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2concey of South Vietnam

Historical Background
The sepsration of South Vietnam frow North VietXam in 1954

abolished what had once been an essentially integrated aconomy with
¥orth Vietgam the industrialized area, possessing rich mineral resoureces,
and South VietMem as essentially the sgricultural area. As a result
of hostilities and the separation of tha two halves of the once united
colonial nation, South VietMam was forced to emphasize to a greater
zxtent industrialisation. 5Steps were taken soon after partitiom to
develop a number of hitherto unexploited natural resourcas such as the
Nang 3on coal deposita. Aleo, to reduce dependence on imports government
policy fostered the growth of small scale consumer goods industries.

Prior to WWII the Vietnamese werea oriented almost entirely
to agriculture as a seane of livelihood and to scholarship as a goal
of education. Yt has only been during the past quarter of a century
that serious attention was paid to other economic opportunities and to
the development of neccasary technical and administrative skills.
Fremch rolonial policy viewed the areas that now constitute Korth and
South VietHam as an econowic unit; since the South was eonsidered to
be the most.productive agriculturs]l arsa, such industrialization as
ocrurred under Franch hegemony was concentrated in the northern part
of the country.

The remarkable fact about South VietNam is that despite

the indochina war of 1946 to 1954, an almost continual state of civil



atrife and intensified warfare since 1963, the economy hes contiru=d

to grovw &t a fairly rapid rate. Despit:. the ravages of the Trench’
colontal war, economic recovery in South VietMsn was rapid after
partition; crop production is reported to have increased by 321 from
1955 to 1962, achieving in 1962 record levels. From 1962 to 1965 GNP

at constant prices rose by 7.1% per annum according to official sratistics.
¥hile there was a setback during the vears of intensified conflict

{1966 to 196%) vher GNP rose at a per anoum tate of omly 1.27, rapid
grovth resumed thereafter with an increase of 9,.5% in 1969 and an esti -
mated additional increase on the order of 5% in 1970. Thus it appears
that. for the 9-year pericd since 1962 when the official GNP series began
in Viet wm, GNP has f{ncrcased at an ennual cospound rate of siightly
over 5L a year in aggregate Cerm=s and about 2.5% per yes’r in per capits
terms: a vary favorable record conaidering the adverse condizions

that prevailed.

in 1970 the Republic of Vistnas (RVN) had & population o
atovr 17,5 million people and & national income of some UN$SG660 bii:ion.
At an exchange rate of 275:1, this ww id equal 98$2.4 billion, or
$137 per capite). Yopulation continues ro grow at a rapid 2.67 per

annuk, &nd the growth rare of the urban populetion his been far graster.

iz = —— .

1/
~ Data for 1962 - 196§ from Asian Deveioyment Hank, Oeegsional Papers,

Mc, 4; Dec., 1970, AmnexV B,
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it {c¢ otriking to note that the urbam populatrion im 1970 representsd
zbout ome-third of the total population, In view of sconomic expansion,
gosded in part by inflation and the mobilization of over a million men
in ths armed forces, a situition of full smployment has prevailed for
scme time. In fact, intsuzive demmnd for labor has resulted in a rapid
increase of the female portion of the active labor force from about 5%
in 1960 to over 30% im 1966. About two-thirds of the active labor force
is atill myployed in agri.ulture.

VietNsm's knoim mineral resources are limited, but its agri-
cultural resources are ;reat. The Mekong delta is famous as the formar
rice bowl »f Agin. In addition to ries which is the country's principal
crop, :hers has besn gsizeable production of vegetables, bananas, swset
potatons, sianioc, tolacco and sugar cane, which followed rice in that
order of .mportance .n 1969. A wida variaty of tropical fruits are grown.
industrisnl erops include rubber, coffee and tea. Hogs are the most
importiat domestic livestock, followed by chickene and ducks. Marine and
freeh iish abound and output in the fishing induatry hes grown rapidly
in the past eiglt years. The catch of marine fish increased 50% to
445,000 tona 1: 1970, while the catch for shrimp and crab doublad. The
cxport of figy, which was still significant in 1963, has virtuslly dis-
eppearcd srrsumably becsuge it has been more profitable to sell to the
domest: ¢ qirket under the inflationary conditiome which prevailed,

The total forest arae in VietNam is ebout 5.6 million hectaree
and it :overs 317 of the national territory. (The totsl ares of South
victMrz ic 174,200 =q. km or asbout 67,000 sq. mi.). While therg is a great

potgitial for future production from the forista of VietHam. developamumt

a2 been reriouzly retsrded by wartime« {unsecurity and the resulcant lick
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of aceess to forcst aress. The production of roundwood, for example, Bca
onlv been gbout holf of what it had been in 1941. The developmant cf
forest resourcss will rzguire nationwlde surveys acd mapping as well as
gizeable investeents in wmichinery and equipment.
A picture of rhe structure of the Vietnamese economy can be

obtained from the following statistics, which compare the cowposition of

1/
grosas domeatiec preduction in 1965 for VietNam and Thatiland:
Table A
Percent
VistNam  Thailand
“otal 100 100
Agriculture 30.5 32.1
Hanufacturing and Mining 11.4 14.6
Conatrustion 1.5 5.3
Electric Power and Water 1.0 0.8
Transportaiion snd Communications 5.0 7.3
Coumerce 11.7 18.5
rublie Sexrviece 24.8 4.6
(Other Servicss 14.1 16.8

T = s m= e —= === —_——r=m

A comparison is made with Thailand to show a distribution
thet ‘s more typically normsl for a developing aconowmy. As can be
noted from the table, the area of striking contrast is in publiec services;
tre war effort in VietMsm hed raised this factor to near a quarter of

the totsl by 1965 in coatrast to 5% for Thailamd. Om the other hand,

o T e — e T = = —= —_—

1/ Asie Developuaent bank, Occasional Papers No. &, Dec. 1970, Ammex V.C.
far Thailand. The source for Vietifam ie Annual Statistice for VietHam,
147C, Offiee of the President, Table 228, p. 269,




Thailand has been able to devote a far greater share of its resources
to the development of industry, commerce and comstructionm.

The other important structural aspect of the aconocary, the
composition of national expenditures by uee, can bz seen in the follow-

1/
ing percentage figures for VietNam:

Tab.e B
1969 1970
Total 100 100
Private Consumption 84.4 80.2
Government Comsumption 22.7 21.2
investments 8.9 7.5
A/
Export (Goods & Services) 7.9 9.8
Less Imports 23.9 18.7

A/ Only sbout 8 quarter of totsl export esrnings (commoditiee
plus invisiblea), in 1970, for example, cen be coansidered
normal, since the remainder repressnt dollar receipis
from officisl US expenditureas in ViatNem.

The tabls illustretes how a very high level of government consump-
tion ir 1969-70 (consisting in wmejor part of defense expenditures) has
besen financed by an import surplus vhich was made poasible by foreign
economic 2id. A decline in the share of imports from 1969 to 1970 was

reflected in & denline in the relative shares of consumption snd investmeat.

v o

id snd National Benk of VietNsm for 1969 sad 1970.



Industrial production staged 38 very strong recovery in 19569
from the adverse conditions prevailing in 1968 in the wake of the Tet
offensive and recovery continuved at a somewhat wmore moderate rate in
1970: the production index rose 25% in 1969 and 147 in 1970. The climate
for industrial investment in 1970 became wmore favorable. Approximately
39 indjustrial enterprises increased the value of their capital assets
by VB32.9 billion during the year ebout half of which was for capital
equipent. The industrie? vhich had the greatest increase in lovesiments
were food processing, detergents, bricks, ceramics, steel rolling, steel
sheet, flour milling, pharmaceuticals and ice production. A few years
ago VietNam did not have & plastics industry; today there ars more than
75 plastics fabricating and formulating plants producing a variety of
consuirer goods and intermediats producis which formerly had to be imported.
While food, beverages and textiles ztill predominate, even capital goods
indus:ries are ieginning to appear, as evidenced by steel rolling mills
aud ansembly plznts for diesel engines, merine engines and egricultural
machinery. One can also see a number of indugtries emerging that will
eventually form a chemical complex. The govermment is attempting to
encourage industrialization by formulatiag a naw investment law that will
eacouiage foreign fnvestors, by entablishiag industrial parks, and by
reorgunizing and strengtheni{ng the Industrial Dsevelopmant Bank.

{nduatry broadly defined to include menufacturing, power, and
construction mov probably accounts for abeut 157 of GNP. South ViecNam

has maved from ireing a country virtually devoid of industry 15 years ago



to & statu: of & moderately high degree of tndustrialization by tha
standard o. daveloping countries. The reduction of employment accoupanying
US troop w.thdrawvals sand the gradual future demobilization of the country's
armmd forras will supply a pool of workers for Vietnsmese industry. Like-
vigse, it can be said that continued rapid industrialization will ba nesded
to absorb future accretions of the artive labor force.

The most dramatic improvement in the country’s economy during
the psst f>ur years has occurred in egriculture. Prior to the winter of
1966-67 V.etBem's price control ard import policies favored urbaa consumer:
and discy 'minated against the rural population. Subsequently, this policy
w&s reverced, agriculctural product prices were gradually fresd to respond
to marker influenzes and sgriculturul inputs were subsidized. The result
waz to improve: farm {acomes., Later rhe introduction of miracla rice seed,
fncrensed ava:labilities of pumpz and fertilizers, combinad with improved
innomas encousiged a rapid expsnsica in agriculturel output. The rice
crop harvestei 2t the beginaing of 1971 totaled 5.6 million tons, & rezord
crop for VietN:u and 307 larger ti:tan the one for 1967 when the new piograa
for inersaced sgricultural produ:tion was initiated, Whila from a pro-
dustion view;oint it sppears that VietNam has nearly achieved self-suffi-
ciwncy 1in rice, the problem of achisving an effectiva distribution of rice
throughout t.s countcy still remins. The Delte surplus sust be moved by
barge, truck, and coastsl vesse. to the deficit arsas in Saigon and Centra:
¥ietRam, in amoun.s approaching & willion tons £ yvear.

With salf-suffiziency ia rice now in sight and with a signifi-

cant surplus ir rice productiom posaibly only & year or two away, tha



ability of the Vietnamese farmer to produce other crops is of distinct
importance. A feed grains production program developed jointly by
USAID and CVR agricultural experts in 1967-70 has the aim of increasing
the production of corn and sorghua to support tha livestock and poultry
industries. Tha number of sows has been increasing at a rate of 20,000
per year, while tha egg production capacity of poultry more than doubled
during 1970, reaching a rate of 2.5 mfllion eggs. Vegetable production
is also increasing rapidly. Othar crops such as sugar cane and fruits
also have good possibilities of broadening the agricultural base of the
economy. If there is to ba any significant development of agricultural
exports, however, the parsmount need is to establish an effective export
marketing orgsnization,

Progresa in agrirulture has not been confined to direct gains
in production. A revolutionary new progrem, known as the Land-To-The-
Tiller Law, of March 25, 1970, grants to any farmer vho does mot own the
land he is cultivatipg, full title, free of charge, if he applies for f{t.
Former owmers are paid by the govermmoent in cash and government bonds.
it i3 plammed that 2.5 willion acres of rice lsnd be transferred to actual
tillers over a th-ee-year period. It i{s expacted that this new program
will do much to iispel in the minds of the rural population the Viet-Cong-
inspired image >f the rich landlord exploiting the poor psasant.

The discussion of the capabilities and potential of the Vietramease
economy would not be complete without reference to physical and humer

infrastructure. One of the fortunate byproducts of the presence of large



U3 military forces in VietNsm during the past six years has been the
construction of a vast network of roads, bridges, airports, seaports,
and communications facilities vhich, vhila designed primarily to support
a war effort, undoubtedly will be usaful in large part to the ecivilian
economy of the future. BEmployment of the Vietnamese by the US militsry
has resulted in the training of meny skilled workers. The government's
greatly expanded educationsl effort, strougly supported by USAID, hes
resuited in an increase in the musber of primary school children from
400,000 in 1954 to 2.2 million in 1970 (84% of the estimated primsry
school age populatiom). During this same period enrollment in secondary
schools increased from 53,000 to 542,000. If hostilities can be ended
between North and South VistHam in the nesr future, it msy be assumed
that South VietNam can launch s new ers of domestic economic development
with s stronger physicel and human infrastructure than it has ever had

before.

Inflation and Stabiliration Measures

Serious inflation in VietNam has been a concomitant of the
military build up and vast increase in military expenditures between
1965 and 1969. Prior to 1965 the economy was characterized by price
stability. Betwaen 19356 and 1964 retail prices as msasured by the
working class index in Saigon rose by only 14%. From the end of 1964
to the end of 1969 prices messured by this same index rose by 420%

while money supply rose 520%. The repid expansion of the money supply,
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which led to a parallel slthough somevhat lesa stesp rise in prices,
was primsrily a result of the need on the part of the GVN to finasnce

the increase in defense expenditures by borrowing from the National
Bank, creating new wmoney for the goverumeat to gspend.

The increase iz governvsnt expenditures was largely to pay
the wages of a vast ivcrease in wilitary and paramilitary forces.
The total of these foraesrose from about 500,000 at the end of 1964
to 1,050,000 by lats 1969. This large extraction of workers in their
most productive years from the labor force contributed to a slow down
in economic growth snd to .uaflationary prassures. In addition, the
arrivel of several hundre. thousand foreign troops during 1965 and esrly
1966 and the comstructior of air bases and other facilities put added
strain on the economy aird halped create a gross imbalance between demand
and supply. The rasult was e precipitous rise in prices; from April 1965
to July 1966 retail prices in Saigon rose 125%L. Prices rose om the
average by 421 per yrar from the end of 1964 to the end of 1969; sven
in 1970 retail pricts in Saigon rose by 321, but most of tha increase
occurred during the first half of the year. A monetary stetilization
prograa introduced during the sutumm of 1970 brought about a drastic
change in the sitsstion. The USAID Retail Price Index for BSaigom rose
by omly 2% durirg the last quarter of 1970 end from the end of 1970 to
July 5, 1971, 'here was virtually no riee in prices. Price stability

was acccapan{d by a continuous decline {n the aversge monthly pilaster
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price of dollars in the black merket (from US$100 = 406 piasters in
March to 373 plasters in July), reflecting incrsased confidence in the
local eurrency.

The stabilization program instituted by the goveromemt during
the autumn of 1970 and further enlarged during the spring of 1971 con-
sisted o!l:ariu of measures to reise exchange rates (partially devalue
the piaster) by introducing @ 273:1 rate for exports and some imports
and invisiblese, roughly doubls interast rates, incresse commodity prices
by reducing subsidies, raise the perequation tax on imports and establish
advance deposits oa imports. These msasures all had the effect of raising
government revenuss or private savings and thus to contract the monay
supply. In June a policy of free licensing of most i{mports was instirtuted
4t an effective exchange race of VN3400 to the dollar (275 rate plus a 125
parequation tax) and in July interest rates were further raised. It is
sxpected that these measures will have a further contrsctiecsary-affeet
on the wpansion of the woney supply.

From the end of 1970 to June 26, 1971, the wmoney supply rose
by VE$Z0 billion, or by 12%, which would be equivalent to an annual rate
of increase of 247, yet there hag baen no noticesbla rise in prices.
uring the first half of 1970 the soney supply rose by only 61, yet the
retail price level rose by 24L. It is therafore obvious that there is oot
necessarily aamy close correspondence between movements in money supply and
prices within any short perfod such ss six months. Much depends on people’s

articipations concerning exchange rates, future supply of imports, or the
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poiicice! aimation. Thus, ths izproved sltuattion chis year may 1o
fleet tha fact that peoole have grester confldance in the future or
that « more libtsral fmpert policy by the govermmsent has awmdas people
fzel wore secure about futuxe supuvly. In a soclety where BOL of the
woney supply 1s held {n the form of cash {compared to lesa :than 50%
in most deveioping countries) and vhere internal gsecurity e still
uncercain, sudden 2o0d sowetires violest chesnges in expectstions can
occur which will i{anfluence the 9rice level more than tha quastity of
DY .

US milicary and civilizn axpenditures in Vistiam have been
tunning at a rare of about VESED billion & year. Despite trocp wif .-
dvaveis, the ratc of such expenditures was roughly stable during 1%7)
and the £1vst half of 1971, Within a yaar & very appreciabls dacliuz
in such sxpendfiures may bz anticipveted which will serva to 14duce
iaxflaiicnery pressure within the econcey ca the sne hand and which
the oiber will cffer the goverument come scopa for increaaing public
gartol investmeatr In 1ts budget. Direct invesiments in che curvmt
budget: sccount for only sbout VR$23 biilioa., or 3% of totel budget
axpenditures. fne must assume that foreign exchangs receipcs are oo,
reducad, {.e., that foreign aid will offeet &ny los: in dollar earn:ty:
resulting from BOD expendirures im VietdNam. 1If there were no oEfsci
to the dacline in DOD expenditurea, the country rould not sustaia tha
minimm level of imporis n2cessary ror raising invectaents and vwhulld-

iag the country’s exmori crade.
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Problems Associated With Yrapeition to a Peacetinme Economy

1t now anpears that the tvanszicion from the wartipe economy
that has praviiled during tna past six ye#rs to & peaceiime econowy
will oceur in two eotages: a) the fiyst stege, of indeterwxinste
duration, will involve the withdrawal of the bulk of the U5 armed
forces plecing the full burden of the war on the South Viatnsnese aried
forces; b) the second stege will occur when hostililies cunse as a
result of some type of cease five or armistice vhich will permit the
demohilization of the bulk of South Vietuamese srmad forces. Both
stages of trangition will fnvelve differeunt economic problems thsan
those that have faced the economy in the pasi. Probiens of price
inflstion will give way to problems of income and employment stabili-
zatior;, though such problems mavy be wore serlous during the sacond a:ags
cf trensition. Both stages will require sitzution to a reordering -~
prioritias in the uee of resouvces, with greator smphaeis given to ‘uvest
weintd for the evrablishment of import saviug or export edrnlng induwuiriee,
a-thovgh it 13 duriug che sseoud stage the  thegldnlede chift of reanurees
to ugs Four civilian produciion will be poesible. The first stage of
tiansition will invoive the lose of the buik of sowe $300 willion in
forelyn exchange esrmings deriving from US miilcary expenditures in Viethem.
¥hile this loss xzay be largely or untirely offcet by greater direct aconoeic
ald assistance fox some time, there will D2 & dire aued Ffor the coun:ry to
inscrense luz erport sarnings to cover ths gup.

Troap withévawals and tne accoipanviag dectize of 13 mil tary
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sxpenditures are apt to give rise to serious t@mporary uaemployment in
the less devaloped regioms of the ecouomy, such &s the northarn five
provinces, MR-1. The employment problem in this eres ic intensified
by the presence of a large refugee population that generally lacks
secure, full time employwent, by the low leval of industrializatiom In
the region and by what the Joint Development Group tarmed "the wmost
d1fficvlt problem in South Vietnam so far as agriculturazl development
is concerned." This area will require specisl attentiom in planning
the cotntry‘e future development.

Ia 1970 VietNam's commodity exports amounted to $13 million
and its iLwports to $662 million {excluding non-commercisl imports), the
difference vas almost entirely covered by foreign economic aid and DOD
axpendituies in VietNam. It is cbvious that L{f VietNam {s to gain anv
significant measure of independance of axiernal grant econcmle assistince,
its moet important sconcwmic goal during the next decade is to raise iis
w4port ekrnings and raduce dependence on imports of commodities that
~an be efficiently preduced within the country. Pox som¢ Lime to come
aconomic planning &nd policy will bave to focus on the sllocatiorn of
ragources to rieet this objective. it is also obvious that until export
sarnings have increased manifold, the country will resain, as it is todey,
2savily dependenz on foreign economic aid tc support future growth or
sven to sustsin current levsls of real incosa.

The receat eadoption ¢f an export exchange rate of YNS3ISO:(Bs1

is en fmpertant step on the long road to &chieving a reasonably high
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Level of exports. The highest previous export figurs was $85 million
achieved in 1960. VietNam must seak over the next deciade to achieve
8 level of exports several timea that level. Rice and raw rubber bave
been the traditional exports of VietNam, but it may be some time before
VietNea can becoma an important exporter of rice again. The world market
for rice is soft and may remain so for some time; production of rubber
has been hampered by security consideretions. A rehabilitstion of the
rubber industry will require sizeable investments and & numbar of years
before plantations ara fully productiva. Rubber and other traditional
axports, such as duck feathers and cinnamon, face compstition from
synthatics. Of the traditional exports, only fish offer opportunitiss
for aizeable growth of sales in foreign markats over the long term.

Between 1938 and 1966 VietHam incraasad its annual fish exports
from US$171,000 to 153959,000. Security conditions and lack of manpower
due to pational mobilization hindered further growth in production and
in subsequent ysars sxports virtually ceassd as tha domestic market
absorhbad ocutput. Although possessing a large flest of wooden craft,
tha fishing vessels are not modern and most of them sre not motoriced.
1f ViatRam i{s to enter wvorld mirkets as & larga scale exporter, it will
have o make sizesble investments in a wodern fishing fleet, cold storage
facilities and refrigerated transportation systems.

Forastry, livestock and food processing are the nev sectors
that offer great potentisl for export davelopmsnt. Most analyste agres
that VietHam's unexploited forests, cowmposasd in large part of tropical

hardwoods, will require a long period of time to develop since the country
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has no expertise in the export of timber and wood products. It {s an
area that may be attractive to foreign investors, since the world
consumption of wood and wood products {s expanding rapidly. Vietdam
exports small quantities of vegetable oils and their byproducts, but

a recent study indicated that by 1980 VietNam could be exporting
vegetable oils at an annual rate of from $6 million to §9 million a
year., The country could be an important exporter of animal protein

in the form of chickens, swine, buffalo and cattle. In order signifi-
cantly to devalop this potential the country vill have to axpand
greatly itz feed-growing industry and establish camning and meatpacking

facilities.

Extexnal Assistance

Gross economic assistance provided to VietEBam by the USA from
FY¥ 1964 through FY 1971 amounted to $4,293 million. The AID Progrsa in
FY 1971 amounted to $640.1 million. Grant economic and social aid
{both official and private) provided by 47 other countries from July
1964 to December 1970 amounted to $146 million, and grant aid provided
by intermationai institutions during the zams period amounted to §14
mtilion. Since the American troop vithdrawal will deprive VietNam of
the bulk of the foreigm exchange ssrnings derived from DOD expenditures
in Vietnan, even higher eannual levels of externsl sconomic assistance
will be required to compensate for the loss until such time as VietHim's

normal export sarnings have increased appreciably. As John R. Mossler,
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Divertor of ithe USAXDR Hissicwu o) Vigtlian. soipted vut 20 a recen
speech befoxa the Amer:can Chamber of Comwerce in Ssigon, AID has
requested from Copgress an Leonomic Support Pund of $150 miiiion for
FY 1972, the dollars bzivcg as freely usable as the dollars the GVR
has besn earning fiom US milicvary purcheses of pisstars. UFf the
requect is approved, the aswouut of dollar suppert for financing
imports from all sources should vemain stsbla at about $700 - §750

milliien.
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