURAL DEVELOP?lEhT t FIELD OPER4TIONS 



"The Enpcror 's laws s t o p  a t  t h e  v i i l a g e  gate." 

- Vietnamese Proverb 

A t  rn o t h e r  t i n e  i n  i t s  h i s t o r y  has  t h e  Agencjr f c r  I n t e r n a t i o n a l .  

. i!..,.. , , ~ . l c p ~ c r l t ,  o r  i t s  predecessors ,  c ~ p l o y c d  Anaricans a s  a d v i s o r s  i n  

r u r a l  a r e a s  t o  t h e  cx t en t  they were used i n  South Vie t  Zkm. I n  1969, 

- a t  t h e  hc ight  of A . I . D . ' s  f i e l d  e f f o r t ,  1,034 d i r e c t  h i r e  U.S. adv i so r s  
- 1  

v c r c  assignsd t o  f i e l d  o r  field-nanagement p o s i t i o n s ,  more than  ha l f  of 

tlie 1,846 A.I .D.  d i r e c t  h i r e  employees i n  South V i e t  Nan. There were 

a d d i t i o n a l  A. I . D .  personnel  resources  c o m i t t e d  t o  t h e  f i e l d  e f f o r t  

includin; o f f i c e r s  on loan  from other .  agencies  a s  wel l '  a s  c o n t r a c t  

o f f i c e r s .  This  massive bui ldup was no t  a concept e n t i r e l y  enbraced by 

X.I .D.  b u t  one brought about by both  U.S. Congressional  and Esecc t ive  

p re s su res  f o r  a d d i t i o n a l  programs, t i g h t e r  American c o n t r o l s  on thcse  
-; .,,4 '1 

i program,  and g r e a t e r  u s e  of  Anerican t echn ic i ans  a s  o p e r a t o r s  r 2 t h e r  

I than advisors .  

A. I .D .  f i e ld-advised  r u r a l  development ope ra t ions  i n  South Viet  Kern 

£.dl i c t o  t h r e e  gene ra l  per iods .  

1. Fron 1954 through 1958 t h e u n i t e d  S t a t e s  Operat ions Misslor. i ~ .  

$::i!:.cn ([:SO111 ass igccd  o f f i c e r s  t o  provinces under t h e  r;anagercnt cf t ! ; t  

Fie12 Sc rv ice  Div i s ion  of USOY. They were involved i n i t i a l l y ,  as l.:ns 

w a t  of t h e  udss ion ,  i n  respord izg  t o  t h e  needs of re fugees  f l c e i - c  t!:c 

Kc?-tii u-:lc-r p rov i s ions  c?f t h e  Geneva peace aarcexent  on Indochina. Tkc:.@. 

@ f r i c e r s  idso warkcd i n  a l i m i t e d  f a sh ion  s t i m u l a t i n g  r u r a l  s e l i -  

Gcwlcpccrrt p r o j e c t s  under prograrr.s.est 'ablished by t h e  Vietnacesc 

i-ovcrnccnt 'and supported by USE1 funds and cowaodit ies  . 



2 .  Ey d i r e c t i o n  of t h e  Execut ive Branch of t h e  U.S. Government, 

U S O Z ~  s a d e  a  r a d i c a l  depa r tu re  from normal economic a s s i s t a n c e  programs 

i n  1962 and en tered  t h e  f i e l d  of c i v i l  counter insurgency.  Th i s  

rcnained t h e  b a s i c  miksion of A.I.D. f i e l d  a d v i s o r s  throughout t h e  

balance of t h e  U.S. involvement i n  South Vie t  Nam. 

3. A.I.D. f i e l d  a d v i s o r s  wkre renoved from d i r e c t  c o n t r o l  of t h e  

USAII! (formerly USOX) Saigoc n i s s i o n  i n  1966 and placed f i r s t  under 

c o n t r o l  of a deputy ambassador and l a t e r  under t h e  U.S. M i l i t a r y  Ass is tance  

Comacd i n  V ie t  Nam (HACV) i n  1367. 

A ccrraon goa l  r a n  through a l l  t h e s e  pe r iods  of USAID1s f i e l d  

e f f o r t s  i n  t h e  cotintry. Whether t h e  m i s s i ~ n  was def ined  a s  development 

o r  counter insurgeucy,  t h e  goa l  was t o  g a i n  t h e  suppor t  and l o y a l t y  of t h e  

r u r a l  popula t ion  f c r  t h e  Goverment  of Soath Vietnaro. The means s e l e c t e d  

t o  a t t a i n  t h i s  goa l  included improving t h e  economic and s o c i a l  l o t  of 

r u r a l  Vietnamese by s t i m u l a t i n g  Wk' r u r a l  programs; inproving d e l i v e r y  

of l o c a l  government s e r v i c e s  by s t r eng then ing  l o c a l  governments; and 

encouraghg  p r i v a t e  s e c t o r  innovat ions  which would l e a d  Lo g r e a t e r  

p rcduc t iv i ty .  Behind all of these  a c t i v i t i e s  lay t h e  hope that the rural 
. . . . 

Vietnanesc popula t ion ,  pe rpe tua l  t a r g e t  of t h e  V i e t  Cong, would be l e s s  

v u l r c r c b l e  t o  co-izcnist p r o p e g x d a  a s  they r e r e  drawn c l o s e r  t o  t h e i r  cxr: 

The t e r n s  used t o  d e s c r i b e  t h e s e  e z f o r t s  chahged f r equen t ly  thrcugh 

t h e  p a r s .  And as is  t h e  c z s e  w i t h  l i v i n g  langyages, t h e  t e r n s ,  once 

placsd under stress, developed a pu t ty - l i ke  q u a l i t y  which caused then  t o  

t a k e  on d i f f e r e n t  neanings dur ing  d i f f e r e n t  per iods .  There were even 

d i f f e r e n c e s  Guring t h e  sane per iod  when v a r i c u s  C.S. and Vietnamese 



3 

groups and ind iv idua l s  defiiied t h e i r  own s p e c i a l i z e d  meanings f o r  

these words and phrases.  Some of t h e  more f r equen t  terms i n  use  

during t h e  U.S. i nvo lvemnt  were "pac i f ica t ion ,"  "counterincurgency," 

l l ru ra l  cons t ruc t ion ,  " "revolut ionary development" and "c iv i c  a c t  ion.  " 

It  would seen  t h a t  a c l e a r  d i s t i n c t i o n  might be made between 

(1 counterinsurgency," which r e f e r s  t o  a c t i o n s  taken z g a i n s t  an  enezy 

insurgent  and "pac i f ica t ion"  which is anEng l i sh  approximation of an  

anc izu t  Uietnamcse term r e f e r r i n g  t o  a c t i o n s  taken t o  a t t r a c t  t h e  

populat ion t o  t h e  government. But t hese  terms were o f t e n  used 

interchangeably and a f t e r  s o r e  time t h e r e  was confusion i n  t h e  u s e r ' s  

mind as t o  whether "pac i f ica t ion"  o r  "coun te r in~urgency '~  was t h e  no re  

comprehensive tcm. I n  l a t e r  years ,  "pac i f ica t ion"  was used i n  Engl i sh  

more znd more t o  connote those  m i l i t a r y  a c t i v i t i e s  which were  be ing  taken  

t o  ga in  c o n t r o l  of a populat ion and t h e  term "counterinsurgency''  f e l l  

i n t o  misuse. "~evelopment" becane t h e  most f r e q u e n t l y  used term a t  

f i r s t  onong c i v i l i a n s  and i t  gene ra l ly  seemed t o ' r e f e r  t o  t h e  process  

of iuproving t h e  s e r v i c e s  of c i v i l  government i n  r u r a l  a r eas .  The terms 

1 I r evolu t ionary  developnent," " r u r a l  development," " r u r a l  cons t ruc t ion"  

and " c i v i c  ac t ion , "  a l s o  r e f e r r e d  a t  va r ious  periods t o  p rogram aired 

a t  r i l i t e r y  acd c i v i l  action:, o r  both,  uhich  brought r u r a l  Vietcecese 

c l c s t r  t o  tiie Goverment cf South Viet  Kan. For the burpose of 

th5s  r.ar;ative, t h e  process t d ~ i c h  involved U.S. c i v i l  fo re ign  a i d  f i e l d  

adv i so r s  w i l l  be r e f e r r e d  t o  a s  r u r a l  development, a term which g e n e t a l l .  

desc r ibes  t h e  prcgrans wi th  

whatever t h e  s t a t e d  purpose 

( 
t e r m  were used t o  desc r ibe  

USAID adv i so r s  were concerned, 

of t hese  programs o r  whatever a l t e r n a t e  

t h e  va r ious  a c t i v i t i e s .  



4 

Early Attempts a t  t i e  -- Id-Advised Rural Development 

'Althouqh there were no large scale e f fo r t s  by insurgents to disturb G V N  

programs i n  1954, the comnlunists were laying a groundwork fo r  future ac t iv i ty .  

The end of the French-Indochina War that  year,  l e f t  Viet Nam a t  re la t ive  

I 
peace, except for the ac t iv i t i e s  of thiee armed sects (Hoa Hao, Cao Dai and 

B i n h  Xuyen) w i t h i n  Viet Nan vrhich were eventually brought under control by 

m .  the new government of President Ngo D i n h  Diem. Under the Field Service Division 

of USOiii, U.S. advisors coped ~ i i t h  day-to-day province problems i n  receiving 

providing water and i r r iga t ion  f a c i l i t i e s ,  teaching, forming self-defense 

~ ~ , , ~ ! , , I l ~  

[ / I  . i ,  ; ! I  ' , 

groups and conducting pol i t ical  meetings. 

and se t t l i ng  the rliore than 900,000 refugees from the .Hanoi regime 

and made proposals for  develcpment projects which semed desirable from the i r  

The Pi t f a l  Is of Rural Development - 

I [ , !  : vantage point. They attempted t o  work \'i t h  President Diem's Civi c Action I / : , , , '  i - 
. cadre teams, which had been assigned to  carry out myriad programs i n  rural 

1 1  I 

) I  I 

I areas, including b:lilding schools and medical f a c i l i t i e s ,  repairing roads, 
I 

' I  The pol i t ical  events of the time mili tated against a las t ing  U.S. suc- 
';'I 
I jl cess in f i e ld  advisory e f fo r t s .  President Diem, fearing a resurgence of 

queril la nctivi ty ,  saw the Civic Action Cadre as a counterinsurqent force,  

and l a t e r ,  when Cim ' s  brother r:hu, gained control of the cadre, they were 

looked on as a pol i t ica l  force to  bring rural people i n  l i ne  with a strongly 

. centralized g o ~ e r w e n t .  Hence, one rxjor GVij force yhich m i g h t  have been 

applied tomrds developinq local ini  t ia t i l ie ,  was in fac t  directed into 

strengthening the. central government. 

The direction of Diem's governmental philosophy was opposite to  that  

of the f ie ld  advisory e f f o r t .  He worked to.build a strong central 



government which could c o n t r o l  t h e  country.  H e  abol i shed  v i l l a g e  

e l e c t i o n s  and rep laced  e l e c t e d  v i l l a g e  o f f i c i a l s  v i t h  appoin ted  ones 

who would respond t o  demsnds from t h e  province government, which w a s  

i n  r e a l i t y  an ex t ens ion  of t h e  c e n t r a l  government. On t h e  o t h e r  hand, 

t h e  message conveyed by USOM'S f i e l d  e f f o r t ,  sometimes i n p l i e d ,  

socet imes e sp re s sed ,  was t h e  need f o r  s t r o n g e r ,  more d e c e n t r a l i z e d  

l o c a l  governments which could a c t  v i t h  s&e independence i n  s o l v i n g  

t h e i r  l o c a l  problems. D i e m  was susp i c ious  of Americans i n  r u r a l  a r e a s .  

And w!ien conf ronted  wi th  a  s p e c i f i c  p roposa l  from USOH t h a t  p rovince  

r e p r e s e n t a t i v e s  be  u t i l i z e d  t o  assist t h e  province  c h i e f s  w i t h  d i r e c t  

programs of a i d ,  h e  r e j e c t e d  t h e  i d e a  on grounds t h a t  t h e  province  

c h i e f s  were t o o  busy. 

Within USON, t h e r e  c a s  a l s o  a  somewhat c i rcumspect  a t t i t u d e  w i th  

r e s p e c t  t o  a f i e l d  adv i so ry  e f f o r t .  The v a r i o u s  t e c h n i c a l  d i v i s i o n s  

d e a l i n g  w i t h  p r o g r a m  such a s  a g r i c u l t u r e ,  educa t ion  and p u b l i c  h e a l t h ,  

were less than  enthused over  t h e  r o l e  of p rovince  f i e l d  ndvisors .  They 

were concerned w i t h  t h e i r  own programs, a s  pronulgated through t h e  c e n t r a l  

m i n i s t r i e s  and d id  n o t  uish t o  b e c o m  involved with ' f i e l d  advisors 

independent ly  c o n t r o l l e d  by t h e  F i e l d  Se rv i ce  D iv i s ion .  Lacking any 

x i s s i o n  of subs tance ,  t h z  Field Serv i ce  D iv i s ion  v a s  disbanded i n  195E. 

. D u r i n s  t h e  absence of U.S. f i e l d  a d v i s o r s  from 1959 through 1961, 

t h e  V i e t n ~ v e s e  E o v e r n ~ & i t  cont inued wi th  experiments  a t  c o n t r o l l i n g  t h e  

popula t ion  arid s e p a r a t i n g  i t  f r o n  t h e  V i e t  Cong. There was t h e  inescapable  

requirement t o  add re s s  s o c i a l  and economic problems. And such progracc 

were a t  l e s s t  planned by GVN ever, though t h e i r  succes s  was l i n i t e d  a t  

b e s t .  A f t e r  experimenting wi th  an a t t empt  t o  group V i e t  Cong 

sy-qa th izers  and suppor t e r s  of t h e  Saigon government i n t o  s e p a r a t e  



L 
l i v i n g  a r e a s  i n  February, 1959, t h e  GVN moved t o  another  approach 

i n  Apr i l - -agrovi l les .  Unlike i t s  predecessor ,  t h e  a g r o v i l l e  program 

was p r imar i ly  an a t tempt  t o  bu i ld  s o c i a l  and economic c e n t e r s .  This  

progray tco was abandoned i n  1961. Although t h e  a g r o v i l l e  approach 

f a i l e d  hecause of d i sapproval  of t h e  r e s i d e n t s  who had been moved i n t o  

them, i t s  successor ,  t h e  s a t e l l i t e  agro-hamlets program, was judged more 

favorably  by GVN. I n  t h e s e  smal le r  hamlets ,  people were n o t  s o  f a r  

a 
removed from t h e i r  l ands .  It is  a t  t h i s  po in t  t h a t  t h e  Vietnamese 

g o v e m e n t  made, what i n  t h e  l i g h t  of l a t e r  even t s ,  proved t o  b c  a 

c o s t l y  mistake: It s e l e c t e d  t h e  hamlet l e v e l  of gove rm~en t  a s  t h e  l e v e l  

t o  r e c e i v e  t h e  government's a t t e n t i o n ,  thereby  shunt ing  a s i d e  t h e  n o r e  

v i a b l e ,  l a r g e r  v i l l a g e  l e v e l  of government. A s  t h e  proverb quoted a t  
\ 

t h e  beginning of t h i s  s e c t i o n  i n d i c a t e s ,  t h e  Vietnamese r u r a l  people  

h e l d  t h e i r  v i l l a g e  governments i n  g r e a t  regard  a s  a p r o t e c t o r  a g a i n s t  

ove r ly  r e p r e s s i v e  a c t i o n s  by the '  c e n t r a l  government. 

For b e t t e r  o r  worse , . t he  dye was c a s t  and t h e  agro-hamlet program 

was developed i n t o  an even more ambit ious approach t o  c i v i l  deferise 

which would b e  known a s  t h e  S t r a t e g i c  Hanlet  ( ~ p  Chien LUC) program 

i n  1961. 

The  Cstah1isk::ht of t h e  Vie t  Conp, 

h%en t h e  \Yet  E n h  cadremen withdrew from South Vie t  Ram i n  1954, 

they t cck  a ncrrber of s t e p s  vhich s t r o n g l y  suggested they  would be back. 

F i r s t  they t o l d  Vietnamese k-ho s tayed  behind i n  t h e  v i l l a g e s  t h a t  they 

would r e t u r n  and punish those  who co l l abo ra t ed  wi th  an t i -Vie t  Minh 

fo rces .  They bur ied  caches. of a r n s . .  They l e f t  agen t s  behind. Gany of 

then  d i d  r e t u r n  du r i cg  t h e  ensuing y e a r s ,  t o . r e c r u i t ,  t o  organize  and t o  

begin  ope ra t ions  a g a i n s t  t h e i r  eneny, t h e  Republic of V ie t  Nam. 



The agents  l e f t  behind and those  who r e tu rned  l a t e r  a f t e r  t r a i n i n g  

i n  t h e  North, becane known a s  the Vie t  Cong (VC) a c o n t r a c t i o n  of t h e  

phrase  "Viet Ram Cong Sang," t r a n s l a t e d  "Vietnamese Communists. " ., They 

were renamed by Siiutherners i n  o rde r  t o  d i s t i n g u i s h  them from t h e  Viet  

an o r g a i z a t i o n  which could expand i s o l a t e d  a c t s  of t e r r o r i s m  i n t o  a  

llinh mmcnent,  which was considered more n a t i o n a l i s t i c  i n  na tu re .  The 

V i e t  Cong were s o  des igna ted  t o  show t h e  changes which had taken  p l ace  

w i t h i n  t h e  Vie t  >1inh movement a f t e r  Ho Chi Minh, a  dec l a red  communist, 

e s t a b l i s h e d  hircself a s  head of t h e  North Vietnamese government. The 

Vie t  Cong descr ibed  themselves i n  a  more n a t i o n a l i s t i c  t c n e ,  "The 

Nat iona l  L i b e r a t i o n  ~ r o n t "  (IXF). By 1954, ' the V ie t  Cong were bu i ld ing  

f u l l  b101.m insurgency. 
r 

The i r  t a r g e t  v;as r u r a l  V ie t  Nan, u n l i k e  t h e  con~un i sm of t h e  west 

where urban a r e a s  more o f t e n  than  n o t  were t h e  main o b j e c t i v e s .  Thei r  

methods v;ere copied (from t h e  s u c c e s s f u l  Chinese Comnunist P a r t y  which 

had overthrown t h e  government of Chiang Kai Shek i n  1949. A major 

o b j e c t i v e  of t h e  Xorth Vietneriece dur ing  t h e  immediate pos t  independence 

p c r i c z  was t o  d e v d c p  Gen. Vo liguyen Giap ' s  "People's Army" i n  the, 

South. Thei r  t a c t i c s  appeclred t o  have precluded t h e  need e i t h e r  of 

I.-2ascr.s heiioier t ! : ~  mortars  o r  l z r g e  numbers of s o l d i e r s ,  f i g h t i n g  only 

r r h e ~  t k y  r o n e n t a r i l y  he ld  n u m r i c a l  s u p e r i o r i t y - i n  a  given b a t t l e ,  and 

running t o  f i g h t   noth her day or  n igh t  vhen outnumbered. They fought 

p r i ~ z r i l y  a t  migh t ,  They had no pemsnen t  i n s t a l l a t i o n s  t o  guard,  

such as c m p s ,  tovns,  roads o r  b r idges .  I n  f a c t ,  t hey  operated b e s t  

where t h e r e  were no d r i v e a b l e  roads and 'br idges .  Khere they  were 

s u c c e ~ s f ~ l ~ t h e ~  forced  t h e i r  enemies e i t h e r  t o  dismcunt and a t t e c p t  t o  



f ind  them on f o o t  o r  g ive  up t h e  chase. 

The V i e t  Cong jud ic ious ly  balanced - s e l e c t i v e  t e r r o r i s m  a g a i n s t  

such b a i t  as lnnd reform programs, s t a t u s  i n  t h e  community, and 

p ros i se s  of ever  g r e a t e r  r c m r d s  t o  come vhen f i n a l  v i c t o r y  was 

achieved. Thei r  f requent  n i g h t  v i s i t s  t o  hamlets which they d i d  no t  
- 

con t ro l  i n  t h e  diiytime l e f t  behind a  c l e a r  message t o  t h e  r u r a l  

Vietnamese. I f  t he  v i l l a g e r s  cooperated wi th  t h e  GVN they would b e  

puiitshed, perheps k i l l e d .  On t h e  o the r  hand i f  they supported t h e  

Vie t  Cong cove r t ly  o r  openly, a s  t h e  s i t u a t i o n  p e m i t t e d ,  they would 

be rexarded. 

GVN e f f o r t s  a t  p a c i f i c a t i o n  up t o  1961 had been received a t  b e s t  

a s  mixed b l e s s i n g s  by t h e  r u r a l  Vietnaxese. Attem?ts t o  f o r c e  Vietnamese 

i n t o  secu re  hamlets o r  v i l l a g e s ,  had c rea t ed  many resentments  among t h e  

Vietnanese people. F a i l u r e s  of l o c a l  governments t o  l i v e  up t o  c e n t r a l  

government p ron i ses  had generated f u r t h e r  d i s l i k e  towards the  goverment.  

Abuse a t  t h e  hands of s o l d i e r s  and government o f f i c i a l s  had zdded s t i l l  

another  group of a t  l e a s t  pas s ive ly  d i s s i d e n t  people t o  the r u r a l  a r e a s .  

The Viet  Cong c a p i t a l i z e d  on l o c a l  d i s s a t i s f a c t i o n s ,  g iv ing  a n  alternative 

o rgan iza t ion  t o  1.-hich r u r a l  people cculd h r i n g  t h e i r  gr ievances .  They 

spent  a g r e a t  d e z l  of e f f o r t  i d e c t i f y i n g  unpopular l o c a l  o f f i c i a l s  and 

r ep res s ive  l o c a l  n i l i t a r y  fo rces .  Vhen executipg a  l o c a l  o f f i c i a l ,  they 

of ccn gathered r e s i d e n t s  toge ther  t o  v i t n e s s  t h e  execution.  Af t e r  rezding 

a  l ist  of gr ievances a g a i n s t  t h e  o f f i c i a l  and executing h i a ,  they would 

l ezve  t h e  b i l l  of gr ievances a t t ached  t o  h i s  body. 

The V i e t  Cong needed support  o r  a t  l e a s t  neu t r a l i sm on t h e  p a r t  of 

r u r a l  people i n  o rdc r  t o  surv ive .  They a l s o  needed r i c e  t o  e a t ,  money 

f o r  supp l i e s  and i n t e l l i g e n c e  about t h e i r  enemy. So t h e  Vie t  Cong 



pursued the  c u l t i v a t i o n  of r u r a l  people by t h e  balanced u s e  of 

t e r ro r i sm and reward. 

A l l  GPE a t t e r p t s  a t  p z c i f i c a t i o n  o r  r u r a l  development presented 

a  t h r e a t  t o  t h e  Vie t  Cong. To thwart: government progress  t h e  VC would 

t a r g e t  on development p r o j e c t s ,  even des t roy ing  medical  f a c i l i t i e s  and 

schools  a t  t imes,  always c a r e f u l  t o  exp la in  t o  t h e  l o c a l  populace why 

they were forced  t o  t ake  such a c t i o n s .  Because they  chose t h e i r  

t h r g e t s  rCelectively, they  were o f t e n  a b l e  t o  provide c r e d i t a b l e  arguments 

f c r  t h e i r  s c t i o n s .  Des t ruc t ion  of educa t iona l  f a c i l i t i e s  was accompanied 

by arguments t h a t  t h e  p r o j e c t s  were funded by "Anerican i r r .per ia l i s t s t t  o r  

t h a t  t h e  e x i s t e n c e  of t h e  p r o j e c t  s i g n i f i e d  t h a t  t h e  v i l l a g e r s  were 

c o l l a b o r a t i n g  wi th  t h e  GIV. Bridges and roads were destroyed on grounds 

t h z t  they  had been b u i l t ,  n o t  t o  s e rve  t h e  v i l l a g e r s ,  b u t  t o  provide  easy 

acces s  t o  t h e  a r e a s  f o r  government s o l d i e r s .  

V ie t  Cong a c t i v i t i e s  c r ea t ed  such concern by l a t e  1959, t h a t  t h e  

U.S. Army Chief of S t a f f ,  General Lyman L. ~ e m n i t z e r  v i s i t e d  South Vie t  

Nan f o r  a n  assessment.  He concluded t h a t  t h e  s i t u a t i o n  had d e t e r i o r a t e d  

r a rked ly .  A r eques t  f o r  increased  U.S. a s s i s t a n c e  by P r e s i d e n t  Diem was 

supported by Lenni tzer ,  who recomended, that  t h e  t r a i n i n g  and o rgan iza t ion  

of t h e  Vietnamese Army shonU be  s h i f t e d  i n  e r p h a s i s  frcn convent iona l  

t o  a n t i - g u e r r i l l a w a r f a r e  t r a i n i n g .  I n  t h e  fo l lowing  nonths,  U.S. 

m i l i t a r y  adv i so r s  assigned t o  f i e l d  advisorv  d u t i e s  a t  b a t t a l i o n  l e v e l s  

were increased .  I n  1960 t h e  C i v i l  Guard and Se l f  Defense Corps were 

t r m s f e r r e d  f r o n  t h e  P i in is t ry  of I n t e r i o r  t o  t h e  K i n i s t r y  of Defense f o r  
t r a i n e d  t h e  new 

t r a i n i n g .  U. S. Spec ia l  i o r c e s  / . 5,000-man Yietnanese Ranger Force. 

l" During t h e  next  few yez r s ,  U.S. m i l i t a r y  adv i so r s  were s t a t i o n e d  a t  
i 

province and d i s t r i c t  l e v c l s  t o  adv i se  Vietnanese province c h i e f s  on use  



of l o c a l  s e c u r i t y  f o r c e s  aga ins t  t h e  insurgents .  . 

During t h e  l a t e  19601s, t h e  Vietnamese governinent promoted 

heavi ly  the  theme, "The Governnent r ebu i lds ;  t h e  ~ i e t '  Cong des t roy .  " 

It was ar. s p t  d e s c r i p t i o n  of t h e  phys ica l  movement.of t h e  war. To 

conp l i ca t e  t h e  p o s i t i o n  of t h e  government, each bu i ld ing  o r  road o r  

br idge  t h a t  it b u i l t  requi red  an a d d i t i o n a l  i npu t  of s e c u r i t y  f o r c e s  

t o  prevea t  t h e  Vie t  Cong from des t roying  t h e  f a c i l i t y  again. V ie t  Cong 

r egu la r  f o r c e s  had reached a n  e s t i n a t e d  s t r e n g t h  of 24,000 by 1963 wi th  

perhaps two t o  t h r e e  times t h a t  number of i r r e g u l a r s .  By 1965, t h e  

r e g u i a r  fo rces  were est imated a t  73,000 wi th  a corresponding i n c r e a s e  

i n  i r r e g u l a r s .  Thei r  a b i l i t y  t o  f i g h t  only on t h e i r  o m  terms then  

seemingly disappear  when sought,  l e f t  t h e  Vietnamese defense  f o r c e s  

f r L s t r a t r d .  By 1963, t h e  Vie t  Cong were k i l l i n g  more than  2,000 

c i v i l i a n s  a year .  They were kldnapping more than  7,000, mny of whon 

were l a t e r  r e l eased  a f t e r  a t t e n F t s . w e r e  made t o  r e o r i e n t  t h e i r  thinking.  

Many r u r a l  V ie tnmese  l i v e d  i n  t e r r o r  of t h e  sound of f o o t s t e p s  i n  t h e  

n ight .  Vietnernese m f l i t a r y  f o r c e s  had found no way t o  p r o t e c t  people 

from t h i s  effective f o r m  of V i e t  Cong cons i t ioning .  

Mot cnly were the m i l i t a r y  f o r c e s  b a f f l e d  over p r o t e c t i o n  of r u r a l  

a r eas ,  t h e  h i g h l y  c e n t r a l i z e 2  govcrment  c i n i s t r i e s  were equa l ly  un&ie 

t o  provide &equate governcent ce rv ices  i n  r u r a l . a r e a s .  

The P e e s t c b l k h r c n t  of t h e  LSCX F i e l d  Effort 

It v a s  m i d  these  circumstances t h a t  USON adv i so r s  found themselves 

tasked,  i n  1962, wi th  t h e  job of producing a c i v i l  counter insurgency 

progran,  hczv i ly  s t a f f e d  by U.S. adv i so r s  i n  r u r a l  a r e a s ,  which un l ike  

the  1954-56 per iod ,  were peppered wi th  large-scaled v io lence .  The 



dec i s ion  t o  r e i n s t a t e  a f i e l d  advisory  e f f o r t  and r e d i r e c t  USOM's 

i n t e r e s t s  from development t o  counter insurgency grew out  of a U.S. 

r ea s ses suen t  of t h e  growing insurgency,  which had become a s e r i o u s  

t h r e a t  a g a i n s t  t h e  s u r v i v a l  of t h e  Government of Vie t  Nam. Concluding 

t h a t  d i r e c t ,  short- term a c t i o n s  must be  taken  t o  ensure  t h a t  s u r v i v a l ,  

P re s iden t  Kennedy agreed t o  p r e s s  f o r  more m i l i t a r y  and c i v i l  a i d  f o r  

South Viet  Nam. Assessments of t h e  s i t u a t i o n  i n  V i e t  Nam brought back 

t o  Washington by Gen. Maxwell Taylor  and o t h e r s  i n  1961, convinced t h e  

Kennedy A d z i n i s t r a t i o n  t h a t  bo th  c i v i l  and m i l i t a r y  r e d i r e c t i o n  of U.S. 

e f f o r t s  were necessary  i f  t h e  Republic of V ie t  Kam were t o  su rv ive .  

Opinion was d iv ided  w i t h i n  A.I .D.  a s  t o  t h e  p r o p r i e t y  of t h e  Agency 

. d e a l i n g  wi th  short- term counter insurgency programs. Those who opposed 

t h e  Agency's involvement argued t h a t  A . I . D . ' s  b e s t  c o n t r i b u t i o n  t o  South 

Vie t  Nam's s t a b i l i t y  would be t h c  con t inua t ion  of programs designed t o  

s t r eng then  Vietnamese i n s t i t u t i o n s  and . thereby  produce o r d e r l y  economic 

and s o c i a l  development. They f e l t  t h a t  t h e  g u e r r i l l a  c r i s i s  could b e s t  

be  handled by t h e  m i l i t a r y .  Those who argued i n  favor  of counter insurgency 

a c t i v i t i e s  be l ieved  t h a t ,  given t h e  r e a l i t i e s  of t h e  s i t u a t i o n  t h e r e  

s i a p l y  was no a l t e r n a t i v e ,  i . e . ,  i f  t h e  i m e d i a t e  t h r e a t  t o  s u r v i v a l  was 

not  n e t ,  t h e r e  would b e  no longer  t e r n  tomorrow t o  develop f o r .  
This 

c o ~ f l i c t  over  t h e  tvo  p o s s i b l e  courses  .of a c t i o n  became a c u t e  i n  1962-63 

and continued f o r  s o x  y e a r s  a f t e r .  

P re s iden t  D i m ,  who had re fused  p e r n i s s i o n ' f o r  adv i so r s  t o  work 

v i t h  province governnents i n  1958, had no t  changed h i s  mind. He r e j e c t e d  

a USOX ~ r o p o s a l  f o r  t h i s  second deployment of USOX o f f i c e r s  i n  t h e  

provinces.  Despi te  t h e  P r ~ s i d e n t ' s ' r e s e ~ a t i o n s ,  USOM s e n t  some o f f i c e r s  



t o  t h e  f i e l d  informal ly  f o r  s e v e r a l  m n t h s .  Pleased wi th  t h e i r  

u t i l i t y  t o  t h e  o v e r a l l  U.S. Mission, t h e  e f f o r t  was expanded t o  o t h e r  

provinces wi th  t h e  knowledge m d  occas iona l  c o l l a b o r a t i o n  of P re s iden t  

Diem's b r o t h e r ,  h%u. Within two yea r s ,  p r o v i n c i a l  r e p r e s e n t a t i v e s  r e r e  

s t a t i c n e d  i n  most provinces of V ie t  Nam. Th i s  f i e l d  ope ra t ion  was 

o r i g i n a l l y  named t h e  O f f i c e  of Rura l  A f f a i r s  b u t  l a t e r  was changed t o  

t h e  O f f i c e  of F i e l d  Operat ions.  
a 

I h  i ts  i n i t i a l  s t znce ,  USOhl's second f i e l d  e f f o r t  i n  1962 cons i s t ed  

n o t  of t e c h n i c i a n s  b u t  g e n e r a l i s t s  who were s t a t i o n e d  a t  t h e  province  

l e v e l .  They were tasked wi th  exped i t i ng  implementation of r u r a l  

programs. They a l s o  o f f e r e d  suppor t  t o  t h e  S t r a t e g i c  Hamlet Progran 

which had been i n s t i g a t e d  by t h e  GVN t h e  preceding year .  The f r i c t i o n s  

which had been c rea t ed  between f i e l d  adv i so r s  and USOX t e c h n i c i a n s  i n  

Saigon dur ing  t h e  1454-58 pe r iod  r e tu rned  t o  USOM again  i n  1962, w i t h  

t h e  es tab l i shment  of t h e  new o f f i c e .  The f i e l d  e f f o r t  provided t h e  

blission D i r e c t o r  wi th  a new ' l i n e  of a u t h o r i t y  t o  t h e  province which c u t  

a c r o s s  t h e  t e c h n i c a l  d i v i s i o n s '  e s t z b l i s h e d  l i n e s  of c o n t r o l .  However, 

t h e  ~ a j o r  p o r t i o n  of CSOX's p r o j e c t  funds ccintinued t o  be dispensed 

through t h e  t e c h n i c a l  d i v i s i c r . ~ .  l:eanwhile, t h e r e  was growing disenchant-  
* 

c e n t  amor-g Arer icans  i n  t h e  f i e l d  v i t h  t:lc a b i l i t y  of Vietnanese n i n i s t r i - e s  

t o  d e l i v q r  s e r v i c e s  i n  r u r a l  arcr;s r:hich. would f u l f i l l  t h e  conccgt of 

short- term,  h igh  i q a c t  progrnns desigced t o  l u r e  t h e  Vietnamese people 

c l o s e r  t o  t h e i r  government. 

I f  t h e  Americans found themselves w i th  o r g a n i z a t i o n a l  p r o b l e m ,  

t h e i r s  6i.d no t  compnre s i t h ' t h e  unwieldlj Vietnamese s t r u c t u r e  nor  w i th  t h e  

( . j e a l o u s i e s  and f r i c t i c c s  w i th in  which i t  had t o  ope ra t e .  The c e n t r a l  



k ~ i c i s t r i e s  r soa ined  soicewhat a loo f  from execu t ive  c o n t r o l ,  conduct ing 

i 
t h e i r  z.f f a i r s  i n  such a r e a s  as educa t ion ,  a g r i c u l t u r e ,  p u b l i c  works 

and puS l i c  heal:!) wi thout  any s t r o n g  r e s p m s e  t o  t h e  d e s i r e s  of t h e  

Chief Lxecu t ive .  At t h e  province  l e v e l ,  t h e  province  ch i e f  r h o  was 

s o r e  rcs?c,nsive tc, t h s  P r e s i d e n t ' s  de s i r e s ' ,  found t h e  s a e e  r e s i s t a n c e  

t o  execu t ive  a u t h a r i t y  i n  d e a l l n g  k i t h  province  t c c h i c a l  se rv ices ' .  

C i v i l  s e r v a n t s  v?io s t a f f e d  t h e s e  o f f i c e s  were h i r e d ,  pa id ,  pronoted 

and f i r e d  by t he  Seigcn m i n i s t r i e s  and v e r e  more a p t  t o  respond t o  

a u t h o r i t y  f r o =  t t ~ t  d i r e c t i o n  r a t h e r  than  from t h e  o f f i c e  of t h e  

p r o v h c e  c h i e f ,  1-110 x a s  n o r n a l l y  a n i l i t a r y  o f f i c e r .  

Support of t he  S t r a t e g i c  Hanlet  P rog r sn  proved t o  be a f r u s t r a t i n g  

and d i s ? p p o i n t i c ~  e x ~ e r i e n c e  f o r  USO~:  and i t s  province  r e p r e s e n t a t i v e s .  

Th2 s t a t c d  Yist~i;~:.wse g o a l s  v e r e  t o :  

)!eke e ce:lsLs of and e l i o i i na t e  P i e t  Cong i n f r a s t r u c t u r e  

w i t h i n  t h ?  hr?r:.let. 

e Organize a civil de fense  s y s t e n .  

e Cozple te  p h y s i c a l  defenses .  

e Organize s c c r c t  c e l l s .  

e Conduct k c l e t  e12c t ions  by s e c r e t  b a l l o t .  

du r ing  t h i s  pe r iod .  3y S e p t e ~ b e r  1962, t h e  governr;ent r epo r t ed  t h a t  

3,235 h r ; . l e t s  h2;i r . 2 ~  t;>c go-1s cf t h e  S t r a t e g i c  Haa le t  Program. By 

?iove~;bcr 19e3, G:':; i nc reased  t h a t  f i g u r e  t o  S,544. Eut s o m  r o : ~ t h s  p r i m  

t h a t  t h e  p r o g r r z  *..-as z e i t h c r  be ing  thoroughly cxecuted c o r  p rope r ly  rcjlortcci. 



At ten t ion  t o  p a c i f i c a t i o n  programs was a b r u p t l y  i n t e r u p t e d  by 

t h e  over throy  of t h e  D i e m  government 2nd t h e  k i l l i n g  of Diem and h i s  

b ro the r ,  Nhu on K o v e ~ b e r  2 ,  1963. The c e n t r a l  government was paralyzed 

by t h e  i n a b i l i t y  of any one nan o r  group t o  r e - e s t ab l i sh  a u t h o r i t y  i n  

Saigon. The V i e t  Cong rushcd i n t o  r u r a l  a r e a s ,  s e i z i n g  l a r g e  s e c t i o n s  

of t h e  count rys ide  and l o c a l  governn?ents were forced  t o  r e t r e a t  from 

h a n l e t s  and v i l l a g e s  t o  t h e  d i s t r i c t  and province towns. Whatever 

progress  t h e  governnent had made towards c o n t r o l l i n g  o r  even s t a y i n g  

. i n  touch wi th  r u r a l  people d i s i n t e g r a t e d .  

Reassessments of t h e  S t r a t e g i c  Eiamlet Progran i n  May 1964 suggested 

t h a t  only  bout 6,500 h a i l e t s  n e t  t h e  program c r i t e r i a .  Ey Decem3er 

1965, t h e  number of s a t i s f a c t o r y  hamlets  w a s  l i s t e d  a t  3,800 o u t  of 

t h e  coun t ry ' s  12,000. The S t r a t e g i c  Hamlet Program was, f o r  a l l  i n t e n t s  

and purposes,  f i n i s h e d .  

Although e f f o r t s  were made a t  p a c i f i c a t i o n  by lower l e v e l s  of 

government dur ing  1964, t h e  n a t i o n a l  prograrc r e sa ined  dormant wh i l e  

chaos reigned i n  t h e  Execut ive Off ice .  One gove rmen t  a f t e r  another  

rose 2r.d f e l l .  k c h  of 1964 was spen t  by those  involved i n  t h e  r u r a l  

developKent e f f o r t  i n  a t t e n p t i n g  t o  p l zn  e r u r a l  program a l t e r n a t i v e  

t o  t h e  d i s a s t r o u s  S t r a t e g i c  Hanlet Progran. 

13ereas 1964 proved Z i s t p ~ o i n t i n g  t o  Americans and t h e i r  Vie tnarese  

a l l i e s ,  t h e  events  of 1965 brought soze  encoursgement. The f i r s t  U.S. 

t a c t i c a l  t r o o p s ,  vmguard of an even tua l  Force of 540,000, landed a t  

Da Kazg and t h e  t o t a l  number of U.S. t a c t i c a l  f o r c e s  reached 170,000 by 

t h e  end cf t h e  year .  I n  J u l y ,  Kenry Cabot Lodge was reappointed 

Ambassador t o  Sotlth V ie t  1 k m  a s  f i r  Narsl la l l  h'guyen Cao Ky was s t epp ing  



into the role of Vietnamsse preinier, the first contender since Dien 

to bring a degree of stability to the.President's office. 

A principal missing key in rural developnent was a Vietnamese 

agency capable of formulating and managing rural programs. By this 

pcint, hopes of utilizixg the government's staid ndnistries hzd faded, 

and both U.S. and Vietnenese sought some method of by-passing the 

traditional constraints of central ministries. The existing pacifi- 

cation element in the Vietnamese governnent was known as the Rural 

Reconstruction Council. Prenier Ky quickly elevated the ccuncil to 

ministry status. The name was eventually changed in Vietnamese to 

the Ministry of Rural Development (FORD). (For some reason Americans 

adopted the translation "Ministry of Revolutionary Development." As 

a linguistic accomodation, the Vietnamese referred in Englishthereafter 

to the organization as the Ministry of Revolutionary Development. Some 

years later, the Americans readjusted their tem,inology to the original 

Vletnanese meaning.) 

The Vietnamese and their ~merican counterparts were picking up the 

picces in their shattered pacification program. Unfortunately, the 

first minister of FIORD, Kr. Sguyen Tat Ung, was kifled in an air crash 

60 dzys after his appointnent. To replace h h ,  Premier Ky selected the 

aggressive lkj. Cen. Ngyen Duc Thang, who pressed the cause of rural 

development w i t h  a zeal that impressed the h,ericar.s saw him in acticc. 



- KSRU was dubbed a  " supe r -m in i s t r y "  by f r i e n d s  and foes a1 i ke. There 

was t he  p r e d i c t a b l e  d i s s a t i s f a c t i o n  among t h e  l i n e  m i n i s t r i e s  which saw IWRD 

as a  t h r e a t  t o  t h e i r  j u r i s d i c t i o n s .  And t h e r e  were o t h e r s  \.rho perce ived  . - 

MORU as capable o f  b s i n g  a super m i n i s t r y  i n  every  sense o f  t h e  word. I t  

possessed a  stream1 i ned f i s c a l  system which a1 lowed i t  t o  d ispense funds. 

q u i c k l y  w i t h o u t  r e d  tape. I t  was g i ven  a u t h o r i t y  t o  p rov ide  hamlets w i t h  

a lmost  any governmmt s e r v i c e  which m igh t  be des i r ed  w i t h i n  t h e  l i m i t e d  per -  

c e p t i o n  o f  t h e  Vietnamese peasant. I t  had t h e  f u l l  back ing  o f  t h e  Premier 

and o f  t h e  U.S. Governnent . EORD i n h e r i  t e d  an embryo p a c i f i c a t i o n  program 

which had been i n  p l a n n i n g  f o r  more t han  1  y e a r  and was g i ven  a  1966 program 

budget o f  2 b i l l i o n  p i a s t e r s .  

These funds were p rov ided  f rom USAIU  generated p i a s t e r s  and were a l l o -  

ca ted  by MOKD t o  t h e '  p rov inces  f o r  t h e  f o l l o w i n g  uses : 

Programs 
Funds a1 1  ocated 

(VN) Percentage 

S e t t l e n e n t  264,125,000. 16 \92  
Rura l  Gevelopnent cadre  38,994,000. 2.50 
Deve1oy:nt o f  s e l f - s u f f i c i e n t  138,550,UOo. 8.87 

hszl s t s  (Se l f -he1 p program) 
295,473 ,Coil. 18.92 Rural  .educa t ion  

Hpdr?iul i c s  76,477 ,UOO. 4 .YO 
A g r i c u i  t u r e  and an i~ r la l  husbandry 59,725,900. 3.82 

i n  the Higtilar?bs 
C a t t l e  56,251,000. 3.60 

I L~ ~ u r e  P i  sc; -.,' ' 45,3?4,0@0. 2.99 
Er idsos and roads 330,55Y,OOO. 21 . I 7  
"Upe:: zr~is" o p e r a t i o n  104,7~7,@00. 6.7U 
Ear th  mrk ( f ounda t i ons  f o r  9,5/9,OOO. 0.62 

refu,?ee hous i  rig) 
Tra r i spo r ta t i  on 68 ,I 44,000. 4.37 
!a!areh3uses 26,183 ,UOO. 1  .b8 
Unexpected expenses --- 46,000 ,UOO. 2.95 

TOTAL : 1,561 ,208,000. 1OO.00 
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The balance of WKD'S 2 b i l l i on  p ias te r  budget was reserved fo r  addi- 

t ional  a1 locations t o  provinces which executed t h e i r  i n i t i a l  programs with 

dispatch.  

The f,'..OKD rura l programs which had been developed by I966 were diverse 

and included heavy dependence on the establishment of mi l i t a ry  secur i ty .  - 
3,620 of the country 's  10,000 t o  12,000 hamlets were The GW; consiciered t h a t  

sui tably  paci f i e6  under 

develog-ing them was inc 

f i ed  ham:ets t o t a l l ed  7 

recent programs and the .  comi  tment t o  continue 

luded ;'n the 1966 plan. 1-he population of these p c i -  

,842,000, o r  61 percent of the nat ion 's  population. 

In addi t ion,  the plan cal led fo r  pacif icat ion a c t i v i t i e s  i n  more than 2,009 

addit ional  hamlets, representing another 2 mill ion people, o r  15 percent of 

the pcpu 1 a t i  on. 

In terms of projects  t o  be completed i n  pacified hamlets o r  those under 

pac i f i ca t ion ,  the plan s e t  these goals: 

o !+settle 41,OOO families which had l e f t  Viet Cong areas .  

o Complete 2,779 hamlet se l f -help  projects .  . 
o Construct 2,251 elementary hamlet classrooms and r e c r u i t  2,604 

teachers f o r  hamlet schools .  

o Construct 913 kiloiwters of roads,and 1 9  l a r g e r  b r i d q e s ,  f e r r i e s  

and ~ a r k e t s  and 129  s m a l l e r  f a c i l i t i e s .  

o C . ~ t l ~ i r u c i  14 large  dams and dikes and 43 small.er ones. 

o Sestore or bui Id 119 kilometers of citnals. 

o Train 3,703 farn~ers i n  improved aqricul  tu ra l  techniques, i ssue 

scsds, d i s t r i b u t e  61 ,UXI chickens and ducks and 16,000 pigs t o  proi:lote 
, 
i ti:.? 1 i ves tocl; industry . 



o Construct 20 rural e lec t r i f ica t ion  projects. 

A unique feature of I>1!)RD was i t s  personnel structure.  The vast rnajo- 

r i  ty  of i t s  on!ployees was assigned to the hamlet level.  A t  i t s  zeni ti], 

1969,  MORU had a t  i t s  disposal more than 40,000 Rural Development cadremen, 

most of whom worked in hamlets. c he cadre teams were tasked with serving 

a; substi tgte hamlet governments- where they were assigned. After a  period of 
a 

organizing- the hamlet, during which school classrooms, health stations or  

other f a c i l i t i e s  were bu i i t  under the i r  guidance, they were expected t c  super- 

vise the election of hamlet chiefs ,  then move on to the next assigned hamlet 

and repeat the process. Performance was spotty,  b u t  the program appeared 

less  like a  pre-ordained disaster  than i t s  predecessors and more l ike  the 

beginning of a  viable rural program. 

This new ministry h a d  i t s  share of  problems as well. The cadre was 

'created from several other cadre organizations which had been in existence 

prior t o  that  time b u t  additianal recrui ts  were generally untrained and 

poorly inspired. They were dressed in black pajamas and armed. In order 

t o  svrvive, they had been organized into 59-man teams, w i t h  most  members ser- 

ving ss  security forces i n  the insecure countryside. The Office of the 

S ~ e c i a l  Assistant to the U.S. E,:,3assador (OSA)  h a d  responsibili ty for  t ra in-  

inq the Rural Development cadre while USUM provided technical support and . 
coLcnterpart funds. Each cadrecian received ten weeks training , v:hich v;as 

provided s s  rapidly as f a c i l i t i e s  a t  the Yung T ~ U  National Cadre Training 
0 

Center would permit. 

The I4inistry also had the problem of national arithmetic which plagued 

( i t s  predecessors : 12 ,ti00 i m l  e t s  and  only 1 in~i  ted resources t o  cope w i t h  

t n e x .  



B u t  hi thin these constraints,  the organization s e t  about i t s  work. 

the cadre teams were immediately targeted by the Viet Cong. The mili- 

tary security promised by the V i  etmmese Army and province chiefs frequently 

did not appear, or i f  i t  d i d ,  i t  retreated t o  more securs areas before the 

night was f a r  gone, leaving the cadrenien to  fend for  themelves. Because of 
\ 

t h i s  insecure s i tuat ion,  the cadrexen themselves often l e f t  the i r  assigned 

hzrnlets a t  night for  more secure places. The Viet Cong s e t  about to demora- 

l i z e  the cadre, destroying the structures they had bui l t  and intimidating 

the hamlet residents froir, cooperating wi t h  the cadremen. 

I t  was also planned t h a t  each pacified hamlet would organize and maintain 

a  Popular ~ o r c e  unit  t o  prevent the enemy from re-entering a f t e r  pacification. 

B u t  in r ea l i ty ,  there were insufficient resources to  provide for  a  suff icient  

nuvber 'of 1 ocal units.  Hence, 1 acking the basic prereqili s i  t e  of securi ty ,  

pacification progress resained a tenuous thing. 

USUl'l's f i e ld  advisors, known as provincial representatives by t h i s  time, 

pr~vided general advice and assistance to  province governments in a l l  c iv i l  

a f fa i r s .  The special in teres t  of the province representatives was the pacifi - 
c a t i o n  o r  r u r a l  developxent p l a n  a s  it evolved i n  the 1963's.  Many province 

chiefs f e l t  inadequate in deal inq eci th civi l ian technical services. In some 

?r.c.vinces, th is  prover! a  frustrat ing bar toxards progress since without the 

; ~ ~ . ? . ; i ~ c e  chief ' s  backing nothing co~jld be t ime .  I n  others,  province represen- 

4.- A L C ~ L ~ V E S  ~ r 2  able t c  enccurage the province chief to  take control and admin- 

ist-c-r the services. By 1966 many provinces were staffed with one or more U.S. 

csneral i s t s  and several spec ia l i s t s :  An agricultural advisor, a cornunity develop- 
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ment advisor  and a  pub l i c  s a f e t y  advisor .  I n  add i t ion ,  t h e  United 

S t a t e s  Information Agency, which operated t h e  J o i n t  United S t a t e s  

Publ ic  A f f a i r s  Of f i ce  (JUSPAO) i n  Vie t  Mam, had f i e l d e d  informntion 

advisors  i n  many provinces.  

A . I . D .  i n h e r i t e d  an  unusual program i n  1963: The Chieu I!oi 

Program. "Chieu IIoi," which t r a n s l a t e s  a s  "Open Ancs" i n  English,  was 

s e t  i n  no t ion  t b  encourage Vie t  Cong t o  d e f e c t  and r e j o i n  t h e  GVH and 

t h e i r  f a n i l i e s  who had remained l o y a l  t o  t h e  e s t ab l i shed  government. 

I n  the f i r s t  t h r e e  yea r s  of t h e  program only 27,CGO V i e t  Cong p o l i t i c a l  

and m i l i t a r y  personnel  had r e jo ined  t h e  G V N .  Ear ly  i n  1966, t h e  

V i e t n a z ~ s e  gove rmen t  agreed t o  g i v e  more p r i o r i t y  t o  t h e  program. 

USAID . provided support  in t h e  form of camp ca re ,  t ra in i f ig ,  and 

housing. The n m b ~ r  of r e t u r n e e s  r o s e  t o  more than 20,000 each yea r  

dur icg  1966 and 1907. Hoi Chanh ( t h e  r e t u r n i n g  PC) were given 45-days 

i n d o c t r i n a t i o n  and then allowed t o  r e t u r n  t o  t h e i r  hones wi th  a six-month 

d r z f t  defement .  The r a t e  dropped i n  1968, a f t e r ' t h e  V i e t  Cong Tet  

o f f ens ive ,  then exceeded p a s t  records  i n  1969. 

Ynch of the  province r e p r e s e n t a t i v e ' s  day-to-day e f f o r t  wzs 

d i r c c t e d  a t  p re s s ing  f o r  developrent  i n  t h e  t a r g e t  h a n l e t s  of t h e  r u r a l  

-';i c lc?:-.znt prc;;raq, of a s ses s ing  t h e  work of t he  r u r a l  developnent 

czCre;rc!~ corking i n  these  h~.irilets, of inproving a g r i c u l t u r a l  p r a c t i c e s  

t i ircuz!~ t h e  province e g r i c u l t u r a l  s e r v i c e ,  of a s s i s t i n g  wi th  t h e  recept ion  

2nd c a r e  of re fugees  and of a s su r ing  a  proper f low of counter insurgency 

CC-:.::ditirs i n t o  psovince wsrchouse cons t ruc ted  v i t h  USAID 

- .. :;? ? ; + . - 7  
c.: ' - . L ~ . ~ . c c .  These c o m o d i t i e s  cons i s t ed  of cement, s t e e l  r e i n f o r c i n g  

b2rs, r , c t z l  2nd ci ineral  f i b e r  roof ing ,  and s u r p l u s  U . S .  food from t h e  



Pi, 480 program. Addi t icna l  e f f o r t  w a s  d i r e c t e d  a t  programs i n  

publ ic  hea l th  and educat ion.  The popular t h e w  of t h e  the was 

"wicnlrg the  h e a r t s  and ninds" of t h e  Vietnamese people, a  g c a l  

which proved f a r  more e l u s i v e  than  had ever  been a n t i c i p a t e d .  

By t h e  end of 1966, l e s s  enchanted a s ses snen t s  were beginning 

t o  be made by Vietnamese and Americans. Despi te  an  au ra  of indus- 

t r i ousness  w i t h i n  t h e  X i n i s t r y  of Rural  D e v e l o p e n t ,  l a r g e l y  brought 
# 

about-by t h e  boutidless energy of i ts m i n i s t e r ,  i t  was d i f f i c u l t  t o  

be sanguine abcut  t h e  program's accomplisbments i n  r e l a t i o n  t o  t h e  

p r o b l e m  faced.  The Min i s t e r ,  General Thang, concluded t h a t  MORD had 

spread i t s e l f  too t h i n  i n  too m n y  hamlets.  There were o t h e r s  t h a t  

argued t h a t  tci  reduce the  nuzber of h z n l e t s  mder p a c i f i c a t i o n  would 

be t o  slow t h e  p o c i f i c a t i c n  e f f o r t  t o  a  crawl. There were conpel l ing  

argunents  on both s i d e s  and t h i s  d i l m a ,  which had plagued Vie t  Nam 

f o r  pea r s ,  s t i l l  s tood i n  t h e  way of a  workable program. 

C-en. Thang, u n f u r l i n g  t h e  motto "Gc slowly bu t  su re ly , "  i n s i s t e d  

t h e t  t h e  n u ~ b e r  of hamlets t o  be p a c i f i e d  i n  1967 be reduced and t h a t  

more f u n d s  be concentrated in the selected ones. Although t h i s  was 

done, it is  doubt fu l  t h a t  anyone could have r easu red  any d i f f e r e n c e  i n  

the r e s u l t s  between t k e  pac i? ied  hamlets of 1906 and those  of 1957. 

:IF the GPN m v e d  s e c u r i t y  fo rces  i n t o  t h e  new h z u l e t s ,  thcy were forced  

t o  nave s e c u r i t y  ou t  of hamlets a l r eady  p a c i f i e d .  And t h e  V i e t  Cong, 

always wai t ing  i n  t h e  Nips palm, were quick t o  clove i n  and resume 

c c n t r o l  wherever they  could. 

The Viet  Cong had a d i s t i n c t  advantage he re ,  The very  n a t u r e  of 

t he  war and t h e i r  concept of opera t ions  allowed then  t o  d i s r u p t  l a r g e  



arms wi thout  a c t u a l l y  ho ld ing  them. They needed fewer t r o o p s  t o  

c a r r y  ou t  t h e i r  t a c t i c s  of hamlet d i s r u p t i o n .  The GVN, i n  o r d e r  t o  

keep t h e  Viet  Cong ou t  some of t h e  t i m e ,  had t o  guard t h e  hamlet a l l  

of t h e  t ime. But t h e  V ie t  Cvng needed only  t o  make.occasiona1 

appearances i n  a hamlet i n  o r d e r  t o  c a r r y  o u t  i t s  g o a l s  of c o l l e c t i n g  

t axes ,  propagandizing, punish ing  c o l l a b o r a t o r s ,  and t h r e a t e n i n g  t o  

punish o t h e r  l i a ~ l e t  r e s i d e n t s  i f  they  supported t h e  GVN. A small mobile  

VC g u e r r i l l a  u n i t  could d i s r u p t  s e v e r a l  hamlets  each n i g h t  wh i l e  t h e  GPK 

had t o  a s s i g n  a  sma l l  f o r c e  t o  each h a c l e t  on a fu l l - t ime  b a s i s  i n  

o r d e r  t o  p r o t e c t  it. 

Consol ida t ion  of U.S. F i e l d  Advisors 

h 'hile t h e  Vietnamese were a t t e q t i n g  t o  add re s s  t h e i r  organiza-  

t i o n a l  problems, t h e  o v e r a l l  U.S. miss ion  under t h e  Anbassador was 

r ea r r ang ing  i t s  p r i o r i t i e s  and o rgan iza t ion  t o  coo rd ina t e  b e t t e r  i t s  

f i e l d  ope ra t i ons .  

Anerican m i l i t a r y  f o r c e s  i n  V i e t  N2m exceeded 400,000 by 1967 and 

t h e  e n t i r e  c o ~ p l e x i o n  of  t h e  U.S. e f f o r t ,  bo th  

a l t e r e d  by t h i s  i n f l u x .  During t h e  f i r s t  h a l f  

renzgenent  p r o b l e m  v e r e  i d e n t i f i e d  ccncern ing  

eaenz A;r.ericx a d v i s o r s  e t  t h e  province  l e v e l .  

S t an l ey  Andrews, a c o n s u l t a n t  f o r  A. I .D . ,  

of t h e  problem i n  a  r e p o r t  t o  Mission D i r e c t o r  

c i v i l  and r c i l i t a r y ,  was 

t h e  %?orking r e l a t i o n s h i p s  

2escr ihed  a t  lecst p a r t  

Char les  Ilarn, based on 

Andrew's f i d d  t r i p  dur ing  October 1566. "At t h e  p r o v i n c i a l  l e v e l ,  one 

P r o v i n c i a l  Chief a f t e r  ano the r  complained n o t  on ly  about t h e  Anericans 

running out  t o  s e l l  some program b u t  the p r e s s u r e s  from h i s  own 

I t  g o v ~ r n n e n t .  s c r v i c e s  . There were indked a number of U. S. agenc ies  

represen ted  a t  t h e  province l e v e l  i nc lud ing  A .  I .D. through i t s  f i e l d  



opera t ions  s t a f f  and t h e  M i l i t a r y  ~ s s i s t a n c e  Command which had l a r g e  

advisory f o r c e s  a t  t h e  province and t h e . d i s t r i c t  l e v e l .  A l l  of these  

f o r c e s  were gene ra l ly  i n t e r e s t e d  i n  e i t h e r  r u r a l  development, r u r a l  

s e c u r i t y  o r  both. 

A s  e a r l y  as 1964, General t!illiam C. Westmoreland, who was t o  

become t h e  cormanding gene ra l  oE HACV i n  June v i s i t e d  Malaysia,  i n  t h e  

company of o t h e r  key U.S. o f f i c i a l s  from Saigon and w i t h  S i r  Robert 

Thompson, head of t h e  ~ r i t i s h ' a d v i e o r ~  team t o  Vie t  Nam. One purpose 

of t h i s  v f s f t  was t o  a s s e s s  comand arrangements which had been used 

by t h e  B r i t i s h  dur ing  t h e  war i n  Malaya. From t h i s  t r i p ,  General 

li'estmorelanl concluded t h a t  u n i t y  of advisory  c m n d  a t  t h e  province 

l e v e l  was an  e s s e n t i a l  i ng red ich t  of organiza t ion .  

Although c i v i l  and m i l i t a r y  U.S. province adv i so r s  had been 

working c l o s e l y  toge the r ,  they had n o t  developed a d ia logue  s u f f i c i e n t  

t o  a s s u r e  a well-defined U . S .  p o s i t i o n  on coordina t ion  of m i l i t a r y  and 

c i v i l  a c t i v i t i e s .  The two ves ted  i n t e r e s t s ,  one i n  which c i v i l  a f f a i r s  

were paramount, t h e  o t h e r  i n  which n i l i t a r y  a f f a i r s  were paramount, 
e d 

con t inua l ly  f a i l /  t o  provide a  well-balanced coordination. The intensity 

of t h e  war a t  t h i s  po in t  demanded t h a t  c i v i l - m i l i t a r y  p r i o r i t i e s  be  

~ e s h e d .  It vas evident  t h a t  success fu l  c i v i l  prograc:s could no t  be  

i n i t i a t e d  u n t i l  an  a r e a  was brought under and kept  under s u f f i c i e n t  

rrril i tary c c n t r o l ,  3r.d t h i s  was no t  being dcne. There were even Zceper 

problems. Cen t ra l  mong  then  was t h e  f a c t  t h a t  t h e r e  were i n s u f f i c i e n t  

l c c a l  m i l i t a r y  f o r c e s  t o  conduct a p a c i f i c a t i o n  program of any s i z e .  

On t h e  Anerican s i d e ,  t h i s  problea ,  a s  w e l l  a s  o t h e r s  r e l a t e d  t o  i t ,  had 

t o  a t n i t  a rcso1utio:l of t he  U . S .  corrzznd problem be fo re  being 

adcquztely defined and zddressed. 



I n  e a r l y  1966, Ambassador 1Ienry'Cabot Lodge appointed Deputy 

Ambassador Williain J. P o r t e r  a s  coord ina tor  of U.S. support  of r u r a l  

a c t i v i t i e s  and charged him t o  r e c o n c i l e  r o l e s  and d u t i e s  w i t h i n  t h e  

U.S. Mission. h b a s s a d o r  P o r t e r  e s t a b l i s h e d  a j o i n t  U.S. Agency 

P l a n n i n ~  Group under h i s  d i r e c t i o n  t o  coord ina te  planning f o r  r u r a l  

d e v e l o p e n t  among U.S. agencies  and t o  p a r t i c i p a t e  ir, p lanning  wi th  

t h e  Min i s t ry  of Rural  Development (HOPJ)) . The j o i n t  U.  S. IGVN e f f o r t s  

produced g u i d e l i n e s  f o r  programs and s e l e c t e d  n a t i o n a l  p r i o r i t y  a r e a s  

f o r  1967: De ta i l ed  g u i d e l i n e s  f o r  provinces were publ ished by t h e  GVN 

on October 8, 1966. During t h i s  pe r iod ,  Ambassador P o r t e r  a t tempted 

t o  coo rd ina t e  t h e  U.S. c i v i l  e f f o r t  through s t a f f  a c t i o n s .  But t h i s  

seemed inadequate  2112, as a f i r s t  s t e p  t o i ~ a r d  f i e l d  conso l ida t ion ,  t h e  

dec i s ion  t o  merge t h e  U.S. c i v i l  advisory  func t ions  i n  f i e l d  ope ra t ions  

was made. I n  N o v e ~ b e r  1966, h b a s s a d o r  Lodge consol ida ted  a l l  U.S. 

c i v i l  f i e l d  adv i so r s ,  e .g . ,  USAID, USIS, and OSA a t  t h e  province and 

r eg iona l  l e v e l s  i n t o  s i n g l e  u n i t s  wi th  a s i n g l e  American i n  charge. . 

This  o rgzn iza t ion  was degignated t h e  Of f i ce  of C i v i l  Operat ions (OCO), 

and t h e  s e n i o r  o f f i c i a l  a t  p r o v i n c e . l e v e 1  was more o f t e n  than no t  t h e  

USAID province reprssentztive. Kade Lathram of USAID became the first 

d i r e c t o r  of OCO and r epor t ed  t o  Ambassador Por te r . .  I n  p r i n c i p l e ,  a t  

l e a s t ,  t h i s  l e f t  t::c provi7ze ch i e f  wi th  on ly  two a a j o r  U.S. pe r sona l i -  

t i e s  t o  d e a l  wi th :  T5e X4CV s e c t o r  adv i so r ,  who superv ised  U.S. m i l i -  

t a r y  suppor t  i n  t h e  province,  and t h e  OCO r e p r e s e n t ~ t i v e ,  who super- 

v i sed  c i v i l  a c t i v i t y .  

I n  Xay 1967, h 5 a s s a d o r  Lodge placed a l l  f i e l d  personnel  

i n  t h e  p a c i f i c a t i o n  progra? a t  province,  r e g i o n a l  and n a t i o n a l  l e v e l s  

under ? X V .  This  o rgan iza t ion  was des igna ted  C i v i l  Operat ions,  



Revolut icnery Develepment Support (CORDS). Under t h i s  arrangement,  

t h e s e  province t e a ~ s ,  headed by s e n i o r  m i l i t a r y  o r  c i v i l i a n  U. S. 

c f f i c i a l s  r e f e r r e d  t o  a s  Province Senior  Advisors ,  repo.rtcd througb 

t h e i r  r e g i o n a l  heedqua r t e r s  t o  t h e  newly c r e a t e d  pos t  of Deputy 

iz!bassadclr f c r  COFES, who i n  t u r n  repor tcd  t o  t h e  Comnanding General  

One e f f e c t  of t he se  changes s2s t o  renove from the  c i v i l  sgenc i e s  

i n  Saigon any d i r e c t  c o n t r o l  over  t h e i r  r e s p e c t i v e  f i e l d  adv i so r s .  

It providerl t h e  s i n g l e  nanagership wh ichwas  sought  and placed i t  under 

XACV on t h e  grounds t h a t  s e c u r i t y  v a s  t h e  prime p r e r e q u i s i t e  f o r  

p z c i f i c a t i c n - a n d  r u r a l  developaent  and t h a t  t h e  bu lk  of U.S. adv i so ry  

and l o g i s t i c  r e sou rces  was a l r eady  under t h e  K i l S t a r y  Ass i s t ance  

Cordznd. Announcing t h e  foma t . i on  of COFJ)S,.Ambassador El l swor th  Bunker, 

who had  r ep l aced  Pnbassador Lo:'!ge, de sc r ibed  t h e  new ~ r g a n i z a t i o n  a s  "a 

u n i f i e d  c i v i l  m i l i t a r y  US advisory  e f f o r t  i n  t h e  v i t a l  f i e l d  of Kevolu- 

t i o n a r y  Develc?mnt ,  (which) i s  ir, ry v i w  n e i t h e r  c i v i l  nor  n i l i t a r y  

bu t  a unique ~ ! e r g f n g  of bo th  t o  a uc iqae  w a r t i n e  need." 

The c i v i l  and r i l i t a r y  l eade r sh i ?  of COXDS was s a d w i c h e d  s o  t h a t ,  

as a ~ ~ n c r ~ l  r u l e ,  a c i v i l i a  found h i n s e l f  m n a g i c g  n i l i t e r y  personnel  

mi! icurd k'ir r c l f ,  i x  t c r n ,  bc5r.s milagcd by a i : : ! j . l i~~ry  o f f i c e r .  A t  t h e  

p rov ince  lex~el. ,  ri! i t?.ry Provi-ce Senior  IAvisors  had c i v i l i a n  d e p u t i e s .  

er,d c i v i l i r n  Province Senior  ;&.-iccrs hcl ~ i l i t a r y  I r p u t i e s .  This 

sandwich arrsngecm-,t  \<as u t i l c z c c  f r c n  t h e  d i s t r i c t  l e v e l  of t h e  country 

t h r o ~ g ! ~  t!le ~~rc1:incc znc! r e g i c n a l  l e v e l s  up t o  t h e  t o p  of  t h e  U . S .  X s s i c n ,  

v,-here t k e  Deput l -  f c r  CCIL3S van c c i v i l i z n  wi th  anbas sado r i a l  rank ,  

report in:  tcv t h e  t : f l i r n r y  CccnanLer of.:G',Ci', who i n  t u r n  reportec! t o  t h e  

~k:bassAcr .  h d c r  t h i s  s r r c n s e r e n t ,  t h e  s e n i o r  adv i so r  a t  each l e v e l  



was e q c a l l y  r e spons ib l e  f o r  c i v i l  and n i i i t a r y  pr0grm.s.  Such n a s s i v e  

o r g a n i z a t i o x a l  changes obviously impacted h e a v i l y  no t  on ly  on t h e  

Anerican agenc ies  r ep re sen t ed  In  Saigor! b u t  on t h e  Vietnamese government 

i n  t h e  d i s t r i c t  as w e l l  a s  t h e  province and r e g i o n a l  l e v e l s .  I n  e d d i t i o n  

t o  supply ing  nanposer f o r  t h e  u n i f i e d  f i e l d  concept ,  USAID provided funds 

bo th  f o r  r u r a l  d e v e l o p ~ e n t  programs and f o r  a d r i n i s t r a t i v e  suppor t  of 

i t s  f i e l d  o f f i c e r s .  

2s wel l .  

During t h e  t r a n s i t i o n  from i n d i v i d u a l  U.S. agency f i e l d  s t a f f s  i n  

1966 t o  t h a t  of a  s i n g l e  U.S. f i e l d  s t a f f  i n  1967, USAID began a bui ldup  

of i t s  o f f i c e r s  ass igned  t o  t h e  f i e l d  i n  hopes of p l ac ing  r e p r e s e n t a t i o n  

I n  a  t y p i c z l  province t ean ,  one would expect  t o  f i n d  a s e ~ i o r  USAID 

r e p r e s e n t a t i v e  who served  e i t h e r  a s  t h e  Deputy Province Sen io r  Advisor 

(3PSA) o r  t h e  Province Senior  Advisor (PSA).  The ser i ior  m i l i t a r y  

o f f i c e r ,  l i e u t e n a n t  co lone l  o r  co lone l ,  f i l l e d e t h e  o t h e r  pos i t io r? .  

There were one o r  more USAID P u b l i c  S ~ f e t y  a d v i s o r s  on t h e  s t a f f ,  an 

agr icu l . tu ra1  adv i so r ,  one o r  p o r e  g e n e r a l i s t s ,  somcltimes a s o c i a l  

w e l f z r e  o r  re fupee  c d v i s o r ,  a l l  furnished. by USXI3. The U.S. I c f o r z a t i c n  

- .  ?.?cccy L. provideo z c  i n f o r n a t i o n  s p e c i a l i s t  f o r  t h e  s t c f f .  Thc X r r y  

n o r r a l l y  provided en engincer  e d v i s o r . .  T h e  ch i e f  bcz ines s  of t h e  

r;rovL::ce t e a r s  i n  1967 vas t o  z?dress t he  ~ r o s e c u r i c r !  o f t h e  cc.uc:cr 

insurgency p r o g r i n  f o r  r u r a l  V le t  Fen. Addi t i ona l  t e c h n i c a l  a s s i s t z n c e  



The s i z e  of t h e  U S A I D  c t a f f  i n  V i e t  Nz.m grew, p a r t l y  t o  provide  a  

s u f f i c i e n t  f i e l d  s t a f f  f o r  t h e  expan2311g q w r a t i o n s  i n  r u r a l  a r e a s ,  

i nc lud ing  t h s  s t a t i o n i n g  of USAID o f f i c e r s  a t  t h e  d i s t r i c t  k v e l .  I n  

Xay 1966, t h e  t o t a l  USAID V i e t  Narn s t a f f  cons i s t ed  of 760 d i r e c t  h i r e  

e rp loyees ,  130 Americans on c o n t r o c t ,  255 Third Country employees 

(mostly F i l i p f n o s ) ,  and ?,6C0 Vietnamese e n i ~ l o y e e s . .  By June 30, 1967, 

z s  t h e  CORDS o r g a n i z a t i o n  was inaugura ted ,  t h e r e  were 6 7 4  d i r e c t  h i r e  

USAID employees, 219 Ainericans on loan  from o t h e r  agenc ies ,  264 c o n t r a c t  

personnel ,  and Eorc than  2,500 t h i r d  country n a t i o n a l s  and Vietnamese 

eaployees.  A t  t b e  end cf t h e  f i r s t  yea r  of ope ra t i on ,  June 30, 1968 

COiiDS c o n t r o l l e d  1,076 o r  more than  50X of USAZD's t o t a l  f o r c e  i n  

- V i e t  Nam of 1 9 7 7  d i r e c t  h i r e  U.S. eniployees. (See Attachment 1 . )  

The 1968 Vie t  Cong Offens ive  
-. 

A s  t h e  Vietnamese and American governments were revamping t h e i r  

own o r g a n i z a t i o n s  t o  d e a l  w i t h  t h e  burgeoning i ~ s u r g e n c y ,  t h e  V i e t  Cong 

were readying t h e i r  p l a c s  f o r  massive a s s a u l t s  on Vie tnanese  p r o v i n c i a l  

c a p i t a l s .  By October 1967, r e p c r t s  cf  heavy enemy s h i p a e n t s  of war 

m a t s r i a l s  increased .  The phi losophy of the V i e t  Cong, p s t t r - n e d  a f t e r  

Chinese Comaunist g u e r i l l a  s t r a t egy ,  had up t o  t h i s  t ime concent ra ted  cn 

a t t e x p t s  t o  ccctlrol t h e  r u r a l  a r e a s  r a t h e r  than  t h e  c i t i - e s .  But t h e  

c i t i e s  provided l o g i c a l  t a r g e t s  f o r  t h e i r  attack:: and t h e  t a c t i c s  

i ~ ~ c r e a s i n g l y  included f r equen t  h a r r a s s i n g  s t t a c k s  on more v u l n e r a b l e  

d i s t r i c t  arsb province  c a p i t a l s ,  w e  w e l l  a s  Saigon i t s e l f ,  t a k i n g  advan- 

t age  of t h e  n a t u r a l  a n i n o s i t i e $  b c t l : ~  en r u r a l  a d  urban popula t ions .  



But t h e  magnitude and t h e  du ra t ion  of t h e  Vie t  Cong Mau Thanh 

of fens ive ,  launched a t  t h e  beginning of t h e  Vie tnerese  New Year on 

January 31, 1968, cane a s  a t r a g i c  s u r p r i s e  t o  the W E .  

Both the  GVK and t h e  Viet  Cong had announced cease-fires 

f o r  t h e  Tet hol idays .  A s i m i l a r  ~ r r a n g e n e n t  t h e  ye2.r be fo re  r e s a l t e d  

i n  a r e l a t i v e l y  peecefu l  hol iday f o r  t he  Vietnamese and i n  1968, nany 

Vietnaoese s o l d i e r s  ha? been granted l eave  f o r  t h e  hol idays .  More than 

30 of t h e  44 province c a p i t a l s  came under a t t a c k  s imultzneously.  Saigon 

was invaded by Vie t  Cong u n i t s  knd s t r e e t  f i g h t i n g  was t h e  order  of t h e  

day. Most r u r a l  development a c t i v l i g  suspended a s  U.S .  f i e l d  

personnel  found themselves under mortar and rocket  n t t a c k  and f r e q u e n t l y  

under ground a t t a c k  a s  w e l l .  X cumber of USAID f i e l d  adv i so r s  were 

k i l l e d  o r  wounded i n  t h e  severa l -weeks  t h a t  followed. The i n i t i a l  

a t t a c k ,  which was gene ra l ly  container! v i t h i n  t h r e e  weeks, was followed 

by a s e c o d ,  l e s s  e f f e c t i v e  Vie t  Cong o f fens ive  i n  Xay. V i e t  Cong 

propaganda was ained a t  d r iv ing  Vietnenese out  of t he  c i t i e s ,  of 

a t t e c p t i n g  t o  overthrow l o c e l  g o v e r n ~ e n t s  o r  a t  l e a s t  t o  para lyze  them as  

we l l  as p r i v a t e  a c t i v i t y .  l::r;:cver, i r ?  mst  a r e a s  of t h e  country,  n o m s l  

r u r a l  develop-ent a c t i v i t y  r;as resumed ir! t vo  o r  t h r e e  ron ths .  U . S .  

r eg iona l  j r o v i n c i a l  and d i s t r i c t  t e r z s  vkre call.e6 cn heav i ly  t o  d e a l  

wi th  t h e  nea r ly  one m i l l i o n  refugees generated by t h e  of fens ive .  I n  

add i t ion  t o  t h e  g r e a t  psychological  d i s r u p t i o n  c rea t ed  by t h e  IT ,  12,696 

v i e tnazese  c i v i l i a c s  were k i . l l ed ,  20,OOC ~:cundcd and property damages r2n 

t c  the p i a s r e r  equ ivz len t ' o f  S173 mi l l i on .  
b 



The Rise of t h e  Cen t ra l  P a c i f i c a t i o n  and Pevelo?cent Council 

F e b r u ~ r y , t h e  Vieaxmese  Governzent tool: a  s t e p  which was t o  

influence profcundly t h e  j .aplenentat ion of r u r z l  developnent e f f o r t s  f o r  

the  n e s t  seven yea r s .  The new p r e s i d e n t ,  Nguyen Van Thieu r h o  had 

replaced P rex ie r  Ky i n  October 1967, formed a Cen t ra l  Recovery Corn i t t ee  

t o  coordina te  E C Z  expedi te  recovery e f f o r t s  inc luding  t h e  c a r e  of 

re fugees ,  r e s t o r s t i o n  of c i t i e s ,  reopening of major l i n e s  of conmuni- 

c z t i o n  2nd t h e  develop~rxnt of a  n a t i o c a l  s p i r i t  of un i ty .  

The c o r x i t t e e  included a l l  governtcent m i n i s t r i e s  and was es tab-  

l i s l icd  a t  t h e  h i g h e s t  l e v e l  wi th  the  P res idec t  i n  t h e  c h a i r .  But i n  

fact ,working n e e t i n ~ w e r e  not held a t  t h i s  l e v e l .  L ieutenant  General 

Cao* IIao.Hon, tbe chief  operat ive.  f o r  t h e  coriunittee, cha i red  ~ e e t i n g s  

which were a t t e t d e d ,  not: by m i n i s t e r s  but  by r ep reson tz t ives  of each 
- .  

" i n i s t r y .  Ne\rertheless, t h e  c o r n i t t e e  served we l l  a s  an eEergency . 

coordina t ing  v e h i c l e  i n  t h e  eyes of G I 3  and U.S. o f f i c i a l s  and i t  was 

t h e  genes is  of t h e  subsequent Cen t ra l  P a c i f i c a t i o n  and Development 

Councj.1 (CPDC) which was operated  frcm the C f f i c e  of t h e  Prine Winis te r .  

This  was a c c o r ~ l l s h e d  r?ot without  c5allez:e frcm ths >!inistry ef Rural  

Gcl-c1oprr.er.t rrhlcl; u n t i l  t h a t  t i n e  hsd  >ern t h e  h a t i n g  r z n z ~ e r i z l  f o r c e  

i n  r c r e l  activities. But t h e  CPDC  on, v i t h  h e r i c a n  backing, snd 

sgcceeded 3iC.F.n a s  t h e  cen t r o l  organizc'i ion f o r  t he  corduct  of pac i f  i c z t i c a  

p r o g r z ~ s  . 
The l i r e  m i n i s t r i e s  of t h e  GVK, never happy wi th  ?;Om's a c t i v i t i e s  

i n  t h e i r  a r e x  of r l i s c i p l i r , ~ ,  had no cc.c,se t o  r e j o i c e  over t h e  f o r n a t l . ~ n  

of t h e  CPCC. .213P.D, al though c a l l e d  a '"super minis t ry" ,  was headed by 

o f f i c i a l  who had t h e  s a r e  rank as any o t b e  min i s t e r .  Hence, i f  t h e  



F i n i s t e r  of Rural Development had any a d d i t i o n a l  leverage ,  i t  was 

hecause of personal  r e l a t i o n s h i p s  with t h e  P res iden t  o r  t h e  P r ine  

min i s t e r  . o r  because of keen U.S. i n t e r e s t  i n  P!OP?. On t h e  o t h e r  tend ,  

t h e  Cent ra l  P a c i f i c a t i o n  and D e v d o p ~ e n t  Council not  only possessed - 
t h e  pcwers f c m e r l y  held by MOKD. i n  c i v i l  m a t t e r s ,  b u t  was i n f l u e n t i a l  

as x e l l  i n  d i r e c t i n g  l o c a l  m i l i t a r y  a f f a i r s .  Although d i r e c t e d  by 

L.t . Gen. Hon, who d i d  no t  hold '  m i n i s t e r i a l  rerik, t h e  c o u n c i l ' s  pover 

Gerived f r m  t h e  P r i n e  Min i s t e r ,  who was a s u p p o r t e r  of General Hon, 

and by t h e  P res iden t  h i n s e l f .  The General d i d  not  h e s i t a t e  t o  use  h i s  

i n f luence  wi th  t h e  Prime N i n i s t e r .  

The P r i z e  N i n i s t e r  and the 'p re s iden t ,  had always found m i n i s t r i e s  

unresponsive t o  t h e  execut lve  o f f i c e s  - they tended t o  ope ra t e  a l n o s t  

as sepa ra t e  e n t i t i e s  r a t h e r  than pa r t  of 

goverrxent .  But CPDC a c t i v i t i e s  end t h e  

plans f o r  r u r a l  a r e a s  provided t h e  means 

could ga in  g r e e t e r  c o n t r o l  over  t h e  l i n e  

crerited by t h e  1968 Viet Coag o f fens ive ,  

t h e  execut ive  brznch of 

n e c e s s i t y  t o  produce s p e c i f i c  

by which the Prlme K i n i s t e r  

m i n i s t r i e s  and t h e  crisis 

prov-ded the opportunity t o  

do so. I n  t h e  ensuing s e v e r a l  y c s r s ,  t h e  a S i l i t y  of t h e  Prime Minis te r  

t o  d i r e c t  t h e  m i n i s t r i e s  c r e v  threugh t h e  CI'DC s e c h a n i s r  2nd i ts  

r e ~ n i r e a e n t s  Lor r i n i s t r i e s  t o  p a r t i c i p e t e  fn r u r a l  planning. 

The ~::clntic.rr.:-y n,iture of t h e  U. S./GB'_: a?proach t o  p a c i f i c a t i o n  

zrid d e v s l o ~ x . € n t  can be seen i n  t h e s e  events:  t h e  U.S. moved f i r s t  i n  

1967 t o  conso l ida t e  i t s  c i v i l  and n i l i t a r y  zdv i so r s .  And t h e  follc:,:ir,g 

year ,  t h e  ezcrgence of t h e  CT'DC, with equal  powers t o  d i r e c t  m i l i t z r y  

as  r e 1 1  as c i v l l i z n  p r q r r z s  i n  r u r a l  a r e a s ,  

provizcd Ci?: v i t h  t h e  beginning of consol idated mnagenent .  Even 



thocgh the CPDC had o f f i c e s  a t  t h e  province l e v e l  (carved p a r t l y  ou t  

of the  z s s e t s  of F!OXD) i t  did not  have ' a s  nea t  a  l i n e  of province 

u n a g e c c n t  as  i t s  b~!r!erican coun te rpa r t s  had cons t ruc ted  through COPJ)S. 

Tho !!inistry of Rural Development, f a i l i n g  t o  r e t a i n  i t s  p r i m  

pos i t im ,  i n  p s c i f i c n t i o n ,  had t o  be s a t i s f i e d  wi th  t h e  admin i s t r a t ion  of 

t h e  h a d e t  programs. 

Fror..the s tandpoin t  of t h e  American advisory  e f f o r t ,  t h e  CPDC 

r e p r e s e ~ t e d  a t  t h e  n a t i o n a l  l e v e l ,  a  s u i t a b l e  counterpzirt f o r  CORDS 

i n t e r e s t s ,  which were roughly. p a r a l l e l  t o  those  of t h e  CPDC. 

Althorigl; r u r a l  development .programs w i r e  continued d e s p i t e  t h e  

o f f e n s i v e  during 1968, perhaps the  g r e a t e s t  con t r ibu t ion  t o  the  t o t a l  

e f f o r t  by r u r a l  development advisors  was  made i n  t h e  a r e a  of conta in ing  

emargeccies such a s  refugee genera t ions  and a s s i s t i n g  t h e  Vietnanese 

governmnt  i n  r e e s t a b l i s h i n g  l i n e s  of comnunication and r ebu i ld ing  key 

governrent i n s t a l l a t i o n s .  

X o h i l i z ~ t i o n  of t h e  Vietnazese Popula t icn  

Althcugh t h e  o j l i t a r y  fo rces  of South Vie t  Xzn had increased  from 

242,000 i n  1956 t o  615,COG i n  1567, t h e  &cvcrncent had not  ordered 

t o t d  r x b i l i z z t i o n  of t he  p ; ~ u l a c r  but  t h e  t r a n c z t i c  e i f e c t  of t h e  196E 

Vict  Con; o f f e n s i v e  p r e c i p i t a t e d  t h i s  a c t i o c .  I n  adci5t:on, the  gcvern- 

r e n t  tool: d e c i s i v e  s t e p s  t u  orpar:ize c f u n c t i o n c l  Peoplcs Self  Defense 

Force. $!obi l iza t ion  increased Vie t camse  r e g u l a r  and l o c a l  m i l i t e r y  

f o r c e s  by 100,000 trco;;s a year  through 1.971, vhen t h e  t o t a l  ~ i l i t a r y  

f o r c e  s e t t l e d  a t  2Sout 1.1 mi l l ion  Ken. - 



- .  

There were soce s i d e  e f f e c t s  of t o t a l  tzobi l iza t ion  which favorably  

inf luenced the  p a c i f i c a t i o n  program. The Vietnamese a r e  n o t  t r a d i t i o n n l l y  

a  mobile people. They a r e  content  t o r e x a i n  i n  t h e i r  v i l l a g e s ,  many 

of them never ven tu r ing  e i t h e r  t o  t h e  province c a p i t a l  o r  Saigon. They 

r e s i s t  novenent and when placed under p re s su re  t o  move, l ook  f o r  a l t e r -  

n a t i v e s  t o  leaving  t h e i r  hones. The s t r u c t u r e  of Vietnanese m i l i t a r y  

f o r c e s  rras conplex. There wai  t he  r egu la r  Amy of t h e  Republic of 

Vie t  Sar. (ARVK) t o  d r a f t e e s  were s e n t .  This  represented  t h e  l e a s t  

d e s i r a b l e  choice t o  Vietnamese because i t  took them f a r t h e s t  from home. 

A second organized f o r c e ,  t h e  Regional Forces (RF),were g e n e r a l l y  

employed wi th in  t h e  boundaries of t h e  home province,  and t h e r e f o r e  

presented  a  p r e f e r a b l e  type of m i l i t s q -  s e r v i c e  f o r  t h e  hone-loving 

Vietnamese. Then, t h e r e  were t h e  Populzr Forces (PP) which were 

deployed i n  t h e  v i l l a g e ,  o r  a t  most i n  t h e  d i s t r i c t  where they were 

r e c r u i t e d .  This  presented t h e  most d e s i r a b l e  form of m i l i t a r y  

se rv ice .  On t h e  d e b i t  s i d e ,  from t h e  s tandpoin t  of t h e  draf t -age  

Vietnamese nan, t he  pay, t h e  un i fo rns  and t h e  a m m e n t  a s  w e l l  a s  

gene ra l  l o g i s t i c  support  were poorer i n  t h e  RF and poorer s t i l l  i n  

t h e  PI? than i n  t h e  A W N .  On balzzce ,  hex,-ever, en1 i s tment  i n  t h e  RF 

and PF were favored over  consc r ip t ion  i n t o  an ARVN u n i t .  A s  a  r e s u l t ,  

a s  t he  GiTS and U.S. agreed t o  i n c r e a s e  t h e  F.egio;lal and Popular f o r c e  

u n i t s  which were c a l l e d  t h e  t e r r i t o r i a l  s e c u r i t y  f o r c e s ,  t h e i r  nunbers 

s r e l l e d  accordingly and l o c a l  r e c r u i t a e n t  problems were solved. 

These t e r r i t o r i a l  s e c u r i t y  f o r c e s  were t o  become t h e  backbone of t h e  

p a c i f i c a t i c n . e f f o r t ,  providing c l o s e d n  s e c u r i t y  f o r  t he  r u r a l  a r eas .  

Hob i l i za t ion  a l s o  provided i n c e n t i v e s  f o r  Vietnanese t o  j o i n  t h e  



Rural  Development Cadre, which had suffereclfrom manpower shor t ages  s i n c e  

its incept ion ,  as an a l t e r n a t i v e  t o  be ing  d r a f t e d  i n t o  AWN. '=.he number 

of cadre u n i t s  began t o  grow accordingly u n t i l  i t  surpassed 48,000 by 1970. 

I n  a d d i t i o n ,  another  l o c a l  s e c u r i t y  o rgan iza t ion ,  (PSDF), c o n s i s t i n g '  

of l o c a l  vo lun tee r s  wi th  t h e  n i s s i o n  of p ro tec t ing  t h e i r  hamlets  and 

v i l l a g e s  a g a i n s t  t he  in su rgen t s~ ,  was i n  1968-. Although never  

developed t o  any degree of m i l i t a r y  s o p h i s t i c a t i o n ,  t h e  PSDF did  prove t o  

be a d e t e r r e n t  t o  Vie t  Cong t a x  c o l l e c t o r s ,  r e c r u i t e r s  and propagandists .  

Vhi le  these  unpaid f a r n e r s  had been t h e  s u b j e c t  of o rgan iza t iona l  a t tempts  

before ,  only i n  1968 d id  they r ece ive  weapons i n  q u z n t i t y  and t h e  necessary 

command i n t e r e s t  of t he  province c h i e f s  t o  make t h e c  ope ra t iona l .  They 

d ied  i n  &re-a ter  n u ~ 5 e r s  than t h e i r  V ie t  Ccng a t t a c k e r s  and they l o s t  more 

weapons t h a  they captured.  B u t ' i n  s p i t e  of t h e i r  record  i n  pure ly  conbat 

t e r n s ,  they were t h e r e  and when they chose t o  f i g h t ,  they were a  f o r c e  

which could no t  be  ignored by t h e  Vie t  Cong. The. sum of mob i l i zz t ion ,  then,  

was t o  i n c r e a s e  t h e  n u ~ b e r  of Vietnamese a v a i l a b l e  f o r  s e c u r i t y  as w e l l  a s  

c i v i l  opera t ions  i n  the p a c i f i c a t i o n  programs. The increase  i n  p a c i f i c a t i o n  

fo rces  i n  1968 provided another  p a r t i a l  s o l u t i o n  t b  t h e  h i s t o r i c  problem of 

f i n d i n g  s u f f i c i e c t  resources  t o  pzc i fy  r u r a l  W e t  Kan. Yet, t h e  u ~ s o l v e d  

problem re ra ined  t h a t  of prodccing a  concept t o  apply the  growing p a c i f i -  

c e t i o n  f c r c e s  i n  a  n z n x r  which would s e e t  p a c i f i c a t i o n  o b j e c t i v e s  over a 

wide geographical  a r ea .  

The Accelerated P p c i f i c e t i o n  Campaign 

Whereas the  f i r s t  p a r t  of 1968 was spent  i n  r e c o i l i n g  from the  trauma 

of acce le ra t ed  urbzn war launched by the  Vie t  Cong, t h e  last s e v e r a l  months 



of the  year  represented a  s i g n i f i c a n t  turn ing  p o i n t  f o r  t h e  GVhT and f o r  

h e r i c a n s  p a r t i c i p a t i n g  i n  t h e  r u r a l  p a c i f i c a t i o n  program. 

In October, COPIDS and t h e  Cent ra l  F a c i f i c a t i o n  and Development 

Council, produced a p lan  t o  counter  t h e  mala ise  which had developed a f t e r  

the  Tet of fens ive  and g e t  r u r a l  s e c u r i t y  and development programs moving 

again.  Peace t a l k s  had begun i n  P a r i s  b u t  t h e  war i t s e l f  continued 

unabated. 

This  plan,  which became known a s  t h e  Accelerated P a c i f i c a t i o n  Cam- 

paign, was i n i t i e t c d  on Novezbe r l ,  1968. It was a  program t a r g e t e d  on 

secu r ing  a d d i t i o n a l  hamlets and narrowing t h e  goa l s  t o  e s s e n t i a l  m i l i t a r y ,  

governmental and p o l i t i c a l  requirements.  I f  t h e  canpaign wzs s u c c e s s f u l ,  

and t h e  Vie t  Cong were deprived of f r e e  access  t o  t h e s e  s e l e c t e d  hamlets,  

then development p rogram would fol low i n  the  coming months. The m i l i t a r y  

a spec t s  of t h e  campaign r equ i red  i n s e r t i n g  Vietnamese f o r c e s  f i r n l y  i n  

in secure  hamlets and maintaining them a t  a l l  c o s t s .  The canpaign was 

met wi th  i n s t a n t  and s t r o n g  r e s i s t a n c e  by t h e  Vie t  Cong, b u t  t h e  govern- 

ment f o r c e s  gene ra l ly  he ld  their ground. They received support I n  many 

a r e a s  froin U.S. m i l i t a r y  u n i t s .  So impressed were Vietnamese and American 

o f i i c i z l s  z s soc ia t ed  wi th  p ~ c f f i c a t i o n  t h a t  t h e  1969 p a c i f i c s t i o n  p r o g r m  

was nodeled a f t e r  t h i s  l a r g e  s c a l e  1968 experiment. 

hcother  s i g n i f i c s n t  de~elopzr~ent  mz te r i a l i zed  In  1969 which had been 

i n  t h e  making f o r  s e v e r a l  years .  USAID o f f i c e r s ,  son2 of whom had by 

then spent  many yea r s  i n  Vie t  Nam, concluded t h a t  p a c i f i c a t i o n  and 

developxent e f f o r t s  would be  bet tcy d i r e c t e d  a t  t h e  l a r g e r  v i l l a g e  l e v e l  

thzn a t  t h e  h o r l e t s .  There were s e v e r a l  m j o r  rezsons  f o r  this. 

A t  t h i s  po in t ,  t h e  term "pac i f ica t ion"  began t o  narrow i n  ~ e a n i n g  



as i t  was used by YACV. The Accelerated P a c i f i c a t i o n  campaign emphasized 

t h e  need t o  b r ing  m i l i t a r y  s e c u r i t y  t o  a  given a rea ,  a s  a  p r e r e q u i s i t e  t o  

undertaking development a c t i v i t i e s .  As terminology changed, "pac i f i ca t ion"  

becare assoc iz ted  w i t h  t h e  s e c u r i t y  a spec t s  of t h e  r u i a l  e f f o r t  and 

"deve lopen t "  r e f e r r e d  t o  those c i v i l  e f f o r t s  which gene ra l ly  f a l l  i n  t h e  

r u r a l  develo?cent sphere .  The Cen t ra l  P a c i f i c a t i o n  and Development Council 

possessed a name which l e n t  i t s e l f  t o  t h i s  concept of l i n k i n g  t h e  two 

processes  together  b u t  des ignat ing  s e p s r a t e l y  t h e  m i l i t a r y  and c i v i l  

a spec t s  of t h e  program u n l e r  t h e  two terns of p a c i f i c a t i o n  and develop- 

ment. The acnual  planning e x e r c i s e  f o r  r u r a l  a r e a s  r e s u l t e d  i n  a document 

c a l l e d  t h e  Comunity Defense and Loczl Development P lan ,  which f u r t h e r  

dei ined p a c i f i c a t i o n  a s  t h e m i l i t a r y  and developrcent as t h e  c i v i l  phase 

of t h e  o v e r a l l  e f f o r t .  And the  opera t ions  t h a t  followed c l e a r l y  in-  

- d i c a t e d  t h e  i n ~ o r t a n c e  of c l o s e  coordina t ion  between m i l i t a r y  and c i v i l  

e f f o r t s  w i th  the  success  cf t h e  fomer  se rv ing  a s  a  s i n e  gua - non t o  

success fu l  i ~ p l e r e n t a t i o n  of t h e  l a t t e r .  The success  of t h e  experimental  

1968 Accelerated P a c i f i c a t i o n  Campaign vhich s t r e s s e d  t h e  p a c i f i c a t i o n  

aspec t  \.'as c i t e d  a s  t h e  proof of t h a t  axion. 

Ucring t h e  1960s t h e  U.S. ha? a t t e ~ p t e d  t o  develop a balance. 

bet:-2e;l i t s  support  t o  r egu le r  r - i l i t a r y  e f f o r t s  of t h e  GVK and those  

e f f o r t s  vhich 1-ere genrra!ly grouped m d e r  p a c i f i c a t i o n .  A s  a r e s u l t ,  by  

1968 much of the  U.S. m i l i t s r y  end c i v i l i a n  advisory e f f o r t  had been 

t a rge ted  on t h e  l n t t e r  . The Vie tnmese ,  cu ln ina t ing  wi th  t h e i r  mobili-  

z a t i o n  order  of 1968, h2d a l s o  s h i f t e d  a l a r g e  segment of t h e i r  a s s e t s  

I - t o  p a c i f i c a t i o n .  



The U.S. was concerned wi th  another  problea:  t h e  leverage  of t h e  U.S. 

f i e l d  advisor .  A.I.D.'province r e p r e s e n t a t i v e s  hsd developed a  l imi t ed  

leverage on prcvince  governments through t h e i r  c o n t r o l  of counterinsurp,ency 

cor , '~mdit ies  as w e l l  a s  their a b i l i t y  t o  i n f l u e n c e  a l l o c a t i o n  of p a c i f i c a t r c n  

fccds t o  t h e  provinces.  M i l i t a r y  a d v i s o r s  had fewer a s s e t s  t o  use.  Rut 

leverage  was m u l t i p l i e d  many times i n  1968 when p res iden t  Thieu agreed 

t o  al low d i s t r i c t  l e v e l  h e r i c a n  a d v i s c r s  t o  grade t h e i r  coun te rpa r t s ,  

t h e  d i s t r i c t  c!-.iefs. The t o o l  which brought t h i s  about  was t h e  Hamlet 

Evaluat ion System (HES), a computerized r e p o r t  which was e s t a b l i s h e d  

dur ing  t h e  s e r v i c e  of Robert Kcher a s  Deputy f o r  CORDS. The HES w a s  

an e l a b o r a t e  ~ e a s u r i n g  device  wi th  vhich  t h e  d i s t r i c t  s e n i o r  advisor  

r c t e d  t h e  p rcg res s  o r  d e c l i n e  of t h e  hamlets i n  h i s  d i s t r i c t  by r epor t ing  

c e r t a i n  key f a c t o r s ,  such a s  enemy and f r i e n d l y  m i l i t a r y  a c t i v i t y  a s  

w e l l  a s  p o l i t i c a l ,  economic and developmental condi t ions .  These f a c t o r s  

were fed i n t o  a computer which produced a '  p r i n t c u t  r a t i c g  t h e  hamlets 

from a  highofl 'A",  i n d i c a t i n g  a h ~ i n l e t  t o  be  t o t a l l y  under GVh' c o n t r o l  

acd funct ioning  w e l l  t o  "V", i n d i c a t i n g  a  harnlet t o  b e  t o t a l l y  con t ro l l ed  

by t h e  Vie t  Cong. There tcere fou r  grades i n  between t h e  "A" and "V" 

i d i c a t i n g  Zezrees of h a r l c t  p a c i f i c a t i o n  and c?evelo?rcent. There rere 

2 c z c . k r  of i c - , c r f c c t i ~ ~ s  i n  t h e  IlCS, inclu2lr.z the f a c t  t h a t  d i s t r i c t  

a d v i s o r s  wer.2 no t  alvzl;s a b l e  t o  get  ~ d e ~ u a t e  i n f o r p a t i o n  t o  prepare i t ,  

nor were t h e i r  judgzents  u n i f o m  throcghout t h e  country.  Eut i f  i t  did 

not  show p r e c i s e l y  t h e  s t a t u s  of s e c u r i t y  and developnent i n  t h e  hamlets,  

i t  d i d  a t  l t z s t  shcv t h e  d i r e c t i o n ,  up o r  down. It a l s o  provided a g r e a t  

/ d e a l  of d a t a  on l o c e l  condi t ions  i n  t h e  country s i d e .  
i 

I n  1968, t h e  1!5S took on a t o t a l l y  new ~ L g n i f i c a n c e .  The GVN was 



th rea tening  t o  rep lace  d i s t r i c t  c h i e f s  whose hamlets d id  not  perform 

we l l  according t o  t h e  r a t i n g s  of Anerican 'advlsors .  This  dec i s ion  cane 

as a  shock t o  many province and d i s t r i c t  c h i e f s ,  who found themselves 

being supervised by fo re ign  advisors .  To the  Americans, some of whom 

2id not  f u l l y  understsnd t h e  pol icy ,  t h e  new r o l e  came a s  a  mixed 

t l lessing.  Those who r e a l i z e d  t h e  p o t e n t i a l  of t h e i r  new power and who 

stood f i m ,  Fe re  a b l e  t o  put  a g r e a t  d e a l  of leverage  behind t h e i r  advice.  

Vietnamese o f f i c i a l s  were obl iged t o  fo l low t h a t  advice a t  t h e  r i s k  of 

l o s i n g  t h e i r  jobs.  Other adv i so r s  saw- t h e  I!ES as a d e t e r r e n t  t o  good 

r e l a t i o n s  wi th  t h e  d i s t r i c t  ch ie f s ;  t h e i r  coun te rpa r t s ,  and 

vulnerable  t o  p res su re  from counterpar t s  causing HES r a t i n g s  t o  be hlgher  

than they should have been. But i n  genera l ,  by 1968 t h e  HES bocame a 

pcwerful t c o l  i n  the  han& of U.S. adv i so r s  as w e l l  as proving u s e f u l  i n  

s e s s u r i n g  t h e  pace of p a c i f i c a t i o n  and development e f f o r t s .  I n  t h e  long 

run, i t  provide2 more leverage  ku t he  m i l i t a r y  than' t h e  c i v i l i a n  a r e a s .  

The HES continued a s  an  i n p o r t a n t  t o o l ,  e s p e c i a l l y  f o r  V . S .  edv i so r s ,  

u n t i l  t he  cease f i r e  of 1973, when the  m i l i t a r y  advisory  e f f o r t  was 

t e rn ina ted .  A t  t h i s  po in t  t h e  EES ves ' 'Vie tnrxized"  and t h e r e a f t e r  

c?crzted by t h e  Pietr.nr:=se t h e - : - r l v ~ s .  . 
T h e  v i l l z g e  go1.rerr::,irt h i s t o r i c a l l y  T.-ZS tiie lowest l e v e l  of govern- 

m n t  a t  vhich sone manc$erirrl e x p e r t i s e  had' developed and t h e  loves t  l e v e l  

a t  which t a s e s  were c o l l e c t e d .  The s imple a r i t h n e t i c  of h e n l e t s  i n  South 

\ ' ie t  Kan ~ a d e  t h i s l o w e r  l e v e l  of government very d i f f i c u l t  t o  d e a l  with 

,- ~ h e r e  werc, dependins on what nethod was used t o  count them, between 

10,000 en3 12,090 hamlets. The managerial prcblems ' f o r  t he  44 province 
I 

' g~ve rnmen t s  dea l ing  d i r e c t l y  wi th  the  h a n l e t s  a l l  bu t  insurnountable.  



But d s a l i n g  wi th  2,100 v i l l a g e s ,  35 t o  50 i n  most provinces,  provided 

a workable nanage r i a l  scheme. 

Although t h e  v i l l a g e  government had been a l l  b u t  neglec ted  i n  t h e  

t years  s i n c e  P res iden t  Dien discontinued v i l l a g e  e l e c t i o c s ,  they sonehow 

managed t o  s t a y  i n t s c t ,  even though they were no t  given m y  s i g n i f i c a n t  

P 
r o l e  i n  t.he p a c i f i c a t i o n  progran. 

-. 

The groundwork f o r  re-emergence of v i l l a g e  governments had been 

: f s l  l a i d  i n  1967. During t h a t  y e a r ,  i n  a d d i t i o n  t o  e l e c t i o n s  f o r  t h e  n a t i o n a l  

Pres ident  and t h e  General Assembly, t h e  GI?< r e i n s t a t e d  v i l l a g e  counc i l  

( . . j !  

major i ty  of t h e  l o c a l  programs were s t i l l  be ing  operated a t  t h e  h a n l e t  

l e v e l  independent of t h e  v i l l a g e  government by t h e  RD cadre  teams. And 

.... . . . t h e  cadreicen were u m t i l l i n g  t o  s h a r e  t h e i r  r e s ~ o n s i b i l i t i e s  w i th  t h e  . gii: !~!j-: #[ 

. .  . . ,  

, .  , 
: ,  . :  j v i l l a g e  c h i e f s .  
! i ; , ,  , :  
/ . .  ! : . :  , .  , , , ;  
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A n m b e r  of Vietnamese o f f i c i a l s  f e l t  s t r o n g l y  t h a t  t h e  emphasis 

I/j.;;\::i 
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l ! ! l / l !  1 ;  on hamlet over v i l l a g e  g o v e r n r m t s  was d e t r i n m t a l  t o  t h e  goa l s  of I!!:;;!;:; I 

9 , :  i ; ; ; ; ; : .  
j 2  ! ! ! ; : ! i : , ,< ;  p a c i f i c a t i c n .  Th i s  grcoing consensus l e d  t o  t h e  adopt icn  of a p a c i f i -  

) , . ,  

:I , ; :  ;1 
ca t ion  p lan  f c r  1969 v i ~ i c h  u t i l i z e d  t h e  v i l l a g e  as t h e  b a s i c  ~.;anagsment 

/ , I 1  

j 9 :  

l e v e l ,  r:iti: h a z l c t  go-,*ernnents se rv ing  2s sub-renagers f o r  t h e  v i l l a g e  
-- 

governnents . 

e l a c t i o n s  throughout Vie t  Nan. Although e l e c t e d ,  v i l l e g e  counci l s  had 

l i t t l e  t o  do wi th  p a c i f i c a t i o n  and developnent a c t i v i t i e s  s i n c e  t h e  

Y 2 t  anocher key development, which had been announced i n  1968, was 

the  g r ~ b i l n l  withdrawal of U.S. conbat f o r c e s  i n  Vie t  ?:an, a  process.  

which wculd i c p a c t  not  only on r i l i t a r y  a c t i v i t i e s  b u t  on t h e  c i v i l  

I / I  



economy as we l l .  For American a d v i s o r s  i t  'neant t h e  beg inn ing  of a 

V i e t n a c i z a t i o n  progran ,  which would g r a d u a l l y  r e p l a c e  Americans s e r v i n g  

i n  o p e r a t i o n a l  o r  s e - i - ope ra t i ona l  r o l e s  w i th  Vietnamese. The f i r s t  

c l e a r  i n p a c t  of V i e t n z n i z a t i o n  came when t h e  U.S. Ninth  D i v i s i o n ,  

s t a t i o n e d  i n  t h e  n o r t h e r n  Delta of South V i e t  Nam, began l e a v i n g  i n  

August,  1969, h e r a l d i n g  t h e  f i r s t  major wi thdrawal .  Areas  of n i l i c e r y  

r e s p o n s i b i l i t y  f i l l e d  by t h e  U.S. Ninth  were  t u rned  over  t o  Vietnamese 

t r o o p s ,  i n c l u d i n g  i n s t a l l a t i o n s  which had been c o n s t r u c t e d  f o r  t h e  U.S. 

Hinth.  A similar p r o c e s s  took  p l a c e  i n  t h e  a d v i s o r y  area as t h e  t o t a l  

number of e d v i s o r s  Fa:% g r a d u a l l y  reduced.  T h e i r  r o l e s  were  e i t h e r  

t aken  ove r  by Vietnamese employees' of t h e  U.S. Governuent o r  subsuned 

i n t o  V i e t n a e s e  governinent a c t i v i t i e s .  

The l a r g e s t  s i n g l e  c i v i l i a n  i n p u t  i n t o  CORDS i n  1969 remained 

USAID, which prov ided  n o t  o n l y  pe r sonne l  b u t  f unds  t o  suppo r t  a number 

o f  key Frcgrams. The m i l i t a r y  "pac i f i c a t i on"  segments of CORDS concen- 

t r a t e d  on promulgat ing t h e  t y p e  of  s e c u r i t y  which had p roved ' so  e f f e c t i v e  

i n  t h e  1965 Acce l e r a t ed  Pacification Caoyaign. T h i s  included advising 

on i n t e l l i g e n c e  m a t t e r s ,  t r a i n i n g  and expanding Regiona l  and Popula r  

Force t r o o p s  who v e r e  h e l p i n g  t o  f i l l  t h e  m i l i t a r y  gap l e f t  by U . S .  

f o r c e s ,  and i n  g e n c r a l  a s s i s t i n g  i n  p l a c i n g  more popu l a t i on  under c o n t r o l  

of t h e  Vietnzmese government. USAID V i e t  522, and i t s  f i e l d  a d v i s o r s  i n  

COPDS, were invo lved  i n  t h e  "development" segment which inc luded  t h e  

re fugec  program, t h e  Chieu Hoi program, p u b l i c  s a f e t y ,  and a wide r a c g e  

of l o c a l  development a c t i v i t i e s  i n  a g r i c u l t u r e ,  educa t i on ,  s e l f  h e l p ,  

p n S l i c  works, e t c . ,  a t  t h e  p rov ince  and v i l l a g e  l e v e l s ,  a s  w e l l  a s  o v e r a l l  

a s s i s t a n c e  t o  t h e  C i t y  of Saigcn.  



A s  the  Vietnamese m i l i t a r y  f o r c e s  moved out  and secured add i t iona l  

a r e a s  i n  Vie t  Nan, U S A D  pub l i c  s a f e t y  adv i so r s  continued a s s i s t i n g  t h e  

National  Po l i ce  t o  r e e s t a b l i s h  po l i ce  u n i t s  i n  t h e  nore  secu re  v i l l a g e s .  

The inc rease  of po l i ce  a t  t h e  v i l l a g e  l e v e l  i n  t u r n  f r eed  more m i l i t a r y  

f o r c e s  t o  move out  even f u r t h e r .  Thousands of Vietnamese r u r a l  dwe l l e r s  

who had becone refugees i n  1968 and be fo re  sensed a  f e e l i n g  of s e c u r i t y  

and ~ o v e d  b x k  t o  t h e i r  r u r a l  homes. USATD o f f i c e r s  assigned t o  t h e  

CORDS Refugee D i r e c t o r a t e  and t o  f i e l d  p o s i t i o n s ,  worked wi th  t h e  

b f in i s t ry  of Soc ia l  Welfare t o  execute t h e  Return t o  V i l l a g e  program, 

which expended g r e a t l y  i n  1969. More than 400,000 Vietnamese re turned  

t o  t h e i r  o r i g i n a l  homes i n  t h a t  year .  

For r u r a l  development i n  Vie t  Ran, t h e  'major achievement of t h e  y e a r  

was the. s h i f t  from hamlet t o  v i l l a g e  admin i s t r a t ion .  From t h e  province 

. and d i s t r i c t  l e v e l ,  advisors  were a b l e  t o  n o n i t o r  and adv i se  on t h e  

development of v i l l a g e  l e v e l  a c t i v i t i e s .  

The P i e t n m e s e  Cen t ra l  P a c i f i c a t i c n  and Development Council  super- 

v ised  t h e  t o t a l  p a c i f i c a t i o n  program. The Elinis try of Rural  Development 

and i t s  nore  then 43,000 vi l lage-based PJ cedre ,  provided a d i r e c t  

channel t o  v i l l e g e  l k v e l  proer- ; -s .  The r e c e n t l y  e l ec t ed  v i l l ~ g e  govern- 

nen t s  c e r e  given c o n t r o l  of s r a l l  m i l i t a r y  u n i t s  t o  p r o t e c t  t h m s e l v e s  

and t h e i r  ope ra t ions .  USA13 provided, through t h e  P i n i s t r y  of Rural  

Development, a  n i l l i o n  p i a s t e r s  f o r  each p a r t i c i p a t i n g  v i l l a g e .  

Regulations f o r  u s e  of t hese  funds v e r e  r e l a t i v e l y  l a x  and provided a  

g r e a t  d e a l  of oppor tuni ty  i o r  v i l l a g e  l e v e l  dec i s ion  making. A t  t h e  



province l e v e l ,  more USAID-generated p i a s t e r s  were used t o  al low 

province governments t o  address  soae of t h e i r  more urgent  needs, 

roads, br idges ,  schools  and o t h e r  f a c i l i t i e s .  These province l e v e l  ' 

program were a d ~ i n i s t e r e d  by t h e  CPDC. 

T h e  v i l h g e  focused r u r a l  develcpxent program of 1969 represented  

a m j o r  s h i f t  f r o 2  previous e f f o r t s .  There was a need f o r  v i l l a g e  and 

province, a s  well as reg iona l  and n a t i o n a l  o f f i c i a l s  t o  l e a r n  e n t i r e  

new s e t s  of r e g u l a t i o n s  and new concepts  of opera t ion .  The new program 

guides were fo rau la t ed  under t h e  d i r e c t i o n  of CPDC and 1!0RD and moved 

down t o  t h e  v i l l a g e  l e v e l  s l c u l y .  Funds s t agna te2  f o r  long per iods  a t  

va r ious  l e v e l s  of government. Province and d i s t r i c t  governnents a t  

t h e s e i n t e r f e r e d  wi th  v i l l a g e  c o n t r o l  over s e c u r i t y  and v i l l a g e  r i g h t s  

t o  s e l e c t  p r o j e c t s .  And f i n a l l y ,  t h e r e  was t h e  b i g  ques t ion  of t h e  

- v i l l a e e  governments themselves. Would they ,  a f t e r  y e a r s  of s i t t i n g  

on t h e  s i d e l i n e s ,  r i s e  up t o  the  heavy new r e s p o n s i b i l i t i e s  put  upon then? 

The new p rogram proved i n  some p a r t  t o  be 2s r.uch a . t r a i n i n g  

exe rc i se  a s  a  de1Jc1opment program i n  1969. But es t h e  year  advanced, 

key problem a r e a s  were de tec ted  both by the  Pie tnenese  and t h e i r  

h c r i c z n  aadviscrs. Through t h e  cechanisn  of t he  CPCC, XORD and t h e  Anerican 

ixh>isor). cysten, t hese  prcblc-.s zsra sur faced  as f a r  a f i e l d  as t h e  

v i l k g e  l e v e l  a d  brought t o  t h e  zt tent i .cn of t h e  n a t i o n a l  government. 

Adjustncnts  were xade i n  1970 and i n  later yea r s  which added new dimen- 

s i o n s  t o  t h e  p rogram.  Pmong those  problems wes. t he  c l e a r  need f o r  

Fore tr2ir; ir .g a t  l ove r  l e v p l s .  The Nat ional  Tra in ing  Center a t  Vung Tau, 

c:hich l i3d trzincc! the 40,000- an Xural ~ s v ' e l o ~ m e n t  Cadre, was c a l l e d  on 



t o  t r a i n  thousands of v i l l a g e  and h ~ a l e t  o f f i c i a l s ,  and l a t e r  province 

o f f i c i a l s  i n  t h e  r u r a l  osera t ions  of t h e  Vietnamese government. Some 

v i l l s g e  o f f i c i a l s  were even sen t  e l road t o  observe o ther  l o c a l  govern- 

I n  1970, more a t tef i t ion  was placed on l o c a l  goverment administra- 

t i o n  and on province and m u n i c i ~ a l  bevelopment. USAID, which had 

a s s i s t e d  t h e  Vietnamese Ministry of Education f o r  years  i n  construction 

of elementary schools,  concluded t h e t  t h i s  aspect  of A . I . D .  operat ions 

should cone t o  a c lose .  A l a r g e  percentage of elementary-age ch i ld ren  

were i n  school and t h e  Vil lage Self-Development program was producing 

a nunber of v i l l a g e  and hamlet schools which was running ahead of t h e  

supply of t eachers .  

Vi l lcge  e l e c t i o n s  continned i n  1970, and were held i n  1,000 

v i l l a g e s  and 3,760 hamlets. I n  June, e l e c t i o n s  were held f o r  province 

end municipal counci ls ,  based on new n a t i o c a l  l e g i s l a t i o n .  These 

councils  served t o  produce a t  t h e  province l e v e l  a group of delegates 

frcm t h e  d i s t r i c t s ,  thus  providing another channel of expression between 

t h e  Vietnzaese people and t h e i r  ~ o v e r m e n t .  USAID provided p i a s t e r s  t o  

a l l o x  counc ihen  t o  execute t 3 e i r  c m  p r o j e c t s  under t h e  d i r e c t i o n  of 

r:._e CPDC. 

T h e r e  w e r ?  L,000 v i l l a g e  acd :?c:L=.t o f f i c ' k l s  t r a i n e d  a t  t h e  

;?z t ional  Training C e ~ t e r  i n  V u c ~  Tau i n  1YTO and 41,000 t r a i n e d  i n  

province t r a i n i n g  cen te r s .  

Tile I!i::istry of Rurr l  Develo1;.3ent continued i t s  dec l ine  i n  usc'u2- 

ness  even as v i l l a g e  goverments becme opera t ive  again and f i l l e d  t i ,c  

void f c r  lo-,: l s v e i  nanegenent. The X33D f i e l d  wing, the  RD Cadre, Onpi. 

It s t i l l  



4 3  

tictccpzed t o  opera te  i n  a s s i s t i n g  v i l l a g e  o f f i c i a l s  wi th  programs b u t  

i t s  primary duty, which was t o  se rve  a s  a c a t a l y s t  a t  t h e  hamlet l e v e l ,  

was Cone. By 1970 the  ac t ion  had moved t o  v i l l a g e  government. 

Province-Village Rela t ionships  

During the  many yea r s  of war i n  Vie t  Nam, con tac t  between province 

se rv ice  ch ie f s  and lover  l e v e l s  of government was minimal. The danger 

i n  r u r a l  t r l v e l  and t h e  g r e a t  p res s  of bus iness  i n  province t o m s  kept  

GIr;< o f f i c i n l s  axay from t h e  v i l l z g e s  where t h e i r  p rogram were executed. 

T h i s  weakness became more apparent a f t e r  t h e  reestabl ishment  of t h e  

v i l l a g e  goverment  as a development f o r c e ,  e s p e c i a l l y  s i n c e  many p r o j e c t s  

required a degree of t e c h n l c a l  and admin i s t r a t ive  a s s i s t a n c e  from t h e  
C 

province l e v e l  which d id  no t  e x i s t  a t  t h e  v i l l a g e  l e v e l .  

This  problem concerned t h e  GVK and USAID a t  t h e  h ighes t  l e v e l s .  

In  e a r l y  1970, t h e  Provicce Chief of An Giang Province and h i s  American 

ccunterpar t  began experimenting' wi th  methods of providing a s s i s t a n c e  

nr.d guidance f o r  v i l l a g e  governnents from t h e  province l e v e l .  This  

r e s u l t e d  in a delivery system for province t echn icz l  s e r v i c e s  knom a s  

the  Province Xobile Ass is tance  Tearr.. It wag, i n  f a c t ,  -coaposed of 

L ~ ~ Y C I C  ~.cb-t~.a:s; cne dea l ing  wf.:?~ n l l i t e r y  a f f a i r s ,  one wi th  government 

cd~inistrztic~ cn2 t h e  t h i r d  with develcpnent.  The t e a m  t r ave led  

s ; s ~ c r - z t i c a l l y  t o  each v i l l a g e  i n  the  province over  a period of months, 

nnalpzicg prosrans and progress ,  ask ing  c o r r e c t i o n s ,  and so lv ing  some 

problcrs  cn tl,c spot .  It a l s o  recorded t h e  unsolved p rob lem and 

revie:rcd then a t  province 1cvel .where they were e i t h e r  solved o r  sent 

t o  higher  l e v e l s  if necessnrp. USAID advisors  at .  t h e  Region 4 (Delta) 



headquarters  of COmS were so  impressed wi th  t h e  r e s u l t s  i n  An Giang 

t h a t  they pronoted t h e  idea  wi th  t h e  Vietnamese Corps' Coimander, L-110 

crdered a l l  provinces t o  ope ra t e  s i n i l a r  t e m s .  The An Giang Province 
I 

Chief was asked t o  present  t h i s  concept a t  t h e  n a t i o n a l  l e v e l  through a 

E#z?i. s e r i e s  of seminars f o r  province c h i e f s  and o t h e r  o f f i c i a l s .  Gradual ly,  

t h e  concept spread through most  of South Vie t  Kam and by l a t e  1971 was 

. . ,  
: , :  . !  

: I / ; ,  ..I,' 
u t i l i z e d  by t h e  Cen t ra l  Government a s  a device  t o  provide g r e a t e r  super- 

li,!< ,;:;: . . .  ' !I;.,:;;;.!- ; 
; : , ! I . : . -  

v i s i o n ,  e s p e c i a l l y  i n  t e c h n i c a l  f i e l d s ,  t o  l o c a l  governments. 
( I !  I ' !  
:;!! . : \  : ;  

USAlD pub l i c  s a f e t y  adv i so r s  gassigned t o  CORDS a t  t h a t  p o i n t ,  

continued t o  f o r  a Nat ional  P o l i c e  presence a t  t h e  v i l l a g e  l e v e l .  

By t h e  end of 1970, 10,000 o f f i c e r s  were s t a t i o n e d  i n  1,700 of t h e  2,100 

v i l l a g k s  of t h e  country.  These v i l l a g e  police' o f f i c e r s  provided t h e  

reeded s e c u r i t y  i n  t h e  expanding p a c i f i e d  a r e a s .  USAID a l s o  began 

y;!:p' 
I. . . press ing  t h e  G W  f o r  an  upward r e v i s i o n  of t h e  l o c a l  t a x  s t r u c t u r e  i n  
i : ; . . : ; 1 : ,  
I' . ,  . 

1971. Af t e r  developing a s e r i e s  of proposa ls ,  which were presented  t o  

GVK, USAID o f f i c i a l s  pressed f o r  a c t i o n .  

:::: . . ' .  
CORDS ~ ~ o v e d  t o  icprove  l o c e l  p l e ~ n i n g  during t h e  sane year .  Its 

. ,  , 
, , 

3 :  . . . ,  

, . I  , . .  :, Plans,  P o l i c i e s  and Prcgrams D i r e c t o r a t e  pressed  the  CPDC f o r  a four-  

year  p lan  vhich  ~~.-oulL a l l o v  t h e  GVK to b u i l d  sys t ema t i ca l ly  one yea r  

- at  a t i n e  cn t he  eccc- r l j s l m e n t s  of the  preceding Ye.ar* The four-year 

plan vas aSc;.ted a ~ d  ~ u t l i s k c d  v i t h  r e v i s i c n s  nade annual ly.  

The plan r e q u i r e s  i n p u t s  from each of t h e  GVX l i n e  m i n i s t r i e s  a s  

w e l l  a s  i n p t s  from Victnanese m i l i t a r y  f c r c e s .  I n  a d d i t i o n  t o  serv ing  

as  a planning document, it  served a l s o  as a kind of o rgan iza t iona l  web 



which allowed t h e  Prime Minis t ry  t o  p u l l  t h e  l i n e   ini is tries more and 

Eore i n t o  the p a c i f i c a t i o n  progrrm. It requi red  them t o  commit then- 

s e l v e s  t o  and be accountable f o r  a p a r t i c u l a r  course  of a c t i o n  i n  the  

r u r a l  a r eas .  The n i n i s t r i e s  r eac ted  a t  f i r s t  s lugg i sh ly  t o  t h e s e  

requirements,  b u t  a s  t h e  web was t ightened  t h e i r  pe r fomance  became 

more and more responsive.  

1971: The \.Tar Subsides 

The GVN arid U.S.. had reason fo r  good-cheer  by 1971. GVIIrs nat ion21 p a c i f i -  

c a t i o n  ar,d development program had begun t o  make i t s  i ~ p a c t  on Vie t  Cong 

opera t ions .  The V i e t  Cong were becoming l e s s  of a menace both m i l i t ~ r i l y  

and p o l i t i c a l l y .  One n i g h t  begin t o  see t h e  end of i t  a l l ,  when V i e t  

Cong v io lence  and p o l i t i c a l  i n t imida t ion  would reach  an acceptable  l e v e l ,  

i f  no t  d isappear  a l t o g e t h e r .  The GVN presence i n  t h e  count rys ide ,  which 

had been l a r g e l y  a myth i n  t h e  l a t e  1960's, was becoming a r e a l i t y .  I n  
. . 

many v i l l a g e s  n a t i o n a l  policemen, n o t  s o l d i e r s ,  were keeping t h e  o rde r .  

Developmental programs a t  v i l l a g e  and province l e v e l  had evolved i n t o  

u s e f u l  ad junc t s  t o  t h e  t o t a l  counterinsurgency program. The v i l l a g e  

l e v e l  of government was managing l o c a l  p rogram nore  capably than  the  
0 

h a n l e t s  did be fo re  them. Province Xobile  Ass is tance  Team were providing 

adequate suGervision and a s s i s t a n c e  t o  t h e  i r i l l a g e s  i n  many provinces. 

f i a t ioha l ly ,  i n f l a t i o n  had reached a new low end t h e  p o s s i b i l i t y  of 

g iv ing  more a t t e n t i o n  t o  developnent ma te r i a l i zed .  

Rural  Development Cadre, Role Revised 

However, t h e r e  were still major unsolved problems. The Rural  



D e v e l ~ p n ~ n t  Cadre groups whose r o l e  a s  s u b s t i t u t e  government teams 

hzd faced w i t h  t h e  r e s u r r e c t i o n  of v i l l a g e  governments, were b a s i c a l l y  . . 

! unenployc5 by 1971. The CORES Comuni ty  Development 'D i r ec to ra t e  

chanpicr!ec! a  new r o l e  f o r  t h e  cadremen a s  e n e r g i z e r s  a t  t h e  v i l l e g e  l e v e l  

of CPDC p r o g r a m .  Both t h e  Pl iniscer  of Rura l  Develcpnlent and t h e  Prime 
in 

. !  
K i n i s t e r ' s  o f f i c e  agreed.  As 2 r e s u l t ,  ear ly/1972,  MORD's cadrenen were 

. . ,  I . .  . ,  
1 ,  . 

: ! : , , ; : ! . ; ,  . 
, : , ;  , , ! 4 ,  

i s . l ,  
r e fo rced  a s  V i l l a g e  P a c i f i c a t i o n  and Development ~ e a z s  and ordered  t o  

1 * . i , ; . .  I . , : ' . , .  1 '  

. ,  ! , ' !  
;I;; ; ,+;  
:!$i$,: a s s i s t  end s u p e r v i s e  a l l  CPDC programs a t  t h e  v i l l a g e  l e v e l .  The 
, , < . ,  . , ,  

,, c a d r e ' s  deployment t a d  been undergoing t r ans fo rma t ion  f o r  some t i m e .  

The s i z e  of each teatn had bekn reduced from 59 men, mos t ly  s e c u r i t y  

I 
troops,, i n  1966 t o  30-man t eans .  I n  1972, t hey  were d i spe r sed  throughout 

1 ,800 of t h e  2,100 v i l l a g e s  w i t h  as f e w  a s  t h r e e  menbers of t h e  cad re  i n  

(13%) o2era ted  a  ?*Iontagnard cadre ,  k n m n  a s  t h e  Son Thon Rura l  Develop- 

smaller v i l l a g e s .  Th i s  new deployment and i t s  accompanying new miss ion ,  

provided t h e  RD Czdre w i t h  more t5an  enough t o  keep them busy a t  t h e  

v i l l a g e  l e v e l .  It a l s o  provided t h e  a i l i n g  >!inistry of Rura l  Develop- 

ment w i t h  a  new l e a s e  on l i f e ,  

ment Ca2re. Although poor ly  i r a i i x d ,  they  were deployed i n  s o ~ e v h a t  t h e  
- -- 

same conf i g u r a t l o n  as t h e  Rura l  Developoent Cadre, b u t  l o c a t e d  i n  pro- 

> '  I : , ; ; !  
!. . ,  I 

, l : . ! l i : ! ]  

v inces  w i th  a  h igh  Xontagnard popula t ion .  Both m i n i s t r i e s ,  KDM and PIOEU), . 

Another m i n i s t r y ,  t h e  Min i s t ry  f o r  Development o f  E thnic  I i i n o r i t i e s  

e rpkes ized  t h e  d e c e n t r a l i z e d  n a t u r e  of  t h e i r  o p e r a t i o n s  by t h e  deployment 

of t h e i r  czdrcmen, a s  shown i n  t h e  l a t e  1973 f i g u r e s :  



Assigned t o  .Ministry i n  Saigon 

Assigced t o  Provi rxe  Headquarters 

Assigned t o  D i s t r i c t  Headquarters 

MOKD Cadre MDEM Cadre 

Assigned t o  v i l l a g e s  

T o t a l  

15 8 5 0 

1,572 327 

1,377 none 

15 916 -9- 2,893 

19,043 3,270 

Y i l  l age  I>evelopaen t Funded Local ly 

The V i l l a g e  Self-Developzent Program was opera t ing  w e l l  enough. But 

i ts  suppor t  s t i l l  came mostly from USAID generated f u ~ d s  a t  t h e  n a t i o n a l  

l e v e l .  C O N X  propclsed ' in  1971, t h a t  t h e  V i e t c m e s e  Government gradual ly  

phase t h i s  program i n t o  l o c a l  v i l l a g e  t axa t ion .  A t  t h e  same time, GVN 

was informed t h a t  t h e  V i l l a g e  Self-Developnent Progrsm.would be phased 

ou t  of U.S. funding a t  t h e  end of 1973. The GVN agreed somewhat unenthu- 

s i a s t i c a l l y  wi th  t h i s  i dea ,  and published r e fe rences  t o  i t  i n  i t s  a n m a 1  

p lans .  But i t  took no a c t i v e  s t e p s  t o  promote t h e  p r i n c i p l e  of  r ep lac ing  
8 ,  . I .  , I  :,:.;/ 
. . , .  . . /  . . .  . .  i U.S. funds wi th  l c c a l l y  generated ones. The U.S. 'pos i t ion  remained and 

on May 21, 1973, t h e  N i n i s t e r  of Rural  Development and t h e  Min i s t e r  of 

: I  I 
I n t e r i o r ,  s igned a  j o i n t  c i r c u l a r  address  t o  province c h i e f s ,  o u t l i n i n g  t h e  

I '  

4 1  i l,,, ' i) 
s t e p s  vhich  nus t  be taken t o  a s su re  a  smooth t r a n s i t i o n  of t h e  v i l l e g e  

Self-Deve10p~:ent Program from n a t i o n a l  t o  v i l lage- f inanced  funding. In  

1971, 2c v i l l a g e  t axes  were cc>i:~:!itted . t o  t h e  VSD Program. I n  1972, 60 ~ i l -  

l i o n  p i a s t e r s  were c o n i t t e d .  Eore than 370 n i l l i o n  were c o q i t t e d  i n  1973. - 
I n  e a r l y  1974, a l l  VSD funding w a s  turned o v e r ' t o  v i l l a g e  governaents.  

Althcugh s o  t a l l y  was nade of t he  1974 v i l l a g e  t axes  used f o r  developmcnt, 

i t  i s  est imated t!laL a t  l e a s t  one or . two b i l l i o n  p i a s t e r s  w a s  c o m i t t c d .  



Redirec t ion  of F i e l d  Advisors 

U.S. f i e l d  adv i so r s  were a l s o  t h e  s u b j e c t  of r e d e f i n i t i o n  i n  1971. 

Through t h e  yez r s ,  a l though they had received gene ra l  ~ u i d a n c e  from 

above, t h e i r  d u t i e s  remained somewhat i l l -de f ined .  And i n  some cases ,  

r e 1 1  meaning adv i so r s  had l o s t  s i g h t  of o v e r a l l  g o a l s  i n  o rde r  

t o  address  l c c a l  pro5lens which were n o t  n e c e s s a r i l y  gemane t o  t h e  

c e n t r a l  i s s u e  of g e t t i n g  l o c a l  government on i t s  f e e t .  Some f i e l d  adv i so r s ,  

e s p e c i a l l y  i n  M i l i t a r y  Region 11, f e l t  t h e i r  presence was unproduct ive,  

perhaps even counter-productive 2.nd questioned t h e  v a l i d i t y  of t h e i r  

r o l e s .  However, t h e  CORDS reg iona l  adv i so r s  i n  Region IV, t h e  De l t a ,  

had developed a l i s t  of g o a l s  and a job d e s c r i p t i o n  f o r  province develop- 

nent  o f f i c e r s  e e r l y  i n  t h e  year .  These goa l s  and t h e  job  d e s c r i p t i c n  

were reviewed and r e v i s e s  by o t h e r  r e g i o n a l  o f f i c e r s  and by CORDS/YACV 

and ordered i n t o  gene ra l  u se  on September 6, 1971. They remained i n  

e f f e c t  u n t i l  CORDS uzs  disbanded i n  1973. 

Ethnic Minor i t i e s  Prograzs Redesianed 

USAID had given e i d  t o  t h e  non-Vietnaoese mountain people of 

Viet Sae (Yontagnard) f o r  s o ~ e  y,:ars. Thei r  needs were g r e a t ,  t h e i r  

a s s e t s  were few and p rcg res s  w e s  p a i n f u l l y  slot?. I n  1971, a Montagnord, 

Say Lue t t e ,  fras ramed : . : inister of t h e  Xiniscry  f o r  Development of Ethnic 

P l inor i t ies .  Although c h r o n i c a l l y  ill wi th  tuberculous ,  he proved t o  b e  

ener.getic 2nd d e t e m i c c d  t o  push progra3.s foncard f o r  h i s  people. In 

h i s  f i r s t  e f f o r t s ,  he at tempted t o  a t t a c k  a l l  known problems simultanecusly,  

i d i spe r s iug  h i s  very  l i ~ i t e d  hunen resources  too  t h i n l y .  A f t e r  d i scuss ions  



wi th  t h e  Rural Developrent advisory  s t a f f ,  he  

reorganized h i s  min i s t ry ,  and concent ra ted  on 

l rnd  reform, educat ion,  a g r i c u l t u r e  and p u b l i c  

Using t h e  Kat iona l  ?:ontagnard Tra in ing  Center 

. . 

narrowed h i s  goa l s ,  

improving r u r a l  development, 

h e a l t h  i n  t h e  Highlends. 

i n  P l e iku ,  a USAID suppcrted 

p r o j e c t ,  h e  developed a s e r i e s  of s h o r t  t e r n  programs t o  f i l l  t h e  t r a i n i n g  

voids  among h i s  people.  These programs covered s u b j e c t s  i n  h i s  s p e c i f i c  

f i e l d s  of i n t e r e s t  as w e l l  a s  i n  such a r e a s  a s  l i t e r a c y  t r a i n i n g  f o r  l o c a l  

o f f i c i a l s  and courses  i n  condnct of t h e  USAID-sponsored P i l l a g e  Se1.f 

Developnent Progrem, which hed been going poor ly  i n  t h e  Montagnard a r e a s  

s i n c e  1969. Tlie BiDDf continued t o  concen t r a t e  i n  t h e s e  a r e a s  throughoat 

t h e  balznce of t h e  l i f e  of t h e  Republic of V ie t  Nam. 4 

. 
The 1972 Cornunist  Invas ion  

Although t h e  Vie t  Cong seemed t o  provide  an  ever  decreas ing  t h r e a t  

t o  t h e  South Vietnamese, by e a r l y  1972 i t  was gene ra l ly  agreed t h a t  t h e  

h'orth Vietnamese Amy was p reps r ing  a l a rge - sca l e  con\7entional a s s a u l t  on 

South W e t  Sam. But i n p o r t a n t  ques t ions  had t o  awai t  t h e  a r r i v a l  of t h e  

North Vietnamese Army f o r  an ansver :  where, and when? 

A t  t h e  end of Iiarch, t h e  h'orth Vietr,a::ese, supported by Vie t  Cong 

f o r c e s ,  s t r u c k  South Vie t  h'am wi th  t h e  f i r s t  l e rge - sce l e  convent iona l  

c e ~ p a i g n  ever  launched i n  t h e  ;Tar. Bols te red  by heevy tznke of C k i ~ e s e  

and Russian o r i g i n ,  they advanced a c r o s s  t h e  17 th  p a r a l l e l  into.Quang 

T r i  province a n d ' a t t e c p t e d ,  x i t h o u t  success ,  t o  reach Bue. From the  

western border  they  mwed  fro^ .Laos. i n t o  Contum Province where t h e i r  

fo rvs rd  advance w a s  s tyn ied  a t  Kontun City'. During t h i s  o f f e n s i v e , . o n e  
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of USAID's most a b l e  and r e n o m  f i e l d  o f f i c e r s ,  John Paul  Vann, was 

k i l l e d  or. 

Vann , who 

c a r e e r  2s 

appointed 

June 9 t h  i n  a h e l i c o p t e r  c r a sh  between Kontum and P l e i k u .  

f i r s t  s cn -ed  wi th  t h e  U.S. Army i n  V ie t  Xam, began h i s  USATD 

province r e p r e s e c t a t i v e  t o  Hau Nghia Province and had been 

t h e  s e n i o r  m i l i t a r y  adv i so r  t o  1 - l i l i t a ry  Region 11 t h e  year 

be fo re  llis dea th .  

Another h'orth Vietnamese t h r u s t  i n  K i l i t a r y  Region I11 placed  t h e  

province of Binh Long i n  jeopardy and t h e  province  c a p i t a l ,  An Loc, was 

l eve l cd  dur ing  b i t t e r  f i g h t i n g .  But a t h r u s t  from Cmbodia i n t o  t h e  

De l t a  of South Vie t  Kam proved unsuccessfu l .  There was i n t e n s e  f i g h t i n g  

i n  a  number of South Vietnamese prbvinces.  But when t h e  f i g h t i n g  d i ed  

down, most of South V i e t  N m  was spared t h e  f u l l  b run t  of t h e  invas ion .  

The invas i cn  c rea t ed  a number of c i v i l  p r o b l e m .  Of f i r s t  inpor-  

t ance  t o  t h e  COFLDS e f f o r t  was t h e  c a r e  of more than  a  m i l l i o n  r e fugees ,  

most of t hen  i n  M i l i t a r y  Region I. Province a d v i s o r s  were d i r e c t e d  t o  

t u r n  t h e i r  f i r s t  e f f o r t s  to:~srds ea s ing  t h e  problerus of t h e  re fugees .  

The r u r a l  developsent  process  was converted of n e c e s s i t y  t o  f i t  

t h e  occasion.  A f t e r  a s s i s t i n g  wi th  re fugee  r e s e t t l e n e n t ,  a d v i s o r s  

turr,..d t h e i r  a t t c z t i o n  tov.:ar?s t h e  2ecll:at-ed l o c e l  governzents and 

t h e i r  f s c i l i t i e s .  

Ey Xay, t h e  C-V:; an2 U.S. ha? proLucec! a recovery program t o  r ega in  

ground l o s t  t o  t h e  enezy and t o  r e s t o r c  l o c a l  governnent and f a c i l i t i e s  

i n  a r e s s  where f igh t i r . 3  had destroyed tkem. There were 245 v i l lz iges  

whose gcverneents  hed been placed out  oC a c t i o n  by Kovember 1972. I n  



a d d i t i c n ,  t h e  province c a p i t a l s  of An Loc and Quang T r i  had been des- 

troyed. and t h e r e  had been ex tens ive  damage t o  o t h e r  province a s  w e l l  as 

d i s t r i c t  c a p i t a l s .  V i l l a g e  e l e c t i o n s  were  temporar i ly  suspended t o  pre- 

ven t  i n f i l t r a t i o n  by t h e  enemy. 

The CPDC was placed i n  charge of recovery by t h e  GVN. Working wi th  

this group t h e  COFJJS Cor;a.unity D e v e l c p c n t  D i r e c t o r a t e ,  l a t e r  t h e  USAID 

Rural ~evk lopmen t  D iv i s ion ,  proposed i n  June  t h a t  t h e  GVN t a k e  s e v e r a l  

s t e p s  t o  exped i t e  recovery: 

1. Get l o c a l  gove rmen t s  back i n t o  ope ra t ion .  

2. D ive r t  e x i s t i n g  m i n i s t e r i a l  budgets  a s  %re11 a s  USAID r u r a l  

development funds t o  recovery programs r a t h e r  than awai t  a d d i t i o n a l  funds 

f r o o  undetermined sources .  

3 .  Develop a p i l o t  province program t o  i r o n s r u t  funding and manage- 

ment problems wh i l e  w a i t i n g  f o r  t h e  f i g h t i n g  t o  d i e  down i n  o t h e r  provinces.  

4. Use e x i s t i n g  r u r a l  d ~ v e l o ~ m e n t  funding procedures  and managerial  

p rocesses  t o  manage t h e  p r o g r a m  of recovery.  

These s t e p s  u e r e  takcn and t h e  CPDC took the  l e a d  i n  managing r u r a l  

recovery p r o g r a m .  The e x e r c i s e  a l s o  gsve t h e  CPDC nsG i n s i g h t s  i n t o  t h e  

n?.zzjerent  of r z r a l  p rogra ix  tl.rcugh c l o s e r  coo rd ina t ion  of a l l  a v a i l a b l e  

gc \7er~r ien t  Z ~ ~ E C ~ S .  The l i ~ e  ~ i n i s t r i e s ,  wh.ich s e v e r a l  yea r s  be fo re  had 

been r e t i ce r , t  t o  cooperate  on such j o i n t  p r o j e c t s ,  jo ined  t h e  recovery 

e f f o r t  wi th  s u r p r i s i n g  enthusiasn;,  cor r -~ i t t ing  both funds and personnel  

t o  a s s u r e  t h e  n o s t  e f f i c i e n t  conduct of recovery programs. 
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Agreement by t h e  l i n e  m i n i s t r i e s  represented  a  s ingu la r  achievement 

f o r  the  P r i c e  Minis t ry ,  which had no t  been a b l e  t o  ob ta in  such a quick . . 

znd responsive r e p l y  i n  the  pas t .  The ~ i n i s t e r i a l  response was p a r t l y  

due t o  t h e  n a t u r e  of t h e  problem: a  c r i s i s  brought on by the  North , 

Vietnamese G r r q  invasion.  But i t  a l s o  i l l u s t r a t e d  the growing power of 

the  Prime Minis t ry  over t h e  l i n e  n i n i s t r i e s .  

By Novenber, 1973, t he  number of defunct  v i l l age .gove rnnen t s  had 

bzen w h i t t l e d  from 245 t o  127. Frcm recovery,  CPDC moved i n  1973 again  

i n t o  r u r a l  r econs t ruc t ion  where i t  continued to. opera t e  u n t i l  Sa igon ' s  

CCRDS Disbended 

On January 27, 1973, a Cease F i r e  sounded t h e  end of U.S. m i l i t a r y  

p a r t i c i p a t i o n  i n  t h e  Vie t  E k r ,  e f f o r t .  It a l s o  heralded t h e  end 6f FACV's 

p a c i f i c a t i o n  and developmnt  opera t ions  under CORDS. The U.S. m i l i t s r y  

e l e z e n t s  were quickly  witherawn. The Pub l i c  Safe ty  Divis ion ,  a f f e c t e d  

i c ~ e d i a t e l y  by t h e  Cease Fire Provislorrs,  was k-ithclrawn from Vie t  h'am. 

The c o m u n i t y  ( r u r a l )  development e f f o r t  and the war v i c t i m  e f f o r t  i n  

C O X X  wcre t r a n s f e r r e d  t o  U L U D  on February 1. Hovever, CORDS was 

l i s S x d e Z  on Xarch 1, 1973, another  o f f i c e  was s e t  up under t h e  Anbassador 

t o  ca r ry  out f i e l d  ope ra t ions  i n  t k e  absence of t h e  m i l i t a r y  2nd t o  

non i to r  GI1;: a c t i v i t i e s  i n  t h e  p a c i f i c a t i o n  and development a rea .  The 

Specia l  Assir-tmt t o  t h e  A~bzssador  f o r  F i e l d  Operat ions (SAATO) was 

appointed. This  new o f f i c e  contained 159 USAID posi t ions, ,  17 of which 

1.-eke i n  Saigcn, 59 at: t he  r eg iona l  l e v e l ,  and 83 a t  t h e  province l e v e l .  



The f i e l d  enployees were subsumed under t h e  o p e r a t i o n a l  c o n t r o l  of 

f o u r  consu la t e s  gene ra l  which were e s t a b l i s h e d  i n  Da Nang (MR-I), 

Xha Trang (:-X-II), Bien Hoa (PIR-111) , and Can Tho (FIR-LV), r e p l a c i n g  

t h e  f o m e r  U.S. m i l i t a r y  advisory  corcniands. 

A t  t h ~  t i n e  of t h i s  o r g a n i z a t i o n a l  change, t h e r e  were 343 USAID 

p c s i t i o n s  r ena in ing  i n  t h e  f i e l d  e f f o r t  . ~ o r t y f  our of them were 

r e tu rned  t o  A. I .D.  w i th  t h e  r e t u r n  of t h e  Cornunity Development (10 

p o s i t i o n s )  and War Vict ims (34) func t ions .  Engineering,  l o g i s t i c s  and 

d a t a  process ing  p o s i t i o n s  i n  CORDS produced 17 a d d i t i o n a l  r e t u r n s  t o  

USXID.  A t o t a l  of 123 COP3S p o s i t i o n s  were abol i shed .  SAAFO remained 

. i n  ope ra t ion  u n t i l  the f a l l .  of Saigon providing a  l i g h t l y  manned f i e l d  

e f f o r t  which responded t o  and monitored p r o b l e m  i n  r u r a l  a r e a s .  The 

t o t a l  nurober of p o s i t i o n s  i n  SUFO vas reduced t o  85 i n  1974 and re-  

mained a t  t h a t  l e v e l  u n t i l  t h e  f a l l  of t h e  GI%. 

Fron February 1973 u n t i l  i t s  d e a c t i v a t i c n  i n - ~ u n e ,  1974, t h e  

Saigon-based USAID Rura l  Developzcnt D iv i s ion ,  which dropped' t o  s i x  

p o s i t i o n s  dur ing  t h e  y e a r ,  worked l e s s  and l e s s  wi th  t h e  f i e l d  a d v i s e r s  

coi lcentrat ing i t s  r e m i n i n g  r e sources  on d e a l i n g  wi th  t h e  n i n i s t r i e r  of 

Rural  C e \ r e l o p i r ~ n ~  ar?d E t h i c  X i o o r i t i e s  and wi th  t h e  Cen t r a l  Pac i f i ca -  
1 

t i o n  a ~ d  C e v e l o p ~ e n t  Ccucc i l ,  vhich had been r edes igns t ed  t h e  Cent re1  

of Rura l  Development was abol i shed  and i t s  r ena in ing  a s s e t s  p laced  f o r  

adc in i sc ra l i - zc  purposcs under t t e  E i n i s t r y  of I n t e r i o r .  Its o p e r a t i o n a l  

c o n t r o l  was given t o  t h e  C e c t r a l  Reccns t ruc t ion  and Development Council .  



This ,  i n  e f f e c t ,  placed under o x  command those  n a t i o n a l  a s s e t s  which 

provided canagcment t o  province governments. The r epa in ing  RD c a d r e ~ e n  

who provided inpe tus  a t  t h e  v i l l a g e  l e v e l  a l s o  were d i r e c t e d  by t h e  

counci l .  

Rura l  Development Flails For 1974 

Alth.su$ USAID planned t o  d i scon t inue  i t s  s e p a r a t e  Rura l  Develcpnent 

p r o j e c t  i n  1974, 85 A. I .D.  o f f i c e r s  remained i n  t h e  f i e l d  under SAkFO. 

And t h e  t h r e e  elements  of t h e  ~ i e t n a n e s e  Government concerned wi th  r u r a l  

developcent continued i n  l a te  1973 t o  p l an  f o r  cont inued development 

e f f o r t s  i o l l o v i n g  t h e  gene ra l  p a t t e r n  of prev ious  years .  

The CPDC, under i ts new t i t l e  of Cen t r a l  Recons t ruc t ion  and Develop- 

nen t  c o u n c i l  (CRDC), was a l l o c a t e d  $2.75 b i l l i o n  p i a s t e r s  t o  cont inue  

its province  r e c o n s t r u c t i o n  e f f o r t s .  The Min i s t ry  f o r  Development of 

Ethnic  M i n o r i t i e s  was a l l o c a t e d  630 m i l l i o n  p i a s t e r s  f o r  con t inua t ion  of 

t h e  somewhet narrower i n t e r e s t s  agreed on between i t  and USAID. The 

X i c i s t r y  of R u r a l  Development, draving on s o m  years of  i t s  experience 

i n  r u r a l  plznning,  conducted a year-long e x e r c i s e  i n  1.973, producing 

proposz ls  f o r  a  number of v i l l . ~ ?  development prosrEr,s,  i nc lud ing  a  

cont inua t ion  of v i l l a g e  r e c o n s t r u c t i o n  of war-dmaged f a c i l i t i e s  which 

i t  had l x ~ m  i n  1972, by rcprogrzrr3ing i t s  O L T  f u n l s .  S I C X I  rece ived  

approval t o  undertake 1 8  of t hese  proposals  a t  a c o s t  of 3.8 b i l l i o n  

p i a s t e r s ,  rriar t o  i t s  dissol~tlor-,. 

Altc:ether, t h e s e  s p e c i f i c  r u r a l  development and r e c o n s t r u c t i o n  

p c p o s a l s  requi red  7.3 b i l l i o n  p i a s t e r s  f o r  t h e  ca lendar  y e a  1974, all 



of which were provided by USAIT)-generated p i a s t e r s .  TFlen in 194, 

t h e  2 i i c i s t ry  of Rural  Development was.merped with  t h e  Min i s t ry  of . 

I n t e r i o r  and t h e  Canr ra l  Reconstruct ion ond Development Council. This  
0 

c a j o r  o r g a n i z a t i o n a l  change, d d e d  t o  a s h o r t f a l l  of t o t a l  fucds  m a i l -  

= .  a b l e  t o  thc  GVN, brought on a re -eva lua t ion  of t o t a l  p r o g r a m i n g  and 

nzny of t h e  programs planned were d iscont inued .  This  n a j o r  r u r a l  

developacnt planning e f f o r t  on t h e  p a r t  of t h e  GVN was i ts  l a s t  i n  a 

long  s e r i e s  of t r i a l  and e r r o r  a t t e n p t s  begicning i n  1954 through t h e  

u l t i m a t e  c o l l a p s e  of t h e  governiient i n  A p r i l  1975. 

The S h i f t  Towards ~ e c e n t k a l i z a t i o n  , 

Pur ing  20 y e a r s  of U.S. suppor t  f o r  r u r a l  developioent i n  Soath 

V i e t  R a ,  a numher of changes tool: p l ace  which g r e a t l y  modified t h e  

11:-, -1 ,, , ,lJ - p e r f o m a n c e  of l o c a l  governments i n  South Viet Nan. 
I ' I .  

I I 
scrviczs had v i r t z s l l y  cone t o  a s t a n 2 s t i l l .  

, .  . : : t  . 
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Ey 1374, v i l l a g e  governnents had been r e s u r r e c t e d ,  t h e i r  o f f i c i a l s  

Fro=! 1954 through 1963, v i l l a g e  and hamlet governments, a l r e a d y  

weakened by war, dropped even l o v e r  i n  performance and even v i s i b i l i t y  

u e r e  l e r z e l y  elccrc?,  ~ 2 6  they m r e  gencr.aticg a t  l e z s t  a b i l l i o n  

; I , : : ! : 2 ,  :! t o  ths p o p l a t i o n  zs g u e r i l l a  war increased .  There was l i t t l e  c o c t a c t  
. , . .  
l ! ~ ? : . , ,  
: I I !  
I .  8 . ;  .! 
. . , .  . , , . ,  , ,  . I  

with  t h e  pcpula t ion  belo!:. t h e  provlnce l e v e l ,  and l o c a l  government 
. . . . \ 

p i a s t e r s  worth of p c 2 l i c  u se  p r o j e c t s  which they thenlselves funded froin 

l o c a l  tzxes .  They v e r c  rzaking t h e i r  oxm (!ecisions on c h a t  t o  do and 

how t o  ?:-~y f o r  i t .  



Province governments were a c t i v e  not  only i n  t h e i r  OLTI a f f a i r s ,  

bu t  i n  supe rv i s ing  and suppor t ing  t h e  development e f f o r t s  of t h e  

v i l l a g e s .  And a t  t h e  n a t i o n a l  l e v e l ,  t h e r e  was a  reasoned planning 

process  which supported and encouraged l c c a l  d e v e l o p ~ e n t  and p a r t l y  

f inanced some of t h e  l a r g e r  p r o j e c t s .  

The crowning achievement of t h e  S O U ~ ~ I  Vietnamese government i n  

r u r a l  o f f a i r s  emerged i n  1973 wi th  t h e  launching of t h e  Adminis t ra t ive  

Revclution. It can b e  s a i d  t h a t  t h e  i d e a  t o  launch t h i s  massive e f f o r t  

a t  d e c e n t r a l i z a t i o n  was pu re ly  Vietnamese. But t h e  methods used t o  

d e f i n e  t h e  program, t o  t r a c n  t h e  pub l i c  s e r v a n t s ,  t h e  very  i d e a  of 

d e c e n t r a l i z a t i o n  i t s e l f ,  was t h e  e&bodiment of those  b a s i c  p r i n c i p l e s  

espoused from t h e  1950's  onward by US4ID advisors .  

The Adminis t ra t ive  Revolut ion attezipted t o :  d e c e n t r a l i z e  t h e  

decision-making process ;  p l a c e  v i l l a g e  and province  c h i e f s  squa re ly  i n  

charge of l o c a l  o p e r a t i o n s ;  d i scover  and e l i m i n a t e  bo t t l enecks  i n  t h e  

a r c h a i c  GVN system; and i n c r e a s e  l o c s l  

of the national ministries. 

The Adminis t ra t ive  Revolut ion had 

USAID r u r a l  d t \ v c i ~ p ~ c n t  e f f o r t  i n  Y i ? t  

government s t a f f s  a t  t h e  expense 

s p z c i a l  s i g n i f i c a n c e  f o r  t h e  

?:an! f o r  i t  o f f e r e d  s o l u t i o n s  t o  

p r o b l e m  of ove r -cen t r a l i za t ion  which 1126 delayed and sone t ines  f o i l e d  

r u r s l  deve loprent  p r o g r a m  throcgh t h e  y x  c-  -rs.  

J u s t  a s  USAID had deployed no re  than  h a l f  i t s  personnel  t o  t h e  f i e l d  

by 1968, GVX k s  detcm-ined t o  deploy a  l a r g e r  n u ~ b e r  of i t s  300,000 

c i v i l  s e r v a c t s  i n  r u r a l  a r e a s .  Using t h e  FJ cad re  approach, t h e  GVN 

( chose t c  gzrb  i t s  c i v i l  s e r v x t s  i n  b lack  p e j m a s  2nd t r a i n  then  a t  t h e  



RD cadre ' s  f o m c r  t r a i n i n g  c e n t e r ,  t h e  Kat ional  Tra in ing  Center  at  

Vung Tou. 

Piuch of t h e  e a r l y  plarrning f o r  t h e  Adminis t ra t ive  Revolution w a s  

done by t h e  bIir , ister of Rurel  Developnent and by t h e  A s s i s t s n t  Min i s t e r ,  

Quach Iiuynh Iia, who was s e l e c t e d  by P res iden t  Thieu t o  head t h e  program 

i n  June,  1973. 

A fu l l e ;  d i scuss ion  of t h i s  program w i l l  be  found under t h e  Pub l i c  

Administrat ion s e c t i o n  of t h i s  r e p o r t .  From t h e  s tandpoin t  of t h e  r u r a l  

development e f f o r t  i n  South vie; Pam, i t  o f fe red  t h e  promise of c a t a p u l t i n g  

r u r a l  development ahead by pe rmi t t i ng  l o c a l  problems t o  be solved by 

l o c a l  governments wi th  a  sufficient nunber of s u i t a b l y  t r a i n e d  s t a f f  

members. However, before  t h e  Administrat ive Revolut ion had developed 

t o  t h e  po in t  of s i g n i f i c a n t l y  a f f e c t i n g  r u r a l  development, i t  was 

o b l i t e r a t e d  i n  t h e  f a l l  of t h e  Saigon t o  t h e  Comxni s t s .  A s  a  

developnents l  process ,  i t  ~ u s t . r e n a i n  i n  t h e  realm of theory .  

. r ye  rvc.ll:t -: 5- of Rural Developnlent , 1902-74 

Through a  process of evolu t ion ,  Scuth Vie t  R2.n'~ r u r a l  development 

prograns were t r a n s f o r m d  by 1?74 i n t o  sonething q u i t e  d i f f e r e n t  than 

t h e  prozrans of t h e  e a r l y  Sixties. I n  r e t r o s p e c t ,  t h e  t r a n s i t i o n  from 

program based et t h e  hamlet l e v e l  t o  t h o s e  managed a t  t h e  v i l l a g e  

l e v e l  was a  r e l a t i v e l y  s i ~ p l e  mat te r .  k t  t h e  d e c i s i o n  t o  m2.e t h e  

change was considerebly no re  complex. The V i e t n m e s e  r e luc tance  t o  

develop v i l l a g e  govercnents ex i s t ed  a t  l e a s t  as f a r  back a s  1954. 

P r e s i d m t  Diem was strongly.opposed t o  i t r eng then ing  v i l l a g e  governments. 
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It was he  who suspended v i l l a g e  e l e c t i o n s  i n  hopes of s t rengthening  t h e  

c e n t r a l  government. The American push f o r  d e c e n t r a l i z a t i o n  was negated 

by 5 e m ' s  d e s i r e s  i n  the  cppcs i t e  d i r e c t i o n  i n  f avor  of s t ronge r  c e n t r a l  

c o n t x l .  The f i r s t  i n d i c a t i o n  t h a t  t h e  GVN would move towards decen t ra l -  

i z a t i o n  caze when t h e  GVN announced resumption of v i l l a g e  e l e c t i o n s  i n  

1967. This  uzs followed i n  1969 by revanping t h e  e n t i r e  counter insur-  

gency program along t h e  l i n e s  of no re  autonomous v i l l a g e  goverrments. 

I n  t h e  f i n a l  yea r s ,  t h e  r u r a l  development programs which were 

l a r g e l y  conceptual ized by USAID/CORDS o f f i c e r s  2nd funded f o r  t h e  most 

p a r t  by USA1i);enjoyed a  degree of s e c u r i t y  from t e r r o r i s m  which made 

t h e  d i f f e r e n c e  between success  and f a i l u r e .  This  s e c u r i t y  was t h e  

r e su l t i  of t h e  massive s h i i t  of s e c u r i t y  e s s e t s . t o  r u r a l  a r e a s  by t h e  GVN 

f r o 3  1969.on. The decisi .on t o  make t h a t  s h i f t  w a s  brought about i n  a 

l a r g e  p a r t  by t h e  in f luence  of COmS f i e l d  adv i so r s '  recommendations 

through t h e i r  channels  t o  t h e  GVE. 

The programs developed a re levance  t o  one another ,  brought on by 

the  planning requi renents  t o  cons ider  t h e  s e v e r a l  a spec t s  of t h e  prograns 

Inc lus ing  the  c i l i t s r y  acd c i v i l  aspec ts .  The requi renent  t o  p l an  f c u r  

years  i n  a ? v ~ c c e  forced  i c t o  view t h e  r e a l i s t i c  prospect ive  t i ~ e  f r a n e  

required t o  y r c i f y  e l l  of Yict  >?.!an. This ,  i n  t v r n ,  helped the  GVN and i t s  

a l v i s o r s  u n d a r s t ~ n d  b e t t e r  how t o  deploy i t s  increased  ~ i l i t a r y  and c i v i l  

fo rces  more e f f e c t i v e l y  i n  o rde r  t o  a c c o ~ p l i s h  t h e  whole t a sk .  

I n  s p i t e  of t h e  e a r l y  ob jec t ions  t o  l o c a l  autonomy, t h e  GVN had been 

r e s t ruc tu red  f r c n  t h e  ground up. The e a r l y  work i n  hanilets not  only 



provided the GW w i t h  expsr ience  i n  dea l ing  w i t h  l o c a l  governments but 

a l s o  cont r ibuted  t o  the  development of a degree of competence among 

ha~nle t  l eade r s  which proved u s e f u l  l a t e r  when these  l e a d e r s  had t o  

respond t o  t.?le a u t h o r i t y  of t he  v i l l a g e  goverirment. The v i l l a g e  govern- ' 

nent  i t s e l f  received a g r e a t  d e a l  c-f a t t e n t i o n  from U . S .  and GVN o f f i c i a l s  

a l i k e .  The province gcverment vas addres sed .a t  t h e  same time w i t h  

inc reas ing  i n t e r e s t  a s  i t  became c l e a r  t h a t  v i l l a g e s  needed suppor t  and 

guidance from t h e  province l e v e l  i n  o rde r  t o  funct ion  e f f i c i e n t l y .  The 

r e l a t i o n s  betwecn province governinents and v i l l a g e  governments were 

addressed thrcugh t h e  province n o b i l e  a s s i s t a n c e  teams. And, through t h e  

CFDC, r e l a t i c n s h i p s  between t h e  cGecutive o f f i c e  and t h e  l i n e  m i n i s t r i e s  

were addressed wi th  r e s u l t a n t  improvexent i n  r e l a t i o n s  between them., 

liuch of t h e  t a r g e t e d  a c t i v i t y  of CORDS f i e l d  developnent adv i so r s  

was concerned w i t h  o rgan iza t iona l  r a t h e r  than t e c h n i c a l  problems; of 

b u i l d i n g  a goverment  which could co taun ica t e  down and up acd which 

could nanage m l t i f a c e t e d  programs spread over a wide geographica l  a r ea .  

A s  USAID'S r u r a l  developxent p r o j e c t s  were phased o u t  i n  e a r l y  

1374 and funding decreased,  t he  prograas i t  had developed, reny of which 

continue3,  f ~ l l  i c t c  t h i s  o v e r a l l  p2ttern of devel.oping governnsnt 

- i n s t i t u t i o n s  which could manage, and i n  some cases.even fund l o c a l l y ,  t h e  

l - ~ y i ~ ~ s  d e ~ 5 1 ~ ~ z e n t  pr0Gral-s. (A d e s c r i p t i o n  of each .prograin i s  found 

i n  Attachment 2 which follow;;. ) 
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m- l n e  precs2 ing  s e c t i o s  d e s c r i b t s  A . I . D .  s c t i v i t i e s  i n  t h e  f i e l d  of 

r u r a l  develspxent  throagl? f i e l d  ad-,-isms from 195k through 197 5. k.lti:~i?.sh 

t h e  p r o g r a m  arid asproec?-~cs changed., t h e  inte!lJi, of  t h e s e  p r o g r m s  remains? 

b s s i c e l l y  t h e  same: t o  k r i n g  t h e  V i e t c m e s e  people c l o s e r  t o  t h e i r  

g o v e r m e n t  by a s s i s t i n s  tile goverrcen.L i n  p rov id ing  normal l o c a l  s e r v j c e s  

t o  i t s  p e o ~ l c .  A s  USA111 c losed  i t s  ri2.d d;evelo>nent z c t i v l t i e s  i n  

V ie t  Xm, it l e f t  t h e  V I . e t n a e s e  governiient wi th  a s e r i e s  o f  p r o g r m s  

vh ich  produced t h e  manapxen t  end the a r g z n i z a t i o n a l  s t rvc t . u r e ,  as w e l l  

c s  a sou rce  o f  funding frm i n d i g c s a s  s o w c e s  i n  s c . : ~  CEEE'S,  t o  p rov ice  

g r e a t l y  improved s e r v i c e s  t a  i t s  ?eagle .  3 o l l o u i n g  i s  a b r i e f  d e s c r i p  

t ion  of t hose  Frogram nc:;t l oned t:?rc:=.g5out t h e  r u a l  deve lop~~?en t  

s e c t i c ~ ~  2s  t h e y  roved cu t  o f  t k e  US->ID r d v i s o r y  o r b i t  i n  1974. These 

prcgrLTs r e s r e s e s t  t h e  s F g i f i c m t  22-.Fevenents of  t h e  USAID rural 



Cent ra l  P a c i f i c a t i q n  and Development Council (CPDC) Programs 

T 
The Cent ra l  P a c i f i c a t i o n  and Development Council  (known i n  1973 

and 1974 f i r s t  as t h e  Cent ra l  Reconstruct ion and Development Council  and 

Esz l a t e r  a s  the  Cer.tral  Secur i ty  and Development Council) represented  an 

i n s t i t u t i o n a l  breakthrough f o r  t h e  GVK, one which was . fos t e red  by CORDS. 

' *  ( 1 1  It represented t h e  last  and t h e  most s u c c e s s f u l  a t tempt a t  day-to-day 
! j ,  I 

I I c o o r d h a t i o n  ~f t h e  l i n e  m i n i s t r i e s  i n  r u r a l  a f f a i r s  and an advanced 
i /  , ' 1  

I agmcy f o r  planning and execut ing  r u r a l  programs. Like many o t h e r  

inprovements i n  Vietnamese a f f a i r s ,  i t  was c rea t ed  t o  respond t o  an 
I I 

i i ~ 2 e d i a t e  c r i s i s  and i t s  success  was b u i l t  p a r t l y  on i t s  a b i l i t y  t o  

. r e a c t  t hough t fu l ly  t o  subsequent c r i s i s  which were t h e  order  of t h e  day 

i n  Vie t  Nam. v- 1 
Through t l : i ~  agency, USAID a6v i so r s  tisslgned t o  CORDS s u c c e s s f u l l y  

developed a province manageKent system known a s  Province Nobile Ass is tance  

Team,  These teanis, cocposed of h igh  l e v e l  province o f f i c i a l s ,  toured 

be solved a t  Mgher  l e v e l s .  This  cocccpt wzs adopted a s  a permanent pro- 

.- cc&s  i n  of goverr.s.ent. 

I, 

I 
I 
I 
I 

The secu~6; ry  rnzd sbstez, a key e l e c c ~ t  i n  th'e develop;?.cnt of 

each v i l l a g e  s y s t e n a t i c a l l y ,  reviewing government p rogram,  so lv ing  prcb- 

l e n s  on t h e  spo t  end f o l l o v i n g  up on c o r e  d i f f i c u l t  p rob le r s  which must 

Yiet X x ,  r:as e l c o  imprcved through USAID'S work wi th  the  CPDC. . 

U t i l i z i c g  t h z t  o f f i c e  a s  the a l l c c s t i o n  agency, a & r e f u l l y  developed 

cysten of producing concre te  plans a t  t h e  prcvince  l e v e l ,  which were i n  

t c r n  subn i t t cd  t o  t h c  CPDC f o r  approval  and fund a l l o c a t i o n  r e s u l t e d  i n  



an i n p r o v ~ ~ ~ e n t  and e x p n s i o n  of  t h e  long-neglected secondary road 

sjrstea x i t h  h ighes t  p r i o r i t y  goiug t o  t h e  most needed roads .  L a t e r ,  vhen 

t h e  Korth ?'ietnanieae Arxy leunckied a f u l l - s c a l e  o f f ens ive  i n  South 

Vie t  N m  i n  3.972, t h e  CORDS ?oi;l:fiuni ty Deve lopen t  D i rec to ra t e  (RD Divis ion)  

approached t h e  CPDC ~ c d  suggested vays of p r e c i p i t a t i n g  a c i v i l  recovery 

nmement,  using cur rent  a v a i l a b i l i t i e s .  This prograci wns.aciopted by t h e  

Govermsct and i n  seT;erel m o n t h  t h e  a c t u a l  r eeons t r cc t ion  of  r u r a l  

govermknt  f a c i l i t i e s  began. Within a f e v  more m n t h s  it had e s t a b l i s h e d  

i t s e l f  2s s v i a b l e  s y s t e n  f o r  rum1 recons t ruc t ion  i n  Soxth Viet  Em and 

was given t h a t  mission i n  1973. Again, t h i s  i n s t i t u t i o n a l  improvenent 

became a s t snda rd   art o f  t h e  Goverlment of  Viet  Ban's ope ra t ions  f o r  

post-war r econs t ruc t ion .  

EiIuch of t h e  encmirzging novexant towards d e c e n t r a l i z a t i o n  and 

g r e a t e r  gcve rmen t  c i v i l  p e r f o r r n ~ x e  under t h e  X d a i n i s t r a t i v e  Revolution 

of 1973-71; could be t r a c e d  t o  t h e  ~ r e c e p t s  o f f e red  t o  t h e  GVN by U.S.  

f i e l d  o p r a t i o n s  from 1962-cn.  The Administrzt ive l ievolut ion,  e s a s s i v e  

~ t t . e n p t  tz decef i t rz l ize  g o v e r n ~ e a t  t o  'lower l e v e l s ,  received ~ u c h  of i t s  

zt i r iulzt :c-  f r z n  U S A I D  2nd t h e  5cridre3s of CC33S f i e l d  adv i so r s  wh3 served 

. . t3 i n  crcctclrg z a r z g r a ~ h s  and a r e  d e t a i l e d  belo::, were filcded by K3kID 

cenereted ~ i e s t e r s  e x l u s i v e l y  u n t l l  1972 ::hen ~ d v i s o r y  inf luence  g c n e r ~ t e z  
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some fands  ' d i r e c t l y  from t h e  GVN budget.  

The Province Developnsnr Fund 

In 19G9, t h e  Province Development Fund,  a  coun te rpa r t  piaster-funded 

prograr! designed t o  subs id i ze  p r o j e c t s  of p r o v i n c i a l  p r j o r i t y  aimed a t  

I1 opening up t h e  count rys ide ,"  was e s t a b l i s h e d  under CPDC managenent. 

T o t a l  p r q r a c ?  funding i n  t h a t  f i r s t  yea r  amounted t o  somewhat mcre than  

Vh'$ 1.4 b i l l i o n ,  w i t h  about VNS 650 m i l l i o n  going t o  secondary roads  and 

b r idges ,  r h i c h  toge the r  wi th  i r r i g a t i o n  s t r u c t u r e s  (VKS 282 m i l l i o n )  

nade up -- 2s they  w e r e c o n t i n u o t l s l y a f t e r  -- the major p a r t  of t h e  CPDC 

e f f o r t .  A f e a t u r e  of t h e  CPDC approach,.honed cons iderably  wi th  exper- 

i ence ,  continued t o  h i g h l i g h t  i t s  success  as an e f f i c i e n t  resources-  

a l l o c a t i o n  dev ice  i n  planning a t  t h e  province l e v e l  and review at  t h e  

c e n t r a l  l e v e l  by t h e  i n t e r m i n i s t e r i a l  forum. 

I n  1970, USAID agreed t o  coun te rpa r t  p i a s t e r  funding t o  subs i -  

d i z e  a development program f o r  e l e c t e d  Province Councils.  The e l e c t i o n s  

w e r e  held i n  June; t h e  progran was funded a t  VK$ 1 b i l l i o n .  The r a t h e r  

un fo r tuza t c  dec i s ion  was made, a t  t h e  t ime, t o  tern t h i s  new progren . 

t h e  "Province D e v e l o p x n t  Fund" (PDF), and t o  confer  a new a p p e l l a t i o n  

upon t h e  p ~ c e x i s t i n g  CPDC developnent Frogran ,  t h e  Ra t iona l  Fund f o r  

Local Developmnt (XLD). The l i f e  of t h i s  p rcg raa  spsnned t h e  y e a r s  

1970 th-roxgh 1972. Its i n t e n t  ::as t o  provide t h e  &erewi tha l  f o r  

r c ? r e s e : ~ t a t i v e  Province Counci ls  t o  respond t o  t h e i r  c o n s t i t u e n t s '  needs 

and ~ s p i r ~ t i o n s ,  2nd t o  f o s t e r  t h e  counci l$  growth i n t o  e f f e c t i v e  p o l i t i -  

c a l  bodies .  Aithough i t  is i n p o s s i b l e  t o  i e n e r a l i z e  about  t h e  44 provinces 



t h e  program did  succeed i n  both aims t o  a  c e r t a i n  ex ten t .  

The National  Fund f o r  Local Developnent 

A s  descr ibed  i n  t h e  foregoing,  NFLD, chr i s t ened  t h e  Province Devel- 

opment Fund i n  1969, t h e  year of i ts  incep t ion ,  gave over t h a t  n m e  t o  

t h e  Province Councils i n  1970. ~ e n c e f  orward, f o r  convenience, we s h a l l  

s i n p l y  tern i t  t h e  "NFLD". KFLD .funding throughout t h e  l i f e  of t h e  pro- 

gram was a s  f  o l l o v s  : (rounded) : 1.969: [??$ 1.4 b i l l i o n ;  1970 : V h T $  2.0 

b i l l i o c ;  1971: VIt$ 310 b i l l i o n ;  1972: VX$ 2.1  b i l l i o n ;  and 1973: VN$ 

1.7 b i l l i o n  ( t h i s  l a t t e r ,  end a l a r g e  p a r t  of t h e  1972 t r a n s f e r s ,  went 

f o r  r econs t ruc t ion  and w i l l  be d iscussed  below under t h a t  heed).  KFLD 

received substant ia!  i n f u s i o n s  of DOD-purchased p i z s t e r s  t o  support  t h e  

Secondary Roads Progran, i t s  l a r g e s t  s i n g l e  eleinent, i n  1971, 1972, and 

W L D ,  as p rev ious ly  m e n t i o ~ e d ,  f ea tu red  province-level  plznning 

by Province Reconstruct ion a d  Development counc i l s  the term "pacif  i- 

cat ion"  was excised from t h e  GCT l ex icon a t  t h e  t i n e  of t h e  January 27, 

1973, c e a s c f i r e  sg reecen t )  and review of p r i o r i t y  p ro jec t  proposa ls  by 

the  Cmtrtil Recccs t ruc t lcn  znd Developnent Council  ( 3 3 C )  working- lwei  

i n t e r i i h i s t e r i a l  f oruc,, an rua l ly .  This  rr.ethedology tended t o  a s su re  

o p t 5  cr: r e scu rce  a l l c c ~ t i o n ,  deccn t ra l i zcd  ~lan::in:, a d  placed f ccus 

on province,  r e t h e r  t h ~ n  n a t f o n a l  o r  r e g i o n a l  p r i o r i t i e s .  A s  a  nanzge- 

r e n t  q p r c a c h ,  i t  w a s  speedy and responsive due t o . t h e  s t rong  and 

d i r e c t  l i n e  of a u t h o r i t y  fron t h e  Prirne K i n i s t r y  (;<here the  CPDC Coor- 

d i n a t i q  Center -- pemanent  bureau -- \:as l ocz ted )  t o  the  Province 

Chiefs .  Surzary t z b l e s  showing WLD funding and p r o j e c t s  a r e  shov.n i n  



Ta5les 1 and 2. 

Or ig ina l ly  dedica ted  t o  t h e  usua l  v i d e  range of r u r a l  development, 

pr imar i ly  t h e  land comunica t ions ,  i r r i g a t i o n ,  educat ion and h e a l t h  

i n f r a s t r u c t u r e s ,  hTLD w a s  narroised t o  roads,  b r idges  and i r r i g a t i c n  s t r u c -  

t u r e s  i n  1372, w i th  t h e  l i o n ' s  sha re  of a l l o c a t i o n s  going t o  t h e  Secondary 

Roads Progrsm. DOD contributions t o  t h i s  program cane t o  about IT$ 4.3 

b i l l i o c ,  o r  US$ 16.4 m i l l i o n ,  from 1971 t o  1973. I n  a d d i t i o n ,  t h e r e  was 

USA13 ob l iga t ion ,  i n  1970, of US$ 3.7 m i l l i o n  t o  f inance  procurenent of 

t h e  so-cal led "Province Package'' cons t ruc t ion  equipment -- 44 s e t s  of ' 

machinery t o  suppor t  t he  Secondary Roads Program a t  t h e  Province l e v e l .  

The mi>:, decided upon by a GVN-US t a s k  f o r c e  i n  1970, cons i s t ed  of a  

r o l l e r ,  a  grader ,  a t r a c t o r  v i t h  dozer b lade ,  a  c o ~ b i n a t i o n  f ront - loader /  

back hoe, an a s p h a l t  k e t t l e  and t h r e e  2-1/2 yard dump t rucks .  The F ina l  

i t e m  -- 22 g rade r s  and 26 t r a c t o r s  -- were cont rac ted  f o r  by CLA and 

expected i n  country dur ing  t h e  . l a s t  ca l enda r  q u a r t e r  of 1974. A l l  bu t  

e i g h t  of t h e  r ena in ing  297 i tems had been i s sued  by t h e  V i e t  NaiHighway 

Agency (ITL4) a s  of February 19 ,  1974. 

Rural  F.econstruction 

This  e f f o r t ,  t f i lch bec~i:.e c r egu la r  2nd success fu l  program of t h e  

C W ,  grew oc-t c;f the  CPDC respocse t o  t h e  ?;C'A of fens ive  of l a t e  Xzrch, 

1972, asd exploye3 t h e  K L D  resources-a l loca t ion  and Eanagenent sys t en .  

An add& f e a t u r e  vas  t h e  dec i s ion  t o  dea l  w i th  s ix-zonth increments of 

vork i n  order  t o  keep t h e  problem wi th in  r z ~ a g e a b l e  l i m i t s  and buy t i r e  

t o  seek out  a d d i t i o n a l  f i n a n c i a l  resources ;  



V I I  

Dealing f i r s t  w i th  t h e  ha rdes t -h i t  provinces,  a s e r i e s  of cyc les  

o r  phases of reviews of province p r i o r i t y  p r o j e c t  proposa ls  began i n  

1 &:gust, 1972. Phase I, funded a t  about \%$ 500 m i l l i o n  from reprograrmed 

CPDC and l i n e  m i n i s t r y  a v a i l a b i l i t i e s ,  was s e t  i n  n o t i o n  i n  September, 

197 5 ,  and was followed by f i v e  more p5ases t h a t  extended through CY 1973. 

Including the  r e ~ u l a r  1373 KFLD p r o g r m ,  which was i n  f a c t  given over 

almost e n t i r e l y  t o  r econs t ruc t ion  requirements ,  some VN$ 6.7 b i l l i o n  

i n  CPDC a v i l l l a b i l i t i e s  axxi CN$ 900 m i l l i o n  i n  Min i s t ry  of Rural  Develop- 

ment (IlOFXI) Funds-had been t r a n s f e r r e d  t o  t h e  provinces f o r  r u r a l  

r econs t ruc t ioq  as of t h e  end of CY 1373. A s i g n i f i c a n t  po r t en t  was t h e  

f a c t  t h a t  t h e  l a s t  phase of reconstructLon i n  1973 was f inanced from 

t h e  "p res iden t ' s  Fund," an extrabudgetary GVN.reconstructicn account.  

This  t r a n s f e r ,  t o t a l l i n g  some VN$ 1,138 b i l l i o n  p i a s t e r s ,  ccns i s t ed  

. . e n t i r e l y  of G W  t a x  revenues. With t r i v i a l  except ions ,  a l l  previous 

support  f o r  t h e  CPDC Rural  Reccnstruct ion program cons is ted  of counter- 

p a r t  and DOD-purchased funds ( fo r  secondary roads and b r idges )  p i a s t e r s .  

The CPDC ?ul-a1 F.eccnstructicn P r o g r m  f o r  CY 1974 was funded a t  

YK$ 2 . 7 5  b i l l i o z  coun te rpa r t  p i a s t e r s  i n  t h e  Foreign Aid Chapter (FXC) 

~f t h c  G K  bcZ~c.:. Ca1ei:dnr year  1974 -province  p r i o r i t y  road ,  b r i a g e  
- -- 

C * -  r 
GA-; i:-v* L - A g ~ L - ~ Y : L  3 + : ~ 7  p r o j e c t  proposa ls  t o t z l l i n g  VX$ 1.9 b i l l i o n  were 

approved i n  a c e r i e s  cf C P X  r e v i w s  !lei?, durin:: Septenber 1973. 

Province 'lobile Xss is tznce  ? e m s  

PIIATs grc:: ou t  of en e f f o r t  t o  s t r u c t u r e  r e g u l a r  and f r u i t f u l  

i n t e r a c t i o n  betuccn province governr-ent ( the  lowest l e v e i  of c e n t r a l  

( governrent) a q d ' t h e  vill:.:.e people. T h e  concept,  embodied i n  the  



Kar iona l  C c m x n i t y  Recons t ruc t i on  and Loca l  Development P l an ,  was f i r s t  

a p p l i e d  i n  1970 i n  M i l i t a r y  Region 4 ,  and involved s t r u c t u r e d  s e c u r i t y ,  

a d m i n i s t r a t i o n  a d  develcpinent groups made up f rem t h e  S e c t o r  ( m i l i t a r y )  

s t s f f  and t h e  p rov ince  t e c h n i c a l  s e r v i c e  c h i e f s ,  making r e g u l a r ,  s u p p o r t i v e  

v i 3 i t s  t o  t h e  v i l l a g e s .  Bas i c  t o  t h e  i d e a  was an  e f f e c t i v e  system t o  

Eecure fo l lov-up  on v i l l e g e  problems. ~ l e x i b i l i t y  i n  approach t o  accon- 

noda t e  t o  l o c a l  geography, e t h n i c  d i f f e r e n c e s  s e c u r i t y  c o n d i t i o n s  and 

custon,s tras an e s s e n t i a i  e lement  i n  PXiT ope ra t fons .  

\?herever i t  was a p p l i e d  w i t h  r e a sonab l e  s e r i o u s n e s s ,  t h e  concept  

proved a n  e f f e c t i v e  mediun of communication between c e n t r a l  and l o c a l  

governiient.  F i e l d  v i s i t s  and r e p o r t a g e  c l e a r l y  showed t h a t  PYAT employ- 

ment con t inued  w i t h  a r ea sonab l e  deg ree  of s u c c e s s ,  n a t i o n v i d e  i n t o  
y;:i;T-j,]; 

, ' I  1974. During 1373, and =ore  i n t e n s i v e l y  a f t e r  t h e  c e a s e f i r e ,  t h e  GI'N 

pub l i shed  a s e r i e s  o f  d i r e c t i v e s  aimed a t  improving t h e  e f f e c t i v e n e s s  

and i n z g e  of l o c a l  gcve r rxen t ,  and a t  c r e a t i n g  a c l o s e r  and n o r e  ben ign  

Lnvclving t h e  dc l ega t i o r .  of povers  t o  l o c a l  o f f i c i a l s ,  t h e  d i f f u s i o n  

f , ' : , ; ' , * !  , , , ; : ' ,  , .  . (  . '  , < .  I ! ,  , ! :  " 

! ! ' .  . : .  
1 :  . : : .  
, ) / . ! .  

-- - 
a::;y f r c a  S ~ i i g c a  of p u b l i c  s e r v a n t s ,  2nd s e r i o u s  e f f o r t s  t o , s i n p l i f y  

r e l a t i o n s h i p  x i t h  t h e  people .  The cu lmina t ion  of this dr ive '  t o  e n r i c h  

r?.drr.ir,ietratln~.. Xnny of  these I n i t i a t i v e s  s p e c i f i c z l l y  c a l l e d  f o r  r e p l z r  

a d  s t r u c t u r e d  v i s i t s  by prov ince  o f f i c i a l s  t o  v i l l ~ ~ k e s  and h a n l e t s .  

A s  a r e s u l t ,  PIL4Ts, l ong  encouraged a s  a means f o r - e n r i c h i n g  GVN-local 

! t h e  d o x e s t i c  p o l i t i c a l  a:-.bience w a s  t h e  " ~ d n i n i s t r a i i v e  Revolu t ion ,"  

Eovern:ient c o c m x d c a t i o c ,  r e ce ived  i n c r e a s i n g  a t t e n t i o n .  



Village Reconstruction 

Vil lsge Reconstruction was brought about a s  a  r e s u l t  of t h e  North 

Vietnmesz Invasion of  1972 which dispensed des t ruc t ion  o r  damage t o  

Vil lzge Self  Development p r o j e c t s  b u i l t  i n  previous years .  This p r o g r m  

was s lov  i n  getking s t a r t e d ,  due mainly t o  t h e  upset  condit ion of v 5 l h g e  

goverments ,  t h e  f a c t  t h a t  people had evacuated many v i l l a g e s ,  and t h e  
e 

slovness'of .provincia l  governments i n  assess ing war damage and making 

funds ava i l cb le  t o  v i l l a g e s  t o  r e p a i r  o r  reconst ruct  p ro jec t s .  

Xore thtin 900 p r o j e c t s  were f i n a l l y  planned by v i l l a g e s  and 

spproved by ~ r o v i n c i a l  governments. Funds anoust t o  VN$ 996,~00,000 

were a l l o c a t e 5  by t h e  Nin i s t ry  of Rural Development t o  su?port these  

p r o j e c t s .  Ej. t h e  end of 1973, 817 p r o j e c t s  were completed and 108 i n  

process of conplet ion,  o r  88% c o q l e t i o n .  Funds supplied by t h e  

Ministry of Rural Development t o  support t h e s e  p r o j e c t s  were derived 

f ron  funds c a r r i e d  over f rom-the  Vil lage Se l f  Development programs o f  

previous yea rs ,  and the  1972 VSD Budget; 

Once t h e  3elays i n  planning znd fund d i s t r i b u t i o n  were overcome, 

p ro jec t  iog lex tn tz t ion  progressed rbpidly .  Tie r i s i n g  p r i c e s  of bui1dj.r.g 

mi s i z e s  cf s E e  ~ r o J e c t s .  The ba1e:ice o f  planned p ro jec t s ,  s t i l l  i n  

::-ogress, -..-2r2 coz2leteft e a r l y  ir! 1374; but sone new p r o j e c t s  were 

develogCi a s  ~r r e s u l t  of l a t e r  I.NA ac t ion .  The 14inistz-y of Rural Deve lop  

ment ha& V,$ 323,000,000 i n  i t s  1974 budget t o  sugport add i t ions1  p r o l e c t s .  

> k s t  of t h e  p r o j e c t s  u d e r  the .Vi l l age  Rec6nstruction Program were 



schools ,  ned ica l  and h e a l t h  f a c i l i t i e s ,  market: p laces  and some v i l l a g e  

roads. 

The P i l l a g e  Sel f  Development Program - 
The Vi l l age  Self  Development Program (PSD) was o r ig ina ted  i n  196P 

as a major Fa r t  of t h e  p a c i f i c s t i o n  p l an  wi th  t h e  p r i n c i p a l  aim of 

"winning t h e  h c a r t s  and minds of r u r a l  people". This  was t o  b e  accorn- 

p l i shed  by covernment support  i n  funds and t e c h n i c a l  a s s i s t a n c e  i n  

~ e e ~ i n g  t h e  people ' s  f e l t  needs end a s p i r a t i o n s  i n  a r e a s  of s o c i a l ,  

econonic and p o l i t i c 2 1  development. 

During t h e  per icd  1969 through 1973', 62,390 public-use p r o j e c t s  

were completed under t h i s  prograr.. The breakdown by ca t egor i e s  of 

p r o j e c t s  i s :  

Edccat icn 9,500 p r o j e c t s  

Pub l i c  Eea l th  1,811 p r o j e c t s  

Agr i cu l t c re  and F i s h e r i e s  14,269 p r o j e c t s  

Pub l i c  Wcrks 31,b35 p r o j e c t s  

Handicrzfrs  299 p r o j e c t s  

Xisce l laneous  3,144 p r o j e c t s  

VSD wzs 6 ~ u l t i p r p c s e  prograa. Its goa l s  no t  only included 

s o c i a l ,  e c x o ~ i c  ec? r c l i t l c a l  devcloprect  but  were focussd on decen- 

t ra l iz2 t i .cn  cf a u t h o r i t y  down t o  t h e  v i l l a g e  l e v e l ,  i nc reas ing  t h e  

zu tcmny  c i  v i l l a g e  govcrrzents  m d  people, i nc reas ing  t he  administra-  

governssnts  a c l  invc lv ing  t h e  pcople i n  

z f f a i r s  a d  = ? ' t h e i r  o;m developcent.  



The f i r s t  two y e a r s  of i n p l e n e n t a t i o n - o f  t h e  BSD Program were, 

of n e c e s s i t y ,  e&erirr.&tal. This  was due t o  s e v e r a l  i n f luences  which 

caused de lays  i n  g e t t i a g  t h e  program s t a r t e d :  

1. A d a i c i s t r a t i v e  inexper ience  of newly e l e c t e d  v i l l a g e  o f f i c i a l s ;  - 
2. I n d i f f e r e n c e  on t h e  p a r t  o f  r u r a l  people t o  cormunity a c t i v i t i e s ,  

o u t s i d e  of t h e  fami ly  c i r c l e ,  and people ' s  m i s t r u s t  of. government i n t en -  

t i o n s ,  due t o  p a s t  exper iences  i n  t h e  Self-Help program; 

3.  Reluctance of province and d i s t r i c t  government t o  r e l i n q u i s h  

a u t h o r i t y  over and c o n t r o l  of funds; 

4. U c t i a a l p  r eo rgan iza t ion  of t h e  v i l l a g e  counc i l  s t r u c t u r e  by t h e  

n a t i o n a l  governnent ; 

5. A Fcor system of communicat~ons and d isseminat ion  of program 

informat ion  from t h e  c e n t r a l  government t o  v i l l a g e  government and t h e  

people;  

6. Pccr  t r a i n i c g  i n  VSD a t  t h e  Nat iona l  Tra in ing  Center  i n  Vung Tau; 

7. Frequent program changes and a complicated reporting systeni. 

S t a r t e d  on February 1, 1969, t h e  PSD Progrcm shoved p r a c t i c a l l y  no 

r e s u l t s  u i ~ t i l  June of t h a t  year .  Xost of t h a t  t ime was spen t  i n  t r a i n i n g  

v i l l s g e  o f f i c i a l s ,  fcrning Peop l e ' s  Coricn A c t i v i t y  Groups (PCAGs), and 

t t z a c h i ~ g  t h z  people ht.17 t o  crg;i:ize and c a r r y  ou t  ' v i l l zge  assembl ies .  

During 1.5C3 2nd 1-970 nutrerous c5ar:c;es i n  prcgrrm g u l l c l i n e s  were 

e f f e c t e d  thrcugh t r i a l  arid e r r o r  experience.  LMle many p r o j e c t s  were 

coxpleted dur ing  196? and 1970, t he  p r o j e c t s  l e f t  niuch t o  b e  d e s i r e d  and 

e d a i c i s t r a t l o n  of t h e  prograc 't v i l l a g e  and province l e v e l s  was f a u l t y .  



Poor success was p z r r i c u l a r l y  evident  i n  income-producing p r o j e c t s ,  

which i?t t h a t  t i n e  rrere implerr.cnted by government g ran t s .  

By 1971, program gu ide l ines  were r e f ined  t o  a po in t  r e q u i r i n g  very  

l i t t l e  change and people and o f f i c i a l s  began t o  understand t h e  progrzms. 

Reporting requirements were simplified and reduced and income-producing 

p r o j e c t s  but under a  repayable loan b a s i s  under t h e  newly e l e c t e d  V i l l a g e  

Cred i t  Frtgran. 

I n  1972 t h e  Rural  Development Cadre were given r e s p o n s i b i l i t y  f o r  

guidicg VSD P r o g r a ~  ir iplenentat ion a t  t h e  v i l l a g e  l e v e l  and f o r  d isseminat ing  

program information and submit t ing  r e p o r t s .  Very few n i n c r  program 

changes were necessary by 1972. 

Most s i g n i f i c a n t  was t h e  f a c t  t h a t  i n  1972, v i l l a g e  budgets  and 

people 's  c c n t r i b u t i o n s  amounted t o  only 172 of gove rmen t ' s  con t r ibu t ions  

t o  t h e  c o s t  of VSD p r o j e c t s .  I n  1973, 82%.of t h e  support  of VSD p r o j e c t s  

was furn ished  by v i l l a g e  bud.gets and people ' s  contributions. While much 

of t h i s  w a s  made poss ib l e  by t h e  Local Xevenue Improvercent Program, which 

increr.zcd the  anount of l o c a l  tax  revenues, t h e  f a c t  t h a t  v i l l a g e  people 

,-.- d,c;6e an cf f o r t  t o  c c n t r i b u t e  t o  i t s  i r ~ p l c x n t a t i o n  wzs' s i g n i f i c a n t .  In 

1034, a l l  filnding f o r  VSD cz re  f r m  v i l l a g e  budgets and people 's  c o n t r i -  

Ec t iocs .  V i l l s g e  Self  Developzezt had b c c c ~ e  a  f i x t u r e  i n  t h e  develop- 

Kept prccers i n  Vi.er Kan. A surzary of 1 i c t i 0 n ~ 1  and l o c s l  funding f o r  

v i l l e ~ ~  p r o j e c t s  i s  shown i n  Table 3 .  



. 
The V i l l a z e  Credi t  Program 

I n  1970, t h e  idea  of p u t t i n g  incme-produ,cing p r o j e c t s  on a  loan  

ins t ead  of a  g ran t  b a s i s  was conceived and p lans  t o  put  t h e  program ' into 

implenmta t ion  were worked ou t  - c a l l i n g  f o r  ail i n i t i a l  funding of 

LTS 450 mi l l i on  from U . S .  counterpar t  funds,  con t r ibu t ions  f r o n  v i l l a g e  

budgcts and matching funds from t h e  A g r i c u l t u r a l  Development Bank (ADB). 

A s  de lzys  i n  s igning  t h e  Program Agreencnt were experienced,  i t  was no t  

u n t i l  March 1, 1971 t h a t  t h e  program got  underway. 1t was included a s  

p a r t  of t he  1971 program i n  r h i c h  up t o  502 of v i l l a g e s '  VSD a l l o c a t i o n  

could b e  put i n t o  t h e  Cred i t  Prcgram by vote  of V i l l a g e  Assenbl ies ,  and 

natched by ADB. This  fund was t o  becomc'a revolv ing  fund, a f t e r  repay- 

n e n t s , v e r e  ~ a d e  and ADE's ua tching  funds were withdrawn. 

Loans t o  individuals were t o  be approved by a  V i l l a g e  Cred i t  Com- 

. m i t t e e  c o n s i s t i n g  cf t h e  Vi l l age  Chief ,  Agr i cu l tu re  Conirrissioner, 

Finance Comiss ione r ,  one =ember of V i l l age  Council  and one representa-  

t ive o f  the p e o p l e .  One RD Cadrenan wzs to s e r v e  as secretary without 

vote.  Once a  loan  v a s  approved by t h e  V i l l a g e  Cred i t  Committee i t  was 

r e f e r r e d  t o  the  P rov inc ia l  A9E f o r  f i n a l  approval  and disbursement of' 

t he  loan.  

L o x s  :;ers l i c i t e d  t o  K$ 53,000 per  fnznily a t  18X annual  i n t e r e s t .  

This  s ~ s  l a t e r  chsnged t o  20Z i n t e r e s t  and t h e  loan  l i n i t  r s i s e d  t o  

VSS E0,GOO. Incone f r o 3  i n t e r e s t  on lozns  was t o  be  d iv ided  thus:  10% 

t o  fiDB, 6% t o  t b e  v i l l a g e  t r easu ry  and 4% t o  members of t h e  V i l l z g e  

Cred i t  C ~ r ~ i t t e e .  Loans r ecy i r ed  no c o l l a t e r a l  from t h e  bo r ro rc r  bu t  

v i l l a s e  budge t  c o n t r i b u t i c n s  and IXn i s t ry 'o f  Rural  Developrcent VSD fund 
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a l l o c a t i o n s  served a s  c o l l a t e r a l  t o  guarantee  ADB matching funds. 

I n  t h e  f i r s t  t h r e e  y e a r s  of t h i s  program, VN$ 3,990,817,908 was 

loaned t o  176,705 borrowers,  87W of 1970-71 loans  were r epa id ,  and 74% 

of 1972 loans  were r epa id .  O f  p a s t  due loans ,  65% were i n  t h e  h e a v i l y  

war-dariaged provirices and provinces  hard h i t  by t h e  typhoons and f loods  

An a d d i t i o n a l  cmount of VN$ '2 b i l l i o n  from A.I .D.  generated p i a s t e r s  

went j n t o  t h i s  program i n  1974. These a d d i t i o n a l  funds went i n t o  a  

Spec ia l  Cred i t  Program, confined t o  c e r t a i n  v i l l a g e s  w i th  a 100% repay- 

ment h i s t o r y  on p a s t  loans .  Other v i l l a g e s  continued w i t h  t h e  r e g u l a r  

. V i l l a g e  Cred i t  Program us ing  funds a l r eady  i n  t h e  revolv ing  fund,  

v i l l a 3 e  budget c o n t r i b u t i o n s  and ADB rnatching funds.  

Rural  Development (RD) Cadre A c t i v i t i e s  

J u l y  1, 1969, suppor t  of t h e  PJ) Chdre Program was assumed by t h e  

Department of Defense. A t  t h i s  t ime t h e  b a s i c  goa l s  of t h e  c a d r e  

redesigned and t h e  ca2re  v e r e  tasked as o rgan ize r s  and t r a i n e d  f o r  

achicverrznt of th.- fo l lowing  o b j e c t i v e s  v h i l e  s e r v i n g  under t h e  super- 

v i s i c n  of t h e  1 7 i i l ? ~ e  Chief:  

I. To ir.k.ibit t h e  enery a c t i v i t i e s  of p r o p ~ g a n d a ,  r e c r u i t n e n t  and 

t e s  c o l ' e c ~ i c n .  

2. To kno-..; t he  people of t h e i r  v i l l a g e  w e l l  and d i s t i n g u i s h a  pro- 

G I ; ,  anti-GI?; and t h e  a p a t h e t i c ,  and t o  b r i n g  p r e s s u r e  on t h e  l a t t e r  two; 

a l s o  t o  r e c r u i t  ar.d t r a i n  t h e  pro-GVN a s  Popular Self-Defense Forces.  



3 .  To a s c e r t a i n  the  l o c a l  power s t r u c t u r e ,  t o  a s s i s t  i n  p o l i t i c a l  

organizing, t o  a i d  wi th  arrzngenents  f o r ' v i l l a g e  e l e c t i o n s  and t o  eval-  

Date 2nd repor t  on publ ic  opinion. 

4 .  To a s s i s t  i n  economic developrent.  

Early i n  i t  w a s  r e a l i z e d  t h a t  t h e  RD Cadre needed s p e c i f i c  

t r s i n i n g  and inproved guidance t o  provide needed inpe tus  t o  t h e  va r ious  

r u r a l  develo?ment p rogram of the  Corr,runity Defense and Local Develop- 

nent  plan.  Training progrnrs  a t  Vung Tau and t h e  province t r a i n i n g  

c e n t e r s  were re-organized and d i rec ted  toward econorric development 

goals .  The Cadye uere , redeployed 'into smal ler  v i l l a g e  teams and i n  many 

cases operated ir .dividuallp a t  t h e  horclet l e v e l .  Cadre were a l s o  t r a i n e d  

f o r  and assigned s p e c i f i c  r o i e s  i n  land reform, VSD, r u r a l  c r e d i t ,  urban 

devel i?zent ,  i n f o m a t i o n  a d  v i l l a g e  adminis t ra t ion .  

I n  1974 the  Cadre were deployed i n  1,634 v i l l a g e s  with edn in i s t r a -  

t i v e  groups a t  the province and d i s t r i c t  l e v e l s .  The RD Cadre s t r e n g t h  

peake? a t  48,8 'Jb .  A pheseclo~m egreenrent f o r  U.S. support  had been 

negot ia ted  i n  1970 providfc; for a 252 annual reduct ion  i n  support  u n t i l  

a zero support l eve l  was rezcted cs  of June 3 0 ,  1974.  The GSX picked 

c? t kc  support  c o s t s  a s  rhe U,S: phased down 

r: ,i.rou&h thc- YS3 prcgrcr. tile Ccdr-c: zissisted i n  the  cons t ruc t ion  of 

over €,000 c'lassroorn, 4C0 r e d i c a l  f s c i 1 i t j . e ~  2nd 5,000 meters  of b r idges ,  

a11 i.n e l l  t h e  VSD p r o j e c t s  during t h e  four  years 

60,903. These been h i r h  i n p c t  p r o j e c t s  g r e a t l y  needed by t h e  

v i l k f e s .  The czdreaen ~ e r f c r n e d  nuzerous r epor t ing  and a n a l y s i s  
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funct ions  which were of va lue  i n  t h e  management program. They handled 

t h e  v i l l a g e  n a i l  s e r v i c e  and t h e  management of many refugee  programs 

ard r econs t ruc t ion  p r o g r m s .  They p a r t i c i p a t e d  i n  v i l l a g e  improvement 

p r o j e c t s  f insnced by l o c a l  revenue. U.S. Gov.ernreent support  f o r  t h e  RD 

Cadre from 1959 u n t i l  t e rminat ion  of suppor t ,  June 30, 1474, amounted t o  

approximately 16 m i l l i o n  d o l l a r s .  

E thnic  Minor i t i e s  

I n  1958, Ethnic  Eiinority populat ions i n  t h e  Highlands of South 

Viet  Nan r e b s l l e d  s g a i n s t  what they f e l t  was a  t h r e a t  t o  des t roy  them and 

t h e i r  c u l t u r e .  In  t h e  n e g o t i s t i o n s  wi th  t h e  south  Vietnanese governncnt 

t h a t  followed, t h e  Ethnic Eiinority l e a d e r s  sought guarantees t o  l eave  

t h e i r  people f r e e  t o  preserve  t h e i r  languages and customs whi le  g ran t ing  

them o p p o r t u n i t i e s  f o r  g r e a t e r  p a r t i c i p a t i o n  i n  t h e  n a t i o n ' s  p o l i t i c a l  

l i f e .  and f o r  more d i r e c t  c o n t r o l  over t h e  Highl.and adminis t ra t ion .  I n  

a ? d i t i o n ,  they wanted t o  h p l e c e n t  s o c i a l  and economic a c t i v i t i e s  t o  

r a i s e  t h e  l e v e l  of t h e i r  s o c i e t y  and they wished t o  e ~ p h z s l z e  t h e i r  

r i z h t s  to  hold clear t i t l e  t o  the land they farmed. 

F.xogcizing t h a t  t h e r e  Kas a Y o ~ t a g n a r d  problen,  t h e  governnent 

t l ? g a  t o  cocrl:rcte E scrics of z g r i c u l t u r e ,  s o c i a l  we l fz re ,  land r e f o m  

2r.i  m l t i f a c r l t e d  t r a i n i r g  e c t i v i t i e s  t:ith American a d v i s o r s  i n  order  t o  

€air, needed p o l i t i c e l  sr.2 m i l i t z r y  support f r c m ' t h e  Highlanders.  By 

1964, they se t  up a  D i r e c t o r a t e  of Y ~ n t a g n a r d  A f f a i r s  a s  p a r t  of t h e  

\ r . - i? . is t ry of Yr t iona l  F e f c w e .  A ~ k c r t  time l a t e r ,  t h i s  D i r e c t o r a t e  \*:.:as 
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t h e  ~ p e c i e l  ~ c m m i s s a r i a t  f o r  ~ i ~ h l a * d . ~ f f e i i $  . , under  a  Highlander,  Paul  

. . 
- - Nur end, i n  1967,. i t .  b e c a ~ e  t h i  ~ i n i i t r ~  f o r  t h e  Developsent of Ethnic 

N i n o r i t i e s  (KDEN) w i th  ~ u r  a s  i t s  f i r s t  Minis te r .  The Minis t ry  pro- 

vided a  f o c a l  po in t  w i t h i n  t h e  government f o r  monitoring a s s i s t a n c e  t o  - 
t h e  Ethnic X i n o r i t i e s  groups and it- a l s o  provided a  s a f e t y  va lve  f o r  

t r i b a l  people through which they  could a i r  c o ~ ~ l a i n t s  and r e c e i v e  some 

form of a s s i s t a n c e ,  even n o n i n a 1 , w i t h c u t  r e s o r t i n g  t o  armed i n s u r r e c t i o n .  

ES a g r i c u l t i l r e  ex tens ion  agents ,  a s s i s t e d  i n  t h e  implementation of land 
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reform programs, advised V i l l a g e  and Hamlet Chiefs  on admin i s t r a t ion ,  

It was no t  u n t i l  mid-1971 t h a t  IDM became well-enough organized 

and s t a f f e d  t o  be  a b l e  t o  func t ion  wi th  some degree of s e l f - su f f i c i ency .  

Trained cadre  teams, working under t h e  M i n i s t r y ' s  supervisj .on, b u i l t  

hundreds of school  classrooms and 'maternity-dispenseries, and a s s i s t e d  

wi th  secondary roads and br idges .  They taught  l i t e r a c y  c l a s s e s ,  served 

acd handled p u b l i c  infcrmat ion  disseminat ion on a l l  progran a c t i v i t i e s .  

From 1971 on, t h e  N i n i s t r y  and i t s  USAID adv i so r s  concent ra ted  

on these  a r e a s  of i n t e r e s t :  

1. Interninisterial CoordIneti.cn - With continued a s s i s t a n c e  from 

k x r i c a n  advieors ,  i n t c m i n i s t e r i a l  cco rd ina t i cn  was e f f e c t e d  wi th  t h e  

X i n i s t r i e s  of Education and Agr i cu l tu re  as w e l l  a s s w i t h  t h e  Cen t ra l  

Secur i ty  and Deselopzent Council  of t h e  Prime Xin i s t ry .  This  a ided  and 

.ssetied t h e  implenentat ion of p r o j e c t  a c t i v i t i e s  i n i t i a t e d  i n  educat ion,  

z ~ r i c u l t u r e  and o the r  d c v e l o p ~ e n t  z reas .  

2. Aj i r icc l ture  - By the  beginning of CY 1474, t h e  f i r s t  comprehensive 



Five Year Agr i cu l tu re  Development Plan f o r  Pfontagnards was completed by 

mEE.I, wi th  n a j o r  advice  and a s s i s t a n c e  from an A. I .D .  c o n t r a c t  adv i so r .  

The d r a f t  p len  serve?  a s  a g u i d e l i n e  f o r  t h e  long  range program of 

Highland development t h a t  aimed a t  reaching  t h e  goa l s  of s e l f - s u f f i c i e n c y  

and se l f - s t r eng th .  

3 .  C 4 r e  - Concerned u t i l i z a t i o n  of Son Thon Rura l  Development 

(STPJ)) Cedrgmernbers i n  mu l t i f ace t ed  t e c h n i c a l  and a d m i n i s t r a t i v e  a r e a s  

developed a much g r e a t e r  NDM c a p a b i l i t y  i n  s a t i s f y i n g  t h e  needs of 

people a t  v i l l a g e  and hamlet l e v e l s .  STKO Cadre played t a n g i b l e  r o l e s  

i n  a g r i c u l t u r e ,  educatior. ,  p u b l i c  h e a l t h ,  s o c i a l  we l f a re ,  p u b l i c  i n f o r -  

mation, and o t h e r  p r o j e c t  a c t i v i t i e s .  

4. V i l l a g e  Se l f  Developwent - Non-existent i n  t h e  Highland a r e a  

dur ing  1969, VSD p r o j e c t s  increased  markedly by end-1973 and e a r l y  1974. 

On advice  of ~;s-~-ID adv i so r s ,  t h i s  p r o g r m  \:as t r a n s f e r r e d  from t h e  

?!inistry of Rura l  Developirient t o  t h e  NDM i n  1973. . 

5. K a t i o r a l  ?Iontzyr.~r.c? T ra ln i cg  Center  P l e iku  (r\?fTC) - From 1971 on, 

? X I C  gave i n - f i e l d  t r a i n f n g  t o  E i ~ h l c n d e r s  on t h e  wide r a ~ g i n g  s u b j e c t s  

of p u b l i c  h e a l t h ,  cadre tezm vosk, agriculture developnent ,  l iteracy, 

village and h: .a let  a Z x i n i s t r a t ? m ,  v i l l a g e  s e l f  developnent ,  rass educa- 

t i c n  2x! t ;? .~r  y a r a l l t l  :-reas c' z e s p o n s i b i l l t y .  Over 6,030 Eighle;,?ers 

r c r e   train^? dur ing  CT 1973. Trr?ining courses  were opened i n  ca rpen t ry ,  

cechanica ail2 c.asonry t c  f u r t h e r  upgrade t h e  knowledge and s k i l l s  of t h e  

BlghlanCcr popula t ion  i n  1974. 

6. Educ.?tic?n - Ibbny of t h e  ?:or.ta~,nards' p r o b l e r s  hinged on t h e i r  

!xk of Ees j c  d c c a t i c n  s k i l l s .  Rost of them could n o t  read  o r  w r i t e  



either Vie tnarese  nor  t h e i r  own language. I n  f a c t ,  only s e v e r a l  of t h e  

33 languapes and d i a l e c t s  had a w r i t t e n  £om.  Progress  was ve ry  slow. 

However, enrollment f i g u r e s  f o r  p r i n a r y  and secondary s t u d e n t s  d id  in-  

c rease .  Frcm 1969 t o  1974 elementary cnrolltxent r o s e  from 37,887 t o  

60,740 and secondary enrol lment  r o s e  from 2,248 t o  9,407, p a r t l y  due t o  

t h e  use of boarding schools  which Icere funded by USAID. There was no 

record of Pontagnard u n i v e r s i t y  s t u d e n t s  i n  e a r l i e r  y e a r s  b u t  by 1974, 

3C1 Montegnords were e n r o l l e d  i n  u n i v e r s i t i e s .  

7. L,and Reform - A t  l e a s t  on paper ,  t h e  Montagnard land reform 

program progressed f r o =  1970. through 1974. The Min i s t ry  f o r  Develop- 

ment of E thc i c  Ninor j . t i es  and t h e  Minis t ry  of Land Reform and Agr i cu l tu re  

launched a j o i n t  e f f o r t  t o  popu la r i ze  t h e  program i n  1973. I n  excess  of 

1 .7  n i l l i b n  h e c t a r e s  of land were s e t  a s i d e  i n  two major programs. Eut 

--------- - 4 1 1  

IIDENbelieved t h a t  t h e  a c t u a l  possess ion  of t h e  land by t h e  Nontagnards 

15L;'s b u i g e t ,  f inccced  by X.1.D.-generated p l a s t e r s ,  increased  

, . 
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--- annuc?l?y, 2; fcllo:::: FY 1971 - iY$ 50 m i l l i o n ;  FP 1972 - VN$ 189,845,009; - . 
3 1973 - K C $  350 n i l l i . on ;  ar.2 FY 1974 - IT$ 630 m i l l i o n .  I n  cor res -  

was b e h g  i n h i b i t e d  both  by V i e t n z ~ e s e  i n c u r s i o n s  and by poor s e c u r i t y  

condi t ions .  The r eede r  i s  r e f e r r e ?  t o  t h e  s e p a r a t e  s e c t o r  d e s c r i p t i o n  

i 

pending fash ion ,  STP3 Cadre experience and t r a f n i n g  allowed them t o  

of land r e f o r 2  i n  t h i s  r e p o r t  f c r  f u r t h e r  d e t a i l s .  

aasur;e ::.~ch g r e ~ t e r  t r a i n i n g  end edi!:inistrztive r e s p o n s i b i l i t i e s ,  t h e  

6 
*. .>c?ticnzl ::cnt.?;r,ar? Tra in ing  Center  ~ l e l k u  f n c i l i t i e s  inproved markedly, 

Q 



boarding schools began to improve and Village Self Development activities 

incressed sharply in FY 1974. Mass education and literacy training 

Increased, and adxinistrative plenning icproved. 



SECONDMY 1:OADS CONSTRVCTION REPOBT 

1 9 6 9  - 3 . 9 7 4  ---- ----  

Table 1 

RATIOXAL FLPTD FOR LCCAL DEVELOP!4ENT, AND RECONSTRUCTION * 

ROAD** BRIDGE 
(in kilometers) (in meters) 

1972 (Reconstruction) 254 828 

1S73*** (Reconstruction) 2,014 6,984 

1974*** (Reconstruction) 363 1,243 

TOTAL XTLD 2,797 13,143 

TOTAL RECOSSTRUCTIOK 2,631 8,965 

* During 1972, both the nane and the purpose of the Rational Fund 
for Loczl Develc~cent vere cSnnged to include reconstruction, in 
order to respond to the 13: :ce  done duri~g the ccriunist invesion 
of that yezr. 

** Ilaj or -repa5 r, rehabilitation and new .construction. 

Source: Rcral Developnent D~v~s~o~/ADLX/USAID, Viet Kam 



Tab le  2 

CPDC DEVELOPIEBT PROGRAMS 

I!?RIGATION FLrhTIXC A h 3  ACC0;PLISHNENTS SIRCE 1969 

NATIOXAL FLYXI FOR LOCAL DEVEI,DFXENT AND RECONSTRUCTION 

Y E!A - 
1969 

1970 

1971 

1972 

1973 

1 3  74 

YEAR - 
1969 

1970 

1971 

Y L X  -- 

1949 

1970 

1971 

EDUCATION A&?) PUBLIC HEALTH 

SECOX?A.P.Y CLASSROOYS 

C l a s s r o o r s  Funds (VNS000 

Source : Rura l  Cevelopxsnt  D ~ V ~ S ~ O ~ / T L D L ~ / U S A I D ,  Viet Nam 

Unit Cost -- 
2,210,000 

2,357,140 
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