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PREFACE

‘several preliminary briefings given in

Washington, June 27-29, 1964, on a RAND missioan undertaken for AID to

study the role of U.S. economic assistance to Vietnam. A more complete
DECLASSIFIED PER
report of findings and recommendations is now in preparation. J.-—
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PRINCIPAL CONCLUSIONS Date: %\95\C‘g\
We recommend three basic changes in current U.S./GUN polgﬁ"éﬂtor 7 -
XA/PL )

Vietnam: TU.8.A.1.D.

(1) A major program must be undertaken i;mé&iéﬁéi} to expand urban
- employment and improve urban welfare in order to generate support for

the GUN and avoid a dangerous level of VC activity in the urban base.

(2) More selectivity must be used in distributing benefits in the
rural areas in order to concentrate more clearly o£ influencing the
peasants' attitudes, rather than their materiél circumstances; on
strengthening GVN political leadership, rather than accomplishing the
technical deployment of materiel; and on providing resources to our
friends, bu& denying them to the enemy.-

{3) A radically expanded propaganda and informational effort must

be undertaken as an integral part of the economic and welfare programs,

Present neglect in this area wastes much of the payoff of these pro-

grams,
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I, INTRODUCTION

Pundamental to our briefing is a major conclusion that we have
reached concerning U.S. priorities in Vietnam and a key assumption re=-
garding the pacification effort. The major conclusion is that the es=~
tablishment of an effective Goveroment of Vietnam should receive first
priority among U.S. objectives in Vietnam. As of today the current
government is not effective. Unless we can do something about this
inadequacy, the other actions that the U.8. takes will be academlc. We
must also report thai U.S. policy seems to be, in many cases, contribut-
ing to this status.

The major assumption that we refer to is that the oil spot concept
is viable. More specifically, we assume it will be possible to delin-
eate areas where there are relatively high levels of security and in
which the Govermment of Vietnam has effective control. Our policies,
particularly in the rural affairs section of our report, depend critically
on this assumption. And I would like to stress that it is an assumption,
not fact or a conclusion on our part. At best, the oil spot concept is
an uncertain activity; the implementation record to date is far from im-
pressive., It requires complementary military activity in the contested
areas which has not been well thought out to date; and if successful,
it will still take many years to accomplish total pacification of the
country,

In the more complete report we intend to explore how our program
recommendations would be affected in the contingency that the oil spot

concept is not viable,




II, A POLICY FOR URBAN AREAS

A, THE PROBLEM

The immediate initiation of a program designed to increase urban

ﬁemployment and welfare and to stimulate industrial activity in urban’
H
areas is essential to insure the continued support of the urban populia-

!

tion, to diminish vulnerability to VC inroads among the urban population,

and to bolster t%e self-confidence and performance of the GVN, With=-
out such a program, the present regime may be faced with a serious loss
of confidence and a "'two-front' insurgency in which it would have to
fight for existence in its urban base, !
The source of the present problem lies in the absence of effectgve
government poficies in support of urban economic activity, and in the
timidity and inaction that characterizes the present GVN. The results
are painfully apparent: a high level of urban unemployment, estimated
at between 25 and 30 per cent, and perhaps as high as 40 per cent, if
allowance is made for partial unemployment; a lack of career opportuni-
tieg for the educated youth; declining rates of investment, both public
and private, over the past several years, and a particularly sharp de=
cline since the November coup; an almost total absence of community
improvement and public welfare projects to benefit slum dwellers and
the urban poor; an unnecessarily low rate of expansion of output and
new enterprise formation, despite ample private investible funds and
profitable investment opportunities; and finally, economic¢ stagnation
and neglect of development possibilities in Province and Pistrict towns

that could and should contribute more effectively to the processing,

marketing, and distribution of rural products.




All of this adds up to a picture of political vulnerability of

large and important segments of the urban population, At one end of

1

the spectrum stand the unemployed, the low-income workers, and the

E
educated youth who see no hope or opportunities for themselves or their
children, and who tPus constitute fertile ground for VC blandishments,

At the other end of the sﬁectrum stand the elites -- the military, the

intellectuals, the fonctionnaires and even the businessmen and finan-

ciers ~- who are increasingly vocal and unapimous in their criticism
of what they regard as an inactive and inept regime. The result is
public apathy towﬁrds the present regime and a lack of concern over £ta
survival,

And indeed, the current posture of the GVN can only be characteq-
ized as timid and ineffectual. It is unsure as to what policies to
follow and unsure that iﬁ has the authority to execute them, even if;it
were certain which to support. In contrast with rural programs; thoae
that might be aimed at the urban population are relatively easy to de-
sign and execute, and their impact would be quickly felt., Success iq
such efforts would provide two important payoffs: increased self-
assurance within the GVN and additional support for it within the urﬂan
population., The current regime requires more of both if it is to sur-
vive and b% effgctive.

What is urgently needed is an expansionary economic policy that is
centered on the cities and towns; designed to improve levels and condi-
tions of employment, incsme, and welfare for the disadvantaged and other
sensitive urban population groups; and aimed at dramatically improving
the public image of, and confidence in, the regime.

Current policy toward urban areas has been justified on several
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grounds. It has been argued that in a wartime situation austerity, not
affluence, is desirable; that income and welfare disparities between
urban and rural %5eas are a major grievance on which Insurgency feeds;

that any further éxpansion of the GVN budget will lead to inflatiom}

"and that, becauseléf limited administrative capébilities, expanded ure

ban programs can be executed only at the expense of more critical rural
and military programs. We do not believe that any of these arguments
is valid,

l

1. Austerity. It

is not easy to see how urban austerity contri-
butes to winning the war. The issue is not what is “proper' under war-
time conditons, but what will effectively contribute to urban morale
and support of the war effort. Improved living standards and more ade-
quate job opportunities are essential if urban morale is not to be im=-
paired and i1f the endurance necessary for continued support of the GVN
during a long war is to be achieved. On the other hand, 1f economic
expansion results principally in large windfall gains to a few and the
ostentatious display of wealth, no useful end will be served. The real
issue is to design an urban program that will support the population at
large.

2, Peasant fesgntment of urban prosperity., There is no evidence

i
! .
that the mere exisj%hce of higher living standards in urban areas is a

gource of systematic rural/urban antagonism., Peasant attitudes are a
function of local circumstances and grievances, and it is these issues,
not urban/rural disparities, which are emphasized and exploited by VG
propaganda. FPeasants are umnlikely to resent improved living conditions
among the urban poor, many of whom have recently come from the country-

side and retain close ties to families and friends there. Moreover,



increased urban prosperity is itself conducive to rising rural welfare.

¥

3. Inflation. A persistent preoccupation of U.S. and GVN offi~

cials has been the fear that an expansionary economic program would in-
crease the GVN budgﬁ%?ry deficit, aggravate their balance of paymentg
problem, and lead EB serious inflation. This concern is unwarranteds
under present conditions, A program that stimulates domestic prodch
tion and employment, and puts more spending power into the hands of the
lower income groups, will lead to increased domestic production, To
the extent that rising incomes lead to an inereased demand for imporgs
and thus to inflationary pressures, a U.S, willingness to provide the

necessary imports can render the threat harmless.

4, Limited administrative capabilities. The question of limited

administrative capabilities relates not omnly to the urban program but

to the entire package of recommendations we present, Essentially, w§
believe that the administrative problem of Vietnam is not primarily one

of too few able administrators, but one of organization, authority, and
morale, The question is discussed in its broader implications on p, 20

in connection with the feasibility of our entire program. It should

be added here, howkver, that in any case there is no choice: an effective

urban program and an effective rural program are equally essential to

the success of the current pacification and war efforts.

13

B. THE PROGRAM

We therefore recommend a vigorous urban program to enhance the
effectiveness and attractiveness of the GVN and to discourage the VC
by demonstrating that the urban economy is here to stay. The basic

elements of this program are:
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1. An expansionary economic policy. An expansionary economic *

[

policy demands and permits & wide variety of direct income-generating
measures that will stimulate domestic employment, have desirable social
effects, and make a direct contribution to winning the war, Examples
are: '

(a) A greatly expanded program of public works, focused primarily
on population groups most susceptible to VC propaganda, to provide em~
ployment for the unskilled and improved living conditions for the lowest
income groups.

(b) Increased government salaries, including provision for merit'
increases, to improve the competence and morale of govermment workers.

(¢} Further increases in military pay, "allowances and benefits,
to improve motivation, discipline and prestige, particularly of para=-
military forces, and to discourage VC recruitment.

(d) Large-scale, energetic promotion of private domestic invest~
ment, to mobilize idle savings into productive activity, create confi
dence in the urban economy, and attract additional private investment
from abroad. This requires a determined GVN effort to improve the in-
vestment climate, including changeé in its attitudes and institutions.
U.8, ald and advice can lend powerful impetus and support to this effort.

2. Urban social improvement. To bolster public confidence in the

regime, the GVN must' initiate appropriate programs for urban social im-
provement, Examples are:

{a) A major long-term, low~cost public housing effort, for which
the GVN already has detalled plans and which could be launched quickly.
Given present housing conditions, espeeially in Saigon, it is difficult

to imagine a program with greater social benefits or public¢ appeal.

"
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Moreover, it would create employment and stimulate domestic industrial
‘
production and eould, in time, become self-financing.

(b) The construction of‘much-needed urban amenities, including
particularly public schools, clinics, and dispensaries, as well as pub~
lic parks and other simple recreational facilitie§ to ease the burdens
and squalor of urban life for the mass of the population,

(c) Programs of community development undertaken by local social
organizations aimed at organizing self-help and self-improvement pro-

jects for urban youths and other vital segments of the population.

3. The inter-urban economic svstem and the ability of towms fo

serve the countryside. An important zim of urban economic poliey should

be to protect and develop the position of towns and cities as centers of
GVH strength and control, To this end, the GVN should adopt a number
of measures., Examples are:

(a) A program aimed at exploiting the superior security position
of the major towns located along the seacoast or with direct access to
the ocean (Tourane, Da Nang, Nha Trang, Saigon, Rach Gia, Ha Tien, etc.),
by increasing their ability to use the relatively secure coastal routes
for transport, as an alternative to the more vulnerable inland rail and
canzal routes.,

(b) 4An extensive deéelopment of banking and credit institutions
and facilities, now lacking, in Province and District towns, to serve
the commercial and development needs of these communities.,

(c) A systematic program of establishing processing plants in pro-
vineial towns, to serve the needs of rural production (agriculture,
forestry, and fishery) and to increase both rural and urban incomes.

]
Improved marketing credit and distribution facilities in Province and



District towns, and development of smalle-scale and cottage industries.
These will not only provide jobs and income for the rural population,
but also create additional opportunities for the interchange of goods
and services between town and countryside,

4, Demonstration of U.S. confidence and commitment. An important

immediate aim of U,S, urban economic policy in Vietnam must be to
strengthen the GVN's own self-confidence and to allay its fears Fbout
the continuity of U.S., support. Much can be done quickly by the United
States in this regard by a series of concrete projects of unmistakable
significance. Such projects might include:

(a) Construction of a proper U.S. Embassy building ir Saigon.

The present converted facility is grossly inadequate in any case; thé
significance of a U.S, decision to build an adequate representational
structure would not be lost upon the government, the population, or the
vC.

(b) Dispatching, on a technical assistance basis, a 1ong-range,
planning mission to assist the GVN in focusing on a 10- to 15~year da=
velopment plan that would examine the distortions being imposed on the
ecoromy by the war effort and concern itself seriously with the dis-
tant problem of the ultimate reduction of U.S. aid and the building of
a self-sufficient, viable economy. The purpose here is not long-range
economic development as such, but an expression of confidence in the
future and success of Vietnam.

The specific projects and program areas we have listed are intended
to be illustrative rather than definitive. The ultimate size and scope
of any one or combination of projects is not now a matter of great

consequence, What counts is that a sufficiently impressive set of

SN




programs be annouriced and promptly ‘begun.

Much of the political value of the:urban program will be lost une

i

less it is undertaken with some political flair and sense of drama. :
This means, above all, a radically improved public information program

te expleit the full political value of these measures,

II1I, A POLICY FOR THE COUNTRYSIDE

A, THE PROBLEM

What do we want from the peasant? Ags a civilian, we want him to

cooperate actively in the pacification program -- to provide intellie-

4
]

gence about VC operations and agents, to exert social pressure on fellow

villagers with VC conmections, to accept administrative responsibilities
in executing GVN programs =~ and we want him to resist, where he can,

the instructions and tax levies of the VC. As a soldier, we want him

to join the GVN ranks with good will, and to fight effectively. We hope

he will resist VC recruitment, and we hope to cut away the motivations
that might render him devoted to the VC cause. Our rural program must
be designed to stimulate the desired attitudes in the individual pea=
sant. But individuals, even with the best of intentions, will be in-
effective unless they act together, unless they reinforce each other
by shared values and community of interest. They need organization
and they need both moral and administrative leadership. Our program,
therefore, must lay equal stress on individual attitudes, social cohew
sion, and GVN administrative capabilities in the rural areas. We must
operate on the body politic as much as on the individual peasant. And
in carrying out the program; we must guard against providing material

resources to the enemy, the VC.

-
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B, GENERAL POLICY OBJECTIVES

1, Material benefits should be concentrated in the area firmly

under GVN administration, moving outward with the pacification teams,

1f distributed in GVN and contested areas alike ~~ as with the current
fertilizer program -- the commection between the benefits and GVN ade
 ministration will not be clear. Furthermore, active participation in
pacification entails costs and risks for the peasant. Unless the quélity
of life is markedly superior in the GVN area, he will lack a stake i

the struggle and will choose non-involvement instead, He has reasons
accumulated over centuries for distrusting central governments, It 5
would be unrealistic to expect to inspire him with abstract loyalty fo
the GVN in the time available to us now. *Finally, if we provide subw
stantial material benefits in contested areas as well, we will be pro-

viding resources for the VC war effort. '

2. The benefits must flow through the leadership chammels we are

seeking to strengthen: the Province chief, District chief, and village

council. These men are asked to undertake a complex task, combining’
political, military, and intelligence work. To succeed, they need all
the instruments of office, including patronage and stature. If we want
the peasants to respond to their leadership, we must not undercut their
authority in spite of our natural impatience when performance is slow
or faulty. Direct American participation must operate to support and
reinforce the local administrators, not to replace or compete with them.
In the latter role, the Americans appear as critics of the GVN, under-
mining rather than strengthening its ability to lead. Weak adminis~
trators should be helped to improve, inadequate ones replaced, but

Americans cannot provide alternative leadership. Social cohesion and

i



11~

the leadershlp necessary for attalning it are abstract and difficult,

to perceive, but they are indispensible and should not be sacrificed

 me v

.to facilitate the material program.

3. The program must have as its primary objective influencing

‘attitudes, not altering material circumstances. The material aspects

of the program have a payoff only insofar as they affect attitudes.
They should not be misunderstood as goals in themselves. Explanation
and propaganda must become major activities, Each part of the program
should be explained in advance, during execution and repeatedly aftef-

ward, Equally important will be rural survey work, gathering informa-
tion about peasant responses and attitudes, For in measuring success,
we must look at outputs, not inputs, that is, at attitudes affected,

not material benefits delivered.

4, The program must be designed to strengthen the social fabric

of the village and hamlet. These communities are on the firing line.

Their ability to resist is largely a function of their cohesion. The
VC tactic is to undermine their unity, to exacerbate conflicts of inter-
est and class, Ours must be to build unity, compromise differences,

We must strengthen the institutions through which ambitions and aspira-
tions can be expressed, differences and conflicts resolved, leadership
and community direction exercised: the village council, women's and

youths' organizations, tenant farmers' associatiomns, and so on.

5.  Any positive program in the contested areas should be modest

in amount and carefully designed to avoid supplying resources to the VC,

Its function should be essentially symbolic, a token of GVN goodwill
toward the peasants there and a vehicle for explaining the benefits

that will come with pacification. Some measures of economic warfare
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should be taken aimed at denying resources to the VC and at sharpening

the contrast in living conditions between GVN and contested areas.

C, SPECIFIC RECOMMENDATIONS

The policies described above imply a substantial expansion in the
size of the rural program and the introduction of a major new activity,
gathering information'about the attitudes of the peasants and dissemin-
nating explanations and propaganda, Those charged with execution of
the program should be given the responsibility of devising concrete
measures for implementing it. Some suggestions are presented here, as
a possible point of departure for further elaboration and as an indica-

tion of feasibility.

1. Increasing the effectiveness of USOM

{(a) Responsibility for designing the over-all rural program should
lie entirely within Rural Affairs, to insure its practicability and unity
of concept. To carry out this function the Associate Director should
have a staff for research and analysis, which would have no operational
résponsibilities but be charged with gathering information, thinking
about the program, and organizing and transmitting what is learned,

This undertaking should not only contribute to the formulation of cur=
rent programs, but alsc to the development of & more reliable and com=
plete understanding than we now have of Vietnamese rural society. Feed-
back from the field, from the provincial reppesentatives, and from sur-
veys of attitudes"should be better utilized -~ perhaps through a con~
tinuing policy-planning Council on Rural Affairs, in which such people

as the USOM and USIS field representatives, the analytic staff, Embassy

provincial reporters and sector advisors might participate, depending

SR
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on the topic being considered, This Counell could also be a major
source of policy guldance for the field staff.

(b) The Rural Affairs staff should be expanded, but the rate and
geographical distribution of the expansion would have to be carefully
controlled to insure that the qualifications and orientation of the
new recruits are suitable and that the desired relationship of the field
staff to the local GVN administrators is maintainedl Some specialized
recruitment and training must be undertaken to carry out the informa-
tional aspects of the program. Americans should be added, but the in-
crease in Vietnamese supporting staff should probably be two or three
times greater, to avoid unnecessary American intervention in Vietnam's
internal affairs, to increase the points of contact between the Americans
and the community they are trying to serve, and to make permanently
available to Vietnam a body of trained young people, experienced and
knowledgeable in rural affairs. Women are important in Vietnamese
villages and more women in the Rural Affairs field staff would probably
make a valuable contribution. The work of the Rural Affairs provincial
representative is constructive and challenging, and recruits of the
highest quality should be forthcoming if knowledge of the work and need
are properly disseminated. DPerhaps the ban on Peace Corps assistance
in recruiting should be recomnsidered, Loans from other agencies might

also be increased.

{2) The Rural Program

(2) A much expanded program of benefits for dependents of soldiers and
members of the para-military should be established. In this way the young
peasant's attachment to his family would become a positive rather than

negative factor in his willingness to serve and in choosing service with
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the government over the VC. The amount of the benefit should vary with
the number of family @embers in service and with rank, to encourage all
family members to serve the govermment and to encourage the sort -of
performance that, in turn, will lead to promotion. To minimize admin-
istrative complexity, monetary payments might be the best initial form
for such benefits, but ;ventually their form shduld be chosen with the
sentiment of the soldier and his family in mind. For example; boarding
school education for younger members of the family might appeal at once
to the soldier and his parents.

{(b) The tax on agricultural land, now collected in part for the
benefit of the village, in part for the provincial and national budgets,
should be reserved exclusively for collection and disbursement by the
village council., This would end the obligation of Province or District
chiefs to make armed tax-collecting forays and would enhance the finan-
cial and administrative strength of the village council. The revenues
lost at the provincial level should be replaced through the GVN budget.

{c) Funds should be provided at the provincial, district, and
village levels for local public works, fuch as roads, canals, bridges,
and school clinies. Wages should be paid and unpaid labor for these
purposes should be eliminated. This would provide income for the sec=
tor of the peasantry most in need, those who must work for hire, and
would eliminate the practice of corvée, which is resented. In both
respects, paying wages would provide a favorable contrast between GVN
and VC administration. This proposal could be quickly and easily put
into effect since many useful but simple projects are now underway on
an unpaid basis, These should be converted to a paid basis and others

could be undertaken if more funds were available at present levels of
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administrative and technical capacities.

{d) Raising the price of rice through market chamnels is unde=
sirable because it would take effect natiomnally, blurring the differ-
ences between pacified and unpacified areas and increasing resources
available to the VG through tax collections in contested and VC areas.
Instead, the possibility for establishing differential rice prices,
higher in GVN and lower in contested areas, should be explored, for
example by taxing millers and buyers who operate in contested areas,
while subsidizing or otherwise facilitating marketing in GVN areas.
Similarly, important inputs such as fertilizer might be taxed as they
enter commercial channels, but supplied.at low, subsidized prices in
GVN areas through the village councils. These actions would stimulate
production and income in GVN areas, but have the opposite effect in
areas of VC activity.

{e) Low interest loans out of NACO funds should be made to indi~
viduals for productive purposes through the village council, with the
council held financially responsible for collection and repayment.
Individuals unable to repay should be given the opportunity to discharge
their obligation through labor om paid public works, perhaps with a
penalty to encourage conventional repayment. Working through the
village council will strengthen its leadership, permit a more rapid
expangion of the volume of credit than NACQ can now administer, and en-
sure the high level of collection necessary for the sound development
of NACO and of credit relationships in the countryside generally.

(f) Land reform should not be undertaken now. Not only is the
special machinery needed for implementing reform lacking, but several

existing statutes protecting tenants presently go unenforced, in part,
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because landlords are important in village, district, and provincial
administration. Thus, announcement of a new program would probably
arouse more skepticism than enthusiasm among tenants. If, as is all too
likely, the new program also went umenforced, it would appear merely
as another act of bad faith, dividing the peasants from the rural ad-
ministration. -On the other hand, landlords, who figure importantly in
both civil and military hierarchies, would feel alarmed and attacked.
The problems of tenancy would not abate, but the class conflict on
which VC propaganda preys would be sharpened., A preferable approach

'
would be to improve and enforce present statutes ensuring permanence
of tenure and limiting rental rates, Meanwhile, institutions for pro=
tecting tenants'® rights, such as the Union of Tenant Farmers, should
be strengthened, and a program begun of voluntary sales by landlords
at high prices ahd resale to tenants at low prices, with the GVN making
good the difference.

(g) A broad program of support for rural social organizations,
such as those which have traditionally existed for women and young
people, should be undertaken, Guidance and funds might be provided
through the village council or through national youth groups, such as
the 4-T, Recreational and vocational outlets for youth are especially
needed as an offset to the blandishments of the VC.

(h) A much larger program of benefits for relocatees should be
designed to provide adequate compensation for the hardships of their
move and to produce an environment that will permanently attach the

peasant to his new location.




IV, FEASIBILITY OF THE RECOMMENDED PROGRAM

The program we are recommending ~~ Increased attention to urban
problems and opportunities, a more focused rural program, and a greatly
expanded information effort to exploit these programs -- requires c}ose
oooperation between the .5, and the GVN, Can we enlist the necessary
support from the GVN? Even if we can, would this support be translated
into effective programs? We believe that the answer to both these ques-

tions is "yes."

GVN CONCURRENCE

Digeussion of U.8. leverage on GVN policies often neglectsz an im-
portant factor =« the considerable overlap of self-interest tﬂat now
exists between the two govermments. Wherever possible we should exploit
this fact, For example, one of our major policy conclusions is that
the GVN should adopt a more expansionary economic policy. In the past,
the U.S5. has seemed to argue that the existence of unemployed domestic
resources meant that the U.S5. need not'provide as much ald as might
otherwise be the case, This has sounded like a burden~sharing argument
to the GVN and the result has been predictable: rather than encouraging
a more expansionary policy, we have undercut GVN willingmess to adopt
desirable programs. The result has been, in short, directly contrary
to our intentions.

However, in our discussions with GVN ministers we struck a respon-
give chord by an approach which stressed the positive contribution that
programs to expand employment and invigorate economic activity would
make to security and soclal welfare, The present GVN is eager for

guidance and assistance. They will drop and initiate programs simply
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because of U.S., opposition and encouragement. In fact, they listen so
receptively to U.S. advice that we must be careful to present a consis-
tent package of pogitive recommendations., The first requirement for
improving GVN performance is to improve our own policy recommendations
and negotiating techniques,

A major obstacle to GVN cooperation has been their doubts concern-
ing the durability of the U.S5. commitment., Though this may seem per-~
verse in the light of present U.S. policy, it is understandable., On
the one hand, they are being asked to adopt policies that will dras-
tically distort their economy in an effort to accelerate the war effort.
They are being asked, moreover, to adopt measures that will curtail
their freedom of diplomatic action and profoundly change their adminis-
trative structures and procedures. On the other hand, they hear that
U.S, policy toward their country is based on domestic political consi-
derations. They are aware that a sizeable body of U.S. opinion is
hostile to our present commitment. They are made constantly aware of
U.S, dissatisfaction with their performance. In the face of the uncer-
tainty these facts produce, our obligation is to exhibit patience and
concern in meeting their doubts. We must help the GVN to obtain the
necessary self-confidence to act vigorously. To do this we must recog~
nize their need for U.S. support based on mutual interest extending
beyond the period of insurgency and looking toward the establishment
of a viable peacetime Vietnamese economy. U.S. support is the founda-
tion of present G&N policies; to improve the latter, we must allay
"their doubta about the former.

Success in convincing the GVN of the durability of our support

will not eliminate all problems. Ever since the U,S, entered the
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foreigh aid field it has had to face the problem of impairing incentives
through the substitution of aid for domestic effort. We canmot let the
GVYN assume that if they don't do their job we can and will do it for
them, The attitude of the present GVN 1s basically constructive, but
there is always a temptation to assume that U.S. aid can substitute for
their own efforts, While persuasion, explanation, and reassurance are
necessary, pressure will also be needed. Techniques that tie our assis-
tance more closely to their performance -« such as provision of funds

on a contingency basis -~ can be evolved., We must also constantly stress
to the GVN the importance of their actions to the successful prosecution

of the war,.

TRANSFER OF RESOQURCES

A concerted program to inerease domestie output and employment
will require fuller use of domestic resources, as well as the transfer
of additional resources from the U,S, and third countries. While some
of the required resources can be captured from hitherto unused domestic
sources == from the pools of underemployed workers and uninvested mone-
tary capital -- an expansionary economic program will also require the
support of additional external resources transferred through the import
market, Our review Iindicates that there is no economlc barrier to this
transfer.

It is not true that a large volume of imports brought in under the
Commercial ¥mport Program will stifle domestic production, There is
evidence to the contrary in the form of large unrealized profit oppor-
tunities in many industries, These unrealized profit opportunities

demonstrate that the current lack of domestic investment must be
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attributed to other barriers, TheSe include complicated govermment
procedures and a climate hostile to private investment, as well as un=-
certainty about the durability of U.S, support and the future of the
government,

An expansionary economic program will generate an increased de=-
mand for all goods; including imports. The U.S. must stand ready to
make these needed resources available. If we do this, these additional
imports will supply the supplementary materials and equipment required
by domestic producers. They will also assure that the increase in in~-
comes will be made real through the purchase of additional goods, and
not result in inflation., Such a policy will enable fuller utilization
to be made of domestic resources, while at the same time enabling the
U.5. to transfer productively more resources in support of the war

effort. p

GVN ADMINISTRATIVE QAPABILITY

New GVN programs are often considered undesirable because they
will stretch even thinner the "thin veneer" of administrative talent
and capability in Vietnam. But the main obstacle is not a shortage of
people who can do the job; there is more administrative capability than
i1s currently being used. The obstacle lies in the organization and
motivation of those already available, particularly in the middle and
lower levels of administration. More demanding leadership will call
forth better performance from these people. An important corollary is
that new programs are not necessarily in conflict with old, To do a
better job in one area does not mean that a poorer job has to be accepted

in another.
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The **administrative problem" as it relates to rural programs is to
find ways and means of increasing the authority and improving the per-
formance of privincial, district, and village authorities. It is a lack
of decentralized authority and financial control that is impairing rural
administration, not an over-all shortage of administrative ability. A
good start has been made in overcominé these obstacles. The current
pacification plan provides a means of increasing the effectivenss of
the present officlals at the same time that it increases the urgency
of doing so. Increased decentrallzation of control over funds, increased
local contyxol of programs, better and more numercus ruxal cadres, will
directly improve the gquality of rural administration.

In brief, we believe that much can be done to improve GVN perfor-
mance with present administrative resources. Also, these resources can
be increased quickly through the provision of forelgn experts, not neces-
sarily U.S., working directly for the various GVN ministries. Each
ministry needs expert help. The U.S. should indicate its willingness
to finance such assistance and encourage the GVN to request it. In-
creased use of foreign specialists working within the GVN would not
only improve the present quality of %gN policy~masking and administra-
tion, but would also provide a simple means of training Vietnamese

officials and increasing Vietnamese competence.

THE LEVEL OF U.S. AID

The program changes we are recommending will require additional
resources from the U.S. Many of them ecan be supported by funde already

appropriated, but which are likely to remain unused unless the GVN

starts new programs. Assuring that these programs are In fact Iinitiated




should be a major short~run concern of U.S. policy. We should, never=
theless, also be prepared to provide additional funds if they are neces-
sary to start desired programs, The additiomal cost of the required
programs is not high compared to the amoudts already being spent and
in relation to the importance of this war. Surely if we can make up
our minds about what we want the GVN to do, we can give them the neces-

sary finaneial and technical support.




