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LETTER OF TRANSMITTAL

House o REPRESENTATIVES,
Washington, D C., October 12, 1966.
Hon. JorNn W. McCorMAcK,
a%?ea]cer of the House of Representatives,

ashington, D.C.

Drear Mz. Seraxer: By direction of the Committee on Govern-
ment Operations, I submit herewith the committee’s forty-second
report to the 89th Congress. The committee’s report is based on a
study made by its Foreign Operations and Government Information

Subcommittee,
Wirsiam L. Dawson, Chairman.
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PREFACE

This is the first comprehensive congressional report ever written on
the U.S. AID program in Vietnam. It gives credit where credit is
due and demands action where the committee feels it is demanded.
If this report is critical in tone, it is because the facts justify it. That
ic the committee’s duty under the Rules of the House of Representa-
tives. We are the watchdog of the Co and are charged with the
mandate of pointing out those areas where the economy and the effi-
ciency of Governnient. operations can be improved. Unquestionably,
ancther report could be written about the t dedication and saeri-
fices of thousands of American civilians in Vietnam who toil tirelessly
in our md effort there. We salute them. We commend also the offi-
cials who direct this vital work at home and abroad for their coopera-
tion in this investigation. They gave the committee wide freedom of
access to necessary files and other information.

The committee is convinced more than ever as a result of this study
that there are really three wars raging in Vietnam. There is a mili-
tary war, a political war, and an economic war. Without victory in
the last, success in the other two would be meaningless. Thus the in-
tent of this report is to provide recommendations which are designed
to bolster our attack in the economic war. We strongly believe that
if these steps are adopted and forcefully advanced, victory and peace
will be much closer at hand. In summary, we hope we have achieved
our objective of being thoughtful and constructive critics.
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AN INVESTIGATION OF THE U.S. ECONOMIC AND
MILITARY ASSISTANCE PROGRAMS IN VIETNAM

Ocrorer 12, 1988.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

Mr. Dawsox, from the Committee on Government Operations,
submitted the following

FORTY-SECOND REPORT

BASED ON A STUDY BY THE FOREIGN OFERATIONS AND
GOVEBNMENT INFORMATION SUBCOMMITTEE

On October 6, 1968, the Committes on Government Operations
%:pproved and adopted a report entitled “An Investigation of the U.S.

conomic and Military Assistance Programs in Vietnam.” The chair-
man was directed to transmit a copy to the Speaker of the House.

1. INTRODUCTION

In tha lasi fiscal year, the United States spent $590 million for
economic assistance to Vietnam and provided another $138.5 million
in agricultural commodities. This represents almost $1 out of every
$4 sFmt. by the United States for economic assistance throughout the
world. Since 1953, when the U.S. economic assistance program began
in Vietnam, the United States has spent more than $3 billion for aid
to that southeast Asian country, almost all of it in the form of
outright grants.

A substantial increase in the infiltration of Communist North Viet-
namese troops into South Vietnam began in late 1964. The Com-
munist expansion of the war brought forth, in addition to the increased
U.S. military commitment, a corresponding increase in U.S. economic
assistance.

1



2 AN INVESTIGATION OF U.S. PROGRAMS IN VIETNAM

Some committee members feel the Agency for International Devel-
opment (AID), may have tried to do too much, too soon. The U.S.
economic assistance program has mushroomed enormously in the last
year and vast resources In some instances have been utilized without
the kind of planning that should have been dictated by simple con-
siderations of efliciency and economy. Certain programs, such as
commodity imports, have been expanded withont being carefully
thought out in advance and without the setting of clear priorities.

Some of the mistakes made by AID in its commercial import
program for Vietnam in the past year already had been made in
similar programs in other countries in the past. Unfortunately,
AID did not learn from its worldwide experience of the past 20
years in conceiving and executing much of its program for Vietnam.

ecause of the critical situation in Vietnam and the very real pos-
sibility that the United States may one day be called upon to face
a similar crisis in some other part of the world, the committee be-
lieves that the recommendations contained in this report should be
implemented without delay and that the deficiencies noted here must
serve as costly lessons for the future,

The Secretary of State has declared that the goal of U.S. efforts
in Vietnam is to enable the Vietnamese to make their own decisions
about their own affairs without having these decisions imposed upon
them by outside force. The U.S. economic aid program is designed
to help develop and stabilize the country in line with this goal.

ATT¥s basic objectives in Vietnam are twofold—to combat inflation
and critical commodity shortages in the market place, and to provide
the supplies and technical skills necessary to fight against Communist
subversion and insurgency in the countryside. To achieve these ob-
jectives, AID has initiateg or increased its support for a wide variety
of programs which can be divided into six basic categories: rural con-
struction and grassroots political development; refugee relief; police
training, equipment and advisory assistance; longer term develop-
ment; transportation and logistics; and the commercial import
program.

The Vietnamese people should be at the heart of all of these pro-
grams. In order to be successful, our aid must effectively reach the
masses of the people, and its helpful impact must be felt by the
peasants and not just the higher strata of Vietnamese society.

Thus, the United States must—in the course of its assistance—
urge actions by the Government of Vietnam which will bring about
such basic things as land reform, improved education and health and
the chance for a better life. The nﬁlabilit&tion of refugees and the
election of honest and just officials in the villages are of major
importance too. All of these are necessary steps toward building a
truly representative and responsive Government of Vietnam,

“?:a believe that the American public will continue to support our
large AYD program in Vietnam i? these changes are genuineﬁy sought
by the Saigon government. But ﬁrogress must be clearly evident,
not only to the \gietnamese peasant, but alsoto the American taxpayer.

Because of this, the United States must be firm in conditioning its
economic aid to the achievement of progress in these important areas

L4
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whenever iblaa. The war crisis makes this difficult but not
impractical.

e need for stronger controls over the actual administration of
our ATD p in Vietnam is discussed in detail in this report.

In the early months of 1965, basic decisions were made by our
Government which led to a large-scale increase in the U.S. tm{lury
commitment to Vietnam.

Concurrent with the military buildup, U.S. economic assistance to
Vietnam was greatly expanded in recognition of the importance of
political and economic factors in contributing to a satisfactory resolu-
tion of Vietnam’s many problems. In the latter months of 1985,
when the U.S. economic assistance program in Vietnam was being
increased from an annual level of $368 million to $728 million, numer-
ous allegations of inefficiency, waste, diversion, and corruption in the
program and related areas n to be rted in the United States.

In January of this year, Chairman John E. Moss of the Foreign
Operations and Government Information Subcommittee of the House
Committee on Government Operations met informally with a num-
ber of U.S. officials responsible for administering and overseeing the
aid program in Vietnam. On February 3, 1966, the subcommittee
heard testimony in executive session from Mr. Rutherford M. Poats,
ATID’s Assistant Administrator for the Far East, and Mr. Oye V.
Stovall, the Director of the International Operations Division of the
General Accounting Office (GAO).

Under Cbairman Moss’ direction; the subcommittee staff continned
to gather information on the U.S. aid program in Vietnam during
the months of February and March and a prelimi report of the
stafl’s findings was submitted to the subcommittee on March 23, 1966.
Chairman William L. Dawson of the Committee on Government Oper-
ations then authorized extension of the inquiry overseas. On March 26,
1966, three stafl members were ordered to start detailed investigative
work in Vietnam. At that time, it was anticipated that members of
the subcommittee would join the staff in Saigon a week later, but
demonstrations and violence in Vietnam ahor%lg after the stail’s
arrival prompted the U.S. Ambassador to cable Washington request-
ing that the visit to Vietnam be postponed until conditions improved.
The subcornmittee’s original plans were temporarily canceled in defer-
ence to the Ambassador's request, but the staff members remained in
Vietnam for 12 days and continued to gather information from many
smgﬁiboth official ;nﬁl unoiﬁciltg. the

ay 6, 1966 following t ing of rioting in Vietnam, t
subcommi{tee left Washi ln.% fora 1031;; i mﬁm tour of selected
areas of the Far East. e other members of the subcommittes ac-
mpugiiménChairman Moss were Representatives John S. Monagan,
Dawnd S. g, Henry Helstoski, Robert P. Griffin (now a U.S. Sena-
tor), and Donald Rumsfeld. Representative Howard H. Callaway
of the Military Operations Subcommittee also participated in the
investigation in Vietnam. Reprecentatives Ogden R. Reid, Torbert H.
Macdonald, and David S. King also made separate investigative trips
to Vietnam. Their observations and the information they obtained
during these trips contributed materially to this investigation.



4 AN INVESTIGATION OF U.S. PROGRAMS IN VIETNAM

The subcommittee spent 5 days in Vietnam and formal hearings
were held at the ATD mission’s main building in Saigon. Members
of the subcommittee also conferred at length with top officials of
the ATD mission, the U.S. Embassy, the U.S. Information Agency,
and the U.S. military. One day was spent in inspecting new port
facilities at Cam Ranh Bay, 200 miles northeast of Saigon, and

acification, police training, and refugee grograms in and near Vung

au, at the mouth of the Saigon River. Additional hearings were con-
ducted in Bangkok, Taipei, and Hong Kong on matters specifically
related to the aid program in Vietnam.

The subcommittee returned to Washington on May 16, 1966. The
hearings held in the Far East are highly classified and comprise a
total of 701 pages of testimony and exhibits. The transcripts and
documents are in the committee files.

As a result of information provided to the subcommittee by officials
of the U.S. Embassy in Saigon, Chairman Moss and other members
of this inquiry proposed a key amendment to the Foreign Assistance
Act of 1966 which was approved by the House and subsequently
acciﬁted by the Senate in conference. Additional hearings were held
by the subcommittee in Washington on July 19, 29, August 1, 3, 4, 5,
and 9, 1966. These hearings were in executive session and total 567
pages of testimony and exhibits. The hearings, as well as other infor-
mation, material, and documents pertinent to the inquiry are in the
committee files.

The report which follows is an examination of certain aspects of
the U.S. economic and military assistance programs in Vietnam which
the subcommittee, in the course of its investigation, determined to be
of special significance. U.S. officials, both in Saigon and in Wash-
ington, have made improvements in both the administration and the
surveillance of programs in Vietnam in the past 9 months. The major-
ity of these improvements have either been initiated or speeded as a
direct result of the committee’s investigation of the aid program and
related matters.

On July 19, 1966, ATD’s Assistant Administrator for the Far East,
Rutherford Poats, stated in testimony:

The committee certainly brought to my attention the degree
to which we have excessively given priority to the personnel
buildup in other aspects of the (Vietnam) program * * *
at the expense of adequate support, strengthening of the man-
agement, and data—gathering aspects of the commercial im-
port program * * Now the fact that we are building up
the staff, after you have brought it to our attention, obvi-
ously indicates we could have gone it earlier.

On August 17, 1966, the Assistant Secretary of Defense for Man-
power, Thomas Morris, advised the chairman in a letter (exhibit 1) :

As T stated during hearings on August 1 and 5, 1966, the
Department of Defense is mindful of and grateful for the
many constructive contributions made by your subcommittee
in' our joint effort to eliminate any adverse economic impact
upon the Vietnamese people and the Government of that gal-
lant nation, which might otherwise result from the presence
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of our forces in that country * * *. It is my earnest hope

that the comprehensive exchange of information which took

place in the course of the hearings will facilitate the continued

close association between us which has proven so effective in

%rssuring the orderly conduct of our affairs in the Republic of
ietnam.

Statements similar to these were made to the subcommittee by the
Inspector General of Foreign Assistance, Department of State, on
July 19, 1966, the Acting Inspector General, Department of icul-
ture, on Angust 29, 1966 {exhibit 2), and the Director of the U.S. In-
formation Agency on August 15,1966 (exhibit 3).

These statements are not. cited with the intention of implying that
all possible improvements have been made and that the entire program
is now operating at maximum efficiency. Many of the changes that
have been instituted in recent months have not yet become fully opera-
tional and it remains to be seen how effective they will be in practice.
The committee also has ndditional recommendations for improvements
which are contained in the body of this report.

The committee has a continuing interest in the development of an
efficient and economical aid program in Vietnam and intends to keep
the situation under constant watch in the months to come, not only
checking the effectiveness of recently instituted changes but also urg-
ing action toward further improvements.



II. BACKGROUND: THE ECONOMIC SITUATION IN
VIETNAM

The military buildup in Vietnam has been accompanied by enormous

roblems for United States and Vietnamese economic planners. In-
flationary pressures on the economy of Vietnam have been severe in the
last year and a half. The very existence of the Vietnamese Govern-
ment could be dependent upon finding a satisfactory solution to the
problem of inflation.

The cost of living in Vietnam increased at an annual rate of 74 per-
cent in the second quarter of this year as opposed to an annual rate
increase of only 3.5 percent as recently as early 1963, before the begin-
ning of the buildup. The effects of a galloping inflation of this sort
are felt most acutely by persons living on fixed incomes and Govern-
ment workers, civil servants and military, whose wages tend to lag
behind the earnings of independent businessmen and workers in the
private sector. An inflationary squeeze on the purchasing power of
Government employees offers inducement to the sort of administra-
tive corruption which could lead, eventually, to a mass loss of popular
confidence in any government. Inflation can force civil servants to
take jobs on the side in order to make ends meet, thereby increasing
absenteeism and reducing their efficiency m official duties. Low
salaries in the civil service also make Government workers susceptible
to outside offers of higher wages and increase the turnover while
lowering the caliber of Government personnel. In the military, in-
flation without corresponding salary increases creates severe morale
E,roblems and reduces the effectiveness of the army as a fighting force.

aradoxically, any increase in Government salaries is in itself in-
flationary and therefore partially self-defeating.

The price of food, which is the most important element in the
budget of the average Vietnamese family, rose by almost 70 percent
in the year following the beginning of the buildup. The price of rice,
which alone accounts for 13 percent of the budget of the average
Vietnamese family, increased by about 30 percent in the first 6 months
of this year. “The price of rice,” one official is quoted as saying,
“could put. a lot bigger mobs in the streets than the monks can muster.”
Because of inflation, har girls and taxi drivers can make more money
than cabinet ministers. Middle- and low-income families are forced
to move into inadequate quarters when rents are raised beyond their
ability to pay, and owners of needed commodities are encouraged to
make speculative profits by holding goods off the market while prices
are rising.

Causes of Inflation

The foregoing is intended to be merely illustrative of the serious-
ness of inflation under present circumstances in Vietnam. Inflation-
ary pressures stem from two principal sources, both of which are

6
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directly related to the war: increased Government of Vietnam {GVN)
budgetary deficits; and increased spending by U.S. elements for con-
struction, operations, and personal expenditures.

1. G¥YN Edgetnry deficits.—In 1965, the GVN ran a deficit of 23
billion piasters on a total budget of 52 billion piasters. Prior to the
devaluation of the piaster, which was announced in June of this year,
the 1966 budget was set at 55 billion piasters and the estimated deficit
was 20 billion piasters. A general wage increase of from 10 to 30
percent for Government employees was announced at the same time as
the devaluation and it has been estimated that this, plus the increased
costs of goods and services to the GVN as a result of the devaluation,
will increase the original estimate of this year’s deficit by 10 to 20
billion piasters.

Two factors combine to make it unlikely that the GVN deficit can
be significantly reduced in the near future. The first of these is the
alsolute necessity of a high level of spending for both defense and
civil programs under present war conditions. The GVN budget has
ah-eas ¢ been pared to what is thought to be an ahsolute minimum and
further reductions are not, in the opinion of both Vietnamese and
United States officials, either militarily or economically feasible. The
second factor is the unlikelihood that a simele increase in tax rates
would result in a significant increase in GVN tax receipts and a cor-

nding reduction of the deficit. This results from the limited
GVN administrative capability to enforce higher taxes and the absence
in Vietnam of a public tradition of tax compliance.

2. Spending by U.S. elemenis.—The U.S. Mili Assistance
Command/Vietnam (MAC/V) in January calculated that the aver-
age U1.S. soldier in Vietnam spends $45 a month in piasters. Using
this it was estimated that total U.S. troop spending in Vietnam
this year will be $182.5 million, or 21.5 billion prasters. Expenditures
by contractor employees were estimated at 0.25 billion piasters and the
local currency costs of military construction projects at 8 billion pias-
ters. Once again, the recent devaluation will probably serve to in-
crease this latter figure. These three elements total an expenditure of
almost 30 billion piasters from U.S. sources for pu directly re-
lated to the war effort, A revised estimate provided by the DOD on
Septembor 29, 1966, indicates that per capita monthly piaster expendi-
tures will probably fall in the range of $30 to $35 f‘(')r this year. On
this basis, the DOD estimates that total U.S. troop spending in Viet-
nam will be about $100 million and, in consequence, total piaster ex-
penditures from U.S, sources for purpases directly related to the war
effort should be lower by an amount equal to $82.5 million.

Recent GVN Measures To Combat Inflation

The tremendous infusion of piasters into Vietnam’s economy result-
ing from large budgetary deficits and increased G.S. military spend-
ing has brought about a classic inflationary sitnation with too much
money chasing too few goods. Much of the need for additional pias-
ters has been met simply by printing additional quantities of bank-
notes as heeded. In 1965 the money supply increased by 75 percent
from 27 billion to an estimuated 47 billion piasters. During the first
4 nonths of 1966 there was a further increase of 18 percent to 56 bil-
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Jion piasters. The uncertainties inherent in a period of rapidly rising
prices not only tend to weaken confidence in the ability of the éovern—
ment to bring the situation under control but also act as a powerful
inducement to currency black marketeering, illegal acquisition of gold,
and other transactions resulting in illegal capital flight, which pro-
vides a form of financial security independent of the value of the pias-
ter. In order to control what was generally conceded to be thé wide-
spread existence of such practices and in an attempt to bring greater
stability to the value of the piaster, the GVN announced the implemen-
tation of major new economlc measures on June 18 of this year.

Primary‘among these was an increase in the exchange rate on U.S.-
financed import transactions from an effective rate of 60 piasters to
the dollar to a new effective rate of 118 piasters to the dollar, Assum-
ing that the total level of imports remains the same, this will almost
double the amount of piasters received by the GVN in payment for
U.S.-financed import transactions, thereby taking large sums of pi-
asters out of circulation. The devaluation was undertaken after con-
sultation with the International Monetary Fund, which sent. a special
team to Vietnam in May at the request of the GVN to study Vietnam’s
economic problems. Although the devaluation, as expected, resulted
in an immediate increase of about 25 percent in the general retail price
level, it is reported there are already signs that prices are leveling off
and it is hoped some degree of price stability will soon be achieved.

Other measures announced at the time of the devaluation include a
10-to-30 percent wage increase for Government employees, the liber-
alization of certain economic regulations, and the free sale of gold
to authorized jewelers. The wage increase, although inflationary in
effect, was necessary for reasons discussed previously. The liberaliza-
tion of economic regulations includes the opening of the previously
closed list of firms anthorized to import goods and to abolition of an
ancient quota system by which foreign exchange was allocated in fixed
amounts to authorized importers. The free sale of gold in limited
quantities and for a temporary period is intended to draw additional
piasters out of eirculation.

Recent U.S. Measures To Combat Inflation

The United States, on its part, has also undertaken a series of meas-
ures designed to help curtail inflation in Vietnam. A recent $50 mil-
lion construction contract with a U.S. firm stipulates that a large
majority of workers on the project be Americans. These Americans
will be required to work longer hours than usual and to bank a large
part of their salary in the United States, thus cutting down on the
opportunity to spend money they earn on the local economy. The
United States has also taken steps to reduce troop spending on the
local economy. U.S. banking facilities were opened in Vietnam in
the month of July and special accounts with particularly attractive
terms, designed to lure the savings of servicemen, have been established
for military personnel. A system of military payment certificates
(MPC’s) valid only in U.S. official or related 1nstallations, was insti-
tuted on September 1, 1965. All U.S. personnel, military and civilian,
including contractor personnel, are now paid in MPC’s and it is a
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violation to exchange MPC’s for piasters other than through a U.S.
disbursing office. U.S. officials are studying the possibility of moving
large numbers of U.S. troops outside the Saigon area, putting Saigon
off limits to some troops, and using recreation areas outside of Viet-
nam more extensively. These and other measures designed to reduce
DOD piaster expenditures in Vietnam are detailed in a letter from
Assistant Secretary of Defense, Thomas ). Morris, dated August 175,
1966, which is included as exhibit 1. The United States has an?) pro-
vided professional customs and tax guidance to the GVN in an
attempt to improve Vietnamese customs administration and increase
Government revenues from this source. In early August, a White
House mission headed by Economist Robert Nathan spent 2 weeks in
Vietnam studying the feasibility of thess and other measures by
which the United States could help control inflation in Vietnam.

With the exception of the MPC system, most of the above measures
have been undertaken during the period of the subcommittee’s inves-
tigation. The major tool with which the United States is attempting
to combat inflation in Vietnam has not vet been discussed and it s
the subject of the following section. This is the $420 million U.S.
commercial import program.



III. COMMERCIAL (COMMODITY) IMPORT PROGRAM

Committee investigation disclosed that the United States has pro-
vided over $1.7 billion worth of consumer goods and raw materials
for manufacturing to Vietnam since 1955 under the commercial import
program (CIP) of the Agency for International Development and its
predecessor agency. These consumer goods, comprising about 70 per-
cent of the nonmilitary aid provided to Vietnam, were being pumped
into the country at the time of the subcommittee’s investigation {a)
without any determination as to whether the quantities imported were
excessive and could be properly and efficiently abhsorbed into the Viet-
namese economy, (&) without any determination as to whether certain
types and grades of commodities were luxurious under current condi-
tions in Vietnam, {¢) without any determination as to the quantity of
stocks on hand and in the supply pipelines, (&) without any deter-
mination as to whether the commodities programed were likely to be
hoarded, diverted, or used for purposes incompatible with U.S. objec-
tives, and (e} without verification and adequate surveillance of the
use made of commodities previously delivered under the CIP. These
deficiencies in addition to the unrealistic rate of exchange and lack of
effective monetary and fiscal controls encouraged speculation, wind-
fall profits and corruption, fed inflation, and deprived the United
States of maximum benefit from ity assistancs programs.

Briefly, the mechanics of the CTP are as follows:

ATD i1ssues procurement authorizations permitting the purchase of
certain approved commodities and sets up dollar credits against
these authorizations in U.S. bapks. In Vietnam, importers reg-
istered with the GVN invite bids from the United States or other
authorized countries. These are authorized countries, most of them in
the Far East, that had been or are receiving U.S. assistance. This
trade contributes to U.S. country programs for economic develop-
ment, The United States makes payment to the suppliers in these
countries through letters of credit which are valid only for purchases
in the United States. This limitation has been imposed by AID in
order to curtail the U.S. balance-of-payment deficit. ‘Before ordering
from a successful bidder, the importer obtains a letter of credit from
his bank and an import license from the GVN. He then forwards
his order to the supplier. The U.S. bank where AID has set up the
dollar eredits makes payment to the supplier upon presentation of the
proper documents, including shippers’ bill of lading, The Vietnamese
importer pays his bank the piaster (local currency) equivalent of the
dollar cost of the commodity when it arrives in Vietnam and then
sells it on the local market. The Vietnamese bank pays the piasters
received from the importers into a GVN-owned counterpart fund
which theoretically is jointly controlled by the United States and the

10
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GVN.! The counterpart funds generated through the CIP are used
to support the military effort and economic programs of the GVN.

The need for corrective action such as the establishment of sound
management policies and tighter controls has existed since the begin-
ning of the CIP more than 10 years ago and has long been recog-
nized. In July 1964 the General Accounting Office (GAQ) reported
on inadequate policies and practices in financing commercial imports
and in the administration of other financia] elements of the economic
and technical assistance program for Vietnam between 1958 and
1962, The GAO reportecf) on profiteering, overpricing, and the im-
port of nonessential commeodities under the CIP; the imprudent use
of foreign exchange for luxury goods by the GVN; and the
unreafistic dollar-piaster exchange rate which prevailed from 1955
to 1962 and a resulting shorté\ge of the necessary local currency to
finance military, economic and counterinsurgency programs. Since
the GAO stu({{’wns conipleted, other studiesg?mve geen made by of-
ficials of AYD and the Treasury Department and the same deficien-
cies have been identified repeatedly. As a result, sweeping changes
have been recommended on numerous occasions.

It was not until the subcommittee initiated its investigation, how-
ever, that AID took aggressive action to implement such changes
“No question about it,” ATD’s Assistant Administrator for the Far
East stated in an appearance before the subcommittee on July 19,
1966, “this progrum needed a great deal more management—we feel
very uncomfortable with the absence of knowledge in trying to run
this program.” He advised the chairman, “your subcommittee’s in-
torest in these problems has been very effective, certainly a very use-
ful stimulus to our own people and more than a reminder to
the Vietnamese Government that the U.S. Congress and people
are concerned and have a right to express concern about the uses of
AID funds.” The more serious deficiencies and problems which pre-
vailed in the CIP during the subcommittee’s investigation and the
corrective action initiated by AID to eliminate many of these defi-
ciencies and problems are presented below.

Changes Instituted by AID To Curtail Laxity in Determining
Commodity Requirements

At the time of the subcommittee stafl’s investigative trip to Vietnam
in March 1966, the basic purpose of the CIP was to combat inflation by
providing seemingly unlimited funds to meet the market demand for
commodities approved for finaneing under ATD. Putting it another
way, the underlying philosophy was to flood the Vietnamese markets
with enough ATD commodities to “sop up” the excess local currency.
In spite of AID’s philosophy, inflation soared. Prices almost dou-
bled in 1965 and increased another 50 percent in 1966. Moreover,
the AID mission in Vietnam had neither the management tools nor
the personnel to administer an effective commedity import program.

Commodity requirements for Vietnam were being established within
broad categories and only on the basis of import applications from

1 Bes chapter V, “Use and Cnnirol of Plagters Generated by U.8. Programs,™ p. 38
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Vietnamese importers without regard to the real need for or ultimate
use of the commodities. Information essential to the determination
of sound and realistic requirements was for the most part nonexistent.
Quantitative studies had not been made to determine whether the com-
modities requested by the importers and programed by AID were ex-
cessive. Qualitative studies or value judgments had not been made to
determine whether certain types or grades of commodities were luxuri-
ous or could be used for purposes which were detrimental to U.S. ob-
jectives. These studies would normally be made by commodity ana-
lysts, none of which were assigned to the AID mission in Vietnam
prior to February 1966. Although eight commodity analysts had been
* authorized only one position had been filled at the time of the sub-
committee’s investigative trip to Vietnam in May 1966. The ]E)OSItlon
was filled by transferring an employee from another office to the Com-
mercial Import Division.

Other information needed to determine realistic requirements and
also needed for the effective programing of AID funds was either in-
accurate or nonexistent. At the time of the subcommittee’s inquiry,
no effective system had been established and no adequate records
had been maintained on the arrival, pipeline and inveuntory of com-
modities in Vietnam. Information on outstanding license applications
was available at the National Bank of Vietnam, but ATD personnel
doubted the accuracy of the information.

The subcommittee concluded, after intense review and analysis of
the basic purpose and operation of the CIP in Vietnam, that the
manner in which the import program was being administered by the
AID mission was contrary to sound management practices in Govern-
ment operations and was contributing to—rather than preventing—
widespread abuses. The subcommittee expressed this view to respon-
sible AID officials during its investigative trip to Vietnam in May
1966.

During executive hearings held in Saigon on May 10, 1966, the
subcommittee voiced grave concern about the “free enterprise” system
adopted by the AID mission as the basis for determining require-
ments and importing commodities under the CIP, the minimum
amount of involvement and control by the United States in the admin-
istration of the CIP and the lack of information within the AID
mission on the procurement, arrival, pipeline, inventory, and distribu-
tion of AID commodities.

Concerning the “free enterprise” or “market demand” system, the
ATID mission’s Associate Director for Program and Economic Policy
stated that “The national requirement for commodities is determined
hy purchasing power in the identical way it is in the United States.”
The Chief of the Commercial Import Division stated that national
requirements are—

determined by importers, in their requests for import li-
censed. We (AID) have not tried to establish a government
control system here (in Vietnam) of determining by fiat what
we should import—-in other words, what is good for the Viet-
namese to have or what is not good for the Vietnamese to
have. The whole system in Vietnam has heen based on the
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freedom of the individual importer to make his own decisions
ll::sed on“his own knowledge of the market and what he feels
can sell.

These AID officials advised us that the “free enterprise” system was
not applicable in the case of commodities which were luxuricus or
could be used as war material by the Vietcong. Subcommittee investi-
gation disclosed, howerver, that quantitative and qualitative studies and
analyses of commodities for the purposs of identifying luxury and war
materials were not being made because of the lack of commodity
analysts,

The views expressed by the subcommittee during the hearings in
Vietnam were that:

* The wartime and economic conditions in Vietnam, as opposed to the
peacetime and economic conditions in the United States, were aot
conducive to a workable system of free enterprise.

* The present system with its lack of controls and records permitted
the importation of commodities several times in excess of national
requirements and served as a source for diversion of war and other
materials to the Vietcong,

* The present system along with the unrealistic exchange rate of 60
piasters to the dollar when the free or black-market exchange
rate ranged from 160 to 200 piasters to the dollar encouraged
speculation in a business community of strongly individualistic
human beings traditionally characterized by the drive to take ad-
vantage of every speculative opportunity. (See pp. 21-22.)

The mission’s associate director for program and economic policy

that commodities in excess of Vietnam’s true national require-
ments could be imported and diverted to the Vietconz under the sys-
tem and stated that “in any economy which has as many uncertainties
as this one—military, political, economic—there are many opportu-
nities for speculation.” He and other top AID officials in Vietnam,
howerver, were firm in their opinion that a system of “free enterprise”
was the best means of accomplishing the primary objective of the

CIP; namely, to control inflation.

The subcommittee sharply challenged this contention on the gronnds
that many factors, such as the war, the incapacity to produce essential
goods, the reliance on the U'nited States for basic consumables, the
speculative inclinations of the Vietnamese businessman, among other
reasons, all work toward a captive rather than a free system. It is
highly improbable that a “free enterprise” system which is in any
sense comparable to the West could exist in Vietnam under present
circumstances.

The deputy director of the ATD mission in November 1965 had com-
plained to AID/Washington (exhibit 4) about “the problems created
by the hasty and emotional approach to assistance to Vietnam.” He
referred to the manner in which the AID mission was managing the
program as “both unconscious and unconscionable” and stated that
the CTP and other programs were “vastly overfunded.”

In elaborating on these statements, he protested that “the 1966 pro-
gram represents the unfettered dreams o? each division chief without
Iater meaningful tailored review,” that “this program was dreamed



14 AN INVESTIGATION OF U.S. PROGRAMS IN VIETNAM

up under the illusion that all Government agencies in Washington are

committed to massive expenditures without any restraint or account-

ability,” and that “everyone is agreed that the effort is excessive and
thus prone to widescale mishandling, but everyone reacts to even hints
of need by all-out requests for more resources.”

The subcommittee heard testimony from the Deputy Director on
May 12, 1966, in Bangkok. Although officially he was the Deputy
Director of the Vietnam mission, he had been on a temporary assign-
ment in Bangkok since January 1966 and lLiad submitted his resignation
to ATD/Washington. He advised the subcommittee that he requested
this assignment because of his inability to work with the AID mission
director in Vietnam.

Subcommittee investigation disclosed that recordkeeping for the
CIP in Vietnam was seriously lacking. Readily available information
needed to determine sound and realistic commodity Tequirements was
not being maintained on_a current basis. Neither were historical
records on imports into Vietnam being maintained by the mission.
Statistical data on license applications, commodities in transit, ar-
rivals and stocks in Vietnam were available on only 6 of the 55 major
categories of commodities being provided to Vietnam, This informa-
tion was compiled manually and laboriously by mission personnel at
the subcommittee’s request during the hearings. Prior to the initia-
tion of the subcommittee’s investigation, only scattered information on
licence applications being questioned and some information on stocks
were available,

On July 19, 1966, AITYs Assistant Administrator for the Far East
advised the subcommittee in Washington of changes and corrective
action being implemented to improve the U.S. administration of the
CIP. Some of these changes if properly and vigorously implemented
should result in the determination of more realistic requirements for
some commodities and curtail the laxity which has prevailed in this
area for years. The changes, however, do not constitute any basic de-
parture from the “free enterprise” system under which the CIP is
operated. They merely constitute the establishment of certain pro-
cedures designed to match the quantity and guality of certain com-
modities programed with the true needs of the Vietnamese people.
They also provide reasonable control over the use of certain commodi-
ties. Moreover, they lay the groundwork for the establishment of an
automatic data processing system of recordleeping for the CIP.

The changes which will affect the operation of the CIP are as
follows:

* Seven additional commodity analysts will be assigned in Vietnam
for the CIP. In addition to the one commodity analyst as-
signed in Vietnam to review pharmaceuticals after the subcom-
mittee initiated its investigation, seven more have since been au-
thorized. These commodity analysts will perform to the extent
phvsically possible quantitative and qualitative commodity studies
and surveys of the actual market in Vietnam for chemicals; iron
and steel; industrial machinery, yarns and fabries; nonnietallic
minerals; food and fertilizer; transportation equipment, tires,
tubes and POL; and paper. pulp, newsprint and coal. Although
the recrunitment of commodity analysts and other personnel had
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been delayed because of administrative and processing delays,
AID/Washi n took action to expedite the recruiting program
for Vietnam following the subcommittee inquiry into the recruit-
ingprogram. .

* Strategic commodities which can be used by the Vietcong as war
materials will be closely watched and limited to quantities deter-
mined to be essential for the commercial and domestic needs of
South Vietnam. Pharmaceuticals, chemicals, explosive products,
and certain t of iron and steel products have been 1dentified
and designated as strategic commodities. The list of strategic
commodities will increase as the efforts of the Special Projects
Division of the AID mission are intensified and commodities in
demand by the Vietcong are identified.

* Certain commodities wi.l]%)e procured in the United States and over-
seas on 8 consolidated basis through the General Services Admin-
istration (GSA). Combining requirements prior to procurement
facilitates analysis of importer’s requests, p]vipelines and stocks in
countrl: and permits more meaningful evaluation and judgment
as to the true need for the quanti%lmquestad and the prionty of
the request in relation to the entire CIP. Combining procurement
holds promise of savings in procurement and transportation due to
the larger quantities involved, will preclude collusion between
suppliers and importers, and should relieve port congestion and
expedite customs clearance.

¢ An automatic data processing (ADP) system will be installed
to maintain a current accountability and record on the CTP.
Three members of an ADP group were sent to Vietnam to deter-
mine priorities and study the best approach in establishing an
ADP system in the AID mission after the snbcommittes investi-
gation was initiated. Four ADP experts will be added to the
group when the study is completed to help install the system.
“There is no question aboaut it,” the ATD's Assistant Administra-
tor for the Far East advised the subcommittee, “we are woefully
inadequate in knowl of it (the CYP) now, and of the uses.

The above changes if fully and properly implemented by the AID
mission should establish within the CIP a system of mcordkaeping
and some of the basic controls essential to the determination of soun
and realistic requirements for certain commodities. The subcommit-
tee, however, still has strong reservations about using a so-called “free-
enterprise” system, which it obviously is not. as the basis for deter-
mining the requirements for the remaining commodities.

Changes Instituted To Exercise Pro_er Surveillance Over the
CIP and Expand End-Use Checks

The ATD mission in Vietnam had neither the procedures nor the per-
sonnel to exercise proper surveillance over the CIP and to insure
efficiency and honesty in its implementation. Thus, the CTP has heen
the device for such forms of corruption as profiteering through spec-
ulation, fraud, smuggling, theft, overpricing and kickbacks, under-
the-table payments, false certification for onigin of commodities, and
diversion to the Vietcong. (See pp. 25-30.)
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About 2,000 importers have been authorized to import AID com-
modities into Vietnam. The privilege was granted to these importers
between 1956 and 1961. Although it is common knowledge that ATD
commodities are being diverted to the Vietcong, the ATD mission had
not established procedures for checking the background, loyalty,
honesty or secret connections of these importers. Investigations of
each applicant’s political background and behavior were made by the
GVN atthat time. The responsibility for monitoring importer activi-
ties since that time has been left to the GVN. Subcommittee investiga-
tion disclosed that only 23 of the 2.000 authorized importers had been
declared ineligible and blacklisted by the GVN because of infractions
of AID regulations; 20 of the 23 importers were blacklisted after
the subcommittee imitiated its investigation. In late June 1966, a
mission blacklist committee was established for the purpose of iden-
tifying and suspending importers violating ATD regulations. The
Commercial Import Division, the Office of Financial Management,
the Management Inspection Staff, and Special Projects Office are
represented on this committee.

Under the new system of open general licensing adopted by AID
with the concurrence of the GVN, new firms and importers will be
pernitted to enter the previously closed import community if they
can demonstrate that they are responsible firms, 70 percent Vietnam-
ese owned with at least 15 million piasters of paid-in capital, that
they have adequate warehouse facilities, and if they deposit 1 million
piasters as surety against illegal activities. These conditions and col-
Iateral, however, are not being required of old firms and importers.
ATD/Washington advised the subcommittee on August 29 that the
GVNX took the position such a requirement would be contrary to Viet-
namese law. On July 19, 1966, ATD’s Assistant Administrator for
the Far East advised the snbcommittee that backeround investiga-
tions of the new importers will still be the responsibility of the GVN
with the United States accepting the GVN’s certification of the new
importers. On July 22, 1966, however, the Administrator of AID
advised the subcommittee of action being initiated by the mission to
acquire background information on importers after they are certified
by the GVN. The investigative audit staff of the Mission Special
Projects Office 1s in the process of establishing a list of importers who
will be asked to fill out a questionnaire designed to lielp in analyzing
the composition and working habits of any given firm, On a selected
basis, these questionnaires will be screened by the investigative audit
branch to determine the validity of the statements and to develop in
greater depth more information on the activities of the firm. The
mission hoped to have the questionnaires mailed out and returned by
August 31, 1966.

ome AID personnel at high levels in both Vietham and Washing-
ton have attempted to minimize the extent of diversions to the Viet-
cong either by importers fronting for the Vietcong, North Vietnam
or Chinese Communists, or by purchase on the economy, by stating
that despite widespread publication of such diversions, there is little
proof that such diversions actually took place. They purport that
the AID commodities recovered from the Vietcong by the military
forces were more than likely captured by the Vietcong during village

5o
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raids. An ATD press release dated June 19, 1966, reiterates the
osition taken by AID/Washington in February 1966 on the
iversion of AID commodities to the Vietcong. In this release, ATD
inferred by presenting information in the form of “Allegation” versus
“Fact,” that charges of diversion of AID commodities to the Vietcong
were unfounded. Upon careful reading of the “Facts,” however, 1t
becomes obvious that they do not refute the “allegations.”

On the other hand, the subcommittee during its investigative trip
to Vietnam in May was advised by the depnty director and other
personnel of the ATD mission in Vietnam that the large (‘uantitim
of such commodities as iron and steel mill products, industrial machin-
ery and parts, cement, pharmaceuticals, and chemicals being imported
into Vietnam were excessive. Since they were of the opinion that
the CIP had been left unmanaged, unandited and withont concern,
they believed with good reason that part of the excess was being
diverted to the Vietcong or black markei, The deputy director esta-
mated that “at least 60 percent of the aid is diverted from the purpose
for which it is intended.” He also stated that he had “cirenmsiantial
evidence” that some of the goods went to Cambodia, Thailand and
Communist China.

The deputy director’s high estimate might be regarded by some a8
merely the guess of a vocal critic of the progran, but other AID
personnel on the scene also believed the (Eversinn was substantial.
(See exhibit 10.)

Apparently, the extent of such diversions is a matter of opinion
among AID officinls because of the absence of sound evidence and
statistics. They simply do not know. It is the view of the sulxcom-
mittee, however, that the responsibility for detecting and determining
the true extent of the diversion of AID commodities to whatever
so:drce is that of ATD itself and this responsibility had not been car-
ried out.

Some of the commodities mentioned above are being recovered
in the largest quantities from the Vietcong by United States mili-
tary forces. On June 29, 1966, CBS News reported on one of the
largest and best organized enemy base camps ever uncovered by U.S.
troops. It was believed to be a major receiving depot for goods mov-
ing into Vietnam along the Ho Chi Minh trail from the north and
from the Saigon docks and the black market. Among the commodities
seized were over 1,500 tons of rice, galvanized sheet metal for building
bunkers, tunnel complexes and aid stations, almest 6,000 pieces of 3
by 6 corrugated sheet metal, 8 minimum of 1,000 gallons of kerosene,
some still in sealed eans bearing 11.S. trademarks, and a Vietcong post
exchange complete with luxury items. CBS stated, “There are enou
suppligs here to keep a Vietcong regiment going for four and a half
vears.’

In replyinﬁto a subcommittee inquiry on this matter, the Adminis-
trator of AJD in a letter to the chairman, dated July 19, 1966 (exhibit
7), confirmed the seizure of the commodities and said “information on
the presumably imported items i not yet complete, and U.S. military
officials in Saigon have been requested to provide, if possible, further
identification on the seized flour, sardines, riee, oil, kerosene cans, and
sheet metal.” On August 8, 1966, however, the Administrator in »
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public statement conceded that AID commodities were reaching the
Vietcong as a result of pilferage and black marketing.

Proper surveillance and control over the CIP by AID should in-
clude the screening of all import licenses as well as other internal con-
trols, such as checks on suppliers as well as importers, commodity
eligibility, prices, quantities requested, compliance with require-
ments of the Office of Small Business (OSB) and similarity of in-
formation on the letters of credit and the import licenses. Little, if
any, of this checking was being done m Vietnam at the time of the sub-
committee’s initial inquiry. In May 1966, one AID employee was
located in the Office of the Directorate of Commercial Aid, GVN, to
initiate surveillance in the areas mentioned above. However, the eight
commodity analysts mentioned previously will be assigned some re-
sponsibility for such surveillance as the positions are filled.

Proper surveillance and control over the CIP by AID should also
include the inspection and the safeguarding of commedities upon
arrival at Vietnamese ports to ascertain that they are the same in
31_1anti_ty and quality as ordered and to prevent pilferage and mass

iversion from the ports. Arrangements between suppliers of CIP
goods and Vietnamese importers to send a lesser quantity or quality
than ordered is a common method of kickback and also an instru-
ment through which capital can be illegally transferred from Viet-
nam. Inspection and surveillance is also required to ascertain that
no more than 10 percent of the components of each item imported
under the CIP do not come from such free world sources as Japan
and countries of Western Europe where our balance-of-payments
position is unfavorable, and to ascertain that CIP goods are re-
moved from the GVN customs warehouses by .importers before the
expiration of the 30-day period required by the GVN.

The 90-10 componentry regulation is very difficult to police and
had not been done to the extent required because of the shortage
of ATID personnel. Neither was AID in a position to request re-
funds for goods that remained in the customs warehouse for more
than 90 days because they normally had no way of knowing what
goods fell into this category. It was not until April 1966, that a cus-
toms advisory group, with an authorized strength of 15 personnel, was
established to exercise surveillance over the arrival, safeguarding, and
disposition of ATID goods at the port. Six of the fifteen Personnel
aut%orized were in Vietnam at the time of the subcommittee’s investi-
gative trip in May 1966.

The subcommittee found that only a few end-use audits on AID
commodities were being made when itg investigation was initiated
and that there had been practically no verification of the final destina-
tion or use of AID commodities. The responsibility for these checks
and verification rests with the Special Projects Office, the management
inspection staff (MIS) and the audit branch of the AID mission in
Vietnam.

The Special Projects Division was established in May 1966 for the
purpose of participating in the identification and ultimate distribu-
tion and use of sensitive commodities having strategic value as war
material for the Vietcong and to prevent diversion to the Vietcong.
The Special Projects Division—which has been authorized an assist-
ant director, a deputy, four investigators and seven anditors—acts on



]

AN INVESTIGATION OF T.S, PROGRAMS IN VIETNAM 19

information from Washington and gathers information locally, checks
suspect shipments at the port, advises the GVN on the arrival of stra-
tegic components, investigates Vietnamese firms for irregulariti&i
investigates the end-use of commodities and traces back the route o
commodities found in Vietcong caches. Also, AYD has established in
Washington the Office of the Special Assistant for Commodity Anal-
vsis for the primary purpose of identifvi.n# commodities which are

articularly susceptible to diversion to the Vietcong and alerting the
Epecia] Projects Division in Vietnam of their expected arrival or the
need for special measures. A staff of four professionals has been
assigned to this office and one more is to be added. This prior review
effort should be given increased attention,

The management inspection staff investigates allegations of fraud
and other irregularities between suppliers and importers. These irreg-
ularities are described in detail on pages 25-30. At the time omo
subcommittee’s investigative trip in May, surveillance in this area
was clearly inadequate. Only two of the four investigators anthor-
ized in February 1966 for permanent assignment in Vietnam were
on hand. Another investigator from Washington was assigned in
Vietnam in February 1966 on temporary duty for 90 days. Two
other investigators from Rangkok and Taipei were assigned to Viet-
nam late in May for a period of about 30 days each. Since these were
the only MIS investigators at these two locations, their assignment in
Vietnem was made at the expense of their regular duties at their per-
manent locations. Following the subcommittee’s investigative tn
to Vietnam, the MIS staff was increased again to six personn
Five of the six are currently on hand in Vietnam.

The Director of MIS advised the subcommittee in July 1966 that
in his opinion, the MIS had been understaffed for the past 4 vears and
that each vear, since 1962, he had made requests to the top management
of AID for authorization to establish eight or nine new MIS posi-
tions. Each of these requests was rejected. He advised us that despita
these requests, the actual staff had been reduced from 49 to 29 posi-
tions during the past 4 years. Because of the understaffing, he stated
that MIS investigations have been condneted only on a selective basis
with no attempt to provide comprehensive coverage of all possible
areas of interest. After the subcommittes initiated its investigation,
an increase in MIS sta in the Far East was a%proved. The ap-
proval increased the number of investigators anthorized from two
to six in Saigon, and from one to three in Bangkok.

Perhaps the deterioration of the MIS activity was due at least in part
to the MIS Director’s apparent lack of aggressiveness and knowledee
in his management of the program. Subrcommittee investization dis-
closed that he had not visited Vietnam since March of 1964. More-
over. in discussions with the subcommittee and the staff during the
investigation he left the impression that he was lacking in the in-
formation and knowledge required to manage an effective program.
On Aungust 14, 1966, a new Director of MIS was appointed by AID.
On September 13, 1966, he left Washington on a 4-week tour of
southeast Asia to review his operntion.

End-uss checks and audits are performed by the Andit Branch of
the Mission Office of Financial Management for the purpose of de-
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termining that CIP commodities have been removed from the customs’
warehouses by the importers, that the importers have maintained the
required records on their sale, and that the commodities have been
used in Vietnam for the purpose intended or are in working stocks and
have not been diverted to some unauthorized person.

In January 1966, mission personnel responsible for the CIP ex-
pressed the opinion that end-use checks should be made of at least
20 percent of all CIP commodities. The application of this criteria
would have involved end-use checks of CIP commodities valued at
about $75 million in fiscal year 1966 and will involve end-use checks
of over $100 million in fiscal year 1967. Subcommittee investigation
disclosed, however, that only four end-use audits of CIP commodities
valued at about $8 million were in process in January 1966. Although
responsible AID officials agreed with the subcommittee during its In-
vestigative trip to Vietnam in May that surveillance over the dis-
tribution and final use of CIP commodities was inadequate, they at-
tributed much of the inadequacy to the shortage of U.S. auditors in
the mission.

On July 19, 1966, AID’s Assistant Administrator for the Far East
advised the subcommittee that with the expansion of thie mission audit
branch from 17 U.S. auditors in February 1966 to 20 17.S. auditors
on the day he testified, 14 new end-use audits have been initiated. One
audit was initiated in February, 2 audits were initiated after the
staff’s investigative trip in March, and the remaining 11 audits were
initiated after the subcommittee’s investigative trip in May. Al-
though the number of end-use audits in process in July 1966 repre-
sents a marked improvement over the number in p-ocess in January
1966, the total dollar coverage of the audits does not represent a
similar improvement. The total dollar coverage of 12 of the 14
new audits amounts to only slightly more than $4 million. The total
dollar coverage of the remaining two audits has not been determined.
It is doubtful, even if the total dollar coverage of these two audits is
substantial, that the total dollar coverage of the 14 new audits will
approach the $75 million to $100 million figure suggested by AID
personnel.

AID commodities which are not removed from customs” warehouses
within 90 days after arrival at Vietnamese ports are considered to be
abandoned by the importer and classed as distressed cargo. Such cargo
is auctioned off periodically by the GVN. The proceeds are to be de-
posited in the counterpart fund and expended as mutually agreed
upon by the United States and GVN. Subcommittee investigation
disclosed that the mission did not maintain records on the type, quan-
tity, or dollar value of distressed cargo, did not attend auctions, did
not maintain records on the proceeds from the auction sales, and had
no control over the ultimate use of these proceeds. As a matter of
fact, subcommittee investigation further disclosed that these proceeds
were not being deposited in the counterpart fund. Instead, they
were being deposited into a general miseellaneous receipts account
and moing into the coffers of the GVN,

The mission’s agsistant director for financial management attempted
to dismise the significance of this loss of control when he testified be-



ik

AN INVESTIGATION OF U.8. PROGRAMS IN VIETNAM 21

fore the subcommittee in Vietnam. He maintained that since the pro-
ceeds from auction sales are expended by the GVN, regardless of
whether they are deposited in the counterpart account under joint
U.S.-GVN contro] or a GVN account not under U.S. control, the ac-
counting for the transaction was not important.

“There is a real question as to how much this really makes in the
way of difference,” he stated, “We do lose control. But T would point
out here as well that the amount involved is relatively insignificant.”

In sharp contrast to this statement, Representative Griffin stated:

in view of our conversation yesterday, when we talked * * *
about the lack of leverage that our country has in dealing
with the Government of Vietnam, I am not inclined to accept
the assumption that the resnlt would be the same. I think
the funds that are going into the treasury of the Government
of Vietnam are completely beyond our control. To that ex-
tent, there is a reduction in the terms of our bargaining power
with the Government of Vietnam. It seems to me it makes a
great deal of difference.

ATID personnel advised the subcommittee that the GVN rejected
a recommendation from the mission in 1965 that proceeds from anc-
tion sales be deposited in the counterpart fund. Following the stafl’s
investigative trip to Vietnam, the mission again approached the
GVN on this subject. On May 18, 1986, immediately followi
the hearings held by the subcommiitee in Vietnam, the GVN
settled a long outstanding claim by the United States for distressed
and deposited the ent in the counterpart fund. This
action indicates that the Ea has agreed tc deposit the proceeds
from the sale of distressed cargo in the counterpart fund. Pend-
ing this action, the mission had initiated other action to exercise
proper control over the identification and accounting for distressed
cargo. In May 1966, the Mission Audit Branch began a continuing
review of distressed cargo and auctions., This review will include
the continuous investigation at the port for the purpose of identify-
ing abandoned ATD commodities, compiling and maintaining a cumu-
Iative list of such commodities, attending all the auctions held by the
GVN, and maintaining cumulative and current records on the
quantity, value, and proceeds of AID commodities sold by auction,

Improvements in the Commercial Import Program Resulting
From Changes in the Monetary Rate of Exchange

The subcommittee contended throughont its investigation that the
official exchange rate of 60 piasters to the dollar for CIP commodities
in Vietnam was unrealistic; was conducive to speculation, windfall
profits and corruption; was feeding rather than curbing inflation;
and was depriving the United States of maxithum benefit from its
assistance programs. In expressing these views to AID officials in
both Vietnam and Washington during the investigation, the subcom-
mittes felt that AID officials were reluctant to concur in its views
and hesitant to consider changes in the rate of exchange. However,
on June 18, 1966, following tﬁqsubwmmittee‘s investigative trip in
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May and on the advice of the International Monetary Fund whiclt
conducted a study of economic problems in Vietnam in May, the
piaster was devalued from the effective rate of 60 pinsters to the dollar
on import transactions to an effective rate of 118 piasters to the dollar.

A rate of 85 piasters to the dollar was originally established by a
Franco-Vietnamese monetary arrangement in 1953 and was accepted
by AID as the basis for counterpart generations at the start of the
expanded AID program in fiscal year 1955. Since that time, a series
of taxes, agreements, and changing economic, political and military
conditions have produced different exchange rates for different cate-
gories of transactions. At the time of the subcommittee’s investiga-
tion, an exchange rate of 60 to 1 had evolved for AID commodity
imports, 73.5 to 1 had evolved as an official rate for GV transactions,
118 to 1 had been set as an accommodation rate for U.S. personnel in
order to curtail black-market trading by making the exchange rate
more realistic and attractive, and from 160 to 200 to 1 had evolved
for free market or illegal black market currency transactions.

During the subcommittee's investigative trip to Vietnam in May,
the deputy director of the AID mission, unlike most of the other AID
officials, expressed his concern over the unrealistic exchange rate for
AID imports and stated “that this is the most serious problem that
exists for the U.S. Government in Vietnam today.” e shared the
opinion of the subcommittee when he further stated—

tl:e opportunity to get goods at less than one-third of their
value, to realize more than their value within the country,
has created a vast number of profiteers, it has attracted a
number of people to this program, and with less than ade-
quate management 1 think diversion, corruption, thievery,
have mounted at an alarming percentage. I think it is un-
fortunate that we (the United States) have tolerated this
low rate, and continue to tolerate it, putting our taxpayers’
dollars into this country at less than a third of their real
value.?

The deputy director of the mission stated that in January 1966,
during a survey performed by mission personnel for the purpose of
identifying available warehouse space, many warehouses filled with
hoarded commodities were located in back alleys and byways. For
example, 40,000 tons of fertilizer were located during the survey.
He further stated that certain Chinese merchants in Vietnam had
enough storage space to carry on continual shortages in order to drive
the price up on certain comnmodities.

Obviously, any exchange rate which permitted an importer to pro-
cure goods at one-third their value for sale in a market where they
can be sold at or in excess of their value was highly susceptible to
speculative and inflationary reactions.

As stated above, the piaster was devalued from an effective rate of
60 to 1 on import transactions to an effective rate of 118 to 1. In ad-
dition, the basi¢ rate for official conversions and certain limited pri-
vate transactions has been set at 80 to 1 and a wartime exchange tax
on imports and profit remittances of 38 piasters per dollar is added
to the 80-to-1 base for importers purchasing foreign exchange.

2The committee, after careful study, concludes the one-third figure 18 accurate., AID

contends 1t was more like one-half but, In any eveut, an advantage—unnecessary and
undersirable—was given.
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On July 19, 1968, ATD’s Assistant Administrator for the Far East
advised the subcommittee that the devaluation was “a very necessary
change.” He stated—

The effect of the devaluation is to make foreign exchange
almost twice as ive to importers, thus taking more
piasters out of circulation and so reducing inflationary pres-
sures. Thus projected imports financed by GVN foreign ex-
change, ATD financing and Public Law 480 that wonlﬂave
ahsorbed 48 billion piasters will now absorb 80 biilion
(piasters).

In addition, he said the devaluation, by doubling the piaster cost of
foreign exchange, will also result in an appreciable curtailment of
iilegtﬁn transactions and reduce or eliminate the opportunity for
prouteering and corruption.

The committee recognizes that the tremendous rapid buildup during
the past 2 years of U.5. military and civilian personnel and the accom-
panying increased flow of military supf)lies, commercial goods, and
dollars have created in ‘he small, underdeveloped country of Vietnam
conditions which are inherently conducive to the type of abnses which
prevailed when the subcommittee initiated its investigation.

Based on its investigative findings, however, the comnmittee is of the
opinion that the problems and abuses which have plagued the U.S.
economic assistance program and hampered its effectiveness are deep
rooted and stem from the failure of AID to establish sound manage-
ment policies and tight controls in the conduct of the CIP since its in-
ception over 10 years ago.

ince these management deficiencies have long been recognized and
repeatedly brought to the attention of responsilﬁe U.S. personnel, the
committes believes that it can reasonably conclude that the failure over
a long period of time to take vigorous action to implement repeated
recommendations for corrective action has contributed matarially to
the continuance of the various abuses,

However, the committee believes that the primary reason for the
widespread abuses which it found in the CIP during its investigation
lies in the bnsic ATD objective of combating inflation by flooding
Vietnamese markets with hundreds of millions of dollars in US.
gnods, in an attempt to “sop up” the excess local currency in cirenla-
tion, without any attempt to determine if they meet or are in excess
of Vietnamese demands, without adequate surveillance over their dis-
tribution and uitimate use, and at an unrealistic monetary exchange
rate which perniitted Vietnamese importers to purchase U.S. goods at
less than one-third their value and sell them at a price in excess of
their value.

Significant changes were made by AID during the subcommittee’s
investigation which, if properly and expeditiously implemented,
should eliminate many of the deficiencies and result in more effective
management of and tighter controls over the CIP. The chairman of
the subcommittee has stated on the House floor that—

Significant progress is being made to whip the ATD pro-
gram in Vietnam into sounder shape. If the corrective action
taken by ATD officials is followed up by additional actions,
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our aid programs will be able to help materially in our even-
tual victory in Vietnam,

RECOMMENDATIONS

1. The types and amounts of commodities imported under the CIP
should be determined on the basis of comprehensive studies made
lg' qualified ATD commodity analysts. AID should not permit the

etermination of commodity requirements to be based solely on the
license applications of Vietnamese importers.

2. AID/Washington should promptly bring the authorized staff
level of eight commodity analysts in Vietnam up to full strength.
AID also should continucusly evaluate the effectiveness of these com-
modity analysts and increase the staff if necessary.

3. AID/Washington should expand the list of GSA-procured com-
modities. This list should include, at 4 minimum, all bulk and uni-
form commodities as well as commodities particularly susceptible to
diversion or of strategic value to the Vietcong.

4. The ATD mission should review the background and qualifica-
tiong of all applicants for import licenses independent of the review
conducted by the GVN.

5. The AID mission should conduct an independent review of the
background and gqualifications of all bidders for distressed cargo sold
at auction and take all other necessary action to prevent it from
falling into the hands of the Vietcong.

6. The AID mission should insist that established importers be
required to conform to the same conditions that currently govern
the issuance of import licenses to new applicants, If this would
require an amendment to existing Vietnamese laws, the mission should
formally request the GVN to take this step.

7. AID/Washington and the Treasury Department should quickly
bring the authorized stafl level of 15 U.S. customs advisers in Vietnam
up to full complement.

8. The AID mission should expand the scope of end-use audits on
CIP commodities to the dollar coverage of $75 million to $100 million
recommended by ATD’s own experts.

9. AID/Washington should intensify its prior review of commodity
import shipments and suppliers to prevent diversion and fraud prob-
lems from developing. Too many of these cases are attacked after
the fact.
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IV, ILLICIT PRACTICES AFFECTING THE US. ECONOMIC
PROGRAM IN VIETNAM

The possibilities for illicit gain through such practices as speculs-
tive hoarding, black-marketeering, theft, and smuggling are almost
unlimited in an economy operating under the conditions that prevailed
in Vietnam earlier this year. As one commentator stated them, “It
a})pears that running paralle] with the war is a national symphony
of theft, corruption, and bribery.” A number of U.S. agencies have
made studies of the various types of illicit practices in Vietnam. One
such study was done at the end of 1965 when, in the words of the
ATD official who requested the study, “It became apparent that ex-
traordinary U.S, intervention would be needed to reduce leakage of
goods to the Vietcong and to prevent the growth of corruption asso-
ciated with the aoce}emtingewar boom and 1mport e ion.™

Although U.S. officials believe that they are familiar, as a result
of such studies, with the mechanisms of many illicit practices that
take place, there apparently hae been some difficuity in obux.mng quan-
titative statistics on their extent due to the very nature of the sub-
ject matter. Most estimates of the overall extent of illicit practices
have, therefore, been little better than “educated guesses™ and the fol-
lowing section, although it illustrates alleged practices with i
examples where possible, reflects to some extent this difficulty.

Illicit Practices Direcily Related to the U.S. Commercial Import
Program

1. Diversion of CIP goods prior to arrival—The offloading of
crrp E:ggs in another count.rg lEl‘ior to their arrival in Vietnam
long considered a ibility. No specific cases have come to
light, however, and an official of the U.S. Treasury Department has
stated that it would be extremely difficult, due to the system of irrevo-
cable bills of lading and master’s receipts required by U.S. laws and
regulations, to divert s carried on American-flag vessels prior to
arrival. The same official, however, noted that it would be consider-
ably less difficult to do this when the goods are carried on foreign-flag
vessels, In the latter case, diversion prior to arrival would require
collusion among a number of parties but a U.S. official reported in
January of this year that “* * * no one can definitely guarantee,

rove, or disprove, that to date merchandise either arrived or was
ivertad prior to arrival.”

At the time that particular report was written, there was virtually
no physical verification by U.S. officials of the arrival of CIP goods in
Yietnam, but a T.S. Customs unit has since been established in Saigon
and is inspecting CIP goods upon arrival in the port.

2. Diversion of CIP s after arrival.—The diversion of CIP
goods from their intended uses after arrival in Vietnam is considerably
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more difficult to control than diversion before arrival. CIP goods are
the property of the importer and are under his control once they have
arrived in Vietnam. Many of the goods are sold on the open market
and even if the importer is not himself an agent of the Vietcong, he
may unknowingly sell to Vietcong agents. An Office of Special
Projects was established by the AI]g_) mission in Saigon in March of
this year to deal with this type of diversion. The operation of that
office is the subject of a subsequent section.

Due to inadequate security conditions, unknown quantities of CIP
goods have been stolen in Vietnamese ports and at other points in the
channels of distribution. They were diverted either by the Vietcong
or by private parties for personal gain. At the hearing in Saigon,
Congressman Monagan pressed the director of the ATD mission for
evidence of diversion of AID-financed goods to the Vietcong. The
director stated:

T have no indication of large-scale diversions, but there is
evidence * * * in various combat actions, supplies have been
found that conceivably could have been financed by the AID
program.

The Treasury Department reported that between July 1965 and
January 1966, for example, TU.S. forces six times seized quantities of
U.S. pharmaceuticals from the Vietcong. The discovery of a Viet-
cong cache of supplies, including numerous AID goods, was reported
in June and has been detailed in the previous section. CBS News
reported in Angust that “At any Saigon corner you can buy for a
dollar a box, giveaway U.S. ATD powdered millt * * * the box is
marked with the clasped hands and the stars and stripes and embla-
zoned with the motto: ‘Not to be sold or exchanged.”” The wide
availability of PX and other U.S. goods in the street markets of
Saigon was personally observed by the subcommittee and is further
evidence of the diversion of goods after arrival.

Another form of diversion after arrival is the reexport of CIP goods
to other countries after they have been received in Vietnam. Reexport
of CIP goods is a violation of United States-Vietnamese agreements.
1t is usually motivated by the possibility of greater profit in the foreign
market or the desire to obtain foreign currency as a means of capital
flight. The director of the AYD mission in Saigon testified that “the
biggest leak of this type is probably sale of commodities to Cambodia.”
Investigation uncovered a case early this year of the reexport to Bang-
kok of 84,000 Nicholson metal files that had been imported under the
CIP. The files were sold on the open market in Thailand and it was
impossible to establish the guilt of anyone in Vietnam since 20 different,
firins in Saigon had imported Nicholson metal files. This, of course,
illustrates the need to develop ways of tracing diverted goods—by
special serial numbers, for example.

3. Kickbacks and agents commissions.—A kickback is a transac-
tion, generally concealed, involving a return of funds to the importer
as a part of the sales agreement. It is a form of inducement to the
importer to place his order with a particular seller by offering a rebate
on the stated purchase price and this type of payment has always been
ineligible for AID financing.

15ee ehapter XI.
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Until recently, AID financed the payment of all commissions to
legitimate sales agents. Some Vietnamese importers developed the
practice of acting, through concealment, as their own sales agents and
thus receiving the commission themselves. During the period of the
subcommittee’s investigation, ATD has moved to eliminate this prac-
tice and thereby improve the U.S. balance-of-payments position as
well as restriet capital flight from Vietnam. In May, a new regula-
tion was drafted which would eliminate AID financing of all agents’
commissions except those paid to U.S. citizens maintaining a residence
in the United States. The new regulation was in effect from May until
early in July, when the commercial banks responsible for paying C1¥
suppliers raised objections to the implementing procedures and forms.
As a result, two different sets of forms are presently in circulation and
the resulting confusion is intolerable and clearly detrimental to the
efficient processing of CIP payment documents. AID must make every
attempt to meet the objections raised by the banks, which the comn-
mittee understands were based on the complexity of existing AID
documentary and procedural requirements and a hesitancy to assume
responsibility for payment under conditions that further complicate
the situation and impose new restrictions.

4. Overpricing and short shipments.—Invoice prices can be over-
stated, causing the U.S. Government to pay more for the ATD-fi-
nanced commodity than it is worth. Short shipment, or the shipment
of quantities less than what is stated on the invoice and shipping docu-
ments, achieves the same objective. Both transactions enable the sup-
plier to realize unwarranted profits which the supplier, in collusion
with the Vietnamese importer, usually splits with the importer. The
importer takes his cut in the form of a payment into an overseas bank
account and, at the same time, he is able to realize a profit on the goods
received because of the low exchange rate at which he acquired them.
When used in this manner, both overpricing and short shipments are,
of course, a form of concealed kickback to the Vietnamese importer.
The practices of overpricingUnnd short shipping are probably not so
common in transactions with U.S. suppliers as in trausactions with sup-

liers in third countries due to the risks involved for the T.S. supplier.

false statement by a U.S. supplier concerning commissions, kick-
backs, or other payments is the &sis for legal action against him.

A U.S. official stated that “several sources have informed me that
both the underevaluation and overevaluation scheme is fairly wide-
spread.” An example of overpricing is the shipment, in 1965, of rice
from Thailand under the CIP. An investigation determined that the
United States had been overbilled 100 percent on the freight charges
for shipping this rice and that the companies to whom these payments
were to be made were suspected Chinese Communist agents. The
payments have been placed in a blocked account pending investi-
gation. However, remedial action in this case was held up for vir-
tually a year for unexplained reasons.

The U.S. Customs unit established in Saigon in March will. as one
of its duties, check arriving commodities against invoices for the
possibility of short shipments. Inaddition, seven positions were added
to the Financial Review Division of AID/Washington in April to
review Vietnam CIP documents for irregularities, particularly in
price.
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5. Underpricing.—Underpricing is a scheme for avoiding customs
duty on goods that are taxed at a high rate. The supplier, in collusion
with the Importer, understates the value of the goods on the invoice and
the importer remits payment to the supplier either in cash or through
a numbered bank account. Because most of the goods that are brought
into Vietnam under the CIP are not luxury goods and are not, there-
fore, taxed at a high rate, this scheme is probably not profitable for
most CIP transactions. The director of the AID mission in Saigon
stated, however, that “Although this is not a direct misuse of ATD
funds, it is of concern to us because it results in decreased revenue
for the Vietnamese Government and thereby increases inflation.”
Underpricing, too, is a form of kickback. The new U.S. Customs unit
in Saigon is responsible for advising the Vietnamese Government on
means to increase its customs revenue and the new section of the
Financial Review Division in AID/Washington also reviews CIP
documents for price irregularities of this type.

6. Nonconformity to specifications,.—When low quality goods
-that do not conform to specification and are worth less than the
invoice price are shipped, AID is paying for more than it receives,
Here, again, the importer and the supplier are usually working in col-
lusion and splitting the profit. This is another form of concealed
kickback a.ndp the new U.S. Customs unit in Saigon has been ordered
to check arriving goods for conformity with specifications.

The subcommittes was particularly interested in the case of a ship-
ment, of nonconforming lathes from Taiwan and held hearings on the
subject in both Saigon and Taipei. In December 1965 2 U.S. inspector
who was in the port of Saigon on other business happened—purely by
accident—to notice a crate that had broken open. Upon checking, he
discovered that the lathes were of either inferior quality or second
hand and his discovery led to a massive investigation involving sup-
pliers of lathes in Taiwan, Pakistan, and India. The case is still under
investigation and a refund claim for $658,392 has recently been sub-
mitted to the GVN. The importation of all U.S.-financed lathes was
suspended and three Taiwanese suppliers have been suspended. In
addition, the U.S. mission in Saigon has recommended to the GVN
the suspension of a number of Saigon importers.

AID has recently instituted a requirement that all offshore industrial
machinery be inspected in the country of origin prior to shipment and
has stated that “inspection will be extended to most other com-
modities.” While the committee recognizes the difficulty of finding
sufficient personnel to do the job, the Taiwan lathe case points up the
need for and value of an effective preshipment inspection policy.

7. Falsifieation of origin—The purpose of falsi}f)ying the country
of origin of AID-financed commodities is to circumvent the AID
90-10 componentry regulation described in the preceding section. The
difficulty of effectively enforcing this regulation was also mentioned
in that section and was emphasized in the recent hearings held in
response to Senator Birch Bayh’s charges of falsification of origin of
galvanized steel products shipped from Korea to Vietnam under the
CIP. Another case involving falsification of origin which is currently
under investigation involved the shipment of diesel engines to Vietnam
by a U.S. supplier. Other irregularities have been charged in this

HaA-
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case and the importation of all diesel and gusoline engines under the
CIP was temporarily sumded.

8. Hoarding of impo goods for speculative pnrpous.—The
hoarding of imported goods for the purpose of realizing greater pro-
fits in an inflationary situation has touched on in previous sec-
tions and, while it does not entail any direct waste of the U.S. dollar,
it does operate to increase the inflationary pressures on the Vietnamese
economv which the CIP is designed to combat. For this reason, it
should be a matter of deep concern to the U.S. Government.

The director of the AID mission in Saigon testified in May that
“Goods are sometimes hoarded in the expectation that prices will
rise. The Vietnamese Government has economic police who are sup-
posed to prevent hoarding, but they weren’t very effective until
recent]ly.” In February of this year a Chinese businessman was tried
and executed in Saigon on several charges, one of which was hoard-
ing. The trial, which was widely publicized in the United States, was
conducted in a8 summary manner and virtually no attempt was made
to clothe the proceedings in even a semblance of fairness and due proc-
ess. The apparent intent of the trial and execution was to impress
upon Vietnamese profiteers the seriousness of the GVN’s intent to
enforce its own laws relating to speculation and profiteering. The
manner in which the proceedings were conducted served only to shock
the American conscience, however, and to reinforce the hostility of
the Chinese business community in Saigon toward the Central Gov-
ernment. The committee wishes to state emphatically that, in its opin-
jon, this type of hastily conceived action is a travesty on justice and
that it is nof the answer to the problem of curbing sKeculation in Viet-
nam. A recent newspaper article reported that on August 29, another
Vietnamese businessman was tried and sentenced to death in absentia
on charges of specalation. He had been charged with hoarding, for
the purpose of speculation, all the refrigerators available and imported
since early this vear.

9, Conversion of CIP gooda to other than their intended use.—
In early Febru of this year, ATD was warned by the Du Pont
CmBu at unusual quantities of Unicel 100, a chemical manufactured
by Pont, were being shipped to Vietnam. The chemical is used
as a blowing agent in the manufacture of rubber but Du Pont in-
formed ATD that it also has a high explosive potentiality and that
th;gmntlties being slnl;ped seemed to be far in excess of the legitimate
n of rubber manutfacturers in Vietnam. This information was
relayed to the AID mission in Saigon, and, in tests conducted in
Washi %ton in April, it was discovered thst the explosive potential
of Unicel 100 is equal to or greater than that of TNT. The shipment
of Unicel 100 to Vietnam under the CIP was stopged in late April
but only after an estimated 52,000 pounds of the chemical had been
shipped in the 3 months since the original warning. Investigation
has not yet turned up firm evidence that any Unicel 100 was diverted
to the Vletcon%lfor use ag explosives. Howerver, not all of the quan-
tities imported have been accounted for.

An investigation was undertaken in February of silver nitrate being
shipped into Vietnam under the CIP ostensibly for use in the manu-
facture of mirrors, as an antiseptic, and in certain photographic
processes. It was found that large amounts of the silver nitrate re-



30 AN INVESTIGATION OF U.S. PROGRAMS IN VIETNAM

ceived in Vietnam had instead been refined into pure silver, presum-
ably for sale on the black market or for hoarding. The nitrate left
after the extraction of the silver could have been used to make ex-
plosives. A cable from Saigon in late March stated that “Although
total quantity silver nitrate imported not yet accounted for, practice
appears widespread.” AID financing for silver nitrate was subse-
quently suspended. During 1965, about $1.3 million worth of silver
nitrate was imported into Vietnam with AID financing.

TUnicel 100 and silver nitrate are two outstanding examples of goods
that should only have been shipped to Vietnam under controlled con-
ditions, if at all, but were financed by AID without limitation because
of inadequate personnel and loose procedures in the administration
and review areas of the CIP, both in Washington and in Saigon.
The Office of Special Projects, which was established in the AID
mission in Saigon in March, will be responsible for identifying other
items of similar potential in the future, particularly insofar as they
may be of use to the Vietcong. The work of that office will be supple-
mented by the efforts of additional commeodity analysts being assigned
to the nission in Saigon and by the newly established Office of the
Special Assistant for Commodity Analysis, the AIT)/Washington
counternart of the Special Projects Office in Saigon. The Unicel 100
case and the Taiwan lathe case illustrate the need for improvement of
ATD suspension procedures. The delay of almost 3 months between
AID’s receipt of information regarding the explosive properties of
Unicel 100 and suspension of shipment of the chemical is, in the opin-
ion of the committee, inexcusable. Information of this sort from
reliable sources should be investigated promptly and action should be
taken immediately upon completion of the investigation.

At the time of the subcommittee’s visit to Taiwan in May, AID
was continuing to finance shipments to Vietnam by the prime Taiwan-
ese suspect in the lathe case, which was still under investigation. This
was almost 6 months after the original discovery of the defective
lathes in the port of Saigon. The evidence of guilt that had already
been developed was more than adequate to justify at least a temporary
suspension of the supplier pending completion of the investigation.

10. Procurement o}) import licenses.—Individual licenses granted
by the GVN authorizing approved importers to bring in specific
quantitis of CIP goods are supposed to be issued free of charge. A
U.S. offizial reported in January, however, that the “under-the-table”
payment for license approval was about 6 plasters for each dollar
of impo+*s authorized. The same official reported that some mer-
chants falsified their export records in order to obtain additional
import !'ceuses under the Vietnamese system, which allows a mer-
chant to nnport 25 percent of the merchandise he exports. Corrupt
practices such as these distort the alleged free market pattern of
supply and demand upon which the CIP is based.

Establishment of an Escrow Account

The United States has been attempting for some time to obtain the
agreement of the GVN to the establishment of an escrow account in
the amount of $4 million, which could be automatically drawn on by
the AID mission whenever there is a finding that violzmtions of ATD
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regulations mgardingeimport transactions have taken place. A similar
system is presently being employed in Laos to obtain prompt reim-
bursement of money owing the United States as a result of such
violations. In the past, U.S. claims for refunds have been submitted
only sporadically to the GVN and collections that have been made
have required lengthy negotiations and often compromise settlements.
For example, the A{D mission in Saigon submitted & refund claim
for 20 million piasters to the GVN on January 17,1964. After numer-
ous meetings and protracted correspondence on the matter, the claim
was finally settled on May 27, 1966, during the period of the subcom-
mittee’s investigation, for slightly more than 1 million piasters.

ATID officials in Saigon and in Washington info the snbecom-
mittee that negotiations to establish an escrow account had been well
underway with a previous Government but that, subsequently, it has
not been possible to obtain GVN assent in the matter. @ establish-
ment of this account has been under negotiation for too long and
the precedent established in Laos should be more than sufficient to
support the U.S case for a similar arrangement in Vietnam. TC.S.
negotiators must take a firm position on this matter and not permit
any further delay in the establishment of the account.

Other Illicit Practices

There is a black market in Saigon for both currency and com-
modities of all kinds as well as & market for smuggled gold. Con-
tinned tolerance of the black market inevitably weakens the interest
of other governments and their citizens in coopersting with official
exchange agreements.

1. The black market in commodities.—The street markets in Sai-
gon are bulging with a wide variety of U.S. commodities, includ-
ing luxury items from the U.S. PX and commissary. The center of
this activity is a two-block street in downtown Saigon known as “PX
Allev.” The sidewalks in PX Alley are lined with the stalls of ven-
dors offering for sale a wide variety of PX and other U.S. goods in-
cluding radios, canned foods, K rations, blankets, styrofeam coolers,
liquor, tape recorders, chewing gum, hair spray, and many other
items. It is likely that some of these items are locally produced
copies of commercial U.S. products. Examples might be undershirts,
tropical boots, and sunglasses. The subcommittee toured PX Alley
on several occasions and the photographs in exhibit 8 were taken there
at the subcommittee’s request. In these and many of the other pic-
tures that were taken, PX nnd other U.S. markings are clearly visible
on the merchandise. Items that are temporarily unavailable in the
PX can almost always be obtained in PX Alley and the subcom-
mittee was rold that newly arrived PX goods are often available on
the street hefore they appear on the shelves of the PX.

Nor is the black market for commodities limited to this one small
street. Sidewalk stands offering a variety of U.S. goods are found
on numerous streets throughout the downtown area of the city and
virtually all of the hundreds of bars in downtown Saigon are amply
stocked with liquor, much of which bears PX identification marks
clearly on the label. There is some difference of opinion as to
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whether these goods are supplied to the street market through a sys-
tematic scheme of wholesale diversions or merely through the sales
of individual items to local merchants by persons who have obtained
them legally through purchase at the PX, The absence of PX prices
or markings on many of the items suggests that they were diverted
before they reached the shelves of the PX and a well-informed of-
ficial of the AID mission told the subcommittee that, in his opinion,
a market of this size and variety could not be supplied solely through
individual sales,

The existence of the black market in commodities is, of course, well
Enown to both United States and Vietnamese officials. The subcom-
mittee Has a copy of the official minutes of a meeting held on De-
cember 8, 1964, well before the beginning of the buildup, between
United States and Vietnamese officials for the purpose of discussing
appropriate steps to eliminate the diversion and sale of U.S. items
entering the country tax free. Although both sides agreed, at that
meeting, to take appropriate steps to eliminate the black market,
neither lived up fully to its part of the bargain. The United States,
for example, did not carry out its promise to “carefully escort the
goods-carrying vehicles from the customs warehouse to the receiving
warehouss to prevent any loss along the route.” The continued open
existence of the black market on a wide scale a year and a half after
this agreement was made bears ample testimony to the fact that the
GVN did not live up to its promise to “enforce this prohibition
(against the resale of any PX und commissary items) by investigating
all shops and confiscating any such item, if found.”

The %epa.rtment of Defense informed the subcommittee that—

there is no record of additional * * * formal agreements
governing overall cooperative action by USG/GVN authori-
ties in enforeing their * * * lawsand regulations prohibiting
illegal transactions. Rather, the close rapport developed dur-
ing the period of our presence in RVN * * * guides the ex-
isting policy on joint USG/GVN enforcement actions (in-
cluding joint patrols) looking toward detection and pun-
ishment of those who engage in illegal currency, black
market, or related transactions.

An official of the Department of Defense testified that the USG/GVN
response to black marketing and currency manipulation has been
‘“Joint police patrols.”

The agreement that was reached in December of 1964 was not effec-
tively implemented by either the United States or the GVN and the
committee does not believe that ‘“‘close ra {;ort developed during the
¥eriod of our presence in the Republic of Vietnam” is sufficient basis

or effective joint action. There must be an additional agreement or
working arrangement of a more formal nature and the combined effort
should include more than just “joint police patrols™ or other informal
actions.

2. The black market in currency, gold smuggling, and capital
ARight.—The presence of large numbers of Americans has resulted in a
substantial flow of U.S. dollars into Vietnam. The dollar, because of
its stability relative to the Vietnamese piaster and because of its
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foreign exchange value, is in Fmt. demand on the black market. Viet-
namese law prohibits the ho d'm% of dollars by either Vietnamese or
foreigners in Vietnam and the black market exchange rate ranged
up to 200 piasters to the dollar against an official exchange rate of
118 to 1. The subcommittee was informed that dollar checks drawn
on American banks can also be exchanged for piasters at rates ap-
proaching 200 to 1.

All American personnel in Vietnam are paid in military payment
certificates (MPBSS), which are good only for transactions on U.S.
installations in Vietnam. Regulations require Americans to exchange
MPC’s for piasters at U.S. disbursing offices at the official rate of
118 to 1 but the MPC, also, has a value on tbhe black market. Sub-
committee staff members were offered ms high as 160 piasters in
exchange for one MPC on the street in Saigon.

: The Department of Defense informed the subcommittee in Angust
that—

MPC’s seized by the GVN in raids on illegal money
changers would be treated in the same manner as any other
confiscated property. This headquarters has taken the posi-
tion that the United States has no possessory interest in sucbh
certificates, which are technically worthless in unauthorized
hands. Lacking any proprietary interest, we are without
standing to demand that they be surrendered to the United
States, except in the rare case in which tbey can be proven
to have been stolen from an agency of the United States.

This statement is almost unbelievably naive. The DOD's argument
is at best poor law, and at worst an intentional abdication of responsi-
bility demonstrating wanton disregard for the economic realities of
YVietnam, Anf dollars seized by the GV N in raids on illegal money-
changers should also be returned to the U.S. Government. There is
no justifieation under present circumstances for the GVN acquiring
foreign exchange in this manner to the detriment of the United States.

The black market in currency flourishes throughout the downtown
section of Saigon. Certain stores are well-known fronts for illeg::
money cha.n%:ars and an American can hardly walk a block on
streets at night without being offered piasters in exchange for MPC’s
or dollars. A TU.S. official stated that, in his opinion, the currency
black market has the appearance of a well-regulated market, believed
to be effectively controlled by a few large traders and importers who
are probably Chinese.
igbt of capital is a major motivating factor in the currency black
market and in many of the CIP-related 1llicit practices discussed pre-
viously. Some Vietnamese wish to establish a form of financial secu-
rity abroad as insurance against the contingency of political upheaval
or the erosion in value of the piaster through inflation. Corporations
may wish to transfer funds abroad and reduce their holdings in Viet-
nam as a hedge ngainst financial uncertainties.

One means of getting capital out of the country is to purchase dol-
lars and MPC’s on the black market. The dollars ean be smuggled
out and deposited in a bank account abroad. The MP(’s can be used,
in collusion with someone who has legitimate PX privileges, to pur-
chase U.S. PX goods, but there is also the possibility that they will
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be smuggled out of the country and exchanged covertly in such places
as Hong Kong for hard currencies. The Treasury Department in-
formed the subcommittee that it was unable to verify the existence of
o market for MPC’s in Hong Kong but other informed observers
have alleged that a market does exist there. Another device is
the direct, conversion of MP(C’s into dollars in collusion with Ameri-
can personnel. American personnel departing Vietnam are allowed
to exchange their MPC’s into dollars prior to departure and a U.S.
official reported early this year that he liad received information that
a serviceman had converted over $8,000 in MPC(C’s and, in another
instance, a female civilian employee liad exchanged over $18,000
in MPC’s prior to departure without being questioned. The same
official recommended at that time that controls be instituted limiting
the amount of MPC's that can be exchanged by departing U.S. per-
sonnel for dollars. Effective September 1, 1966, all U5, personnel
converting MPC’s to dollars or dollar instruments are required to
complete a form which will be kept on record and the amount of
MPC(C’s that can be so converted will be limited to the amount drawn
by the 1Purcha,ser during a l-month period. Prior to the establish-
ment otf the above control mechanism this fall, loose and informal
surveillance measures were in effect.

A final device which has been used for converting MI°C’s into capi-
tal abroad is the purchase by authorized American personnel in collu-
sion with Vietnamese of postal money orders (PMO’) at U.S. pos-
tal facilities in Vietnam. A number of cases of suspected excess pur-
chases of PM()’s, most of them by civilian emnployees of TU.S. con-
tractors in Vietnam, were reported to the subcommittee. In one case,
a civilian employee purchased $42,000 of PMQ’ in one mnonth. In
November 1965 a new policy was instituted requiring purchasers of
PMO’s to fill out a detailed application form and to show identifica-
tion. These forms are kept in a central file and purchases in excess of
gross pay are investigated. The committee feels that there was an
unnecessarily long delay between the recommendation, late in January,
and the implementation, on September 1, of controls over the amount
of MP(’s that can be exchanged for dollars by departing personnel,
In order to insure thai, this type of transaction and PMQ’s are elimi-
nated as a source of capital flight and illegal profits, the controls that
have been instituted will have to be applied in the same manner to
civilian employees as to military personnel. This will require that a
central record of the salaries of civilian personmnel entitled to these
privileges be maintained and checked against monthly purchases of
PMQO’s and against conversions of MPC’s to dollars.

The Department of Defense has also recently instituted a require-
ment that its contractors in Vietnam include a clause in employment
contracts stating that “Termination for cause shall include * * *
trading in currencies other than through official channels.” Em-
ployers are encouraged to discipline or to dismiss employees under this
clause for snch violations as excess purchase of PMO’s. The MAC/V
Office-in-Charge of Construction is issued a memorandum stating that
the emplovee has violated the regulations, that the American Embassy
has been requested to invalidate the individual’s passport, and that the
emplovee is barred from future employment. Offenders are debarred
from all military facilities in southeast Asia and debarment notices are
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distributed “to all law enforcement agencies, including appropriate
Pacific and sea commands.”

Prior to April 13, 1966, there was no formal arrangement to prevent
the reemgloymant of civilian contractor employees who had been dis-
charged for miseconduct in Vietnam. On that date, MAC/V be?.n to
maintain a central list of such employees. On June 6, 1968, a list of
U.S.-citizen civilian contractor employees who have been discharged
for misconduct in Vietnam was established at Fort Holabird, Md.

Deputy Secretary of Defense Cyrus Vance circulated a letier on
June 28, 1966, asking that all DOD contracts with construction firms
g};:emtinf in Vietnam be reviewed to inzure that a clanse prohibiting

e employment of past offenders is included. Those contracts not
including this clause were to be amended immediately. Contractors
are also required to notify 1J.S. officials in Vietnan1 when an employee
has been discharged for misconduct. The applications for employ-
ment of all 1].S. citizens are now funneled t,hrough a military officer
in residence at the RMK office in San Bruno, Calif, and the BRJ
office in Charlotte, N.C. These applications are checked against the
central list at Fort Holabird. Non-U.S. personnel applying for top
managerial positions are checked in the same manner. Other non-
.S, personnel applying for jobs are, for the most part, Filipinos and
Koreans who are checked through a U.S. military office in Manila and
the U.S. Embassy in Seoul.

Another means for Vietnamese to achieve 8 measure of financial
securitr is the illegal purchase, in ¥ietnam, of gold that has been
smug‘ ed into the country. It is known that gold has been smuggled
into Vietnam in quantity from Laos, where it can be imported legally
in unlimited quantities. The total gold imports of Laos increased
last year to over $24 million and gold imports are expected to increase
by 50 percent this year. Much of this gold is either brought across
the Vietnamese border at remote points or smuggled through the air-
port at Saigon and sold at high prices to satisfy the demand for gold
as a form of financial security in Vietnam. The dollars received in
exchange for this gold can either be transferred from accounts held
in foretgn banks or paid directly, in which case the dollars are
smuggled back into Laos.

Aﬁ of the above transactions result in the loss of much-needed
foreiﬁ-n exchange to the GVN and have some bearing and liability
on the TU.S. balance of payments. Officials of the U.S. Tressury
Departinent informed the subcommittee that the estimated offcial
balance-of-payments deficit resulting from U.S. operations in south-
east Asia is $750 million per year, or one-half of the total worldwide
U.S. balance-of-payments deficit. Unofficial losses through covert
transactions such as these undoubtedly account for additional losses
of foreign exchange and should be of the greatest concern to the
United States in view of our present balance-of-payments difficulties.

Eeonomic Warfare

The Vietcong have for some time had an organization whose pur-
pose is to deny economic resources to Vietnam. For example, the
recent shortages of rice in Saigon and other cities have been ascribed,
at least in part, to the success of the Vietcong in interdicting ship-
ments of rice from the fertile Mekong delta area.
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In September 1965 the U.S. mission in Saigon created the Economic
Warfare Committee, composed of military and civilian representa-
tives from all U.S. agencies, for the purpose of denying critical re-
sources to the Vietcong, preventing the diversion of U.S.-financed
goods to the Vietcong, and countering Vietcong efforts to disrupt
the economy of Vietnam. In March 1966 the AI% mission in Saigon
established an Office of Special Projects, which provides AID repre-
gentation on the U.S. mission’s Economic Warfare Committee. The
office has an authiorized staff of six professionals in addition to seven
auditors. The new head of the Office of Special Projects was also
designated Chairman of the Economic Warfare Committee. In Wash-
ington, the Office of the Special Assistant for Commodity Analysis
was established with an authorized staff of four professionals. The
primary function of this office is to identify commodities particularly
susceptible to diversion to the Vietcong and alert the mission in Saigon
of their expected arrival or of the need for special measures.

The new Chairman of the Economic Warfare Committee placed
an early priority on working in cooperation with GVN authorities to
eliminate the major dealers in black-market currency in Saigon. He
stated late in March of this year that “this illegal money market has
taken on vast proportions within SVN. * * * Also, through this illicit
trade, the Vietcong probably acquire needed revennes lf?or its SVN
and worldwide operations.” Although coordinated action was agreed
upon by the Economic Warfare Committee and the GVN and the date
and time for simultaneous raids on several of the leading money chang-
ers in Saigon was established, the raids did not take place as planned
hecause of prior independent action on the part of one of the investiga-
tive organizations within the U.S. complex.

One other example which illustrates the type of work done by the
. Economic Warfare Committee was brought to the staff’s attention

during its first visit to Saigon. In %larch of this year, the
Econumic Warfare Committee heard, through a local newspaper arti-
cle, that surplus U.S. military property was being auctioned off in
Saigon under conditions providing little or no assurance that it was
not going directly into the hands of the Vietcong. Sales at scrap
prices in the previous 9 months had been $1.7 million in Saigon alone
and the U.S. military maintains property disposal vards at three other
locations in Vietnam. The photographs in exhibit 9 show some of the
surplus property, much of it in fair to usable condition, which was on
hand in the Saigon yard in late March. In a cable to Washington
dated April 2, 1966, the Chairman of the Economic Warfare Commit-
tce pointed out that the Vietcong pay good prices even for scrap metal
seavenged by peasants in comhat areas after battles and that the Viet-
cong cottage industries have a fantastic capacity for making lethal
weapons and spars parts out of seemingly worthless scrap items. As
a result of recommendations made in this cable, the sale of certain mili-
tary surplus items in Vietnam was prohibited and a system of end-user
checks was established for items still allowed to be sold.
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RECOMMENDATIONS

1. The Agency for International Development should put into
effect, at the earhest possible date, its new regulation eliminating ATD
financing of agents’ commissions on CIP transactions. If necessary,
AID should revise completely its documentary forms and procedures
governing bank payment to suppliers and simplify the supporting
regulations,

2. The Agmcp for International Development should extend ihe
i tion of CIP-financed commodities in the country of origin prior
to shipment. Inspection prior to shipment should be extended to most,
if not all, CIP commodities, particularly those being shipped from
third countries to Vietnam. Such inspection should include a check
on the conformity of goods to specifications as well as verification that
the quantity being shiﬁfed corresponds to the quantity paid for by
AID. Inspection should take place at the last possible moment before
ihaidg-oods are loaded on ship or, ideally, when they are already in the

old.

3. The Agency for International Development should improve the
speed and effectiveness of its procedures for suspending importers and
suppliers who have been found guilty of violations of AID regulations
and for suspending the shipment of goods that are under suspicion
for any reason whatsoever. When there is good cause to believe that a
particular importer or supplier has committed violations, provicional
suspension should be employed until further investigation reveals the
truth or falsity of the charges.

4. The U.S. AID mission in Saigon shounld accord high priority to
obtaining the assent of the Government of Vietnam to the establish-
ment of an escrow account against which U.S. claims for reimburse-
ment arising from irregularities in commercial import transactions
will be automatically collected.

5. The responsible elements of the U.S. mission in Sai should
accord high priority to the establishment, together with the Govern-
ment of Vietnam, of a coordinated plan to eliminate or drastically
cartail the black markets in currency and commodities.

6. Procedures limiting the amount of MP(C’s that can be exchanged
for dollars by departing personnel and procedures limiting the pur-
chase of U.S. PMO’s;should be applied to civilian employees under the
same conditions that govern their application to military personnel.

7. The U.S. mission in Saigon should insist that any s or
dollars seized by the GVN in raids on illegal moneychangers be
promptly returned to the U.S. Government.



V.USE AND CONTROL OF PIASTERS GENERATED BY U.5.
PROGRAMS

The piasters generated by the U.S. commercial import program are
deposited in a special account at the National Bank of Vietnam.
These piasters are owned conditionally by the GVN subject to the joint
control of the United States. Because of the joint control feature,
this money is known as counterpart.

Additional piasters are generated by sales of surplus U.S. agricul-
tural products to Vietnam under the provisions of Public Law 480.
The piasters received for these sales are not technically counterpart,
however, since they are U.S. owned, rather than jointly controlled,
and are held in a U.8, treasury account.

Use of U.S.-Generated Local Currency

ATD has estimated that total currency generated from commercial
import financing and Public Law 480 financing in the current calendar
year will be 26 billion piasters. This money will be expended for the
following purposes: -

1. Mililary budget support.—A total of 13.6 billion piasters will be
used for support of the GVN military budget. Of this total, 8.2 bil-
lion piasters will come from counterpart and 5.4 billion piasters will
come from Public Law 480 proceeds. In recent years, virtually all
counterpart was used for military budget support but with the recent
increase in the commercial import program and the consequent increase
in the counterpart fund, plans have been formulated for major com-
niitments of counterpart to nonmilitary uses both within and outside
the regular GVN budget.

2. Nonmilitary support.—A total of 8.1 billion piasters will be
used for nonmilitary purposes, Of this total, 3.4 billion piasters will
he spent under the so-called American AID chapter, which covers the
local currency costs of AID projects. Another 3 billion piasters have
been attributed to the civil sector of the GVN budget and will be used
within the budgets of various civil ministries. The use of counterpart
for this purpose was initiated several months ago by the simple device
of AID’s agreeing to release funds for the ministerial budgets without
earmarking the funds for particular projects and withont any prior
participation by AID in the formulation of the ministerial budgets.
The remaining 1.7 billion piasters will be used for extra-budgetary
support items which ATD may feel required additional funds such as,
for example, the refugee program of the GVN.

3. AID migsion trust fund.—One billion piasters are used for local
currency administrative costs of the AID mission.

4. Special trust fund.—In May of this year, the GVN agreed to
establish a special trust fund of 1 billien piasters out of counterpart
for the use of the AIT} mission. This money is to be used for support

38
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of joint economic and social p under the ﬁ!lanenl guidelines of
release a ents with the GVN. This fund will be used primarily
for expediting construction, logistics ogi}-ntions, and employment of
Vietnamese in circumstances where G procedures or regulations
prevent prompt or flexible responses to urgent needs.

5. Migcellaneous.—The remaining 2.3 billion piasters of the total
of 26 billion piasters generated by U.S. programs will be applied to
the increased costs of AID projects and of the civil portion of the
GV XN budget resulting from the recent devaluation.

Control of Disbursements of U.S.-Generated Local Currency

Funds for support of the GVN military budget are committed on
the hasis of an annual project agreement between the United States
and the GVN, The procedures for review and control of the use
of these funds are fairly well established, as counterpart funds have
been used for GVN military bu support for a number of years.
MAC/V budget officers review the propesed GVN military budget
each year and recommend specific items for counterpart support.
During the yvear, expenditures of these funds are verified and new
funds are released on a monthly basis. On occasion, withholding of
nionthly releases for military budget support has been used to achieve
broad political objectives.

F nngs) in the AID mission trust fund and the ial trust fund
are expended and controlled by the United States. the remaini
funds used for nonmilitary support, ATD has stated that the Um
States excrcises “quite explicit” control over the 3.4 billion piasters
expended under the American aid chapter. This money is allocated
to specific AID projects on the basis of project agreements between
the United States and the GVN. The money is actually disbursed by
the AID mission. The control exercised by the United States over
expenditure of the 3 billion piasters attributed to the civil sector of
the GVN budget is, however, virtually nonexistent. An officisl of
AID testified, with respect to control of this expenditure, that—

it is not at all complete—in fact, it is only symbolic with re-
spect to the 3 billion that we recently got their agreement to
put in the civil budget. And the reason * * * is * * * nn-
til this year, we have put most oountergnrt, except for trust
fund reservations, into the military bu ﬁet and that budget
is monitored by MAC/V. This year we have started putting
more counterpart into the general civil budget.

The Moss Amendment: Counterpart Attributed to the GVN Civil
Budget

The attribution of 3 billion counterpart piasters to the GVN civil
budget is a new use of counterpart funds that was made possible this
vear by the greatly increased generation of counterpart under the
commercial import program. As mentioned previously, in the past
few years counterpart funds have been used largely for GVN military
budget support.

The problem of lack of U7.S. control over the expenditure of counter-
part in support of the GV civil budget was called to the subcom-
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mittee’s attention during its investigation. At some point the United
States i&ve up altogether too much control over the counterpart funds
with which we support the Vietnamese. We don’t have much to say,
once the commitment is made, as to the rate or the amounts which these
funds are paid out or dispensed. In other words, if a project is going
bad that we are committed to support in the Vietnamese budget, we
have a difficult time stopping it, once we are committed to the budget.

The focus of criticism is that the present arrangement is not suffi-
ciently flexible, that once counterpart is attributed to the GVN budget
it is extremely difficult to change the thrust of some of the agreements
that occur at the time of the budget.

The subcommittee was informed that the reason counterpart funds
have recently been attributed to the GVN civil budget with no pro-
vision for either U.S. participation in the formulation of the budget,
attribution of the fundg. to specific programs, or control of subsequent
disbursements of funds committed, 1s that the GVN had not previously
wanted to have the AID) mission in the kind of detailed review of
budget expenditures that is commonplace on the defense side.

In order to meet the problem, Chairman Moss introduced an
amendment to the Foreign Assistance Act of 1966 which expresses
clearly the congressional intent that greater U.S. control be exercised
over the expenditure of counterpart in support of the GVN civil
budget. The amendment was approved by the House on July 14,
1966, and subsequently accepted by the Senate in conference. It pro-
vides that the President of the United States or his representative
must give written approval to the allocation of counterpart funds in
sapport of the GVN civil budget prior to the final formulation of
the budget. TU.S. officials are thus required to participate to some
extent in the formulation of the GVN civil budget, which was not
done in the recent general attribution of 3 billion counterpart piasters
to various civil ministries in support of the budgets of these ministries,

The committee feels that U.SI.) participation in the formulation of the
GVN civil budget prior to the commitment of counterpart funds to it,
which is now a requirement under the Moss amendment, plus the sub-
sequent monitoring of expenditures and periodic control over the re-
lease of funds, are necessary to provide the kind of flexibility desired.

An ATD spokesman in Washi;fbon stated that the establishment
of the special trust fund achieved this purpose. The subcommittee
does not believe that it has. The special trust fund provides addi-
tional money out of counterpart for the U.S. mission to spend as it
may see fit on certain civil programs. It does not¢ give the U.S, mis-
sion the power to change the thrust of agreements that occur at the
time of the budget if some program is not turning out right, or
if funds are not %:ing used and we see need for them elsewhere. It
gives the U.S. mission the ability to commit additional funds but it does
not confer the power to control expenditures of counterpart committed
to the GVN civil budget subsequent to the establishment of the com-
mitment. This type of control is already exercised over counterpart
fnunds committed to support of the GVN military budget and has been
for a number of years. The same type of control over the release of
11.S.-generated funds should be exercised on the civil side. This con-
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trol need not be so detailed as to effectively hamper the expenditure of
these funds hy creating unnecessary delays and redtape. As Chair-
man Moss has stated on the floor of the House—

We are not attempting to deal with trivia, but instead with
the very substantral items of reallocation which can eccur.
Attempts have been made in the past to effect such reallo-
cations.

While the committee fully appreciates the difficulty of achieving
proper control over the expenditure of funds generated through U.=.
assistance and, at the same time, not impinging upon the prerogatives
of a sovereign government, nevertheless it%leves that controls over
the expenditure of counterpart for ponmilitary purposes should be
at least as stringent as the controls which have Emg been exercised
over the expenditure of counterpart for military purposes. The com-
mittee believes that there shoulrs ba a constant review of the applica-
tion of these funds to agreed projects in the budget, more flexibility
and morw leverage. Qur partnership with the ¥ietnamese should
all the way. It should not stop at the point where they take over the
counterpart for the goods we send in here. If AID fesls that it cannot
properly insist upon this type of control, the committee will recoin-
mend additional legislation to require it.

RECOMMENDATION

1. The U.S. mission in Saigon should take all necessary steps to in-
sure that counterpart funds committed to support of the GVN civil
budget are not only budgeted but also released under the same type of
controls that are currently exercised over the budgeting and release
of counterpart funds in support of the GVN military bu&at.

70-069—066———4



VI. AUDITS AND INSPECTIONS

The Foreign Operations and Government Information Subcommit-
tee investigation gisclosed that there had been a general abdication of
responsibility for the audit and inspection of U.S. programs in Viet-
nam in recent years. Agency personnel responsible for auditing and
inspecting military as well as economic assistance programs overseas
had adopted the attitude “there’s a war on in Vietnam so let’s not rock
the boat.” Consequently, the extent of the external and internal audit
and inspection effort in Vietnam ranged from nonexistent to barely
minimal, despite the widespread charges of inefficiency, waste, and cor-
ruption in the ATD program and related areas of the total U.S. pro-
gram.,

“ The Committee on Government Operations, under the rnles of the
House of Representatives, has responsibility for reviewing and ascer-
taining that appropriated funds are expended economically, efficiently,
and properly for the purposes which the agencies had requested and
Congress intended. In its constant and continning surveillance over
the expenditures for foreign operations, the subcommittee, because of
its intense interest in and insistence on audits, became aware of the lack
of audits and inspections being conducted in Vietnam by agencies and
offices ontside of Vietnam, and the inadequacy of the andits being con-
ducted within the ATD mission,

During the course of the investigation, the subcommittee met with
appropriate officials of all of the agencies and offices having audit and
inspection responsibilities for Vietnam. The subcommittee found
that many of these agencies and offices had not conducted audits
and inspections for extengive periods of time and had no plans to do
so. It was obvious that many of the responsible officials made no
attempt to identify and determine those areas where andit and inspec-
tion effort was required and could be effective. However, after meet-
ing with the subcommittee and on the basis of those areas identified
as being deficient and conducive to effective audit and inspection,
appropriate oflicials of all affected agencies and offices took immediate
action to initiate and expedite audits, comprehensive reviews, and
inspections of the programs for which they are responsible.

The subcommittee’s investigative findings and the increased audit
and inspection activity of agencies and offices outside Vietnam and
changes in audit and inspection procedures within the ATD mission
resulting from the subcommittee’s concern over this management area
are presented below.

Increased Audit and Inspection Activity of Agencies and Offices
Outside Vietnam

_ Subcommittee investigation disclosed that little, if any, andit and
inspection effort was being devoted in Vietnam to U.S. assistance pro-
grams by the General Accounting Office, and responsible offices within

42
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AID, the Department of State, the Department of Defense, the
Depariment o? Agriculture, and the U.S. Information Agency.

As a result of the suhcommittee’s proddings, action was taken by
all of these agencies. For exnmple, a high-level GAO team was in
Vietnam at the time of the staff’s arrival in Vietnam in March 1966,
and had completed an on-site survey for the purpose of determining
GAQ aundit responsibilities in Vietnam and the manner in which they
could best be discharged. The Inspector General for Foreign Assist-
ance made a visit to Vietnam early in February 1966 and his Deputy
and two staff members were in Vietnam at the time of the staff’s
investigative trip in March. The AID Controller and the Air Forve
Deputy for Inspection made visita to Vietnam in February 1966, Dep-
uty Secretary of Defense Cyrus Vance arrived in Vietnam at the time
of the staff’s investigative trip to conduct an inspection tour of Viet-
nam, and ATD/Washington, at the time of the staff’s investigative
trip, was conducting its first audit of the mission in 5 years.

Moreover, the decision of the Department of Defense to revise 1=
policy with respect to internal audits within combat theaters is of
primary importance. As the result of the subcommittee’s inquiry
on August 1, 1966, as to the current policy and practices of the Depart-
ment with respect to internal audits within combat theaters. the A=sist-
ant Secretary of Defense for Manpower advised the subcommittee on
August 5, 1966, that a policy directive was developed following the
snbecommittee’s inquiry. The directive subjects all orzanizational rom-
ponents and operational levels to independent and comprehensive
review and appraisal to the extent that the audit will not interfere
with conibat operations or obstruet U.S. purposes. Should regularly
scheduled andits be temporarily suspended because of emergency sitna-
tions, the situation will be reviewed at least every 6 inonths and normal
andits will be resumed, if feasible, to the extent that it can be done
without interfering with combat operations. At the request of the
subcoinmittee, the Department will adopt a policy of notifving the
House Committee on Government Operations when military audits
are suspended. The new directive, in outlining the srope of audit=
within combat theaters. states that such audits will emphasize the
adequacy and effectiveness of the support furnished combat forces and
the controls in being to prevent diversion of equipment, supplies, or
othsr reaources,

The deficient conditions which existed and the corrective action
taken by the above agencies during the subcommittee’s investigation
are presented below.

1. General Accounting Office (GAO).—Subcommittee investica-
tion disclosed that the GAO had not been present in Vietnam since
the spring of 1964. The last report of the GAO on U.S. economic
assistance covered a period no later than 1962. During an executive
session on February 3. 1966, the Director of the International Opera-
tions Division testified before the subcommittee that work in Vietnam
was discontinued in 1964 because of (1) the question of the independent
auditors’ role under the prevailing war conditions, (2) the extent to
which work conld be performed in Vietnam that would offer pros-
pects of practical results at least equal in value to other areas where
there was a need for manpower, and (3) the adverse cffect of the in-
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creased danger in Vietnam on the morale of the Far East Branch
staff and their families. As a result of previous Eersistent requests
by the chairman of the subcommittee, however, the GAQO departed
from this position and initiated a survey in Washington of audit and
inspection and other management control activities relating to Viet-
nam programs as a basis for appraising its audit responsibilities in
Vietnam and the manner in which they could best be discharged. In
March 1966, the new Comptroller General sent a team of four auditors
to Vietnam to complete this survey.

On July 18, 1966, the Comptroller General, in reporting the results
of the GAO survey to the Congress, stated that the survey was under-
taken in consideration of (1) the importance of internal audit and
management inspection functions as an essential but sometimes ne-
glected element of management control, and (2) the continuing con-
cern of the Congress with effective management control over foreign
assistance programs. The survey and the report identified the more
significant program areas, related them to the surveillance by the 15

rincipal audit and inspection agencies or offices having responsibility

or the various segments of the program, and pointed out the areas in
which more effective surveillance was needed. The Comptroller Gen-
eral concluded in his report that there is a particular need for increased
surveillance of the operations involved in the receipt, distribution, and
use of the huge quantities of commodities being imported into Vietnam
under the economic assistance program, and audits and inspections of
the billion-dollar military construction program which is conducive to
waste because of the atmosphere of urgency in which the work is being
performed.

On July 28, 1966, the Comptroller General testified before the sub-
committee on his plans for continuing the work of the GAQ in Vietnam
and establishing a branch office in southeast Asia. This office will have
management responsibility for all GAQO work in the area, including
surveillance of a resident audit staff in Vietnam,

On July 12, 1966, six auditors from the GAO Far East Branch in
Honolulu arrived in Vietnam on temporary duty to begin the survey
of the military construction program, The sta% in Vietnam will be
supplemented with personnel on temporary duty assiénments pending
Km_ establishment and staffing of the permanent offices in southeast

sia,

Current plans for the establishment of the resident audit staff in
Vietnam call for an initial nucleus of about six men in Saigon. The
tours of duty will range from 12 to 18 months. The resident staff will
be supplemented, as necessary, by auditors on temporary duty assign-
ments of up to 6 months. The Comptroller General expressed his
pleasure with the affirmative response he was getting from his em-

loyees to his request for volunteers for assignment in Vietnam on

th a permanent and temporary basis. The Director of the Inter-

national Division of GAQ added, “Some of our best people are will-
ing to go.”

Arrangements are also underway for the establishment of the branch
office in southeast Asia, The tour of duty in the branch office will be
2 years, with the possibility of temporary duty assignments of up to 6.
months in Vietnam.
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In connection with the establishment of permanent offices in south-
east Asia, the chairman acknowledged the importance of this action
in a statement to the Comptroller General during the hearings on July
29,1966. Hestated:

I want to emphasize the strong feeling I have in supgort of
your statement that it is necessary to go into the field to do
the most effective job. I know this subcommittee could never
have become as familiar with the problems in Vietnam as it
did, if 1t were not for the thorough hearings held in Saigon
involving the appearance of the people actually responsible
for the administration of the programs in Vietnam. I think
it is extremely important that to the maximum extent possible
the aundit staff be on the scene.

The general nbdication of responsibility by the audit and inspection
agencies covering U.S. assistance programs in Vietnam raised the
question—“Who has the responsibility for auditing and inspectin&the
audit and inspection agencies and offices in the Government?”™ Sub-
committee investigation disclosed that the GAO is required, by law,
not only to ascertain that the audit and inspection agencies of the
Government are exercising their responsibilities, but to ascertain that
they are being exercised proficiently and effectively.

It is the opinion of the committee, based on its review and evaluation
of information provided by the GAO, that the GAO has been deficient
in carrving out its statutory responsibility for auditing and revieswing
the foreign operations activities of the responsible andit and inspection
agencies. During the hearings held on July 19, the Comptroller (Gen-
eral acknowledged this responsibility. In responding to a question
by Congressman Reid on GAQO's policy with regard to auditing the
other audit and inspection agencies, the Comptroller General stated:

In the past, predominantly—the practice has been to refer
to adequacy or inadequacy of internal andit only in relation
to specific findings on matters which were the subject of a
report. But if you look at our statute I think that we do
have a clear responsibility. It is a matter that T have given
a good deal of thought to since I have been with the GAQ.
It is my view that GAO in many instances can perhaps be
most effective in appraising the agency’s own audit capability,
their machinery, the scope of their responsibility vested in the
internal andit, the adequacy of staffing, some appraisal of the
product of internal audit, and report these to the Congress.

2. AlD/Washington internal audit staff.—The last audit in Viet-
nam was completed in the summer of 1961. An audit was started in
February 1966, after ATD’s Assistant Administrator for the Far East
testified before the subcommittes. The staff was adrised by the andit
supervisor in Vietnam that andits and reviews were scheduled sev-
eral times since 1981 but they had been canceled repeatedly. The audit
supervisor advised the staff that the audit coverage would be highly
selective due to the size of the program. The aundit will emphasize
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ligh dollar programs, including & comprehensive review of the com-
mercial import program and the local funds generated thereby.

3. The Igspector General for Foreign Assistance, Department
of State (IGA).—The IGA has responsibility for reviewing the effec-
tiveness of 11.5. economic and military assistance programs and Peace
Corps and Public Law 480 activities.

A review of the files by the subcommittee staff indicated that little
liad been done in Vjetnam by the IGA in the past 2 years. The IGA
made four inspection trips to Vietnam in fiscal year 1965, the time
amounting to the equivalent of less than one-fifth of the time of one
man in Vietnam on a full-time basis. The IGA made no inspections
in Vietnam between February 2, 1965, and February 10, 1966. It was
not until after the subcommittee initiated its investigation and con-
sulted with the Inspector (General that the IGA resumed its inspec-
tion activity. From February 10 to July 19, 1966, the number of
ingpection trips and the time of IGA personnel in Vietnam exceeded
that of the entire fiscal year 1965. On July 19, 1966, the Inspector
General stated:

The chairman and the subcommittee were, I believe, quite
right in suggesting earlier this year that it would be worth-
while for our oftice to spend more of its time in Vietnam.
We are doing so.

Subcommittee investigation also disclosed that the IGA prepares no
formal reports at the close of an investigation. Neither is an annual
report detailing accomplishments and results of investigations pre-
pared. The results of investigations are reported informally either by
letter or verbal?. No consistent handling process isutilized. The sub-
committee is of the opinion that a system of brief formal reports on
the results of I(FA inspections wc)uldY gerve as a more effective tool for
personnel responsible for managing foreign assistance programs, con-
gressional bodies, and other interested (overnment agencies,

4. Foreign Service Inspection Corps, Department of Siate
(FSIC)—The Foreign Service Inspection Corps, under section 681
of the Foreign Service Act of 1946 is required to inspect “at least
once every 2 years the work of the diplomatic and consular establish-
ments of the United States.” Subcommittee investigation disclosed
that the FSIC had not been in Vietnam since 1961. Following the
subcommittee’s investigative trip to Vietnam, two teams of two inspec-
rors each arrived in Vietnam on July 27, 1966, for 2 months to perform
the inspection required by law.

5. Audit Program Staff, Department of State—The most recent
review made by the audit program staff was completed in August
1965. The review was limited to financial management and related
operations of the U.S. Embassy in Saigon. Following the subcom-
mittee’s investigative trip to Vietnam, the Department of State advised
the GAQ on June 6, 1966, that its audit program staff was currently
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planning to audit the Embassy operations in Saigon within the next
2 years,

6. The Defense Contract Audit Agency, Department of Defense
(DCAA).—A resident audit staff of six auditors and one administra-
tive man, was established In Vietnam in January 1966 to audit and
review defense contracts. Prior to January, the work was performed
by one resident Navy area auditor (March 1962 to June 1964) and by
temporary Navy and DCAA auditors (July 1964 to December 1965).
The examinations being performed at the time the subcommittee
initiated its investigation were generslly limited to examinations of
the contractors’ cost representations as shown on vouchers presented
for payment. These voucher-type audits did not include management
reviews or evaluations of contract performance or the broader con-
trol aspects of tbe billion-dollar construction program.

On August 1 and 5, 1966, the subcommittee heard testimony in
executive session from the Assistant Secretary of Defense for Mau-
power and his aides. On August 1, Representative Porter Hardy, Jr.,
expressed fear that many of the current DCAA auditing efforts were
so limited in their scope they were not really audits at all. The Assist-
ant Secretary testified that while many audits were not conducted
in Vietnam, the management structure of DOD contained 713 people
concerned with day-to-day oversight mctivities. In answer to Mr.
Hardy’s questions, however, the Assistant Secretary conceded these
people were not auditors. He identified them as engineers, account-
ants, and inspectors. “But that is not an auditing structure and you
know it as well as I do,” Mr. Hardy said. “* * * they are not anditors
in my book, and I don’t think that is what they are there for.™ In
pursuing this matter further, Mr. Reid and Mr. Hardy examined
the Assistant Secretary on the extent to which DOD was conducting
comg:hensive and in-degkh audit activities in Vietnam. The Assist-
ant Secretary indicated that, in the supply field, 80 percent of the dol-
lar value of materials purchased were subjected to audit. In response
to this, the following exchange took place—

Mr. Rem. Are you in a position to evaluate the commodity
diversions, kickbacks, fraud, whether the volume has grown
too large for the assigned task, whether it is reaching the
areas it should promptly, the whole broad question of the
effectiveness of what we are sending

AssistanT Secrerary. The auditing support activities
* * * would check out the timeliness, responsiveness, and
completeness of the supply actions u;]> to the point of receipt
at dockside. They would not be able to pick up the audit
from that point forward.

Mr. Haroy. I think vou said the Army Andit Agency has
a present policy of covering 80 percent of the cycle * * *,
One of the problems this subcommittee haz been concerned
with here would not be affacted at all by these audits. If the
materials went astray at dockside there would be no check
on them. If there was poor performance on the part of the
contractor there would be no check on it.
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Other subcommittee members agreed with Mr. Hardy and Mr. Reid
and pressed for major changes. As a result, the Assistant Secretary
téstié)ed on August 5 that plans had been formulated to expand
DCAA'’s new comprehensive audit program.

The testimony also disclosed that in addition to the permanent audit
stafl established in Vietnam the following significant changes were
made in DCAA’s audit plans and procedures during the subcommit-
tee’s investigation: :

* The resident audit staff in Vietnam will be increased to 11 personnel
by October 1966. .

* In January 1966, the DCAA audit at the U.S. office of the largest
major contractor in Vietnam was changed from a voucher-type
audit of incurred costs to a review and surveillance of the pro-
cedures of the contractor.

* In April 1966, the DCAA audit in Vietnam was expanded to include
a comprehensive review of the contractors’ system and procedures
to detect weaknesses in internal controls and administrative prac-
tices as well as voucher-type audits of costs.

* In June 1966, a branch office with an authorized staff of eight
auditors and one stenographer was established in Bangkok.
Seven auditors and the stenographer were on duty on August 5.
The Bangkok branch will augment the Vietnam audit staff on a
temporary duty basis, if necessary.

7. Military Assistance Program Auditing Division, Department
of Defense—The last audit programed for military assistance fur-
nished to Vietnam was concluded in November 1960 and covered
functional areas of development and implementation of the program.
Since July 1962, the responsibility for auditing military assistance to
Vietnam has been assigned to the Army Audit Agency.

The Assistant Secretary of Defense for Manpower advised the sub-
committee on August 5 that the survey work to be initiated by
the Army Audit Agency in Vietnam on September 15, 1966, will in-
clude developing plans for anditing the military assistance program
for Vietnam and other free world forces.

8. The Army Audit Agency (AAA)—The Comptroller of the
Army in fiscal year 1965 instructed the AAA to discontinue audit
activity in Vietnam until specifically directed to continue. On August
2, the day after the Assistant Secretary of Defense for Manpower
testified in executive session before the subcommittee, this instruction
waq rescinded and the Comptroller of the Army directed the AAA to
prepare a detailed plan for andits in southeast Asia.

In addition, the AAA has initiated an audit survey for the purpose
of developing a program to audit the Army’s supply support system
for Vietnam, including an evaluation of the effectiveness of supply
management in Vietnam. In addition to survey work in the United
States, survey work in Vietnam is planned to start about September
15, 1966. Tﬁe audit verification work is scheduled to begin about
October 15, 1966,

9. Auditor General of the Navy.—No audit work in Vietnam had
been performed by the Navy since completion about September 1964
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of audits of housekeeping activities of the headquarters support
activity in Saigon, a Navy activity then furnishing administrative
support to the Miiitary Assistance Commmand in Vietnam,

ollowing the subcommittee's investigative trip to Vietnam, the
Chief of Naval Opersations, on May 23, 1966, requested a_ special
audit in Vietnam. On August 5, the Assistant Secretary of Defense
for Manpower advised the subcommittee that in addition to this
special audit a preliminary survey of naval operations in Vietnam is
being conducted to ascertain more specifically the audit requirements.
This survey is to be followed by an extensive review of naval support,
operations in Vietnam in October 1966.

10. Air Force Auditor General (AFAG).—For the most part no
audits of activities financed with Air Force appropriated funds were
being performed by the resident audit staff located in the Philippines.
Audits were limited mostly to activities financed with Air Force non-
apB:]oprinted funds.

Aungust 5, the Assistant Secretary of Defense for Manpower
advised the subcommittee that the AFAG in recognizing the need for
the audit of appropriated funds in Vietnam requested in December
1965 that a five-man resident audit staff be established in Vietnam.
The request was approved by the Secretary of Defense on August 25,
1966.

11. Army-Air Force Exchange Service.—The multimillion-dollar
annual operation is scattered throughout Vietnam by mesns of sub-
exchanges which are vulnerable to operational and management
deficiencies.

On July 18, 1966, the GAO reported that Vietnam Regional Ex-
change audits have included periodic counts of inventories and check-
ing of imprest funds by three internal auditors on duty on March
22,1966, one of whom returned to the New York duty station on March

7. 1966. In view of the size of the program, the GAO was of the
opinion that the adequacy and depth of coverage by the limited inter-
nal audit staff were questionable. The GAO also reported, however,
that the Pacific Exchange Headquarters had planned to angment the
Vietnam internal audit staff with two or three Philippine nationals
and to conduct an audit in June or July 1966 of the operations of the
Vietnam Regional Exchange

On August 5, 1966, the Assistant Secretary of Defense for Man-
power advised the subcommittee that the New York Headquarters
of the Army-Air Force Exchange Service planned to send a group
of four auditors to Vietnam in October 1966 to conduct an audit.
The Pacific Headquarters of the Regional Exchange at Honolulu
planned to send auditors to Vietnam ir the early fall for the same

purpose.

On September 13, 1966, the Department of Defense advised the sub-
committee that the audit by the New York Headquarters had been
moved up and the four auditors were already enrouts to Vietnam. By
January 1967, each exchange activity is to be audited at least once
either by the New York Headquarters or the Pacific Exchange Head-
quarters.
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12. Office of the Inspector General, Department of Agricullure
(IG).—No work had been performed by the I in Vietnam since 1964.
In that year, an investigation was made in Vietnam of the receipt
and disposition of $74 million of surplus agricultural commodities sold
to Vietnam under title I, Public Law 480, and a survey was made, in
cooperation with the Department of State and AID, of procedures
for handling $102 million of commodities donated under Public Law
480.

On July 18, 1966, the GAO reported that the IG planned to con-
tinue its assist work with AID and to cbtain additional personnel
for overseas work in Vietnam. In view of the lack of firm audit and
inspection plans and the subcommittee’s observations as to the need
for greater audit and inspection effort in Vietnam than was being
provided by the IG under an arrangement whereby the Embassy
called on the already overloaded AID mission audit staff to perform
audits and inspections of Department of Agriculture programs, the
chairman expressed his concern on the matter to the IG on August 17,
1966. He requested that the IG initiate (1) = comprehensive aundit
of programs under which agricultural commodities are shipped to
Vietnam with first priority given to compliance and surveillance
aspects, and (2) a review of problems relating to pilferage and diver-
sion of such commodities to the Vietcong and the black market. On
Angust 29, the Acting 1(G informed the chairman of action initiated
by his office to satisfy the chairman’s request (exhibit 2). In addition,
the subcommittee was provided a copy of a vacancy announcement
by Agriculture Credit/Co-op Advisers 1n the AID mission in Vietnam
(exhibit 5). The announcement was made by AID in cooperation
with the Department of Agriculture.

13. Office of the Inspector General (IG), US. Information
Agency (USIA).—No inspections had been made by the IG of the
operations of the Joint UN.S. Public Affairs Office (JUSPAQ), the
local unit of the TUSIA in Vietnam, in 1965 and none were planned
for 1966. On June 16, 1966, the Director of the USIA advised the
GAO that while operating conditions were not appropriate for further
inspection at that time of his agency in Vietnam an inspection and
audit would be scheduled “as soon as conditions in the field make it
appropriate.”

In view of the subcommittee’s jurisdiction over Government in-
formation matters and its regard for the extreme importance of the
role of public affairs and information in accomplishing U.S. objectives
in Vietnam, the chairman, in a letter to the Director of USIA on
August 11, stressed the importance of audits and snggested that the
IG review the activities and the financial and administrative opera-
tions of JUSPAQ. The chnirman was subsequently assured that an
audit of JUSPAO would begin on October 15, 1966.

Changes in Audit Reporting Procedures and Audit Personnel
Increases Within the AID Mission

Subcommittee investigation disclosed that the effectiveness of the
internal andit staff within the AID mission had been diluted to the
point that they were no longer functioning as an aid to management.
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The employment of dilatory tactics by top man. ent apparently
for the purpose of preventing the issuance of auSit reports and to
avoid casting light on mission deficiencies, the lack of the d of in-
dependence in internal auditing that is essential to objectivity, the
shortage of personnel and the lack of trained and experienced person-
nel all played a part in the deficient and ineffective audit activities
within the mission.

Subcommittee investigation disclosed that under the misston direc-
tor who preceded the g'iarector at the time of the investigation, the
mission audit branch issued 19 audit reports with an average of
7 personnel in fiscal year 1964 and 24 audit reports with an aver-
age of 9 personnel in fiscal year 1963, Under the mission director
during our investigation, only three audit reports had been issued at
the time of the subcommittee’s investigative trip to Vietnam in May
1966, over 10 months after the beginning of the fiscal year, despite
the fact that the number of auditors had increased to 17. The sub-
committee was advised by responsible officials in the mission that a
major factor contributing to the sharp decline in the number of andit
reports issued in fiscal year 1966 was the lack of andit independence
within the mission and the attitude of the director toward construc-
tive criticism of mission operations.

In this connection, the subcommittee found that the mission andit
staff did not have independence either organizationally or in its
choice of the type and scope of audits to be performed. The wmis-
sion’s assistant director for financial management (the equivalent
of a controller) at the time of the subcommittee’s investigation was
handpicked by the mission director and was directly responsible
to the director for all of the activities assigned to his office. The
chief auditor in turn was directly responsible to the assistant direc-
tor for financial management.

In April 1966, the mission’s chief auditor advised the subcommittee
that under the previous AID director, several management-t vpe andits
s opposed to financial audits were performed. He indicated that the
mission director that followed did not by his attitude seem favorably
disposed to management audits. The chief auditor complained that
be was not able to carry out his program for audits as originally
schedaled for fiscal year 1966 because of frequent requests hy the
mission director and ATD/Washington for routine and limited work
of an investigative natare and limited financial audits. He also com-
plained about the failure of the director to promptly review and au-
thorize the issuance of audit reports, and the adverse effect of the
director’s dilatory tactics on the morale of the andit staff. The former
controller of the ATD mission who was the chief anditor’s superior
during most of fiscal year 1966, subseqnently corroborated before the
subcommittee the information obtained from the chief aaditor.

In May 1966, the mission’s assistant director for financial manage-
ment testified before the subcommittee on the basic objectives of the
audits and operational reviews conducted by his internal aundit staff.
He stated:

We review operations in order to determine whether or not
we (the mission) are complying with the laws as passed by
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Congress, whether we are complying with executive policy,
whether we are complying with agency (AID) procedures.

Since only three audit reports had been issued in fiscal year 1966 at
that time, he concurred that ATD/Washington was not receiving suffi-
cient information upon which to gage the effectiveness of the mission’s
administration of the program,

The mission’s deputy director advised the subcomunittee that the
director would not entertain the thought of any wrongdoing or poor
management in his mission. The deputy director stated :

My feeling was that he just would not countenance any-
body saying anything detrimental about the prograin or about
diversion or corruption that might exist in the program.
* * * T think he is imbued with the idea if he were to reveal
that anything is wrong in Vietnam, it would reflect poorly
upen his career.

Concerning the effect of this attitude on the mission’s andit function,
the deputy director stated:

The audits of the materials, commodities, equipment com-
ing in-country were discouraged, gentlemen. * * * The
reports just got jammed at the director’s desk—all the audit
reports were stopped at the director’s desk because he had
issued & notice that he wanted to review and wanted to sign
off oré all of these reports, and therefore, they had not been
issued.

In an attempt to verify the alleged attitude of the mission’s director
toward an effective internal audit program, the subcommittee selected
and evaluated the draft report on the mission audit of approximately
$15 million of loan accounts receivable of the National Agriculture
Credit Office (NACO) in Vietnam. This audit disclosed significant
findings which were highly critical of the ATD monitoring of the pro-
gram. Only 383 percent of all of the outstanding amounts which were
due in 1964 or prior years had been collected. The subcommittee se-
lected this audit because it was significant, because the writing of the
draft report was started in October 1965, because it was reviewed hy
the mission’s director on February 5, 1966, and because it had not been
issued at the time of the subcommittee’s investigative trip to Vietnam
in May 1968,

Although the NACO audit was given top priority by the previous
director of the AID mission, mission auditors advised the subcommit-
tee in May 1966 that the issuance of the final report had been delayed
so it could be up dated to include more recent and more meaningful
dollar figures. However, the subcommittee’s review and analysis of
the final report, issued on May 26, 1966, following the subcommittee’s
hearings, disclosed that there was virtually ne substantive difference
between the draft report and the final report. The basic deficiencies,
conclusions, facts, and recommendations had not been changed.

Neither had the dollar figures been changed. The changes that were
made were few in number and, in the subcommittee’s opinion, super-
ficial. These changes consisted primarily of changes in the form
of the report, such as word changes and revisions not affecting the
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meaning, and additional comments that action had been initiated on
certain recommendations. It is the subcommittee’s view that the in-
significance of the changes raises serious doubt that they are the real
reason for the mission’s director delaying the issuance of the final
report. Simply p:i the report apparently was buried until the sub-
committee demanded thst something be done about it.

Con an Helstoski closely questioned the Comptroller General
of the United States on July 19, 1966, concerning the relationship be-
tween a mission director and his internal audit staff. The Comp-
troller General stated :

My own feeling is that generally the audit function will
be more productive and serve its purpose to better advantage
if audit reports are directed to the agency head. * * * I
think he (the mission director) should have the opportunity
to present comments along with it if he disagrees with it—
but he should not have the veto.

Following the subcommittee’s hearings in Vietnam, the mission di-
rector advised the subcommittee that issue dates for final reports had
been assigned to the 16 draft reports and 11 audits in process at the
time of the hearings. The final reports were to be issued between May
30 and August 10, 1966. In response to the subcommittee’s followup
inquiry, however, ATD/Washington advised the subcommittes on
A 29, 1966, that final reports had been issued on only 10 of the 24
audits, of which 8 were forwarded to and received by ATD/Washing-
ton, Although the mission had adopted the practice of not making
formal reports on audits where corrective action was takem while
audits were in process or the audit did not produce findings essential
to mission management, AID/Washington directed the mission to
complete and issue reports on al{ audits and forward them to Wash-

mﬁlﬁn.

e chief auditor, the former controller, and the deputy director
emphasized the understaffing and inadequancies of the audit hranch
and their adverse effect on performing truly professional andit work.
The chief auditor and the former controller advised that most of the
auditors assigned in Vietnam were new to AID and were experienced
primarily in financial type, rather than management type, audits.
Although the chief auditor and the controller held sessions to teach
and train inexperienced auditors in the techniques of management
type audits, t.hef felt their efforts were not very successful.

e personnel problem in the audit hranch was further compli-
cated by the language problem and recruiting hy commercial firms
in Vietham. The need for auditors who speak Vietnamese has re-
sulted in the hiring of untrained and inexperienced Vietnamese na-
tionals in the andit hranch. The chief anditor advised that reason-
ahle intelligence and language fluency are the basis for hiring Viet-
namese auditors. He also advised that the hiring hy commercial firms
of such personnel at higher salaries than the mission is paying has
depleted the stafl of Vietnamese nationals considerahly and added to
the personnel problem.

In an attemgt to curtail the personnel inadequacies within the
audit hranch, the mission has been authorized an increase of from 21
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to 29 U.S. auditors and from 29 to 51 local employees. Moreover,
ATID/Washington is directing the assignment of experienced TU.S.
auditors from within the Agency, as necessary.

The committee recognizes that certain functions and operations may
he immune to continuing an effective audit and inspection under war-
time conditions. It has not, however, accepted the concept that all
functions and operations are immune to continuing an effective audit
aud inspection under’wartime conditions, a concept which was gen-
erally adopted by most of the agencies and offices having responsi-
bility for surveillance of U.S. economic and military assistance pro-
grams in Vietnam. The strongest possible management must be mus-
tered in Vietnam. Auditing and inspection help to build that kind
of management,

On the basis of its investigative findings, the subcommittee concluded
that the General Accounting Office and the various audit and: inspec-
tion offices within AID), the Department of State, the Department of
Defense, the Department of Agriculture, and the U.S. Information
Agency were negligent and passive in carrying out their responsibili-
ties in Vietnam. As s result of the subcommittee’s prodding, imme-
diate action was taken by responsible agencies and offices located out-
side Vietnam to increase their audit and inspection activity and inject
into the Vietnam program the degree of independent, constructive
criticism that is essential to sound and effective management of any
large-scale program. Moreover, the changes being implemented with-
in the mission audit branch should result in tighter control and better
management of the commercial import program and help in prevent-
ing some of the widespread abuses that have plagued the program
and hampered U.S. objectives.

The subcommittes believes that in addition to the immediate changes
which it prompted in the surveillance of U.S. programs in Vietnam,
a major significant contribution, which will have far-reaching effects
in the future, has been the explosion of the prevailing theory that man-
agement controls cannot be exercised and effective audit and inspec-
tion cannot be performed in times of war and hostility.

RECOMMENDATIONS

1. The GAO should establish a continuous presence in southeast
Asia and the Department of State should approve immediately the
necessary facilities,

2. The GAO should properly exercise its statutory responsibility
for surveillance over audit and inspection agencies and offices by con-
centrating more of its effort on such operations.

3. The GAQ should review the status and effectiveness of the specific
audit and inspection programs initiated in Vietnam by responsible
agencies during 1966 and submit a report on their findings to the com-
mittee by May 1, 1967.

4. The AID/Washington Internal Audit Staff should expand the
scope of its audit to include a comprehensive coverage of the entire
ATD program in Vietnam.

5. The Inspector General should increase the frequency and cover-
age of his inspections to exercise his responsibilities more proficiently
and effectively. \
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6. The Inspector General should develop a system which would re-
quire the preparation and distribution of brief formal reports on the
results of his inspections.

7. Responsible audit inspection offices, in condud.m%' their reviews,
should also evaluate the gnidance provided to the field by top manage-
ment in Washington, the extent to which Washington is involved in
the administration of field programs and its effectiveness, the ade-
quacy of Washington’s communication with the field, and Washing-
ton’s overall surveillance of the program.

8. AID/Washington should devise formal procedures which pro-
vide the controllers and audit staffs of the missions with the degree
of independence in organization and choice of audits that is essential
to objectivity and effectiveness in the conduct of audits. Reports
should be issued on all audits independent of the director’s control and
submitted to top management in Washington.

9. AID/Washington should assign only well-trained and ri-
enced U.S. auditors to Vietnam and make every effort to employ {" iet-
namese personnel with accounting and auditing as well as bilingual
qualifications.



VIL AID MISSION MANAGEMENT AND PERSONNEL
PROBLEMS

The fact that the ATD mission in Saigon employs more people than
the Agency for International Development in Washington indicates
the great magnitude of the management and personnel problems
faced by the mission. The AID mission in Saigon currently has an
authorized staff of approximately 1,300 direct-hire Americans, 1,900
Vietnamese, and 300 third-country nationals. In addition, there are
more than 300 contract personnel and some 200 voluntary agency per-
sonnel who receive operational direction and varying degrees of ad-
ministrative support from the mission. Excluding the latter group,
this totals 3,800. AID/Washington has about 3,500 exnﬁloyees.

In the past year, the ATD mission in Saigon has more than doubled
in size. To a certain extent, of course, the expansion in the dollar
value of the ATD program in Vietnam during this period made an
expansion of the AID mission staff inevitable. There is serious ques-
tion, however, as to whether the additional personnel have been used
in the proper places, whether the increased staff levels have been real-
istic or not, whether the mission is getting the caliber of people it
needs, and whether organizational and management practices have
kept pace with the program expansion.

The Herder Report

In November 1965, a management survey team was sent to Vietnam
at the mission director’s request to examine the entire organizational
and management structure of the ATD mission in Saigon and make
recommendations for improvements. "The report issued by this team
in December—known as tﬁe Herder report—details many shortcomings
in organization and personnel attitudes that have affected the efficiency
of the operation of the AID mission in Saigon. The recommendations
made in the Herder report led to a number of changes, including the
complete restructuring of the AID mission. Exhibit 6 illustrates
schematically the revised organizational structure of the mission.

- The Herder team stated that “in the minds of both AYD/W and
niission personnel there has developed a psychology that there are
no limits of funds or personnel for the Vietnam program.” The “war
psychology” sees only desirable goals and objectives without stopping
to consider limitingh factors such as funds, personnel, and logstic
support. As an offshoot of this, the team noted a tendency on the part
of mission management to request personnel increases without any real
determination of whether they could be effectively utilized. In addi-
tion, the team criticized the failure of mission personnel to work well
together, the lack of coordination between Washington and the mis-
sion, the growing proportion of personnel in the mission without
previous AID experience, and the lack of & strong personnel policy
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on the part of ATD/Washington. In general, the team recommended
with respect to stafing that every effort should be made to “settle
down.

A second management survey team was sent to Saigon in January
to follow up the recommendations made in the Herder report, d
a new organizations and functions mannal for the mission, and de-
velop several key procedural directives implementing recommenda-
tions made in the Herder report. The work of this team was com-
pleted on April 1, 1966,

Executive Staffing

The Herder team reported that—

the unusually rapid turnover of key executive personnel—
four mission directors in 4 years, in addition to acting direc-
tors for sometimes extended periods—has not improved the
sense of stability.
A pew mission director was appointed in August, the fifth in less
than 5 years,

During much of the period of the subcommittee’s investigation,
four of the key positions in the mission were either vacant or about
to be vacant. The deputy director, who had served in Saigon for
about 5 months, was sent to Bangkok in January of this year under
an outward fiction that he was on a temporary duty assignment. He
stayed there until June, when he resigned from the Agency. He was
in other words, officially the deputy director of the AID mission in
Saigon from January to June even though, during that period, he was
actually in Bangkok. Because of his disgust with the conduct of the
¥rogmm in Vietnam and the fact that his repeated recommendations

or improvement had been consistently ignored, he had left Saigon at
his own request. He testified to the subcommittee that during the
time of his assignment in Saigon :
I did not receive any assignments * * * I could have been
a permanent ornament there, gentlemen, except for my own
imtiated activity.

The statement of the deputy director, given with great candor to
the subcommittee in Bang oi constitutes a serions indictment of
the then mission director. The committee is convinced there are too
many instances in AID where personnel are bypassed because of the
idiosyncrasies of high ofticials. We shall watch with great care the
utilization of administrative personnel and call to the attention of
the Congress any instances we encounter of failure to utilize talented
and dedicated AID employees to their fullest capabilities.

The third and fourtﬁ ranking positions in the mission after the
director and the deputy director are the associate director for field
operations and the associate director for program and economic policy.
From February until August of this year, the former posttion was
filled in an *acting” capacity after the previous associate director had
left to take another position. For almost 6§ months, AID refused to
give the acting associate director a permanent appointment and failed,
m the alternative, to assign someone else to the position. The other

70-069—66—35
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associate directorship was occupied, during the period of the subcom-
mittee’s investigation, by a man whose assignment in Saigon had
expired and who expected to leave as soon as a replacement could
be found. That replacement has still not been found and the posi-
tion is not vacant today only becanse the incumbent finally agreed to
extend his assignment for another indefinite period of time.

A fourth key position, the assistant director for technical services,
was vacant from January until August of this year. This position
wag created in January as a result of recommendations made in the
Herder report and its important responsibilities encompass supervi-
sion of the operations of all the mission’s technical divisions—agricul-
ture, education, industrial development, labor, public administration,
and public works. For a period of more than half a year after its
creation, this position was unfilled. Under no circumstances should
the widespread vacancies in top positions which existed earlier this
year be permitted to develop again. The lack of direction resulting
from such a situation can have nothing but the most harmful effects
on the efficiency of the mission.

Overall Staff Levels

The Herder team stated that it was—

gravely concerned with a tendency on the part of most of the
managers in the mission to react to problem situations by
requesting more and more personnel without any real con-
sideration of whether they could be effectively utilized—with-
out relating the number requested to basic program needs and
objectives—and without a full consideration of whether they
could be administratively supported.

The overall staff levels alrendy authorized for the ATD mission In
Saigon should be more than sufficient to carry out the mission’s duties
if a high percentage of the positions are kept staffed with competent
people ang if a realistic allocation of staff is made within the various
offices of the mission. In order to do this, top management will have
to engage in a periodic examination of the goals and priorities of
the mission and, when necessary, reallocate personnel and resources
to meet new contingencies. A recent report stated that the mission is

resently engaged in just such an evaluation of priorities, which has
een undertaken because of criticism that the mission is attempting
to sustain or initiate too many diverse projects at once.

The team also stated that certain offices in the mission, despite rapid
increases in authorized overall staff levels, had remained grossly
understaffed. It cited as an example the Program and Economic
Pﬁlicy Office, which is responsible for administering the CIP and
which—

has been s0 understaffed that it has not been possible to fully
discharge their day-to-day operating functions. There are,
for example, 10 vacancies out of 19 approved positions in the
Program Office.

. The subcommittee observed that, despite the increases in author-
1zed overall staff levels, staffing remained totally inadequate in some
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areas and was unquestionably excessive in others. Congressman King
Eressed the deputy director of the AID mission on this point, at the

earing in Bangkok; and the deputy director stated that *in the andit-
ingﬂ_a’rea, in the commodity import program area. there iz inadequate
stafl.”

The deliberate nnderstaffing of the Commercial Import Division
(CID) by past mission directors has been a prime factor contributing
to the lack of control and mismanagement of the CII).

Since 1951, the CID has been consistently understaffed. At the
time the snbcommittee began its investigation, no more than five
people had ever been assigned to the CID at any one time and three
had been the average. As late as April 1965, only one person was
serving in the CID with the responstbility for administering a pro-
gram costing in excess of §150 million. Thus, the CID, historically
one of the smallest operational units in the AID mission, has at the
same time been responsible for the largest dollar part of U.S. economic
assistance to Vietnam.

The subcommittee was told by a reliable sonrce who served in
the CID early in 1965 that understaffing at that time was deliberate
because the management philosophy of the mission director was to turn
as much of the management control of the CIP as possible over to the
GVN. In fact, this source stated that the director at that time
had entertained the thought of completely doing away with the CID,
even though the GVN had requested that AID personnel be assigned
to its Ministry of Nntionmnomy to assist and advise on the
conduct of the CIP.

Only after the subcommittee initiated its investigation was a sub-
stantial increase in the number of people assigned to the CID ap-
proved. On February 28, 1966, the mission asked AID/Washington
to increase the authorized staff of the CID from 5 to 16 positions.
This increase was subsequently authorized. But, at the time of the
subcommittee’s second investigative trip to Vietnam in May of this
year, only 7 of the 16 positions had been fillead. The need for more
staff in the control an(ﬁ:view arens of the Emgmm, both in Wash-
ington and in Saigon, has been repeatedly acknowledged by AID and
other officials in the past 6 months and the committee hopes that
this point will not require additional emphasis in the future.

As the Herder report pointed out, the responsibility for many of
the excesses and delf;(c)iencies in the staffing of the AID mission in
Saigon must be shared equally by the mission and AID Washington.
For example, the director of the AID mission testified that—

There was a telegram from the Agency that was askin

whether they could assign people here without asking us.

cabled back saying that given the importance of Vietnam,
and the necessity of having highly qualified people, that I
would not agree to have people sent here to Vietnam without
having their record reviewed, and have our specific approval

for their assignment here.

The director subsequently testified that he, personally, spproved many

of these nominations. Other mission officials also exercise concar-
rences on new personnel. The responsibilities of the mission and of



B0 AN INVESTIGATION OF TU.S. PROGRAMS IN VIETNAM

the director are too great to allow time to be wasted in this kind of
exercise. To take an obvious analogy, the United States would not
have 800,000 troops in Vietnam today and the military would have
little time for fighting if field commanders had to approve all the men
that were being assigned to them and if General Westmoreland per-
sonally reviewed the “nominations.” In addition, there is always the
danger that a mission director might build a personal empire in this
manner, thus creating major problems for any successor. AID/Wash-
ington should not have acquiesced in this policy. Concurrences must
be strictly limited to senior staff and exercised only by the mission
director.
Quality of Personnel

The ability and qualifications of the people AID is sending to Saigon
is an important consideration independent of the problem of establish-
ing proper overall staff levels. The Herder teamn reported that—

Insufficient attention is being paid to the need for qualified
personnel as distinet from the quantity and early delivery
time. A related consideration is the growing proportion of
personnel without previous AID experience, Vietnani is an
expensive training field.

The committee concurs fully with that quotation.

In the most important and by far the largest AID mission in the
world, ATD should endeavor, to the extent that it is possible, to assien
only the most experienced and the most capable of its people. This is
a fact that would seem so obvious it should not even need to be stated.
Yet the Herder team found significant deficiencies in this respect in
December of last year. At the time of its review, AID had a policy
of not directing assignments for Vietnam. Since the initiation of the
subcommittee’s investigation, however, this policy has been reversed
and AID career employees are now being given directed assignments
to Vietnam. The subcommittee realizes that it may not, in all cases,
be possible to fill key positions in Vietnam with men of demonstrated
capability and years of AID experience but it believes that, in view of
the overriding iImportance of Vietnam, AID should use its new policy
of directed assignments to this end whenever possible.

This point should be emphasized because it would appear that the
Herder team’s finding of deficiencies in this area either was not widely
enough disseminated within the Agency or was ignored in subse-
quent. personnel actions. Tbe Herder team stated quite specifically
in December that—

there have been too many instances where people new to AID
and the Government have been recruited and sent to Vietnam,
An example is in the case of anditors in the Office of the
Comptroller. The large majority of the 19 auditors there are
on their first assignment with AID. Saigon should not be
considered as a training post, The mission has neither the
time nor the stafl to administer training, and in the meantime
important work suffers.
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Despite this warning in December, the subcommittee was told 3
months later by the controller of AID, who had just returned from
Saigon, that he had spproved a new staffing pattern for the office of
the mission comptroller in Saigon and that the staffing pattern estab-
lished 11 new positions, 3 of which were trainees. The subcommittee
also was informed in the course of its investization that at least one
of the assistant directors of the ATD mission in Saigon had been sent
out as a trainee several months prior to his appointment as assigtant
director. While the committee realizes the extent. of the problems
faced by AID in locating personnel who not only have the requisite

walitications but are willing to serve in Vietnam, nevertheless it be-
lieves that this one problem, perhaps as much as any other, is crucial
to the effective operation of the mission.

Personnel Responsibilities of AID/Washington

One persistent theme that has run throughout the subcommittee’s
investigation of the AID program in Vietnam is the apparent lack
of coordination between AFD/%\'} ashington and the mission in Saigon.

Speaking about staffing problems, the Herder team reported that—

there is a perplexing lack of coordination between Washing-

ton and the mission * * * as to personnel requirements ancl

recruitment estimates. This situation has been greatly exag-

gerated in recent months by frequent and substantial chang

proposed by both Washington and the field mission * * %,

In many cases, reqnirements were determined in Washington

without reference to the mission.
AID/Washington is responsible for recruiting personnel, assigning
them to the AID mission in Saigon and, theoretically at least, for
overall direction of the mission’s personnel policies. _\s stated pre-
viously, the responsibility for many of the excesses and deficienciea
in staffing of the AID mission must be shared by both the mission and
AID/Washington.

In order to meet the greatly increased personnel needs of the mis-
sion in RSaigon, AID/Washington initiated in Oectober of last year
a series of municipal recruitment campaigns thronghout the nited
States. One-week recruitment drives have been held in a number of
major cities—Chieago, Los Angeles, Boston, New Ovleans, Honston,
Dallas, Kansas City, and others—since that time and others are
planned for the near future. The purpose of these drives haz been
to recruit experienced professional or technical advisers to meet AID's
increased manpower requirements in Vietnam. AID stated in a mem-
orandum to the subcommittee in .Fune that—

It is readily apparent * * * that we have had consider-
able snecess in our recruitment efforts since we have placed
into processing for employment some 335 candidates during
the period from October 1965 to the present time from this
technique (recruitment drives) alone.

A closer look at this figure, however, revealed that as of Angust, only
a very small percentage of the candidates selected for processing ha
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actually entered on duty with the Agency. Asked to comment on
this fact, an official of AID stated to the subcommittee:

I think there has not been sufficieut strengthening of the
processing staff to handle this volume of papers * * *,
There is an acute shortage of security clearance people in
Government to handle this volume of work * * *. In many
cases, apart from that natural delay factor, the papers have
bogged down on various desks.

The recruitment drive is an example of AID’s enthusiasms out-
running its administrative capabilities and illustrates the need for
detailed advance consideration of @2l phases of a proposed operation
before realistic goals can be set, The recruitment drive is, in the opin-
lon of the committee, a step in the right direction—an imaginative
approach to pressing and unprecedented problems. It should not be
allowed to fail nor should its effectiveness be blunted by the lack of
adequate administrative support.

Another policy for which AID/Washington is solely responsible
is the length of personnel assignments to Vietnam. For the most part,
ATD personnel in Saigon now serve an 18-mouth tour of duty. There
is a real question as to whether 18 months is a sufficient period of time
to allow for a meaningful contribution when a man must also establish
his family in another country, become accustomed to a new job, and
then go through all the necessary motions prior to departure. Some
contend that it takes a minimum of 6 months to settle down and learn
a major job and that another 2 months or more are occupied largely
with administrative details prior to departure, leaving less than a year
for real accomplishment out of an 18-month assignment. While ATD
is obviously aware of these difficulties, apparently it feels that the hard-
ships of an assignment to Vietnam—separation from family, personal
danger, work demands, etc.—would make recruiting for assignments
of longer than 18 months excessively difficult.

In addition, the inability of AID/Washington to provide answers
to many of the subcommittee’s questions was one of the factors which
caused the subcommittee to undertake its investigative trip to Saigon
in the first place. '

In commenting on the inability of ATD officials to provide satisfac-
tory Snswers to questions by the subcommittee, Congressman Rumsfeld
stated:

I want this record and you gentlemen to know how dis-
appointed T was at the discussions in Vietnam with AID
persounel. * * * Invariably the reason they [the questions]
could not be answered was because of the lack of records,
the Jack of audits, the lack of procedures whereby this in-
formation would be available. And I got the feeling, as onr
hearings went on, that we could have, and in fact did get
very similar answers here in Washington, namely that the
information is not available. It was this thread that ran
through the entire investigation that gave me a great deal of
concern. * * * Tt is distressing for a subcommittee, and a
member of a subcommittee, to be attempting to come to grips
with these problems, and to be repeatedly told that necessary
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and basic information is not available, that that individual
cannot answer the questions.

RECOMMENDATIONS

1. AID should make every attempt to bring greater stability to
the mission by eliminating the turnover of mission directors and top
personnel. With respect to stafing in general, the ATD mission
should be made to “settle down.”

2. The mission, as well as AIT}/Washington. should see to it that
all personnel are permanently disabused of the “war psychology”
identified in the Herder report. The Herder team recommended speci-
fically that the director of the mission “endeavor to obtain an aware-
ness throughout the mission of the need for a sense of financial respon-
sibility in determining staff requirements.” The committee endorses
this recommendation wheleheartedly.

3. AID should accord top priority to keeping the key posts in the
mission staffed at all times, If top personnel are found to be unsatis-
factory for any reason, they should be promptly removed and just as
promptly replaced.

3 should accord top priority to kaepinitha overall of
the mission close to authorized levels or, 1f this proves impossible,
reduce the number of authorized positions to more realistic levels.
The quality of personnel assigned to the mission as well as their num-
ber should be an integral consideration at all times. If necessary,
AID should consider instituting additional incentives in order to
obtgir:l. and hold the qualified people necessary to keep the mission fully
statie

5. In line with the previcus recommendation, AID should expedite
the processing of app%ca.tions received during its municipal recruit-
ing drives,

6. The director of the AID mission should require that only the
most senior officers being assigned to Saigon be ﬁpmved by the mis-
sion before being sent out from Washington. e director himself
should not become involved in approving the assignments of any but
the few senior officers with whom Ee wi]ﬁ)e in constant contact. Yir-
tually all of Washington’s assignments should be made without the
prior approval of the mission and accepted without question.

7. AID should make every attempt to assign only experienced per-
sonnel to the mission and refrain from creating positions for trainees
or assigning trainees to Saigon.



VIII. THE PORT SITUATION IN VIETNAM

Port conditions are central to many of the problems the United
States is facing in Vietnam today. Most of the economic assistance
and the military troops and equipment the United States is sending
to Vietnam are moved by sea. In the 11 months ending May 1966,
43 percent of all military cargo and about 90 percent of AID com-
mercial cargo for Vietnam entered the conntry through the port of
Saigon alone.

Vietnamese port capacity is the chief factor bearing on the mmmount
of assistance—both military and economic—that the United States
is physically capable of providing to Vietnam. Port capacity deter-
mines the amount of logistic support the United States can provide
its troops in Vietnam and is therefore a major factor in the establish-
ment of overall troop levels. Port capacity also limits the amount
of economic assistance the United States can provide to Vietnam.
The mere programing of a set level of commercial import assistance,
for instance, would be useless as a counterinflationary measure if
Vietnz:lmese ports did not have the capacity to handle the goods pro-
gramed.

The port problem is not just one of expanding capacity but of
maintaining adequate security as well. It has been recognized that
security conditions in Vietnamese ports have been less than ade-
¢uate in the past. While varying estimates have been made of the
amount of goods diverted to the Vietcong and profiteers, it i1s gen-
erally agreed that much of the diversion that has taken place has
ocenrred in the ports as the result of inadequate security conditions.

Substantial amounts of money and effort have gone mto improv-
ing the capacity and security of Vietnamese ports in the past year
and a half and measurable progress has been made. The further
expansion of U.S. military and econowmic assistance, however, as-
sures the continuved existence of problenis in this area for some time
to come,

Port Conditions During the Early Phases of the Buildup

- 1. Port operations.—The port of Saigon, which at the beginning
of the buildup was the only deep-draft port in Vietnam, was designed
to handle only 150,000 tons of cargo per month. During the early
phases of the buildup, it received most of the military cargo shipped
to Vietnam and it continues to receive the great majority of commercial
cargo. The port has deep-draft berths for only 10 ships and is located
on the Saigon River, some 40 miles up a twisting channel from the
South China Sea.

Given the sudden increase in U.S. shipping to Vietnam during the
late spring and early summer of 1965, the physical limitations of the
port of Saigon would have led to congestion even under ideal circum-

64
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stances. Initially, although it was possible to unload some military
ear%;)es on a round-the-clock basis, ATD and commercial cargoes were
worked only one shift a day and shortages of handling equipment,
supervisory personnel, and olaeratin and storage areas in the port
served to increase the difficulty. e port was clogged with com-
mercial goods which importers had either abandoned or had failed
to pick up on time. At the time of the staf’s visit to Saigon, military
ﬁoods were cluttering np commercial warehouses while military ware-
onses were virtually empty.

The anthority to control facilities and setvices in the port was long
fragmented between six different GVN ministeries. Jurisdictional
disputes and problems of coordination between the ministries and
U.g. officials responsible for the movement of U.S. goods undoubtedly
contribnted to the difficulties of port operation.

Antignated labor practices in the port of Saigon further contributed
to the Prob]ern. In October 1965, Mr. Thomas W, (Gleason, the presi-
dent of the International Longshoremen’s Union, traveled to Vietnam
at the request of AID for the purpose of studying labor practices and
operations in the port of Saigon and recommending steps to improve
the efficiency of eargo handling. Mr. (3leason reported the existence
of a number of deficiencies 1n port operations and recommended,
among other things, the establishment of a hiring hall and training
programs for dockworkers, the standardization of work gangs an
pay for laborers in the port, the registration of portworlkers. and the
1ssnance of security credentinls to them. Mr. Gleason returned to
Saigon in December and, in subsequent testimony before the House
Subcommittee on Merchant Marine, expressed his concern over the
failure of responsible officials to act on his previous recommendations.
He noted, at that time, an apparent disagreement with the AID
mission in Saigon on certain matters and he charged that a lack of
coordination in unloading ships—

is costing the U.S. Government hundreds of thousands of
dollars every day in detention or loss time with gangs stand-
ing by and getting paid because they are unable to maintain
a stendy gnit.

He nlso reported that there continned to be a severe shortage of equip-
ment in the port and that the port was not worked at more than 40
percent of capacity at any time.

All of these problems contribnted to the congestion of ships in Viet-
namese waters, which reached its peak in the month of November
1965 when 122 militarv-controlled ships alone were in the area, not to
mention the many ships carrying AID and other commercial cargoes.
Numerons instances were reported of ships waiting 50 and 60 days
for a berth and one ship was reported to have waited 110 days. The
denmrrage costs of this congestion to the U.S. Government, which
operates many of the ships under time charter, were enormons. The
average daily cost of operating a ship is somewhere around £4.000 to
$5,000 and it has been estimated that the cost of lost time has run as
lrigh as $1 million and more n month.

2. Port security.—A basic security problem exists in the port of
Saigon by virtue of its physical location. One entire bank of the 40-
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mile channel leading up the Saigon River to the port is under the
effective control of the Vietcong. In addition to the opportunities this
provides for theft of goods from ships coming up the river to the port,
there is constant danger of a complete blockage of the port of Saigon
by the sinking of a ship in the narrow channel. This fact was brought
home dramatically on August 23, 1966, when a T1.S. ship, the Baton
Rouge Victory, was in fact mined in the channel and the river was
cloged for some time to all but emergency shipping.

The need for improvement in port security conditions was evident
early in the buildup. U.S. officials and informed observers who stud-
jed security conditions in the port of Saigon made widely varying
estimates, ranging all the way from 5 percent to 40 percent, of the
amount of goods that were bemng pilfered or otherwise diverted from
the port. No one knows the true figure because of the lack of audit-
ing and inspection. At the time of the staff’s investigative trip to
Saigon, security checks at the entrance to the commercial port area
were virtually nonexistent and the river was crowded with a variety
of bum boats and other craft plying back and forth under little ap-
parent surveillance. The staff observed bales of U.S. AID cotton that
had been split open on the shore and open storage areas with no
apgarent security protection.

imilarly, at the time of the subcommittee’s hearings in Washing-
ton, officials of various Government agencies were still unable to give
exact estimates of the amount of goods lost at portside. Congress-
man Reid,; in questioning an official of DOD, elicited the following
response—

Mr. Rem. Do you have any knowledge about the degree of
loss of U.S. supplies going t{xrough the Port of Saigon ?

Mr. Mogris. 'Fhere. have been a number of studies made
and there is a very intense daily surveillance of this prob-
lem. I have no statistics upon which to draw.

While examining the Comptroller General on this matter, Con-
gressman Reid received the following reply:

Mr. Rem. Have you examined the the magnitude of the
possible loss of goods flowing through the port? From
what I have been told 20 to 25 percent of the materials and
commodities flowing through this port either are misdirected,
mishandled or otherwise fail to reach their destination.

Mr, Stasrs. I do not know what the 25 percent refers to.
I am not familiar with the 23-percent figure.

Mr., Rem. This is a rough figure. There is enough indi-
cation from various sources in the Government aud from
Feople expert with this area to convince me that the loss is
arge. That is the reason why we have been pressing for
significant improvements in port operations.

At the request of the AID mission, a U.S. official made a study
early this year of, among other things, security conditions in the port
of Saigon. His report detailed the existeuce of numerous practices
which contributed to the loss of goods through the port and he cited
a “reliable estimate” that “approximately 10 percent of the merchan-
dise from the port of Saigon is pilfered, smuggled, diverted, and il-
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legally appropriated.” Among the practices he reported as contribut-
ing to this situation were: the lack of cooperation between GVN
agencies operating in the port, the lack of authority for port officials
to stop any uniformed person in the port area, the lack of authority for
U.S. military police to search Vietnamese trucks hauling U.S. military
cax‘:Eo, the lack of a comprehensive system of identificatior for persons
with legitimate business in the port, and the lack of control over the
issuance of exit passes, which permitted truckers to drive out of the
port without being stopped at the gate.

In November 1965, a physical security survey of the port of Saigon
was undertaken at the request of the MAC/V provest marshal. 'lgt?m
survey was completed in late January 1966 and it confirms the exist-
ence of the conditions reported in the customs report. The survey
reported that “a large amount of .S, military cargo had been stolen’
from just about every conceivable place between the holds of arriving
ships and military storage warehouses. The survey also reported that
there was no military security office in the port area, that sufficient
guards had not been provided for trucks hauling military cargo from
the port, that control and accountability of transportation documents
was inadequate, that fences and walls surrounding the port had been
inadequately maintained, that illumination of pier areas at night was
not adequate, and that control of port laborers was inadequate.

Much of this information was confirmed by the subcommittee
through personal inspection and testimony both in Saigon and Wash-
ington, The subcommittee was told in Saigon, for example, that most
U.S. PX and commissary goods are hauled from the port to military
warehouses by several Vietnamese trucking firms under contract to
the military. Although the specific terms of at least some of these
contracts required the U.S. military to provide an armed rider on
each truck and relieved the trucker of liability for loss of goods in
case of failure to do so, the C.S, ]‘:ort security office had never had
enough personnel to do this and the truckers, as a consequence, had
never been held responsible for loss of goods between the port and the
warehouses.

The demands created by the buildup created logistic problems of
such enormity that apparently little thought was given, at least ini-
tially, to the maintenance of proper security measures. An official of
the Department of Defense testified that—

* * * while other requirements were recognized it was a sit-
uation that did not lend itself to a carefully thought-out plan
for security. We had to get the material through and this
was the first effort.

Changes in Port Conditions During the Period of the
Subecommittee’s Investigation

1. Port operations.—The port of Saigon, although designed to
handle only 150,000 tons of cargo a month, is currently nperating at
the level of 330000 tons a inonth and the Department of Defense has
estimated that port eapacity will be increased to 450,000 tons a month
within the next 6 months. This expsnsion in capacity has come about
as a result of additional ¢argo hardling equipment, increased port
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facilities, and an jinprovement in labor aud other practices in the
port.

' Some pressure has been taken off the port of Saigon by the expan-
sion of existing facilities and the constrnction of new facilities at
various coastal ports, primarily Danang, Qui Nhon, Nha Trang, and
Cam Ranh Bay. The latter, one of the best natural ports in all of
Asia, has received the bulk of the effort. The Cam Ranh Peninsula,
which was little more than sand dunes and scrub grass 15 months ago,
has been transformed into an enormous military logistics complex
with 5 deep-draft berths capable of handing over 200,000 tons of
cargo a month, a jet airfield, a large getroleum storage capacity,
ancF an ammunition storage area. In addition, the U.S. miltiary has
given top priority to the construction of the Newport complex several
miles upstreamn from Saigon. Newport will have four deep-draft
berths and lighterage facilities. At the time of the subcommittee’s
first visit to Vietnam, it was estimated that 1 to 2 years would be
required for the completion of Newport, but this estimate has been
constantly revised as increasing priority was placed on the project.

Another major development lias been the assignment to the military
of responsibility for clearing AID project cargo and a limited number
of CIF’ commodities throngh the port of Saigon. Plans are currently
being made to extend military responsibility to other AII) commercial
import cargoes as well. Only general cargo and CIP cargo other than
the few commodities currently being handled by the military remain
outside T7.S. military authority. Assigning responsibility for the
movement of AID cargoes to the military has the double advantage of
improving security and enabling cargo to be handled with greater effi-
ciency and dispatcli. This 1s possible only because the military has
Iarge areas of the port under its exciusive control and is able, to a cer-
tain extent, to operate outside the jurisdiction and many of the restrie-
tions imposed upon commercial port operations by the GVN.

An official of the Department of Defense testified that the inter-
mingling of commercial and military cargo in port warehouses, which
the subcommittee observed in Saigon, has been reduced to less than
1 percent. The same official stated that *it is a problem that is being
cuwrrently worked on and * * * it is the opinion of the theater that very
soon it will be no problem whatsoever.,” Ile also informed the sub-
commniittee that, in order to encourage importers to move their goods
out of the port and reduce overcrowding in port warelhouses, the GVN
has vecently issued a decree providing for the confiscation of goods left
in the port more than 3¢ days. Although he testified that, in his
opinion, the new decree will be more effectively enforced than similar
decrees m the past, when asked whether past decrees have been enforced
he replied that “they have not.”

In June of this year, 10 ships from the National Defense Reserve
Fleet were made available to ATD for use in hauling AID-sponsored
cargoes to Vietnam. TIn addition, as developed in testimony to the
subcominittee, the Vietnamese Port Authority has recently been reor-
eanized aud placed under GVN military management. Increased au-
thority Las been given to the 1.8, military for the handling of U.S.
cargo and the equipment, resources, and facilities necessary to do this.
Six 7.8, enstoms advisers have been added to the stafl of the ATD mis-
sion and this group, amoug other duties, assists the GVN in improving
customns adniinistration,

Finally, a Department of Defense official testified that now “the
labor situation at the port of Saigon is excellent.” Both the National
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Maritime Union and the International Longshoremen’s Association
have stationed representatives in Saigon and the president of the
Longshoremen’s Association recently stated that the Inbor situation in
the port has been greatly improved since the time of his last visit in
December, The Federal Maritime Administration has also opened an
office in Saigon for the purpose of monitoring U.S. operations and
providing advice and assistance.

At this writing, two high-level task forees are working on improve-
ments in logistic support for the movement of ATD cargoes. of
these is considering measures for increased control of AL cargoes and
determining how best to utilize the 10 vessels recently made available
for AID use. The second gronp is examining potential improvements
in the entire AID logistics system, including the possibility of mak-
ing greater use of military systems in support of AID civilian pro-
grams,

The improvements that have been made in port operations have not,
by any means, sueceeded in eliminating the congestion of ships in
Vietnamese waters. Expanded facilities and hnproved operations
have been accompanied by increased shipping—both commercial and
military—and congestion remains a severe problem. By way of com-
parison, on March 9 of this year 17 ships were waiting at Cap St.
Jacques, the holding aren at the mouth of the Saigon River. for berths
in the port of Saigon. On August 2 the number of ships had increased
to 27. During the same period, the number of ships in the Saigon

rt had increased from 27 to 35. On Angust 2, one of the ships in the
Saigon port had been in the area for 61 days with a mixed cargo of
AID. commercial, and military goods. Another ship in port on that
date had been on berth for 45 days and still had 10 percent of its
cargo to discharge.

2. Port security—Reports of inadequate security conditions in
Vietnamese ports continue. Recently, for example, Anierican news-
papers reported the theft of “substantial quantitles?’ of PX goods in
the port of Nha Trang. Several employees of a U.S. barge company,
which is operating in the port under contract with the U.S. military,
were implicated in the diversion of goods and their subsequent
in the black market.

A number of the recommendations made in the physical security
survey and the customs report have been acted upon but security con-
ditions in tl;;ah{)ort of Saigon are stil] far from ideal. By agreement
with the GVN, the previous system of issuing exit passes to trucks
moving out of the port has been completely revised. .\ port security
office has been established and new transportation contrel documents
have been instituted. Fences and walls surrounding the port have
been repaired and new lighting has been installed. fncrensing areas
of the port of Saigon have been brought under the exclnsive control
of the U.S. military and this has to some extent alleviated problems
inherent in the conenrrent jurisdietion of six GVN ministries over
various facets of port operation.

Much remains to be done, however. For example, the physical
security survey recommended in January that stevedore companies
be required “to submit a daily list, with location of daily work to be
performed by stevedore personnel, to the port security officer.” The
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subcommittee was informed in August that action has not yet been
completed on this recommendation, but “Vietnamese harbor police
and U.S. provost marshal, Saigon port, are devising a system of iden-
tification of transient labor.” They have been working on such a
system since early May. It is now obvious that proper identification
of port laborers is essential to the maintenance of adequate security in
the port.

Port officials still do not have the authority to stop uniformed per-
sonnel in the port area. The Department of Defense has stated this
“practice varies according to area and situstion.” TU.S. military
police still do not have the general authority to search Vietnamese
trucks hauling U.S. military cargo. This authority exists only on
U.S.-controlled property and the Department of Defense reported
that “U.S. military policemen are presently not authorized to stop
and search Vietnamese trucks hauling U.S. cargo outside of U.S.-
controlled property.” This practice limits severely the effectiveness
of U.S. control over 1].8.-financed goods, both commercial and mili-
tary, in the commercial area of the port and outside the port area.
The recommendation that this authority be obtained was originally
put forth in the physical security survey and the committee feels
that it is a useful and necessary step. Merely obtaining the authority
to search trucks hauling U.8. cargo would be worthless, however, unless
a systematic program was established to monitor the movement of U.S.
cargo in the commercial area of the port and outside of the port.

The subcommittee was informed in Saigon that the port security
office would require a complement of 225 noncommissioned officers
assigned to truck convoy duty alone in order to provide an armed
rider on each truck as required by the terms of certain of the con-
tracts with Vietnamese truckers. The Department of Defense in-
formed the subcommittee in May that—

a system of convoy and escort has been substituted in lieu of
truck riders, Convoys of three to six trucks are escorted
from port to warehouse areas by military police patrols and
security guards. A request for 225 noncommissioned officers
for duty as truck riders was initiated March 4, 1966,

The Department stated subsequently, in August, that “approximately
20 personnel are engaged in this activity (riding trucks) on an average
day.” An official of the Department of Defense testified at that time
“cyrrent, contracts, as of August 1, 1966, do not require U.S. riders
for each truck.” The applicable contracts no longer make the United
States liable for failure to provide individual armed riders on every
truck. Iowever, the subcommittee feels that if 225 men were neces-
sary to provide individual armed guards on every truck, 20 men are not
sugcient to carry out the job, even under the convoy principle as
presently employed.

Prior to August 1, 1966, there were six trucking contracts. Three
of these contracts did not have liability clauses and were allowed to
expire. Two of the remaining three contracts made the contractor
liable only for losses due to “willful misconduct or lack of good faith
of any of the contractor’s managerial personnel.” Since August 1,
there have been only three trucking contracts. All three of the con-
tracts have liability clauses and two of the three contracts still con-
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tain the liability clause quoted above, making the contractor liable
only for lack of good faith or willful misconduct. The other contract
requires the contractor to—

indemnify the U.S. Government for any and all losses * * *
arising from lossofordm%atomycargo * * % of any
t glmished by the U.S. Government for movement by
the contractor.

This places the primary responsibility for the loss of US. goods be-
tween the port ans military warehouses where it belongs, zuanly on
the shoulders of the contractor. One contractor has y agreed
to accept such responsibility and the other two should be required to

doso.
RECOMMENDATIONS
1. U.S. officials should proceed rapidly with plans for extending
military supervision and responsibility for the clearing of ATD com-

mercial import cargoes through the port of Saigon. e high-level
task force that is presently examining this po&ibﬁ(.i)ty should not limit
its consideration to certain bulk commodities entering Vietnam under
the CIP. The task force should also examine closely the possibility
of extending military responsibility to alZ CIP cargoes entering Viet-
nam, despite difficulties that such a program might entail. The com-
mittee believes that the gains in security and e&ciemcy to be derived
from such an operation would be very significant.

2. U.S. officials should monitor closely the enforcement by the GVN
of the new decree requiring importers to remove goods from the port
within 30 days. The United States must insist upon effective enforce-
ment of the new decree, which would greatly reduce the overcrowding
of warehouses and storage areas in the port.

8. The military should take immediate steps to institute a systam of
identification for transient labor in the fort.

4. The U.S. mission should obtain legal authority for the U.S.
military to detain and search all trucks hauling US. cargo outside of
areas of the port that are under military contnﬁ.

_5. U.S. authorities should increase the number of personnel as-
signed to the port security office for duty as truck riders.

6. The two existing trucking contracts holding contractors liable
only for losses due to “willful misconduct or lack of good faith” should
be renegotiated to make the contractors liable for losses on the indem-
nification principle of the third trucking contract presently in effect.
The United States should phase out local trucking contracts for mili-
tary goods and itself assume full responsihility for moving goods from
the port to military warehouses. '

7. The Government of the United States should maintain close sur-
veillance over single management control efforts in the port of Saigon
to make certain new procedures are effective. The committee intends
to cqn::linue checking this matter to insure that this recommendation is
carried out.



IX. THE CIVILIAN MEDICAL PROGRAM
Data on Urgency of Civilian Medical Needs

The civilian medical program for South Vietnam is based on a need
for medical services for an indigent population of 10 million of South
Vietnam’s, 15 million people. Trained manpower, usable medical fa-
cilities and medical supplies for civilian uses in that countyy are in
very short supply and the lack of technical and management know-how
limits the advantages which result from the very few medical resources
available. As a result, ATD has found it necessary to undertake for
fiscal year 1967, an unprecedented program of direct medical care for
the civilian populace of South Vietnam, including an expansion of
more conventional efforts to strengthen the health resources of that
country.

The situation in South Vietnam is that there is just too much disease
and too great a demand for medical services. Alnost every disease
known to man is present. Of greatest incidence are those diseases
which are gastrointestinal, such as typhoid, paratyphoid, worins, and
diarrhea. Respiratory diseases such as pneumonia and tuberculosis
are rampant. When the population reaches 43 to 50 years of age, over
60 percent have tuberculosis. There is a general lack of vitamins B
and C. Nutritional diseases are a major problem in low-food produc-
ing regions such as the highlands. Injuries from the war because of
military actions by both friendly forces and the Vietcong impose a
great demand for medical services. Accidents resulting from the
many vehicles operating in the country are far higher than the country
has ever experienced. Throughout the whole of South Vietnam there
is too great a demand for civilian medical services so that the situation
remains most serious by even the very low medical standards of under-
developed countries. In addition, there is a great contrast between
the medical services made available to the United States and the Viet-
namese military man and the services whicli are available to the
population in general.

The shortage of medical services in South Vietnam is not the usual
type shortage of doctors. There are more doctors working in Vietnam
today than it has ever had in its 4,000-year history. There are approxi-
mately 1,000 Vietnamese doctors. Approximately 700 of them how-
ever, are In the military. Of the remaining 300 doctors left to take
care of the civilian population, about 100 are retired, in other fields
such as politics, or are only nominally in medically related activities
such ag teaching. Another 100 doctors are exclusively in the private
practice of medicine and take only patients who can afford to pay some-
thing for medical services. Only about 100 Vietnamese doctors work
with the indigent population of South Vietnam. As General Hum-
phreys, Chief of the USAID Public Health Division in Vietnam, in-
formed the subcommittee, in response to a guestion from Congressman
Reid, the ratio of doctors to patients is “abysmally small.” He esti-

72
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mated that there is “approximately 1 doctor per 100.000 people” and
that “there are $00.bed hospitals with I doctor in Vietnam * * *.” A
similar situation exists with respect to other medical personnel such as
nurses and public health workers. The availability of services is also
based primarily in the more populated areas where Government secu-
rity is . This situation applies not only in the case of doctors who
provide services to the paying public but also doctors who deal with
the rest of the Vietnamese population. At hearings in Washington,
Congressiman Reid closely questioned AID witnesses on these matters.
As pointed out on page ;T, AID has undertaken a significaut expan-
sion of the civilian medical program. But, in examining AID officials
at the liearings, Congressman Reid seriously questioned whether the
TUhnited States was expanding the program as adequately o1 as rapidly
as conditions warranted.
Mr. Remw. I am glad that we are increasing our effort. But

if I understand the testimony of General Humphreys, he was
saying if we were to encourage the GVX to develop reason-

able standards, we would need a major increase. At YOu
are tal about is very modest, indeed, compared with the
need * * ¥ We are t about two-thirds of the hos-

pitals being virtually totally inadequate, lacking power,
water, and all the rest. 'We are talking about a very substan-
tial patient load. The addition of 20 doctors or 100 nurses
will not necessarily keep up with the increase in the patient
load, which is gomng up, if I understand the figures cor-
rectly * * *. QGiven all of the endeavors of AID and others,
how many new physicians would you add in the next 12
months §
Mr. Poats. Quite apart from the military civic action pro-
which are, of course, time——during the course of
1066, I would say there would be an increase of about 100-
plus doctors, apart from the technicians and medics and

nurses.

Mr. Rem. If it is only an increass of 100, how can you say it
is & major increase

Mr. Poats. It is a 100-percent improvement. I sa? as Dr.
Humphreys has said, we are attempting to move Vietnam
from the 18th century to perhaps the beginning of the 20th
century.

Mr. i’l:m To put it another way and to be rather candid,
at least 20,000 patients are recei inadequate care. It is
clear that because of the increase of hostilities, the number of
galients is likely to go np rather than decrease. The United

tates does have a real responsibility. Whawou are saying
is that we are not really going to tackle it. We have almost
20,000 Beop]e in inadequate facilities.

Mr. Poars. We are increasing the availahle medical serv-
ice 1o the people of the provinces of Yietnam manyfold. We
are increasing the availahility of drugs and other equipment
and capacity to service thein manyfold. We are slow in get-
ting on with the improvements of the physical facilities of the
hospitals. This has been very frustrating.

T0-009—86-—40
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Mr. Remp. You are not even coming close to the need for
doctors and nurses, as I understand the testimony * * *. I
feel very strongly that the United States, traditionally, has
had a responsibility in medical areas, I think our responsi-
bility is to do everything that we possibly can to improve
matters. I would certainly hope that we would expedite the
rehabilitation of the 39 hospitals that are without adequate
power and facilities. I would hope we would do everything
to expedite the shipment of drugs. We should do everything
possible to encourage the training of doctors and nurses in
Vietnam. We should do everything possible, iIn my judg-
ment, to encourage other nations in the world to send doe-
tors for a reasonable tour, which should be longer than 2
months. 1 would hope that the tours would be for a year or
two. Iwould also hope that we would do everything possible
to lielp reduce and to give ndequate care to the existing patient
load. 1 certainly would urge that in connection with chil-
dren we give consideration to flying them to areas where they
can get treatment if there are not adequate facilities in their

resent areas * * *. I would further hope that we assist the

VN to the greatest extent possible in developing and im-
proving their medical facilities and services.

Neighboring Thailand which has a population of 31.5 million people
has over 8,500 doctors who work with the civilian population or a ratio
of about 1 doctor to about 8,500 people. In order fgr the Vietnamese
population to receive medical services on a population basis equal with
Thailand, it would need about 1,500 additional doctors. In view of the
current situation in South Vietnam in terms of the increased need for
doctors in order to provide the minimum amount of medical care con-
sidered necessary for underdeveloped countries, it is estimated by ATD
that at least 4,000 Vietnamese civilian doctors would be needed or 1
Vietnamese doctor to 3,500 people. This is contrasted to the level of
doctors to patient load i the United States of 1 doctor to 750 people.

The subcommittee was advised that the possibility of hiring doctors
from other free world countries was considered by AID on several
occasions in the past 3 years by special committees comprised of rep-
resentatives from other agencies. It was concluded that a program
of hiring doctors from other free world countries would tend to de-
press the voluntary response currently being received from such coun-
tries for medical teams. On this basis, the decision was made not to
initiate such a hiring program. Foreign specialists, and doctors
and nurses who left Cuba, have been hired, however, for service in
South Vietnam.

There are 59 Government hospitals in South Vietnam, 7 of which
are located in Saigon. In three Provinces there is nothing that even
resembles a hiospital. The hospitals, for the most part, are of old con-
struction built in the 1800’s and frequently are not only withont run-
ning water but even water supplies. In general, they are of two-
story concrete constrnction, without adequate electric power, without
elevators, no latrines, no screens, no means of cooling, and the wiring
cannot handle modern appliances. There are also 168 district dispen-
saries, 342 village dispensaries, and 209 maternities. At each of 2,500
villages and 6,000 hamlets, the Vietnam Ministry of Health is to have
a healtl: station.
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Development of the Health Program

Prior to the summer of 1965, the civilian medical program for South
Vietnam was small and oriented toward public health advisory services
to the Ministry of Health, A limited amount of medical supplies
were also being made available to the Government of Vietnam. In
1965, the United States agreed to support hospitals where there were
surgical teams located from free world countries. At that time there
were four American teams, four small Filipino teams, an Italian team,
a New Zesland team, and an Australian team. These were the only
civilian hospitals in Vietnam receiving support from the United
States. Limited supplies were also being provided to support a
rural health service in a number of provinces. At certain larger
hospitals which are the traditional centers for medical care in Vietnam,
in conjunction with the Vietnam Ministry of Health, a regional hos-
pital system was planned. Free world specialty people were to be
placed at these hospitals and expanded both in terms of doctors and
nurses.

At the time of the visit of the subcommittee to Santh YVietnam,
there were assigned a total of 340 United States and other free world
medical people for work in South Vietnam in support of the Viet-
namese Ministry of Health. About 140 of these people were from
the United States of which about 100 were military personnel and about
30 were doctors from the volunteer doctors program. In addition to
the United States, other free world representation included Australia,
China, Iran, Italy, New Zealand, the Philippines, Switzerland, and
eontract Cuban refugees. There were also due about an additional 95
U.S. military personnel who will make up 21 medical teams. & of
which were already operating in the field. ese teams work directly
under the operational control of the civilian medical program but are
not considered part of the civilian medical program complement and
are assigned to the Military Advisory Command. The total doctors
available to South Vietnam through the civilian medical program both
from the United States and other free world countries incloding
military personnel, whose function concerns civilian medical services
at the time of our visit, was set at 125, of which about 70 were from
the United States.

In fiscal vear 1965, ATD purchases of drugs and pharmacentirals
for Sonth Vietnam totaled about $1.5 million. For fiscal vear 1986
AID purchases were set at about. $6.5 millian. Imports nnder the
commodity import program by Vietnamese importers of drugs and
pharmaceuticals were set at $13.2 million in fiscal vear 1965 and at
$21 million in fiscal year 1966. For calendar vear 1966 the Govern-
ment of Vietnam imports of drugs and pharmaceuticals is estimated
to be about $6 million.

The Vietnamese Ministry of Health is responsible for the distribu-
tion of drugs and pharmaceuticals throughout the country. Our
medical mission operates in an advisory eapacity only and provides
the transport facilities as needed. Once the goods arrive thex are
wholly beyond T7.S, control,

To relieve the great shortage of doctors in Vietnam, ATID, in con-
junction with the People to People Foundation, initiated by contract
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a volunteer doctors program called Project Vietnam. Under this
program, doctors were recruited and sent to Vietnam on a 60-day
basis. They were paid only for their expenses and received no salary.
Under this contract during the past year over 100 doctors were re-
cruited. A new contract which will double the number of volunteers
has been negotiated with the American Medical Association to take
effect after the completion of the People to People Foundation cou-
tract. During the contract period, returning doctor volunteers criti-
cized—both i the press and in national appearances on television—
the conduct of the civilian medical program for Vietnam. In inter-
views, they cited the extreme lack of medical supplies plaguing the
U.S. programs and the shocking conditions that exist in Vietnamese
hospitals even by Asian standards.

Criticism of Various Program Aspects

In subcommittee meetings with the Assistant Director of TUSAID
for Public Health in Vietnam, he stated that the criticism with respect
to insufficient medical supplies is justified and valid. He said short-
ages become more critical at some places than others depending on
patient load and the type of care being given. He said there are just
msuflicient medical supplies available to the nser. He stated ihat the
supply program in 1965 was inadequate to meet the changed condi-
tions of increased hospital activities which resulted from more injur-
ieg, more displacement of people, and more disease. The shortages
were due, he said, to the fact that there was a leadtime of 8 to 9 months,
and in some instances more than 12 months from the preparation
of purchase requests in Vietnam and the receipt of articles for dis-
tribution within the country. He said there is practically a total
lack of knowledgable Vietnamese manpower and a lack of capability
to respond to emergencies., There is almost a complete lack of stock
control capability. On the part of the Vietnamese, there is an out-
moded procurement and issuance system which provides for requisi-
tioning on a 6-month basis and if medical supplies run out, there is
no provision for rerequisitioning. There is only a limited capacity
for warehousing such supplies in Saigon and a complete lack of ware-
housing facilitles outside of Saigon in the regions and provinces
for breaking down and storing supplies.

At one point he said the interdiction of roads by the Vietcong put
the distribution system at a complete standstill except by U.S. airlift.
In such a circumstance the civilian medical program competes with
the military for the priority movement of supplies including, fre-
quently, commodities of food to locations such aus in the highlands.

As recently as last fall, the 17.S. mission had only one American
responsible for developing medical requirements, advising the Viet-
namese in the control and distribution of medical supplies within the
country, and seeing to it that supplies were issued, stored, and
recuisitions filled as best they were able.

Our inquiry has shown also that communication between Vietnam
and the Washington Far East Medical Branch of AID as well as
the Peofple to People Foundation was practically nonexistent. In
the performance of the contract by the People to People Foundation
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a serious misunderstanding developed with the Far East Health
Branch. Charges of bad faith and a conflict resulted which handi-
capped the effective completion of the contract by the People to
People Foundation. Only limited communications were noted, and
there was no one assigned in Vietham to coordinate the program other
than the Assistant Director for Public Health in Vietnam who himself
had only a very smalil staff. As a result, recruiting was done by the
People to People Foundation with only a limited 1dea as to the type
medg’cnl skills most needed. Doctors were arriving in Vietnam with
no knowledge as to where they would ultimately be emploved in the
program. In spite of the difficulties that existed, the project is con-
sidered to be a success, Recruiting was far more successful than was
anticipated originally and the eifectiveness of the doctors was far
better than might have been expected.

The Assistant Director of Public Health in Vietnam said he was
satisfied with the program in spite of the fact that certain doctors
did not work out and had to be sent back to the United States. He
said the comments made as to conditions in hospitals where these

hysicians were assigned complaining about conditions of overcrowd-
ing, a lack of electric power, no water, a lack of supplies, and not
enough trained personnel were basically true. He stated that con-
sidernble progress and effort was being made in view of the circum-
stances but that he certainly was aware of the situation. He claimed
that all that could be done was being done. He said also that some
conditions were not under his own immediate control since the free
world physicians were responsible to their government and not under
his direct supervision. }F: noted one hospital which was dizcussed
in the press in which this wasa the case.

He cited the fact that overall he was the adviser to the Ministry of
Health and that he had no authority to direct but conld only suggest
actions to be taken by the Ministry which could relieve certain critical
sitnations. He said that ordinarily, unless a doctor specifically called
to his attention a particularly serions need situation, he wonld not be
even aware of it.

As a regular system of reporting, the Assistant Director for Punblic
Health in Vietnam makes a weekly report to the mission director. A
monthly smnmary of activities report is also made to the mission
director. which may then he combined at the discretion of the director
in the mission report to Washington. Only on a request basis does the
Assistant Director for Public Health in Vietnam directly commu-

. nicate with the Far East Health Branch Chief. This type of com-
munieation is completed only very irregularly and no special type
reporting is involved.

Actions Taken Concerning the Civilian Medical Program

The civilian medical program has been considerably expanded. as is
reflected in the growth of budgets, staff, and otlier per=onnel. to the
level of a plenned $45 million program in the current fiseal year, of
which 832 million will consist of expenditures for drugs. medical
equipment. and supplies, and $13 million for salaries and contract costs,
The ATD direct-hire staff increased from 99 to 149 in the course of
fiscal year 1966. In addition, there are 11 physicians, 10 paramedical,
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and 10 medical equipment maintenance specialists under contract.
AID also is supporting the work of 15 hospital teams furnished by
other free worlg countries and more than 350 U.S. military physicians
and enlisted medical technicians serving the civilian populace. This
growth in the provincial health program has occurred Jargely in the
past 12 months. About 80 percent of this effort is devoted to medical
care of the 1people in the provinees, through provincial hospitals, dis-
trict and village clinics and military dispensaries. This undertaking
should serve U.S. political objectives of sustaining the will to resist
Communist insurgency and establishes a pattern of responsiveness to
the needs of the people by the Government of Vietnain.

Longer term nstitution building in the medical field alse has been
expzma,ed. Technical and material assistance in developing a national
health program which can carry on after the withdrawal of foreign
doctors and technicians, including health education, urban sanitation,
hospital rehabilitation and expansion, communicable disease control,
maﬁria control, and specialized work in orthopedics and prosthetics is
being provided. Recently ATD contracted with the American Medical
Association to provide medical educators for the Saigon University
medical school. AID hopes to arrange a similar contract with the
American Dental Association for the dental school. Nursing training
is being expanded to produce 400 nurses annually.

The centerpiece of the direct care element of the program is the
staffing, equipping, and supplying of 39 of the existing 59 govern-
mental hogpitals. More than $40 million in supplies and equipment
will be procured for these hospitals during fiscal year 1967. The re-
habilitation of 10 of the hospitals has been completed. In addition,
ATID plans to supplement existing facilities with prefabricated sections
at 14 other hospital sites in addition to those already rehabilitated.
ATID is also considering the best means of quickly expanding the facil-
ities of all hospitals to meet the greatly increased patient loads. Con-
struction has started on one of five regional medical supply depots.
These depots are scheduled to be completed by the end of 1966.
Twenty medical administrative-logistics experts have been sent to
Vietnam to handle the support problems of the provincial program.
Eight more are to depart, and 10 are starting processing for employ-
ment. The airlift capacity problem i3 under study.

The pilot volunteer physicians project did not provide for a field
representative to assist in day-to-day administrative matters. The
health staff did not have enough time to devote to these volunteers
who arrive and depart in 16-man units every 2 weeks. Under the
new arrangements, the contractor has sent a field representative to
Saigon. The contract with the American Medical Association is in
the amount, of $672,312 for the year. The contract provides for a
50-percent increase in the number of volunteer doctors that served
during the original contract period with the People to People Health
Foundation. The lack of advance knowledge of assignment has been
one of the problems raised by doctor volunteers. The continuing
fluidity of the situation in Vietnamm makes it difficult to assure each
volunteer of a firm predeparture assignment. The advice of the field
representative will be sought on assignments. The volunteer physi-
cian program has been one of the most successful aspects of the civil-
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jan health program in Vietnam. A number of volunteers have indi-
cated an interest in returning. The patient load the doctor volan-
teers are handling is increasing and patients continue to come from
many more areas than originally. In addition the Vietnamese Min-
ister of Health and the assistant director for public health from the
U.S. mission in Vietnam are planning a trip to the World Health
Organization in Europe to seek more free world medical assistance.

n conclusion, the committee is of the opinion that civilian medi-
cal assistance can be a major factor in winning the hearts and minds
of the people of Vietnam. It is of grave concern in view of the in-
creases in funds for this program, that while commending the assistant
director for public health in Vietham, the Washington direction and
administration of the program by the Far East Health Branch of
AID appears ineffective and provides what seems to be only a limited
contribution to improvement., There is still a considerable shortage
of doctors and other medical personnel as well as of facilities. As was
stated by Congressman Rumsfeld during our hearings, the level of
TU.S. assistance is not intended to duplicate U.S. medical standards
in the civilian-medical program for South Vietnam. However, the
committee believes that a dramatic improvement is necessary in medi-
cal facilities, including hospitals as well as medical personnel, drug
supplies, the training of medical personnel, and increased Farticipa-
tion by other coantries in the program. This program is of primary
importance in the nonmilitary activities of the United States in Sounth
Vietnam and should be so considered by the Agency.

RECOMMENDATIONS
1. ATD should place ter emphasis on the civilian medical pro-
gram in the overall U.S. effort. United States should insist on

:11 mocr}e Vchtive role in all aspects of this program in its relationship with
e .

2. Steps should be taken to increase the number of doctors to a level
at least comparable to the normal peacetime complement of medical
personnel for South Vietnam. This should be done also for other
type medical personnel such as nurses and laboratory technicians in
addition to expanding medical facilities.

3. Medical supply procedures should be strenﬁthened and more
controls placed in tﬁe hands of U.S. personnel in line with the US,
commitment in this area.

4. More specific determinations should be made as to the types and
volumes of pbarmaceuticals, medical supplies, and equipment that
should be imported.

5. Additional detailed information should be obtained on numbers
of patients and facilities available for both control and decizionmsking
purposesin Vietnam and in Washington.

6. AID should initiate between Vietnam and the Washington of-
fice of the Far East Health Branch a monthly reporting process.
thoroughly detailing current supplies and facilities, as well az patient
load, incidence of disease, treatments given, and other detail informa-
tion which will provide Washington with accurate information on
progress in the civilian medical program.



X. PACIFICATION PROGRAMS

The counterinsurgency effort in Vietnam involves a complex of
programs which have been devised by the GVN and supported by the
Umted States for the nltimate purpose of developing the willing coop-
eration of the people of Vietnam with their Govermmnent. These
programs have been named revolutionary development programs of
which the following are examples:

1. Cadre program.—A program to develop teams consisting of 59
highly trained specialists who are intended to enter a designated hain-
let and share the privations and dangers of life in the hamlet while
théy work with the citizens to develop the defensive capacity of the
hamlet, to identify and eliminate Vietcong infrastructure, elect a ham-
let conuncil, initiate self-help projects to meet-local needs, reactivate
land reform, and stimulate greater use of provincial and National
Grovernment technical services.

2, Chieu Hoi program.—An amnesty program designed to encour-
age defection from the Vietcong to the GVN.

3. Self-help program.—A program designed to begin at. the lowest
ossible level the cooperation of the people with their Government,
or mutual benefits. In most cases, a community-designed project is

uudertaken with the Government providing requisite materials and
the people performing the Iabor.

4. Hamlet school program.—A program designed to create ham-
let schools in each of the secure hamlets in order that Vietnaniese chil-
dren may have the opportunity to follow the first 3 years of their edu-
cation in their home villages,

5. Montagnard affairs program.—A program to improve the
rather primitive conditions which exist in the tribal villages of the
central highlands and to increase the cooperation between this, the
largest ethnic minority group in Vietnam, and the GVN.

6. Refugee relief program.—A program to provide emergency
assistance to those who lave been driven from their home villages
by enemy activity and to facilitate their resettlement and their es-
tablishment of self-sufficiency at minimal subsistence levels. The em-
phasis is on resettlement to aveid the creation of self-perpetuating
refugee centers.

7. Other similar programs—Designed to have a high impact in
the most rural and isolated communities, each specific program de-
sigred to accomplish a narticular objective.

In the implementation and support of each of these programs, the
several U.S. agencies are coordinated at the national level through
the office of the Deputy Ambassador, and at the provincial level by the
AID provincial representative. In the case of the cadre program, a
Joint Revolutionary Development Cadre Office has been established
within the AID Office of Field Operations. This is an interagency
group composed of representatives of the various responsible U.S.
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ncies in Vietnam and a representative of the GV'N. The group 18
charged with national planning for the training, deployment, support,
and utilization of the revolutionary development mg re. Inspection of
cadre operutions and evaluation of the effectiveness of the program is
also a responsibility of this office.

Since the cadre program is perhaps the most significant of the revo-
lutionary development programs, the subcommittee visited the Na-
tional Training Center for Revolutionary Development Cadre at Vung
Tau during its investigative trip to recelve briefings from Vietnamese
and U.S. officials, and to observe the training programs and the opera-
tion of the Center.

In addition to the programs mentioned above, there is also a need
for the United States to assist the GV'N in lannching a significant
land reform program. From the following exchange between Con-
gressman Reid and an AID official, it may be seen that much more
effort is needed in thisarea—

Mr. Reip. Have vou mven much consideration to estab-
lishing a major land reform program?

Mr. Poats. We have given a great deal of attention to it.
We have had o series of seminars with the best land reform
experts we could find in the United States, particularly
those who liave some experience in southeast Asin. We
have derived a number of questions from these discnssions
which we submitted to the mission. * * * As yon know, there
is a land reform program of many parts in existence now.
If it were to be carried out vigorously, it would represent
an enorinons social change in Vietnam. It is not being car-
ried ont fully, largely because of a lack of staff—draftsmen.
surveyors, title writers, and all the rest needed to do this
kind of work. It is not being carried out in large part be-
canse the villages in which the uncommitted land 1s available
are under Yietcong control, or not under secure govern-
ment control. We cannot solve the shortage of manage-
ment skills and limitations on security quickly to do a
chmmatie job.

The committee recognizes the extreme importance of the revolntion-
ary development programs in accomplishing 1.S. objectives in Viet-
nam, but purposely avoided making any recommendations until a
number of recent changes can be stndied and observed. The commit-
tee strongly feels that the pacifiention programs—and especially the
cadre program—must be capable of meeting the rising expectations
of the people. To do this, these programs must be (1) backed by
meaningful economie and social progress for a7 of the people of South
Vietnam, and (2) genuinelv insulated from the pressures of politica.

itimate aspirations, such as those of the rural populace. must be
ndvanced before a solid feeling of nationhood can be expected to
emerge. The committee plans to review the pacification programs in
detai%eat. an early date, with particular attention to actions taken
toward the achievement of these goals.



XI. POST EXCHANGE OPERATIONS
Background Data on Post Exchange Difficulties

The U.S. forces in Vietnam in early 1965, consisted of approxi-
mately 23,000 troops engoged in advising the Armed Forces of
the lgepublic of Vietnam. When the North Vietnamese Army
and the Vietcong increased their forces and iutensified their activi-
ties, U.S. forces were built up to 180,000 men by the end of 1965 with
a supply need of 300,000 tons per month. By May of 1966, these
forces were further expanded to a quarter of a million men. During
the buildup period, the logistical support base was taxed to its limit.
There were not enough dock or warehouse facilities to handle the
need for supplies, which included post exchange items as well as
ammunition, foodstuffs, and other necessary combat material. Ships
were unloaded at a pace which required civilian trucking assistance
and civilian warehouse facilities.

Exchange goods were moved from the dockside completely across
the city of Saigon in open top, unguarded civilian vehicles to the
various warehouses where tley arrived and were unloaded without
proper secirity. Movement of exchange merchandise within the
country was a mammoth undertaking which required a repeat move
in open, ungnarded vehicles through the city of Saigon to the dock-
side for coastal shipment, or to Tan Son Nhut Air Force Base for
air shipment to an exchange depot or branch outlet. Sales volume
in the post exchanges increased from a monthly average of less than
$1 million prior to the buildup, to almost $11 million a month in
June 1966.

On April 13, 1965, as ground and air forces became dominant, the
Joint Chiefs of Staff approved the establishment in Vietnam of the
Army-Air Force Exchange Service effective on December 26, 1965.
Prior to that date the Navy Exchange Service was responsible for
all exchange operations in Vietnam. During the period April through
December 1965 the Navy and the Army-Air Force Exchange Services
formulated a plan for the phaseout of the Navy Exchange Service.
The Navy Exchange Service procedures and records were different
from those of the Army and the Air Force. An inventory had to be
talken which was still underway at the time of the subcommittee visit.

During the transition period, there was a monsoon that lasted for
6 months, producing 77 inches of rainfall and winds from 50 to 65
miles an hour, which hampered the unloading of ships and flooded
warehouses. There were not enongh vehicles to move the supplies or
enough reliable stevedores. As ships were unloaded, supplies were
placed in 13 civilian warehouses scattered about the Saigon port.
These conditions made coutrol difficult. Some supplies remained
in warehouses for overlong periods. There were losses through
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pilferage from the docks, at warehouses, or from vehicles deliver-
ng items.

Details on Post Exchange Operations

The post exchange operation in Vietnatn is substantial. There are
2 major post exchanges in Saigon and 17 regional exchanges. There
are eight more planned at major headquarters. There are 186 officers
and civilians occupied as professional post exchange personnel.
About 1,500 Vietnamese are employed. At isolated small camps. post
exchange supplies are handled by “imprest fund accounts™ which
provide $3,000 in cash to local commanders to make purchases at
exchanges and resell the items to the troops. There are 658 such
accounts.

It should be noted that post exchange and commissary privileges
are not confined to U.S. military personnel. Employees of civilian
contractors, newspapermen, civilian Government employees, Koreans
assigned to Vietnam, and others who hold identity cards have theze
privileges. However, not all nonmilitary personnel have unlimited
exchange privileges, Those authorized to use post exchanges, com-
missaries, Or messes must pay in scrip, known as military pavment
certificates. Civilians, whether Government or contractor employees
or third country nationals entitled to post exchange and other U .S.
facilities also must use military payment certificates.

Both Vietnamese local law and G.S. military regulations forbid the
offering of post exchange supplies for resale. There have been some
attempts by Vietnamese authorities to curb black-market sales of such
supplies, but enforcement is difficult.

n April, Secretary of Defense Robert S. McNamara, in testimony
before the Senate Foreign Relations Committee, stated that the post ex-
change and commissary supplies being brought into Vietnam aver-
aged 9.2 pounds per man per day. This rate is excessive when com-
pared with the 5-pound per man per day average normally expected
1n post exchange operations. The reason for this heary tonnage was
the large volume of liquor, beer, and soft drinks, heing brought in
amounting to 70 percent of the post exchange tonnage. Roughly a
million cases of beer and a million cases of soft drinks were heing
imported each month. It was claimed the heavy consumpiion of
beer and soft drinks is due to the tropical weather and the lack of
potable water supplies.

The subcommittee was advised that the hulk of the liquor and beer.
as well as soft drinks, are used by the clubs and messes. Enlicted men
are not allowed to have liguor in their tents or barracks. Thev may.
however, purchase bottled liquor at the post exchange for consumption
off the premises. Officers not billeted 1n compounds or on posts may
have liquor in their quarters, and officers of general or flag rank have a
liquor allowance for official entertainment purposes. To a major ex-
tent, post exchange liquor has been finding its way inte Saigon bars
for sale. The subcommittee was told there were oceasional raids by
U.S. military personne] in an effort to recapture unauthorized whisky,
but this r%uires cooperation on the part of the Government of
Yietnam, This type of enforcement has not been effective in the com-
mittee’s view.
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The loss rate for post exchange items, based on recent estimates,
was considered to be within 4 percent. The military expect that under
the tighter controls being put into effect the loss rate will be less than
2 percent, According to Army exchange authorities, the worldwide
loss rate for post exchange items averages 0.62 of 1 percent.

Black-Market Goods on “PX Alley”

With respect to “PX Alley” and the street displays of post exchange
iteins noted during two trips of the subcommittee, military and civilian
authorities contend that not all of these goods in Saigon are actually
post exchange items or even U.S.-supplied goods. There is evidence
some are very close imitations, made m Vietnam or Hong Kong, which
are offered as U.S. made. There are, however, numerous items which
clearly bear post exchange markings. Other post exchaige items,
withont markings, are diverted even before delivery to the post ex-
clhange.

ther sources of merchandise than the military allegedly are busi-
nessmen, Filipinos employed by U.S. contractors in Vietnam, and
French travelers who may be bringing iu cominercial items, such as
cigarettes. These items find their way to the street vendors and can-
ot be readily distinguished from post exchange goods. There are
also valid trade goods on which customs have been paid as well as
smuggled goods which are being sold. So it is apparent that post ex-
changes are not the exclusive source of street vendor supplies.

Military authorities, citing the Korean experience, donbt that theft
aud pilferage can be completely stopped. It is still a continuing
problem in Korea. In places like Thailand, where the United States
18 bringing in supplies, pilferage is also common.

The Navy pipeline was the cause of certain obvious excesses in post
exchange shipments, because it was predicated upoun consumption
rates for military personnel and dependents, even though dependents
had been removed from Vietnam. One of the examples publicized by
the press was the reported sale of 30,000 cans of Lair spray in 1 month,
even though only 700 females were said to have post exchange priv-
ileges in Vietnam,

All military personne] and others who liave identity cards are an-
thorized to purchase in the retail commissary in Saigon as well as in
the post exchange. Althougl there are no military dependents in
Saigon, the commissary has done $9.8 million worth of business in the
tast 15 months. There is no rationing of commissary items, but as a
result of action by the ration control board. controls have heenr put on
cortain items as to the number that may he bought at any one tine.
TEH;SE items inclnde soap powders, fruit juices, dried frnir, meats, and
coffee.

Actions Taken To Improve Controls of Post Exchange Supplies

As a result of reports in the press and efforts by the subcommittee,
the Neeretary of Defense has izsned special instructions designed to
help correct post exchange abuses. .\n Assistant Secretary of Defense
s been designated to head the carupaign and he has traveled to South
Vietnam on a special inspection trip of post exchange matters.
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The following significant measures have been taken to improve the
post exchange operations in South Vietnam in order to control such
supplies and prevent their diversion to the black market. These steps
should result mn the import of items consistent with the overall welfare
of U.5. forces in the country. .

1. The Army and Air Force Exchange Service is reviewing in detail
the inventory of items currently being carried. The Navy i:xchange
Nervice stocked 3,196 items. These have been reduced to 2,229—an
elimination of about 1,000 items. Most of the item decrease is in oif-
shore procurement, in large part from Japan.

2. Iiems such as radios and cameras will have their serial numbers
recorded on purchase slips, which will be filled out and signed by the
purchaser with his rank and serial number, so that all serial numbered
items can be traced back to the individual purchaser. Nonrationed
items less than §10 each may be purchased for bona fide gift giving
within certain restrictions.

3. Sfpecial arrangements will be made for sales of coametic and
other female use items, such as hair spray and sanitary napkins. This
type of item will not be ordered on the basis of demand or consump-
tion, but will be related to the relatively low number of women such
as civilian secretaries and nurses, who hold post exchange cards. Post
exchange outlets for these items are to be established in the Embassy
or U0.S. ATD mission which will be restricted to women purchasers.
At other post exchanges there will be a shelf of items for women only.
These items will not be rationed bot their sale will be controlled.

4. The liquor and beer ration will be reduced further. Eflective
June 1, beer was rationed at the rate of three cases per man per month.
Prior to that four cases J)er man per month were authorized. The
liquor ration which includes wine and cordials has been reduced from
six bottles per man per month on May 1 to three bottles per month.
The post exchange ration for liquor will be eventually reduced to two
bottles per man per month. The soft drink ration, now authorized at
four cases per man per month, will not be reduced because of the cli-
mate and lack of potable water,

5. To make pilferage more difficult from docks vr trucks, sheath-
ing, straps and_covers are being used as pallets. Goods are being
shipped from U.S. depots in locked or closed containers rather than
ordinary mrtggf]. The mi]imsr;'l are tryin;lz] C.'onex-t'v{)e conTtl:ine]rs.
made of pl , to pack and ship post exchange supplies. e ply-
wood cmﬁﬂers wi]]‘i:e used in Vietnam for lumber and will not be
returned to the United States.

6. Military police or other military personnel head the convoys
leaving the docks. These convoyvs consist of from three to five
veliicles so that movements of all vehicles can be readily observed.
Shipping documents accompany the vehicles to show what is in each
shipment. A system of advance forwarding of shlgepmg doguments
to the depot before the vehicle actually arrives is being plagned to
provide additional checks. )

7. Efforts are being made to control the handling. moving. and stor-
ing of PX supplies to prevent loss or pilferage. Storage depots for
post exchange supplies have been placed under military control and
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made more secure. Supplies have been moved from the 13 scattered
warelouges in the Saigon area to a single controlled military ware-
house. All the post exchange depots hinve barbed wire and some are
hehind concrete walls. Not all items are stored undey cover, but essen-
tial items that would be lost by exposure to weather are being placed
under cover, Other exposed 1tems will be covered with canvas, A
round-the-clock guard 1s maintained and includes the nse of Nung
euards and sentry dogs.

8. A new directive was published restricting individuals and agen-
cles granted exchange privileges. This directive clearly defines the
categories of personnel authorized to use the exchanges and the extent
of their privileges. As a result the civilian clientele was reduced
by approximately 6,000 exchange usevs.

9. Plans are underway to establish a canning plant in South Viet-
nam. The tinplate and beverage base will be brought in and the
water will be added locally. T.ocal bottling of soft drinks and local
canning of beer is also planned. This would substantially reduce the
shipping requirements of post exchange supplies. Military authorities
have stated that when soft drink and beer plants are established the
tonnage of post exchange goods to Vietnam will be reduced by about

30 percent.
© 10, All post exchange supplies from 1J.S, depots are no longer rout-
ed exclusively to Saigon. Except for liquor and offshore items, which
are ofl-loaded and transshipped from Saigon, post exchange supplies
unitized or prepackaged in the United States, are placed on ships, and
sent directly to one of five ports. As supplies come off a ship, they are
moved from the port to a military warehouse, except when vehicles are
not available. Post exchange supplies may still be temporarily stored
in local civilian warehouses under guard, but movement out of these
temporary locations now normally takes place within 24 hours. In
Saigon where the bulk of pilferage takes place, there is a daily shake-
down inspection of dockworkers to prevent theft.

11. A ration control board, estabhshed in December 1965, meets each
month or when requested. Items that were discontinued by decision
of the ration control board are brass-topped coffee tables and blankets.
These were items in demand when dependents were allowed in Viet-
nam. Items no longer allowed in Vietnam which arrive due to earlier
ordering will not be returned. As they are sold further purchases for
Inventory will not be made. The ration control hoard will continue to
review items authorized for import by the exchanges.

12, New ration cards are being issued which show every single item
that is rationed and the number sold to any one purchaser. If two
watches a year per person are authorized, the yation card will show
the nnmber of such purchases made. There will be special exceptions
for gifts, based on written statements of justification.

RECOMMENDATIONS

1. The committee, though commending the military with respect to
steps already taken to improve post exchange operations in South
Vietnam, recommends vigorous followthrough on corrective measures
which have been outlined above. It recognizes that with possible
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further increases in free world forces, a similar situation may arise
as in the original buildup when supply and other facilities were
heavily taxed. Better organization and planning should be injected
into any expansion of post exchange shipments.

2. All supplies necessary to the morale and efficiency of our fighting
forces in Vietnam should be made available consistent with overall
U.S. interests in South Vietnam. However, proper controls should
be a major consideration at all levels.



XII. MILITARY CONSTRUCTION PROGRAM

The Department of the Navy is presently engaged in supervising
the construction of port facilities, depots, airfields, various buildings,
and utility projects in South Vietnam for the Departments of the
Army, Navy, and Air Force. Construction projects valued in excess
of $14 million are also being completed for the Department of State
ineludiug the Agency for International Development. The contract
for this comstrnction program is cnrrently set at $780 million.
Originally, the projected program total was set at $960 million. Tt
is the largest single construction contract that the Defense Depart-
ment has negotiated and is with a consortium of contractors associated
as a joint venture project comprised of Raymond, Morrison-Knudsen,
Brown & Root, and J. A. Jones (RMK-BRJ). i;laymond, Morrison-
Knudsen began work on the contract in South Vietnam in 1962,
With the buildup of U.S. forces in Vietnam starting in 1965, the joint
venture was expanded to include Brown & Root and J. A. Jones.
Under the terms of the contract, the consortium was directed to
mobilize a construction capability which would have the capacity
of completing about $40 million of construction work monthly. This
construction capability level has now been reached.

The contract is administered from Saigon, and four regional offices
at the major worksites. It is a cost-plus-award-fee type wherein the
Government agrees to reimburse the contractor for the expenses in-
curred in the purchase of materials, equipment, and labor, and for
various services and operating costs. As each project is decided on
a predetermined fee is negotiated as the projects are added to the
contract. As the project volume increases, the negotiated fee per-
centage is reduced. Percentages to provide incentives to the con-
tractor are available under the terms of the contract.

On August 9, 1966, the Department of the Navy advised the Sec-
retary of Defense that for fiscal year 1967 additional funding of
approximately $200 million will be required to meintain the contrac-
tors’ construction capability and to complete the projects currently
assigned. The request is to be studied by the Office of the Secretary
of Defense before final decisions are made,

In addition to the RME-BRJ contract, another firm—Walter Kidde
Constructors—has been awarded a contract for the construction of an
airfield on the basis of a Government estimate of $52 million. No
other awards are anticipated either to Walter Xidde or to other con-
tractors. The Department of Defense intends to continue its rela-
tionship with RMK-BRJ. It anticipates, however, assigning certain
projects to military construction forces for completion and as new
projects are needed. Equipment and materials in the amount of about
2100 million will be transferred to the construction forces from RMK-
BRJ whose accounts with the Department of Defense will be adjusted

accordingly.
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The Defense Contract Audit Agency audits the construction opera-
tions of RMK-BRJ in Vietnam. gfn January of 1966, an audit group
comprised of six professional auditors and one administrative indi-
vidual was estab]isied. Prior to this, the audit work was performed by
one resident Navy auditor and by assignment on a temporary basis of
other personnel. Department of Defense personnel are at the con-
struction sites in Vietnam working with contractor personnel on the
various projects. As noted in chapter VI of our report, at the time the
subcommittee initiated its work the audit function was limited to the
examination of cost representations of the contractor as reflected by
vouchers submitted for payment to the Department of Defense. At
present, the Defense Contract Audit Agency is expanding the scope of
1ts work into a more comprehensive audit program.

The Foreign Operations and Government Information Subcom-
mittee, in its review of ATD Vietnam operations, has only periph-
erally and on a very limited basis reviewed the military construction
program of the Department of Defense in South Vietnam. It is
apparent, however, that more extensive independent audit of these
activities is necessary to adequately monitor contractor operations of
the Department in South Vietnam, even though numerous Depart-
ment of Defense personnel are involved in the day-to-day contractor
functions. An independent review of the whole construction pro-
gram is necessary in view of the many complexities that result fl:om
the war situation, the constantly changing priorities of the program
based on military needs, and the overall problem of Washington con-
trol because of the distances involved.

The Foreign Operations and Government Information Subcom-
mittee will continue its examination of aundit activities relating to
construction of all facilities for agencies under its jurisdiction.

RECOMMENDATION

1. The committee recommends that the Genera]l Accounting Office
and appropriate committees of the Congress initiate and/or proceed
with a close and continuous surveillance over expenditures in {he vast
military construction program for the purpose of determining the
adequacy of current audits and of other checks to assure proper use
of appropriated funds.

T0-060—68-——7



XIII. CONCLUSION

The Foreign Operations and Government Information Subcommit-
tee began its investigation of the U.S. aid program in Vietnam in
January of this year. Almost without exception, the officials con-
tacted by the subcommittee at that time offered the same explanation
for the lack of adequate inspection and review of the program in Viet-
nam during the past few years; namely, that the war prevented a nor-
mal program of inspection and review and, because of this, these
activities were curtailed drastically. The subcommittee challenged
this assumption vigoronsly and during the past 9 months there ias
heen, as noted earlier, a significant increase in the activities of those
offices responsible for reviewing the various phases of the U.S. eco-
nomic and military assistance program in Vietnam.

The Agency for International Development has also taken signifi-
cant steps to improve the quality and quantity of the information
available to it and to the AIT) mission in Saigon—information that
is an essential management tool for the proper conduct and review of
the U.S. assistance program in Vietnam. The subcommittee was
deeply concerned over appartent gaps in the knowledge of responsible
officials, both in Washington and in Saigon, concerning crucial phases
of the U.S. program. It was informed on numerous occasions that this
vacuum was seriously hampering the administration of certain phases
of the program, mest notably commodity imports. While this appar-
ent lack of knowledge was In some cases undoubtedly due to the fact
that the persons being questioned were relatively new to their jobs,
the subcommittee established that it was also due in other cases to the
simple unavailability of the desired information because of inadequate
recordkeeping and procedure,

The former deputy director of the AID mission stated some months
880

I feel that the program is being carried out too enthusias-
tically, and with not enough practicality, with not enough
discipline, with not enough accountability, and with less than
what I consider to be adequate management * * * we wound
up with a conglomeration of variegated programs covering
every particular field, and it amounted to just an accumula-
tion of the most creative thinking that people could contrib-
ute to the program, and it was not a disciplined program,
coordinated and welded together.

The committee feels this is an admirably concise stunmary of the
major defects that have hampered the eflicient operation and manage-
ment of the U.S. economic assistance program. But at the same time
it wishes to commend AID for the many constructive steps it has
taken in recent months to meet these problems.
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We wish to reemphasize, however, the absolute need for a com-
prehensive and continuing evaluation of priorities and basic objectives
in the U.S. economic assistance program for Vietnam. The subcom-
mittee feels there has been, in the past, undue einphasis on the spend-
ing of dollars as a measure of achievemnent and that there is a far
greater need for determining what is possible in objectives rather
than merely committing dollars. The American taxpayer has a right
to expect that the degree of economic progress realized in Vietnam is
commensurate with the vast expansion of the U.S. program of eco-
nomic assistance. U.S. officials must not hesitate to insist, when nec-
essary, upon the kind of cooperation in the economic field which the
GVN has aiready promised on nwnerous occasions, most notably at
the Honolulu Conference in Febraary of this year.

The committee has attempted throughout its investigation to be con-
structive in its comments and recommendations. As stated at the
outset, we will follow with great interest every promised change in the
program and any new innovations that may be undertaken. The
committes commends the officials with whom it has dealt for the most
open and complete cooperation. We hope this relationship can be
maintained and, by working together, help to win the war and peace
in Vietnam,



APPENDIX

Exmnsit 1.—LeTTeR Froat ASSISTANT SECRETARY OoF DEFENSE
Tioxas D. Morris
Avcusr 17, 1966.

Hon, Joan E. Moss,

Chairman, Subcommittee on Foreign Operations and Government In-
formation, Commiltee on Government Operations, House of Rep-
resentatives, Washington, D.C.

Dear Mr. Moss: As I stated during hearings on August 1 and 5,
1966, the Department of Defense is mindful of and grateful for the
many constructive contributions made by your subcommittee in our
joint effort to eliminate any adverse economic impact upon the Viet-
namese people and the Government of that ﬁal]ant nation, which might
otherwise result from the presence of our forces in that country.

It is my earnest hope that the comprehensive exchange of informa-
tion which took place in the course of the hearings will facilitate the
continued close association between us which has proven so effective in
assuring the orderly conduct of our affairs in the Republic of Viet-
nam. Accordingly, I want to be certain tbat you are fully apprised
of ific actions undertaken by the Department which are of interest
to the subcommittea. Newspaper articles published in the past few
days have touched upon one aspect of our activities which did not
receive detailed coverage in my Ef:mal statements of August 1 and 5,
or in my oral testimony which followed. This was undoubtedly due
to the fact that the issues concerned, while related to the subjects
which your letter of July 11, 1966, asked that I cover, could not be
taken up and discussed individually owing to tbe practical limita-
tions on time available to the subcommittee for formal hearings.

Mr. Augliere and Mr. Cornish of tbe subcommittee staff, and senior
members of our staff, have informally discussed these recent press
releases. They relate to internal economic conditions in the Republic
of Vietnam, and the steps thus far taken by the Department to lessen
the inflationary impact of our presence upon the economy of tbat
country. The measures we have taken which are of primary interest
to the subcommittee, are designed to limit botb the official and per-
sonal expenditure of Vietnamese piasters by the Department and its
personnel in-conntry. Our prime objective is to avoid a massively
increased internal demand for the available supply of goods and serv-
ices produced within the Republic. As vou are acutely aware, bur-
geoming demand generated by a rapid influx of U.S. personnel and
facilities must not be allowed to so ountstrip Vietnamese resources
not offset by imports as to result in such price inflation and general
distuption of the local way of life that our combat successes are un-
dermined through impaired Vietnamese Government operations and
popular discontent.
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The goal of the DOD is to hold within acceptable limits the total
piaster-expenditures that it funds, determines, and advises, while
concurrently avoiding any reduction of military effectiveness through
careful management of such piaster spending by joint commanders
and their components. A varlety of measures specifically tailored to
reduce DOD piaster spending in the Republic of Vietnam have already
been initiated (see outline at tab A), and others are in process of
formulation, A fiseal control scheme monitored and enforced by the
Joint Chiefs of Staff has been established, and is supported by a system
of regular reports of actual and projected DOD-generated piaster
spending (see outline at tab B).

I trust you will find these materials of interest and value in con-
ducting the important work in which the subcommittee is now engaged.
Let me again reiterate that your active inquiry into these areas, in-
cluding your visit earlier this year to the Republic of Vietnam, and
your joint efforts with the Defense staff, have contributed substantially
to the constructive improvements which have been made and are con-
tinuing.

Sincerely,
Tuomas D. Morris.
Tas A

Repucrion oF DOD PrasTeER SPENDING IN VIETNAM

This summary deals only with measures initiated by the Department
of Defense to hold within acceptable limits the total piaster expendi-
tures in Vietnam which it funds, determines, and advises. The sum-
mary does not purport to cover other measures pertaining to certain
import, fiscal, and monetary reforms which might conceivably be
implemented by the government of the Republic of Vietnam. Neither
does it purport to address larger questions relating to the degree and
overall scope of controls which might properly be imposed upon the
Vietnamese economy. Rather, it is confined to a listing of those
actions which have been initiated or are being implemented by the
Department in its own area of primary interest, within the framework
of the overall economic program developed by the U.S. Government.

Percentage factors shown in parenthesis after each captioned item
in the following summary represent the proportion of total projected
savings the line item concerned is expected to yield in fiscal year 1967.
(Note: total for item I is the sum of subitems (@) through (e).)

I. Reduction of personal expenditures by individuals (53 percent)

(@) Increased post exchange sales (18 percent).—Diversion to
Armed Forces post exchange channels, of U.S. personnel individual
expenditures on the civil economy for goods and services. To attain
this objective, priority action is being taken to enlarge the range of
products and services available through the post exchange system
(without jeopardizing black-market control measures), improve and
expand exchange physical facilities, expedite establishment of addi-
tional upcountry facilities, and other comparable measures.

(0) Extend and liberialize out-of-country rest and recuperation pro-
gram (13 percent).~—In fiscal year 1967, we are projecting a fourfold
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increase in this program to provide a total of at least 250.000 indi-
vidual R. & R. trips out of country. Aside from its primary impor-
tance as & morale factor, the program is expected to divert stunificant
personal spending for recreation and relaxation purposes which would
otherwise flow into the Vietnamese economy. o

() Increase personal savings incentives (10 percent)~—Diversion
to personal savings of funds now expended on the civil economy for
goods and services. The key legislative element essential to provision
of an effective savings inducement for military personnel has been
passed by the Congress and signed by the President (Public Law
89-538). That statute replaces the old soldiers deposits program with
a new Uniformed Services Deposits System administered by the Sec-
retary of Defense. Deposits under the new program will bear interest
at the rate of 10 percent per annum as gmscribed in Executive Order
11298, signed August 14, 1966 (individual interest-bearing deposits
are limited to a maximum of $10,000, and the privilege accrues only
to members serving outside the United States, its territories, posses-
sions, and Puerto Rico).

(ds End private housing (4 percent).—In May 1966, approxi-
mately 8,000 U.S. military and Federal civilian employees stationed
in RVN in or near the larger cities were still required to obtain their
own private housing on the economy due to lack of a sufficient num-
ber of U.S. Government owned or controlled billets. Expeditious
relocation action is being taken, and will reduce or eliminate piaster
renta] expenditures on the civil economy by individual members.

(¢) Troop deployment pattern “automatic” effects (8 percent) —A
greater proportion of U.S, military personnel are being deploved to
up-country locations than was the case heretofore. Individual pias-
ter-spending patterns have displayed a direct relationship to the mem-
ber’'s proximity to the marketplace. Personal piaster expenditures
tend to diminish in inverse proportion to inereased distance hetween
the member’s duty station and the larger urban markets with their
ready supplies of goods and services.

II. Reduction of piaster expenditures funded by DOD from C. & M.
resources (28-percent)

Measures designed to reduce C. & M. fund piaster expenditures in-
clude limitations on hiring of local nationals by military organizations:
expeditious relocation to U.S. cantonments of DOD activities now
housed in leased facilities on the economy: imposition npon DOD
purchasing offices located in Vietnam, of procurement restrictions
comparable to those imposed on other DOD procurement offices
abroad for balance-of-payments control purposes; and related meas-
uares.

1II. Reduction in DOD-funded piaster spending for comstruction
(19 percent)

In-country procurement of construction materinis hias been progres-
sively reduced, with the bulk of current procureiment confined to rock
and sand. Related measures to reduce local piaster spending are be-
ing implemented to include no new hires of local nationals, except for
critical replacements; elimination of part-time employees; austere re-
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view of facilities requirements looking toward elimination or consoli-
dation wherever posgible; consolidation of transport support, and
shipment through Army facilities wherever possible; and related

Ineasures,
Tae B

JCS-Moxrrorep SysteMm oF RErorTiNG DOD Praster SPENDING
IN VIETNAM

By direction of the Secretary of Defense, the Joint Chiefs of
Staff have recently established a system of regular reporting by
COMUSMACYV and component commands, through CINCPAC, to
show actual DOD-generated piaster expenditures, as well as the
piaster spending that is expected to result from obligations issued
during given periods. The system is briefly outlined below. In addi-
tion, the JCS may establish supplementary reports, projections, and
accounts which will further system objectives. It is emphasized that
overall system objectives encompass all piaster spending that the DOD
funds, determines, or advises, including piaster expenditures of--

f @) The military departments;

&) All Defense agencies;

(¢) COMUSMACYV;

(@) Contractors of (a), {b),and (¢) above;

{e) Public law 480 and counterpart piaster funds spent in
support of U.S. forces and that portion of the GVN military
budget which is joint funded, the release of which any component
of the DOD determines or advises (e.g., ATK) ;

{f) Purchases of piasters with MPC by personnel, civilian
or military, whose pay is funded by the DOD or its contrac-
tors; and

{g) Piaster spending of third-country military forces.

So that the Secretary may be informed of the possible impact of
rising wapes and prices upon the piaster cost of the activities and
factors listed above, the JCS has been directed to undertake establish-
ment of an activities cost index, in collaboration with the Assistant
Secretary of Defense (systems analysis).

The entire system has initially been predicated on a series of recur-
Ting reports concerning piaster pavments and projections of piaster
authorizations, including the following :

(a) Piaster purchases ond balances: Statement of beginning
plaster halances, pfus purchasges of piasters from the USDO and
commercial sources, fess ending piaster balances, will reflect
anounts of pavments made during the period.

(5) Authorizations issued that generate plaster payments di-
rectly by DOI in South Vietnam.

{¢) Plannad outhorizations that will generate piaster payments
directly by the DOD in South Vietnam.

(d) Anthorizations issued by RMK-BRJ (the principal con-
struetion contractor) and his subcontractors.

(¢) Planned authorizations by RME-BRJ and subcontractors.

() Avthorizations isenwed by DOD contractors other than
RME-DBRJ and subcontractors.
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(g) Planned authorizations by DOD contractors other than
RMAK-BRJ and subcontractors.

The periodic reporting scheme has been so devised as to allow com-
prehensive summarization and analysis on a quarterly basis, in addi-
tion to an effective monitoring capability at shorter intervals.

Much information regarding past piaster expenditures has alread
been gathered because oﬁlhe continuing inferest of the DOD in expend-
itures entering the international balance of payments. The more de-
tailed reporting scheme pertaining to Vietnam will be further refined
and formalized as time ?m, in the interest of developing a
ment system which will provide maximum flexibility to OSD, JCS
and field activities in the implementation of the system and in the
establishment of effective momitoring and control procedures.

(Note.—The initial resuits of the recently established JCS-moni-
tored reporting scheme, discussed above, will not be available until
approximately October 1,1966.)



Exumrr 2—Lerrer From J. Wionniam Howerr, DEPARTMENT OF
AGRICULTURE

DEPARTMENT OF AGRICULTURE,
O¥ricE oF THE INSPECTOR GENERAL,
Washington, D.C., August 29, 1966.

Hon. Jorx E. Moss,

Chairman, Foreign Operations and Government Information Sub-
committee, Committee on Government Cperations, Rayburn
House Office Building, Washington, D.C.

Drar Mr. Mosa: This is in reply to your letter of August 17, in
which you express concern over the lack of audit and inspection
activities in Vietnam and comment generally on the importance of
these activities to Federal programs. With respect to this Depart-
ment’s programs, you have requested that the 01‘%@ of the Inspector
General initiate actions with particular attention to the following:

1. A comprehensive audit of programs under which agricul-
tural commodities are shipped to Vietnam with first priority given
to compliance and surveillance aspects.

2. Review of problems relating to pilferage and diversion of
such commodities to the Vietcong and black market.

We are pleased to inform you that we have initiated a preliminary
survey to obtain and correlate, on a current basis, all pertinent infor-
mation relating to the problem areas involved. Upon completion of
the survey we will then proceed with an appropriate review of the
handling and control of agricultural commodities shipped to Vietnam
in line with the subcommiftee’s request.

‘We share your concern and appreciate very much having the benefit
of your views on this very important matter. We assure you of our
continued attention toward accomplishing the objectives set forth in
your letter of August 17.

Sincerely yours,

J. Wirrtam HoweLy,
Acting Inspector General.
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Exnierr 3.—LerTer From Lroxaep H. Maxrks, Dmecror or U.S.
INFORMATION AGENCY

.S, IxrormaTioN AGEXNCY,
Washington, August 15, 1966.

Hon. Joun E. Moss,

Chairman, Foreign Operations and Government Information Sub-
committee a? the Committee on Government Operations, House
of Representatives.

Dear Me. Coammax: I have your letter of August 11, 1966, sug-
gesting an audit of the financial and administrative operations of
JUSPAQ in Saigon and a review of the post’s activities by the
Inspector General.

I want you to know that I welcome these suggestions. Prior to the
receipt of your letter, I had discussed with the Inspector General plans
for his visit to Saigon before the end of the year. In addition, our
Auditing Division has been instructed to undertake a financial and
administrative review prior to the end of this year.

I also would like you to know that during the pas: year, we have
carefully scrutinized and reviewed the operations of USIS Saigon
in the following manner:

(1) I visited Saigon for severnl days in Felnuary 1966, and
conferred with the chief staff members.

{2) On that trip, I was accompanied by Mr. John Chancellor,
Assistant Director of Broadeasting Service, who reviewed in de-
tail the functions of our radio staff.

{3) Two representatives from the Office of Administration harve
been to Saigon and have given me a personal report on the admin-
istrative activities of that post.

(4) Mr. Lloyd Wright, Assistant Director of Press and Publi-
cations Service, has just concluded a visit for the purpose of check-
ing on the printing and publications efforts.

(5) Mr. Paul McNichol, Assistant Director of Security, Las
recently returned after an inspection trip, during which he re-
viewed all security precautions

{6) Mr. Daniel QOleksiw, Assistant Director of the Far East,
recently completed a review of current operations at the past.

In addition, I am asking Mr. George Stevens, Assistant Director
of Motion Picture and Television Service, to visit Saigon within the
next 60 days to review the film program being conducted. Defore the
end of the vear, Mr. Ben Posner, Assistant 1rector of Administration.
will also be sent to Saigon to make plans for the financial audit and
review with the executive officer the administration of the post.

In addition to the above personuel of the Agency. I have enlisted
the assistance of outside experts. In September 1965 I requested Mr.
Frank Stanton, president of Columbia Broadeasting Syztem aml
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Chairman of the U.S. Advisory Commission on Information; Mr.
Palmer Hoyt, editor of the Denver Post; and Mr. Frank Starzel, for-
merly head of the Associated Press (now retired), to visit Vietnam and
report to me on the manner in which we were now carrymg out our
responsibility for disseminating news and carrying on psyc%mlogica]
warfare operations. They were accompanied by Mr. Robert Akers,
Deputy Director of the Agency, and Mr. Hewson Ryan, Associate
Director for Policy.

From the foregoing, you can see that I am mindful of the need to
review periodically the work of USIS Saigon and that I intend to
continue this type of inspection. .

When the audit team is dispatched and the Inspector General com-
pletes his plans for the inspection, I will advise you further.

Sincerely,
Leonarp H. Magxks,
Director.
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Exumrr 4.—Lerrer Frox J. H. Epwarns, Dxrury Dmzcrog, U.S.
ATD Mission/Satcon

Novesmeer 9, 19685,
Mr. Rurazrrorp M. PoaTts,
Agssistant Administrator, Bureau for Far East, Agency for Interna-
tional Development, Washington, D.C.

Dear Run: At least once a week I have written to you a long diatribe
on the problems created by the hasty and emotional approach to as-
sistance to Vietnam. Fortunately so far I have recovered enough self-
control to destroy these prior to mailing. Suffice it to say that I don’t
like, nor approve, wbat we are doing here. It is at the same time both
unconscious and unconscionable. ﬁet me only make these comments
without the lyrics:

1. The 1966 program represents the unfettered dreams of each
division chief without later meaningful and tailored review.

2. This program was dreamed up under the illusion that all
Government agencies in Washington are committed to massive
expenditures without any restraint or accountability.

3. There is no mechanism for control, audit, or analysis of
costs, input, or utilization.

4. Attempts to instill discipline into the U.S. efforts are not
tolerated or yet entertained.

5. There 1s widespread rumor and hint of diversion and cor-
ruption with no recognition of its possible presence.

6. Everyone is agreed that the effort is excessive and thus prons
to widescale mishandling, but everyone rescts to even hints of
need gy all-out requests for more resources.

7. ific programs are vastly overfunded; i.e, PSD, PHD
CIP, Refugee Coordination, Prov Ops but the excnse is AID/W’
wants it this way.

8. Inflation continues and the economy weakens, and the com-
plaints mount publicly while our answer is to import more com-
modites to sop np extra money.

9. There is no restraint on the money supply.

10. There is no restraint on the tremand‘:ms budget deficit.

11. There is no effective collection of duties, taxes, or
GVN revenues.

12. The exchange rate sllowing imports at 60 to 73 pissters
to $1 encourages both imports and diversion of supplies.

Rud, I could go on for days with the absence of reasonable economic
planning and implementation in this activity.

‘What 1s need

1, A hard-nosed AID/W approach to determine that we assist
instead of abetting.

2. Procedures and systems to insure our commodities arrive
here and are used properly.
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3. Sound fiscal advice to the GVN and not pt?.

4. A realistic exchange rate and control of the U.S. military
to prevent U.S. smuggling and financial finagling.

5. A reduction of both personnel and program content to real-
istic and attainable levels. Recent State, DOD, AID message
hints and nudges at this but no forceful measure.

6. A carefully devised and executed plan to combat profiteering
and reexport of supplies.

7. Insistence on and guidance to prevent internal budget defi-
cits.

8. Some control over the GVN use of foreign exchange.

9. Strong measures to add quality to our present activies and re-
duce quantity of men, money, and materials.

10. Reexamine some present misguided programs to get them
on the track.

* * 1 think more effective personnel, AID/W support, and ma-
programing is an urgent necessity. This is written without

clearance and without knowledge of other mission management. I
believe it represents, however, the views of a substantial number of
our people. I call this to your attention for whatever reaction you

thi

is warranted. My intent is to help the situation and not further

complicate issues. This situation is too vital to U.S. affairs to afford
anything less than our best effort. Regret my inability to be more
useful tothis type of U.S. assistance program.

Sincerely,
J. H, Epwanos,
Deputy Director, U.8. AID Mission/Saigon.



ExHIBIT 5.—VACANCY ANNOUNCEMENT FOR AGRICGLTURE CREDIT/
Co-0p ADVISER

Departmen of SLﬁ.te’ A'.;Eun for International Develos»ment, in
cooperstion with the %{S. Department of Agriculture

For service with the Agriculture Division, U.S. tions Mission,
Vietnam. Base salary will depend upon the qualifications of the in-
dividual, the individual's immediately previous professional earni
and related matters. However, the expected range is approximately
$7,500 to $15,000 per year plus overseas differential, housing allow-
ance and other benefits.

There is an immediate need for advisers who are qualified for the
position which is described below.

GENERAL STATEMENRT

iculture is extremely important in the total development effort
in Vietnam. It plays a key role in the Vietnamese people’s struggle
against Communist 1mnsurgency.

The outcome of the struggle in Vietnam depends largely upon the
effectiveness with which the Vietnamese, with the cooperation of the
United States and other countries, can cope with the problem of baild-
ing cohesion within the rural area and meeting the basic needs of the
people.

DUTIES

Functions are to be performed under the general supervision and
idance of the senior agriculture stafl of the U.S, operations mission.
ese functions include the following :

The adviser will be responsible for the development and guidance
of credit and cooperatives activities on a regional basis. The adviser
must be mature with a sound backgound of subject education and
experience. The adviser will be responsible for motivating Vietnamese
provincial and regional credit and cooperative agencies and stimulat-
ing the organization and successful management of new cooperatives
and farmers associations. He will be responsible for assisting in coun-
tr%rogmm planning and guidance.

e regional credit/co-op adviser will counsel with and adjust the
GVN regional and provincial supervisors and chiefs of credit
{NACO), and the cooperatives/farmers associations, and the presi-
dents/managers of cooperatives/farmers associations, and the presi-
ffieﬁt/managers of cooperatives/farmers association in his region, as

ollows:

1. In planning, organizing, and conducting training programs
in cooperative management and auxiliary practices, including the
use of credit, and developing an effective NACO credit-servicing
program. -
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2. In planning and stimulating cooperative marketing both
locally and to urban centers.

3. In planning and stimulating developments in supportive
cooperative credit activities as: warehousing, transportation,
processing and allied small industries; and a working public
relationship with competitive individual private enterprises.

4. In the selection, training, work, and recognition of local
¥eople to fill the operational needs In cooperatives and credit
unctions.

5. In carrying out the programs and policies of the GVN
national offices, the TTSAID and the cooperative agencies.

The regional credit/co-op adviser will serve as the principal ad-
viser/interpreter in his field to the USAID regional director.

QUALIFICATIONS

1, A BS in agricultural economics, including some cooperative and
credit, is highly desirable, and a minimum of 5 years cooperative
management practice or farm credit administration.

2. Desirable to have had 2 or more years similar type overseas
experience.

3. Should be healthy, vigorous, emotionally stable, and willing to
travel intensively.

HOW TO APPLY

Correspondence about the above positions should be addressed to
the Far East Bureau, Recruitment Branch, room 321, SA-1, Agency
for International Development, Washington, D.C. 20523, and be
accompanied by a detailed employment résumé or a completed form
57 (application for Federal employment).

Collect calls about these positions will be accepted by Mr. Danny
Whitfield, or Mr. Paul Belanga on DUdley 3-7367, Area Code 202
(Washington, D.C.).
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Exuisrr 7.—Lerter FroM WiLLiaM S. Gaup, DEPUTY ADMINISTRATOR,
AgENcY FOR INTERNATIONAL DEVELOPMENT

DEPARTMENT OF STATE,
AGENCY FoR INTERNATIONAL DEVELOPMENT,
Washington, D.C., July 19, 1966.
Hon. Jouin E. Moss,
Chairman, Foreign Operations and Government Information Sub-
committee, House of Representatives, Washington, D.C.

Dear Mr. Cuagmax: This is in reply to your letter of July 8,
1966, in which you refer to a CBS telecast reporting the capture of
a Vietcong base. The CBS news report refers to a Vietcong base in
Birh Doung Province captured as a result of Operation El Paso 11.
This military operation was initiated on June 2. Captured material
has been seized throughout the whole campaign but the bulk was
captured between June 23 and 25.

he military member of the Saigon Economic Warfare Committee
visited the area to examine material seized on June 24. Further data
were obtained from records of the operations unit and from the Chief
of the Current Intelligence Indications Branch of Operation E] Paso
II. Portions of the Vietcong base sites could not be visited because
of combat engagements and the information which follows is limited
to this extent.

_ Some of the captured material was of Vietnamese origin. Informa-
tion on the presumably imported items is not yet complete, and U.S.
military officials in Saigon have been requested to provide, if possible,
further identification on the seized flour, sardines, rice, oil, kerosene
cans, and sheet metal.

The captured items are as follows:

Rice: 1,522.5 tons.
Sheet metal : 5,400 sheets.
Dried fish: 16.5 tons.
Flour: 1,350 pounds.
Tea : 300 pounds.
Kerosene: 1,000 gallons.
Sardines: 1,000 cans,
Oil: 550 gallons.
Aluminum pans: 1,000,
T-horsepower motors: 2.
Assault rifle: 1.

We are providing the following information concerning the appar-
ent source of some of these items,

The assault rifle is of North Korean crigin,

Some rice was found in bags with India markings and sone in bags
with Saigon markings. The India marked bags were dated 1964-65.
Since rice bags are reused repeatedly in Vietnam, those with India
markings could either represent domestically produced rice in reused
bags or illegally imported rice stocked by the Vietcong in 1964-65.
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Rice has never been imported from India through legal commercial
channels. The rice in identified with Saigon markings may be
new or old, and may be of local origin. The enemy could have pur-
chased some or all of this rice from the numerous retail outlets in the
country, or could have smuggled it from Cambodia.

As for the metal sheets, some were still in paper wrap bearing
U.S. labels when captured. There is no way to know wiﬁi:r or not
th:?v were financed by ATD, since the U.S. military forces have shipped
and are shipping sheet steel to Vietnam. If steel was A]B -
nanced, it would move through one or more of the 140 authorized iron
and steel importers, most of whom do business in Saigou, to retailers
for resale on the open market. There are an estimated 1,000 to 2,000
steel retailers in Vietnam, 200 of whom are in Saigon.

Kerosene is imported in bulk by three oil companies, Caltex, Esso,
and Shell; presumably all such mmports are financed. These
imports are distributed through commercial channels to nearly every
province, district, village, and hamlet in Vietnam. Containers are
made locally. With respect to most commodities in Vietcong caches,
it is often difficult to ascertain whether they were acquired by hijack-
ing, military action, purchase, or collusive diversion.

Several measures are being taken in Vietnam to reduce enemy access
to imported as well as domestic resources; many of these are being
strengthened and new measures are being instituted. Resources con-
trol check points are being tightened, as evidenced by the large and
growing volume of commodity seizures by the national police. A
new measure is the recently instituted waterways resources control
whose operations will be tly expanded. In addition, the U.S.
ATD mission is continuously checking importers and retailers in at-
tempting to identify channels which might be used by the Vietoo“n‘gd
The recently organized customs advisory group examines cargoes ar
inspects arrival documents to deter pilfe or diversion of supplies
en route to or in the ports of Vietnam. Finally, studies are being
made on strategic commodity sectors with a view toward improving
controls.

I am sure you recognize the limitations of resource control meas-
ures in Vietnam where there are no battle lines and large paris of
the country subject to very limited or rapidly shifting government
control. We are, nevertheless, continuing to try tightening the net
in evelg practical way.

incerely vours,
WIIIAI 8.Gaup,



ExuiBiT 8

Five of the ninety photographs taken by the commit-
tee in “PX Alley” in Saigon on April 2, 1966. The
first photograph shows the entire length of the street
with individual stalls lining the sidewalks on both
sides. The other photogm;%hs show different types
of U.S. goods on sale at various stands in the street.
Clearly visible are U.S. Army K rations, radios,
soap, hair spray, razor blades, styrofoam ice coolers,
cigarettes, and a variety of other PX %oods. In the
last picture, the PX dollar price is clearly visibleon a
rayon blanket.

109


















a3

Exnaisrr 9

Photographs showing truck tires and spocls of
telephone wire av. li?aﬁ:le at the U.S. military sur-
plus property disposal yard in Saigon. The photo-
graphs were taken early in April this year.
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Exsmarr 10.—A Cornomria Broapcastixg System Treievisiox INTER-
VIEW IN VIETNAM, SHowN JrLy 22, 1966, ox THE WaLTER CRONEITE
SHow, AND SUBSEQUENT COMMENTS 1N A LErTER FROM RUTHERFORD
M. Poars, AssisTanT AID ApMiNieTRATOR, Far Easr

Rerorree. This is Qui Nhon, a port in ceniral Vietnam through
which every month $5 million in American civilian aid comes to South
Vietnam. QuiNhon wasin Bien D'en Province. Mr. Roger Darling,
who has t 4 years in South Vietnam, 2 as a UU.S. Vice Consul in
Saigon—the last 14 months in this area—is American province repre-
sentative for Bien Dien. Mr. Darling, do you think that the aid that’s
coming through here now is reaching the people it’s supposed to and
is being properly administered ?

Darving. Not in all cases. There are a number of items lost here in
the port area, to pilferage and other objectionable practices, but pri-
martly it’s the sad truth—a lot of goods are lost by corrupt officials
siphoning out these items. Now let’s be very frank. .\ number of
the officials who are working in these provinces are not entirely honest.
Theys're corrupt individuals. Qur adviser comes in and starts working
with these people and in a month or two it begins to emerge. He
recognizes what’s happening—they're padding the payroll, perhaps
they're stealing our supplies and they expect him to more or less cover
this up. He has an opportunity at this point to either report honestly
down the line what’s happening and perhaps remedy the matter, or to
kind of hedge in his report and say the man’s not too bad—when in fact
he’s really a crook.

RerorrER. About how much would you say was lost ?

Darwine. I think a fair and accurate estimate would be between 10
and 20 percent of the goods that arrive in here will never get to the
project for which they are intended.

RerorTeEr. Well, what would you recommend to improve the
situation ?

Darving. Well, first of all I think AID is trying to do too much.
They should try to focus on four or five priority activities and abandon
therest. Among these I would suggest agriculture, education, health,
and the training of yrovincial officials. Now the second item I would
do would be to reduce the U".S. AID staff in Saigon. They're too big
and they generute too much paperwork which overwhelms us here in
the provinces, and every office down there is requiring reports from
this team up here. The other recommendations I would make would
be to push more on the Vietnamese to do their part in this program.
1 would continually do less and less for them, forcing them to Jo the
things that they have to do to develop their own institutions.

RerorTer. Tell me, does any of this that you’'re telling me now get
into your reports to Saigon ?
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Darring. It does in mine, but not everybody’s. I think there are a
ood many advisers in this country who are not really advisers, and I
lieve this comes out of fear. First of all the American adviser has
a counterpart, a Vietnamese on the same level in his field of work., He
wants to get along with thisman. He is to advise him and the general
feeling in the American community here is that if he starts arguing
with this man or pointing out his weaknesses or otherwise giving him
a _hard time, he’s not getting along and his usefulness 1s finished.
There is of course the fear of getting a good efficiency report, and the
American fairplay comes into the matter. But the important thing
is that a Tot of hedging goes on. And T personally feel that the people
in Saigon and up the line aren’t getting as clear a picture as they might
of what’s going on out here. I think it’s time we called a spade a
spade, because to my way of thinking a little time spent with your
counterpart will encourage helpful discussion and generate some good
ideas and perhaps urge him off dead center to do something, and that’s
what we're here for.

DEPARTMENT OF STATE,
AGENCY FOR INTERNATIONAL DEVELOPMENT,
Washington, D.C., August 29, 1966.
Hon. Joux E. Moss,
Chairman, Foreign Operations and Government Information Sub-
committee, House of Representatives, Washington, D.C.

Drar CHairMaN Moss: As you requested, I have looked into issues
raised by AID Provincial Representative Roger Darling in a CBS-TV
interview broadcast on July 22. He criticized the performance and
honesty of some Vietnamese local officials, complained of excessive
numbers of AID projects and reporting requirements and advocated
pressure on the Vietnamese to assume more responsibility for their
own salvation. Ile said some field representatives do not speak up
forcefully enough on these issues.

I know Roger Darling and value his suggestions. I believe his
views are quite close to our present doctrine. In the CBS-TV state-
ments, he was expressing in too broad generalizations the frustrations
common to many working out in the field—too many bright ideas
from headquarters, too many demands for reports, too much expected
of a few American advisers in a province managed by young (often
inexperienced, sometimes indifferent, or dishonest) Vyifetnamese offic-
ers. We also receive many reports from other provincial representa-
tives praising the dynamic leadership of Vietnamese provincial and
district chiefs, with whom they work, and in those cases the demand
usually is for more aid, more sug)port for additional projects.

Some provreps advocate AID’s staffing much of the job we expect
the Vietnamese local governments to accomplish. Darling seems to
suggest the opposite. My view isthat the important achievement is to

t the Vietnamese Government to fulfill its citizens’ expectations and
involve the people in community and nationbuilding,

We are constantly fighting the temptation to yield to special en-
thusiasms and add more projects. We agree that we should stick to
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the basic essentials of stimulating local initiative and responsibility
and helping local government and cadre teams carry owt simple proj-
ects, preferably of a self-help type, in health, education, and agricul-
ture. However, our political and military interests require local ac-
tion by Vietnamese and U.S. civilian representatives in such activities
as the Chieu Hoi defector program, youth work, re relief and
resettlement, land reform, administrative training, police and other
nonmilitary security force employment, etc. If A% does not act
in these fields, some other U.S. organization must.

Neither proliferation of activities nor the poor performance of local
officials about which Darling complains has prevented substantial
achievement in the basic fields. In the first half of this year, 865 self-
help projects involving ATD commodities have been completed in the
villages and hamlets.

In the agriculture field, ATD-provided fertilizer was used on close
to 2 million acres of land and contributed to incneasinﬁ farm income
by an estimated 1.5 billion piasters in 1965 and 1966. Distribution of
improved seeds is estimated to have sent crop yields up by 20 percent
or more during this period. In fiscal year 1966, 78,000 acres were
newly irrignteg and 60,000 acres reclaimed as a result of AID pro-
grams, Over 300,000 acres have benefited from water and irrigation
control since 1962. Also in fiscal year 1966, 35,000 Vietnamese re-
ceived approximately $5.8 million of credit from agricultural credit
institutions to which we made substantial contributions. In the last
3 years hog producton has increased from 1,694,000 to 3 million and
the average market weight from 13040 220 pounds.

In education, under the fiscal year 1966 program some 2,300 class-
rooms were completed. The total completed with our assistance is
now over 8,000. Over 2 million elementary school textbooks ‘were
distributed in fiscal year 1966 bringing the total up to almost 6.8
million. QOver 7,000 {ﬁetnnmwe teachers have completed conrses in
ATD-assisted teacher training schools sinice the beginning of the

pro, .
Iinder the health p over 12 million inoculations had been
iven with ATD-su pli& vaccine by the end of 1965. Forty-five hun-
new health su ters were developed and stocked in rural areas
in the past 3 years. Malaria incidence has been reduced from 72
percent in 1958 to 1.57 t.
These are sample indications that the goods are ing through to
the people, and much good work is being done by the Vietnamese.
V&e(z);m not indifferent to corruption or diversion of ATD
One of the main purposes of our l{)eld staff and of the U.S. military
advisers at the district level who work as part of our civil effort 18
to assure that the U.S. aid commodities are nsed as intended, for the
benefit of the people. Where misuse of our assistance is found, we
report the matter to' the proper Vietnamese authorities and ask for
disciplinary action. In one case, we suspended all aid to a province
until the problems were corrected. Within staff capabilities, we
conduct end-use audits in the provinces. The mission now is plan-
ning a comprehensive audit survey which will include visits to all
provinces and examination of procedures and controls in the field.
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We could reduce misuse or inefficient use of AID commodities if
we moved in enough Americans and managed the jobs ourselves.
Clearly this would not be the way to build responsive and responsible
Vietnamese local government or to win the commitment of the people
to the work of their own government.

Apart from audit and inspection, our basic approach is to work
with and nurture the best leadership available, demonstrate by ex-
ample American standards of public service, and constantly press the
Vietnamese higher authorities to enforce the law and assign good
peo%}e to serve In district and provincial governments.

T hope these comments have responded to the questions which con-
cerned you.

Sincerely yours,
Ruraerrorp M. Poarts,
Assistant Administrator, Far East.



GLOSSARY

AAA—Army Audit Agency.
ADP—Automatic data processing.
AFAG—Air Force Auditor General.
ATD—Agency for International Development.
AYK—A1d-in-kind.
AMA—American Medical Association.
C. & M.—Construction and maintenance.
CBS—Columbia Broadcasting System.
CID—Commercial Import Division.
CINCPAC—Commander in chief, Pacific.
CIP—Commercial (commodity) imémrt program.
C%-MUSMACV mmander, U.S. Military Assistance Command
1etnam. _
DCAA—Defense Contract Andit Agency.
DOD—Department of Defense.
FSIC—Foreign Service Inspection Corpa.
GAO—General Accounting Office.
GSA—General Services Administration.
GVN—Government of {South) Vietnam.,
1G—Oflice of the Inspector General.
IGA-—Inspector General for Foreign Assistance.
IMF—International Monetary Fund.
JCS—Joint Chiefs of Stafl.
JUSPAO-—Joint U.S. Public A flairs Office.
MAC/V—U.S. Military Assistance Command/Vietnam.
MIS—Management inspection stafl.
MPC—Military payment certificate.
NACO—National icultural Credit Ofiice.
OSB—Office of Small Business.
OSD—Office of Secretary of Defense.
PHD— Public Health Division.
PMO—Postal money order.
POL—Petroleum, o1l, and lubricants.
PSD-—Public Safety Division.
PX-—Past exchange.
RMEK-BRJ—Raymond, Morrison-Knudsen, Brown & Root, and J. A.
Jones,
SVN-—South Vietnam.
TNT—Trinitrotoluene.
USDO—U.S. disbursing officer.
USTA—U.S. Information Agency.
USIS—U.S. Information Service.
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ADDITIONAL VIEWS OF HON. DONALD RUMSFELD AND
HON. ROBERT DOLE

INTRODUCTION

The undersigned concur in the facts developed and support the
recommendations set forth in the committee report. Because legisla-
tive aspects of 11.5. involvement in southeast Asia fall within the
jurisdictions of several committees of the House, the committee report
properly is limited to the areas of jurisdiction of the House Com-
mittee on Government Operations. The following comments are a
result of the fact that the findings and recommendations of the com-
mittee and, indeed, the success of the U.S. economic and military
assistance programs in southeast Asia, must be considered in a
broader context.

FINDINGS

The committee report points up glaring deficiencies which were
found to exist in many aspects of the various U.S. nonmilitary activi-
ties in South Vietnam. They include:

A shocking absence of adequate inspection and review by ATD
in administering the commodity import program and other assist-
ance activities.

AID’s failure to conduct even the minimal number of audits
necessary to ascertain the effectiveness of present levels of
assistance.

The General Accounting Office, the various military accounting
agencies, the Departments of State and Agriculture, the U.S. In-
formation Agency, and the Post Exchange Services have either
failed to conduct andits and reviews in Vietnam or have done so
only on & limited and haphazard basis.

ATD officials in Vietnam have held up the initiation and the
completion of necessary audits on ATD’s operations in that
country,

Some functions of the assistance programs are overstaffed,
while others are seriously undermanned.

The high turnover and lack of training and experience of some
personnel have resulted in serious deficiencies.

The United States has failed to establish the necessary lever-

with respect to the joint United States-South Vietnamese
:%31% especially since the dramatic change in the U.S. commit-
ment since 1964.

ATD and the other U.S. agencies have failed to staff programs
in Vietnam with personnel having adequate language ability.

Port operations in Vietnam have been disorganized with the
result that substantial numbers of ships have had to wait for long
periods before unloading cargoes.
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Disorganization in port operations has resulted in the diver-
sion, theft, and spoilage of large amounts of cargo.

Too little emphasis has been placed on civilian medical
nssistance.

The result of these deficiencies in operations in Vietnam has been
that the U.S. economic assistance programs have failed to appreciably
assist the Vietnamese in developing a more stable and secure society.

The committee report states in its conclusions as follows:

The American taxpayer has a right to expect that the
degree of economic progress realized in Vietnam is commen-
surate with the vast expansion of the U.S. program of
economic assistance. U .S. officials must not hesitate 10 insist,
when necessary, upon the kind of cooperation in the economic
field which the GVN has already promised on numerous
oceasions, most notably at the Honoluln Conference in
February of this year.

The findings. conclusions, and recommendations of the conunittee
report, while valid and important—and which will undoubtedly resnlt
in savings to the American taxpayer—do not touch the broader
problem.

THE PROBLEM

The United States has committed billions of dollars and hundreds
of thousands of military and civilian personnel to Vietnam. Thou-
sands of lives have been lost and additional heavy losses can be
expected. Equally important, precious time has been lost. Unless
we can advance the economic, political, and social developinent of
Vietnam, any military suceess will be limited and of httle lasting
value.

Twelve years have elapsed since we began contributing economic
assistance and manpower to South Vietnam. Yet, that nation con-
tinues to face political instability, lack a sense of nationhood, and to
suffer social, religious, and regional factionalism and severe economic
dislocations. Inflation continues to mount, medical care remnins
inadequate, land reform is virtually nonexistent, agricultural and
education advances are minimal, and the development of an honest,
capable, and responsible civil service has hardly begun. Commumist
military activities in Vietnam continue, land areas under dispute
remain at a high and relatively constant level, acts of terrorism acenr
daily, even in supposedly secnre areas.

The nature of the struggle in southeast Asia is relatively new. One
seldom sees large armies masced along a well-defined frout. The
pressures being exerted by the Vietnamese Communists to underniine
the South Vietnamese (Government are more subtle, but no less
effective. The well-disciplined and flexible tactics of the Vietnamese
Communists, the highly developed infrastrncture, the access to nearby
sanctuaries, the absence of a Innguage capability on the part of 1.5,
personnel, the shortage of Vietnumese military and civil leadership.
and the tragic scars on the Vietnamese people after decades of war, all
have made the task more difficult.

It is anticipated by the administration that with the dramatic mili-
tary buildup, the United States can gain a measure of military success.
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But it must be realized that such success will be only temporary, lack-
ing considerably greater progress in the nonmilitary aspects of the
problems in South Vietnam. Surely the gravest problem facing the
United States and the Government of South Vietnam is the almost
total lack of success on the nonmilitary side of the effort. All could
be wasted unless the political instability, religious and regional dif-
ferences, and the severs economic difficulties are remedied.

CONCLUSION

Recognizing the difficulties, the fact remains that lacking success in
meeting the economic, social and political problems, the 1].8. effort,
with thousands dead and billions spent and precious time lost, could
be completely wasted.

If there is a single lesson to be drawn thus far from our experience
in South Vietnam, it is that the United States, and, indeed, the free
world, have failed thus far to develop strategies, programs and tech-
niques to meet the Communist pressures which exist in southeast Asia
and el-ewhere in the world, point to point, early.

We have failed to develop the capability to assist a nation request-
ing our aid in developing political, economic, and social stability.
‘We have found that the today crude, World War II type responses to
these new and more subtle pressures are inadequate, often ineffective,
and frequently inapplicable. Without political and economic sta-
hility, without a sense of nationhood, without the forms of citizen
action and responsibility, which we in this country take for granted
and which have been the source of our progress, the South Vietnamese
people will be unable to retain any measure of freedom which the
United States might be able to help them achieve,

While the committee report points out specific shortcomings in the
administration and audit of current programs, it fails to point out
that a complete review of 10.S. policies and programs with respect to
the nonmilitary side of the effort must be unfertaken if we are to
reverse this trend.

It is essential, therefore, that the United States establish policies
and priorities which will meet the political, social, and economic
sitnation as it exists. It is also essential that the United States
develop the necessary management tools and administrative skills to
earry ont snch policies and programs effectively.

The committee investigation pointed up serious problems relating
to the administration of programs of the United States in South
Vietnam. The administration has demonstrated a willingness, al-
though helatedly, to undertake necessary changes to implement many
of the recommendations made in the report. But this 1s not enough.
The administration has failed thus far to undertake a broader reevalu-
ation of our policies and approaches. No matter how efficiently the
present policies are administered, the real problem is the development,
by the United States, preferably working in cooperation with other
free nations rather than alone or almost alone as at present, of pro-
grams and techniques and approaches more suitable to meeting the
pressures as they exist in Vietnam.

Donaip RumsFeLD.
Rosert DoLE.



ADDITIONAL VIEWS OF HON. OGDEN R. REID

If the promise of social and economic change in the villages and
hamlets of South Vietnam is to be realized, greater emphasis must be
placed on reform by the Saigon government.

Meaningful land and education reform wilt come only if there is
more of a basic commitment to change, beginning with the recogmition
by the Saigon establishment and the mandarins that the relative status
quo must yield to the needs of the future.

Significant land reform is essential if the people of the rural areas—
comprising about 80 percent of the population of South Vietnam—are
to have a sense of participation in their future. Reportediy, up to 2
million acreas—some expropriated by the French—have vet to be dis-
tributed. Unless there is a major land reform, many peasants will
continue to lack faith in their future and confidence in government.

Secondly, greater efforts must be made by the South Vietnamese in
education, at all levels, but especially at the high school and university
level. Without a baccalaureate or gnuble baccalaurente degree, many
South Vietnamese, especially those in rural areas, are virtuallv denied
the opportunity to serve in the government or in the officer ranks of the
military service.

Thirdly, the United States must strive harder to assist the Govern-
ment. of South Vietnam in training a capable and responsible civil
service. All too frequently, inefficiency and instances of corruption
have been present. Representatives of the merchant and land owing
families are entrenched in various strata of this bureaucracy. Under
present circumstances, their nosition is so solidified that even after the
cessation of military hostilities, they may be able to perpetuate their
control. If this is permitted to happen and if ineﬂ'}:?enc_\' and cor-
runtion are nnt overcome at the province and district level as well asin
Saigon, the Vietnamese population will have little opportunity to raise
their standard of living.

Lastly, while the forward military stra has helped to keeP main
force units off balance, greater emphasis should be placed on “secure
and hold operations,” perhaps not dissimilar to the tactics employed
in the Greek war against Communist guerrillas,. Rural pacification
and reconstruction programs will be less than meaningfal withoat
security and less than visble without major reforms to back them up.

Rigorous reform in these and other areas by the South Vietnamese
Government is important if the United States is to succeed in assisting
the Vietnamese people to meet the revolution of rising expectations—
which to many is almost a “lost revolution.” It is questionable whether
half measures will succeed—a much higher priority to genuine reform
and commitment to action appears essential.

OopEN RED.
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ADDITIONAL VIEWS OF HON. JOHN E. MOSS, CHATIRMAN,
FOREIGN OPERATIONS AND GOVERNMENT INFORMA-
TION SUBCOMMITTEE

I subscribe and concur thoroughly with the comments expressed by
Congressman Ogden Reid.

However, n careful review of the additional views of Congressmen
Rurusfeld and Dole clearly indicates that all matters covered in those
views are merely a restatement of findings in the report which was
adopted with but one dissenting vote by the Committee on Govern-
ment Operations. They add in no constructive way to the recom-
mendations made by the committee. It is obvious also that no issue
is taken with the diligence of the investigation.

The committee wi]Fcontinue to maintain the closest of surveillance
over all programs within its jurisdiction to make certain there is full
implementation of corrective measures. It is my hope that this effort
can be a bipartisan one—although T must confess disquiet over the
negative tenor of the additional views of my colleagues, Mr. Rumsfeld

and Mr. Dole.
Joan F. Moss.
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