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PREFACE 

This is the first comprehensive congressional report ever writUm 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 
;" the committee's duty nnder the Rules of the House of Represent .... 
tives. We are the watchdog of the Congress and are charged .nth the 
mandate of pointing out those areas where the economy and the e8i­
eiency of Go\'ernment operntions can be improved. Unquestionabl:r. 
Bnother report could be written about the great dedication and sacn­
nCE<) of thousands of American civilians in Vietnam who toil tirelessly 
in our aid effort there. 'We saluu. them. "'e commend also the offi· 
cials who direct this ,ital work at borne and abroad for their coopera.­
tion in this investigation. They gave the committee wide freedOm of 
at-eess to necessary files and otber information. 

The committoo is convinced more than ever as a mm1t of this stu~ 
that there are really three wars raging in Vietnam. There is .. mili­
tary war, a political war, and an economic war. Without victory in 
the last, SllCcess in the other two ""uld be meaningless. Thus the in­
Umt of tilis repol't 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 forcefnlly advanced, victory and ~ 
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 INVF.8TIGA TION OF THE u.s. ECONOAnC A1ot'D 
MII.J:TARY ASSISTANCE PROGRllfS IN VIETN,.U[ 

0C'r0BR 12. 1968.-Comm1_ to the CommIttee of the WlIoIe B~ OIl tho 
State of the Union ODd ordered to be pr1nb!4 

Mr. DAWSON, from the Committee on Government Operations, 
snbmitted the following 

FORTY-SECOND REPORT 

BASED ON A. STUDY BY THIll FOBlllIGN OPlilRA.TlONS AND 
GOVERNMENT INFOJl.MATION SUBOOJOUrl'KE 

On October 6, 1966, the Committee on G1lvemment Operations 
approved and adopted a report entitled "An Investigation of the U.s. 
Economic and Military Assistance Progrnms in Vietnam:' The chair­
man was directed to transmit a. copy t .. Ule Speaker of the House. 

I. INTRODUCTION 

In the last fiscal yea.t"1 the United States spent $500 million for 
economic assistance to Vietnam and provided another $138.5 million 
in agricultural oommodities. This repnlSents almost $1 out of every 
$4 spent by the United States for economic assistance throughout. the 
world. Since 1963, when the U.S. ec .. nomie assistance propam began 
in Vietnam, the United States has spent more Ibn $3 billion for aid 
to that t;OUthea.st Asia.n country, almost all of it in the fonn of 
outright grnnts. 

A substantial increase in the infiltration of Communist North '\let­
nwnese troops into South Vietnam began in late 1964. The Com­
munist expansion of the wa.r brought forth, in addition t .. the increased 
U.S. military commitment, a corresponding in""""",, in U.s. economic 
assistance. 

1 



2 AN INVESTIGATION OF U.S. PROGRAMS IN VIETNAM 

Some committee members feel tbe Agency for International Devel­
opment (AID), may have tried to do too much, too soon. The U.S. 
economic assistance pro~ has mushroomed enormously in the last 
year and vast resources III some instances have been utilized without 
the kind of planning that should have been dictated by simple con­
siderations of efficiency and ec'Onomy. Certain programs, such a" 
eommodity imports, have been expanded without being carefully 
thought out in advance and without the setting of clear priorities. 

Some of the mistakes made by AID in it.. commercial import !. 
p'rogram for Vietn.am in the past. year already had been made in 
SImIlar programs III other countrIes III the past. Unfortunately, 
AID did not learn from its worldwide experience of the gast 20 
vears in eon""ivin~ and executing much of its program for vietnam. 
Booause of the CrItical situation in Vietnam and the very real po .... 
sibility' that the United States may one dav be called upon to face 
a similar crisis in some other part of the world, tI,e committee he-
lieves that the reoommendations contained in th,S report should be 
implemented without delay and that the deficiencies noted here must 
serve as costly lessons for the futuro. 

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

AID's hasic 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 t<> fight against Communist 
subversIOn and insurgency in the ~",untryside. To achieve these ob­
jectives, AID has initiated or increased its support for a wide variety 
of programs which can be divided into six basic categories: rural can­
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 sucoossful, our aid must effectively reach the 
mll.SS<es 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 mus!r-in the course of its as.~istanc_ 
urge actions by the Government of Vietnam which will bring a'bout 
such basic things as land reform, improved education and health and 
the chanee for a better life. The rehabilitation of refugee"! and tbe 
election of honest and just officials in the villages are of major 
importance too. All of these are necessary stepe toward building a 
truly representative and responsive Government of Vietnam. 

We helieve that the AmerIcan lubEc will continue to support our 
large AID program in Vietnam i these changes aI1l g<muiruily sought 
by the Saigon government. But. progre.ss must be clearlv evident,. 
not<>Iuy to the Vietnamese peasant, but also to the American'taxpayer. 

Because of this, the United States must he firm in conditionmg its 
economic aid to the achievement of progress in these importa,nt areas 
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AN INVESTIOATION OF U.s. PROGRAMS IN VlETlUK 3 

~henever possible.. The war crisis makes this dillicult but not 
ImPractlea.l. 

The need for stronger controls over the actual administration ot 
our AID program in Vietnam is discnssed in detail in this report. 

In the early months of 1965, basic decisions were made by our 
Government which led to a larg&-scale increase in the U.s. military 
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 1965, 
when the U.S. economic assistanoo program in Vietnam _ being 
incre&ll6d from an aunuallevcl of $368 million to $728 million, numer­
ous allegations of inelliciency, waste, diversion, and corruption in the 
program and related &reas bea"an to be reported in the United States. 

In January of this year, Chairman John E. M_ of the Foreign 
Operations and Government Information Subcommittee of the Ho\lS& 
COmmittee on Government Operations met informally with a num­
ber of U.8. officials responsible for administering and overseein( the 
aid program in Vietnam. On February 3, 1966, the subcommittee 
heard testimony in executive eeesion from Mr. Rutherford H. Posta, 
AIDs Assistant Administrator for the Far East, and Mr. Oye V. 
Stovall: the Director of the International Opetations Division of the 
GeneraIAccountingOllioo (GAO). 

Under Cbairman Moss' direction; the subcommittee stall' continued 
to gather information on the U.S. aid progtam in Vietnam during 
the months of February and March and a preliminary report of the 
staff's findings was submitted to the subcommittee on March 23, 1966. 
Cha.irman William L Dawson of the Committee on Government 0per­
ations then authorized extension of the inquiry 0_ On March 28, 
] 006, three stall' members were ordered to start detaiJed inYestigative 
work in Vietnam. At that time, it was anticiJ>&ted that mmnbers of 
the subcommittee would join the stall' in SaIgOn a week Jatar, but 
demonstrations and violence in Vietnam shortly after the staff's 
arrival prompted the U.S. Ambe_dor to cable Washington raquest­
ing that the visit to Vietnam be postponed until _diuons imprOved. 
The subcommittee's original plans were tempotarily canceled in defer.. 
ence to the Ambassador's request, but the stall' members remained in 
Vietnam for 12 days BlId continued to gather information from many 
so1ltteS, both olIicial and unollicia.!. 

On May 6, 1966 following the easing of riot~ in Vietnam, the 
subcommIttee left Wasbin2ton for a lO-day inspectIon tour of aeleeted 
areas of the Far East. 1'be other members of the nbcommittee ac­
com~ying Chairman Moss were Representatives John S. Monagan, 
DaVId S. King, Henry Helstoslri, Robert P. Grillin (now a. U.s. Sina • 
tor~l and Donald Rwnsfcld. Representative Howard H. CalJa_y 
of tile Military Opetations Snboommittee also pa.rticipated in the 
invEOltigation in Vietnam. RApre.-entatives Ogden -n. Reid, Torbert H. 
){acdonald, and David S. King also mnde sepatate in\'eStigath'e trips 
to Vietnam. Their observations and the information ther obtained 
during theee trips contributed materially to this invest igatlon. 
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The subcommittee spent 5 days in Vietnam and formal hearings 
were held at the AID mission's main building in Saigon. Members 
of the subcommittee also conferred at lengHl with top officials of 
the AID mission, the U.S. Embassy, tlie U.S. Information Agency, 
and the U.S. military. One day was spent in inspecting new port 
faeilities Ilt Cam Ranh Bav, 200 miles northeast of Saigon, Ilnd 
pacification, police traini~, "and refugee programs in and near Vung 
Tau, at the mouth of the SaIgon River. Additional hearings were con­
ducted in Bangkok, Taipei, and Hong Kong on mat.ters specifically 
related to the aid program in Vietnam. 

The subcommittee returned to Washington on May 16 1966. The 
hearin~s held in the Far East are highly' classified and comprise a 
totnl ot 701 pages of testimony and exhIbits. The transcripts and 
documents are in the committee liles. 

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 For~ign Assist.anc,e 
Act or 1966 which was approved by the House and subsequently 
accepted 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 ,md 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 as.~istance 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 admmistration and the 
aurveillance of programs in Vietnam in the past 9 months. The major­
ity of these improvements have either been initiated or speeded as II. 

dIrect result of the committee's inveJ!tigation of the aid program and 
related matters. 

Ou July 19, 1966, AID'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 excessive7 given priority to the personnel 
buildup in other aspects 0 the (Vietnam) j>rogram • • • 
at the expense of adequate support, strengthemng of the man­
agement, and data-,athering 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 inaicates we could have done it earlier. 

On Angost 17, 1966, the Assistant Secretary of Defense for Man­
power, Thomas Morris, adviSed the chairman in It letter (exhibit 1): 

.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 effOl:t 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 eartlI!Ilt hope 
that the comprehensive exehange of information whieh tOOk 
place in the course of the hearings will faeil itate the continued 
close association between us w!itch has pro.en so effective in 
assu.mg the orderly conduct of our allall'S in the Republic of 
Vietnam. 

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 Ins~r General, Department of Agrieul­
ture, on August 21), 1966 (exlllbit 2), and the Director of the U:S. In­
formation Ageney on August 15, 1966 (exhibit a). 

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 efficieney. .Many of the changes that 
have been instituted in tec;!nt months have not yet become fully opera­
tional and it remains to bo seen how etl'eeth'e they will he in pl1lCtice. 
The committee also has additional recommendations for improvementa 
which am contained in the body of this mport. 

The committee has a continuing interest in the development of an 
efficient and economical aid program in Vietnam and intends to bep 
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 h"" been accompanied by enormous 
problems for United Stntns and Vietnamese economic planners. In­
flationary pressures on the economy of Vietnam have been severe in the 
1ast year and Ii half. The very existence of the Vietnamese Govern­
ment could be dependent upon finding a satisfac1l.lry solution to the 
problem of irrllation. 

The cost of living in Vietnam increased at an annual rate of 74 per­
eent in the second quarter of this year a8 opposed to an annual rate 
increase of onl~ 3.5 pereent as recelltly as early 1965, before the begin­
ning of the bUIldup. The effects of a galloping irrllation of this sort 
are felt most acutely by persons Iivint\ 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 
Govermnent employees offers mducement to the sort of administra­
tive corruption which could lead, eventually, to a mass 10"8 of popular 
confidence in any government. Inflation can force civil servants to 
take jobs on the side in order to make ends meetl..thereby increasing 
absenteeism and reducing their efficiency in olllcial nuties. Low 
s"Jaries in the civil service also IIlake Government worken 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 
problems and reduces the effectiveness of the army as a fi~hting force. 
Paradoxically, 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, incrf'ased by about 30 percent in the first 6 months 
of this year. "The price of rice," one o1lici .. 1 is quoted as saying, 
"could put a lot bigger mobs in the streets than the monks can muster." 
Because of inflation, !Jar girls and taxi drivers can make more money 
than cabinet ministers. Middle.. and low-income hmilip"" are force<i 
to move into inadequate quarters when rents are raised beyond their 
ability to PRY, and owners of needed commodities are encouraged to 
make speculath'e profits by holding goods off the market while pric,e" 
are rising. ~ 

Causes of Inllation 

The foregoing is intended to be merely illustrative of the seriou;;.. 
ness of infl.ation 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 (OVN) 
budgetary deficits; and inereased Sl*lding by U.s. elements for con­
.struction, operations, and personal expenditures.. 

L GVN budgetary tlelkiU.-In 1963, tbe OVN ran a deficit of 2i 
billion pia.sters on a total bu~ of ii2 billion pia.sters. Prior to tbe 
devaluation of the pia.ster, which was announctid in June of this year, 
the 1966 budget was set at 55 billion piasters and the simated deficit 
was 20 billion pia.sters. A general wage increase of from 10 to 30 
percent for Government employees was announced at tbe same time as 
the devaluation and it has been estimated that this, plus the incn!ll.Slld 
costs of goods and services to the GYN as a result of the devaluation, 
will increase the original e.stime!e of this year's deficit by 10 to 20 
billion piasters. 

Two factors combine to Illllke it unlikely that the OVN delicit can 
00 significantly reduced in the near future. The first of these is the 
abliolute necessity of a high le"el of spending for both defense and 
civil programs under present war conditions. The GYN budget has 
already been pared to what is thought to 00 an absolute minimum and 
further reductions are not, in the opinion of both Vietnamese and 
United States officials, either militariry or economically feasible. The 
second factor is the unlikelihood that a sim!!le increase in tax rates 
wou1d resu1t in a significant increase in GVN tax m:eipts and a cor­
responding reduction of the delicit. This resu1ts from the limited 
GVN administrative. capability toenforeehigher ta:xesand the absence 
in Vietnam of a public traditIon of tax oomplianee. 

2. Spending by U.s. elemellt&-Tbe U.s. Military hmetance 
Command/Vietnam !MAC/V) in January calculated tllat the aver­
age U.S. soldier in "ietnam spends $45 a mouth in pia.sters. Using 
this figure, it was estimated that total U.S. troop spendina' in Vietnam 
this year will be $182.5 million, or 21.6 billion plasters. Expenditures 
by contrector employees were estimal4!d ttt 0.25 billion piasters ... d the 
local currency costs of military construction p'roj.,.-ts at 8 billion pias­
ters. Once again, ti,e recent devaluation wlll probably s.!n·e to in­
creas& this latter figure. Th""" thn>e elements total an expenditure of 
almost 30 billion plasters from U.S. sources for purposes directlv re­
lated to the war etlort. A revised estimate proVided bv the. DOD on 
September 29, 1966, indicates that per caj?ita monthly plaster expendi. 
tures ... iII probably fall in the ... mge of $30 to $36 for this year. On 
this basis, the DOD estimates tbat total U.s. troop spendin@: in Viet· 
nam will be about $100 million and, in consequence, Iota I p,aster ""­
penditures from U.S. sources for purposes diroctJy related to the war 
etlort should be lower by an amount equal to $8'2.5 million. 

Recent GVN III_res To Combat Inllation 

The tremendous infusion of piastel'!! into Vietnam's reonomy ...... It· 
ing from large budgetary deficits and inc ... nsed U.S. militarY spend. 
in~ has brougllt about a classic inflationary siluation witll t;", much 
m"ney chasing too few goods. Much of the n""d for additioll.11 pias­
ters has been met simply by printing additional quantities of hank· 
notes as needed. In Hld5 the money supply increased by 75 pE'm1'l1t 
from 2i billion to an estimated 47 billion piasters. During the first 
4 months of 1966 there was a further inC1't'1lSe of 18 percent to 56 bi!· 
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lion piasters. The uncertainties inherent in a period of rapidly rising 
prices not only tend to weaken confidence in the ability of the Govern­
m~nt to bring the situation under control but also act as .. powerful 
inducement to currency black marketeering, ilIe!;"1 acguisition of gald, 
aHd other transactions resulting in illegal capItal Il1ght, which pro­
videsll form of financial security independent of the value of the pias­
ter. In order to control what was ganerally conceded to be the wide­
SjJread existence of such practices and in an attempt to bring greater 
stability to the value of the {,iaster, the GVX announced the implemen­
tadon of major new eCOnomIc measures on .Tune 18 of this year. 

Primary'among these was Itn 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 t"tal 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 G VN to study Vietnam's 
economic problems. Although the devaluation" as expected, resulted 
in an immediate increase of about 25 percent in tne $"neral retail price 
level! it is reported there are already signs that pnces 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 regnlations, and the free sale of gold 
to authorized jewelers. The W9.!(O increase, although inflationary in 
effect, was necessary fW' reasons discussed previously. The liberaliza­
tion of economic regolations includes the opening of the previously 
closed list of firms authorized 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 circulation. 

Re~nt U.s. Measures To Combat Inllation 

The United States, on its part, has also undertaken a series of meas­
ures designed to help curtail inflation in Vietnam. A recent S50 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 require Ai to work longer hours than usual and to bank a large 
part of their, salary in the UniW States, thus cutting down on the 
op~ortunity to spend money they earn on the local economy. The 
Umted States has also taken steps to reduce troop spending on the 
local economy. U.S. banking facilities were "pened in Vietnam in 
the month of J ulv and special accounts with particularly attractive 
terms, designed to 1ure the savings of servicemen, have been established 
for military persomlel. A sYbtem of military' payment certificates 
(MPC's) valid only in U.S. official or related Installations, was insti­
tut<ld on September I, 1965. All U.S. personnel, militarv and civilian, 
including contractor personnel, are now paid in MPC's und it is a 
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violation to exchan¥'l MPC's for piasters otl,er than through a u.s. 
disbursing office. U .8. officials are studying the pos;ibility of moving 
large numbers of U.S. troops outside the Saigon area, putting Sap 
off limits to some troops, and using recreation areas outside of ",et­
nam more extensively. These and other moosures designed to reduce 
DOD piaster expenditures in Vietna.m are detailed in a Jetler from 
AsSistant Secretary of Defense, Thomas D. llorris, dnted August 1., 
1966, which is included as e;shibit 1. The United States has "Iso pro· 
vided professional customs and tax guidance to the G YX in an 
attempt to improve Vietnamese customs administration and incn!aS& 
Government reVenues from this source. In early August, a. White 
House mission headed by Economist Robert Nat,han spent.2 weeks in 
Vietnam studying the feasibility of these and other measures by 
which the Umted States could help control inflation in Vietnam. 

With the exception of the MPC system, most of the above measures 
have been unde~en during the period of the subcommittee's in .... 
tigation. The major tool WIth which the United States is a.ttempting 
to combat inflation in Vietnam has not vet been discussed and it is 
the subject of the following section. Tfiis is the $-120 million U.s. 
commereial import program . 



III. COMMERCIAL (COMMODITY) IMPORT PROGRAM 

O>mmittee investigation disclosed that the United States has pro­
vided over $1.7 billion worth of consumer goods and raw materials 
ior 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 
int<:> the country at tbe time of the subcommittee's investigation (a) 
without any determination as to whether the quantities imported were 
excessive and could be properly and efficiently ahsorbed into the Viet­
namese economy, (0) without any determination as to whether certain 
types and grades of commodities were luxurions under current condi­
tions in Vietnam, (0) without any determination as to the quantity of 
stocks on hand and in the supply pipelines, (d) 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
f"ll profits and corruption, fed inflation, and Ileprived the United 
Stat"" of maximum benefit from its assistance programs. 

Uriefl,Y, the mechanics of the CIP are as follows: 
AID ISSues proeurement authorizations permitting the purchase of 

certain approved commodities and sets up dollar credits against 
these authorizations in U.S. ban1<s. In Vietnam, importers reg­
istered with the GVN invite bids from the United States or other 
authorized countries. These are authorized countriE'S, 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 tlll'OUgh 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 credits 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 GYN-owned counterpart fund 
which theoretically is iointly controlled by the United States and the 
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GVN.' The Counterpart funds generated through the CIP are UIII!d 
to support the military eftort ani! economic programs of the GVN. 

The need for correetive action such as the establishmeot of sound 
management policies and tighter controls has existed sinoo the begin­
ning of the CIP more than 10 years ago and has long been recog­
nized. In July l00! th., General Accounting OIIice (GAO) reported 
on inadequate policies alld practices in financing commercial imports 
and in the admini'ltration of other finMeial elements of the eronomic 
and technical assistanoo lrogram for Vietnam betw""" 1958 and 
IP62. The GAO report... on profiteering, overpricing, and the im­
port of nonessential commodities under the CIP: the imprudent use 
of forei~ exchange for luxury goods by tlie GVN; and the 
lll1realistle dollar-plaster .. xdumge rat" which prevailed from 1955 
to 1962 and a resulting shortnge of the necessary local currency to 
Jinance military, economic and coun""rinsurgency programs. Sinoo 
the GAO study WAS rAlmpleted, other studies have been made by of­
ficials of AID and the Trensury Department and the same deficien­
cies have been id"ntified repeatedly. As a result, sweeping cb8JlgeB 
bave been reeommended On numeroua ocCIISions. 

It was not until the subcommittee initiated its inveatigation, how­
e""r, thM AID took aggressive action to implement such cballW!S­
"No question nhout it," AID's Assistant Administrator for the Far 
East stated in on appearanoo before the subcommittee on .July 19r 1966, "this progrnm needed a great de,,1 more man~ment-we fee 
very uncomfortable with the absence of knowledge In trying to run 
this program." He advised the chairman, "your subcommitt ... ·$ in· 
torest in tltese problems has been very effective, certainly & very use­
ful stimulus to our own people and more than & reminder to 
the Vietnamese Government that the U.S. Congress and people 
are concerned and hA'" a right to express ooncem abollt the uses of 
AID funds:' The more sel'jOWl deficiencies and problems which pre­
,-..iled in the CIP <luring the subcommitt~'s investigation and the 
correcli"6 action initiated hy AID to eliminate many of these defi­
ciencies and problems are presented below. 

Changes Instituted by AID To Curtail Lasity ill Determining 
Commodity Refluirements 

At the time of the subcommittee staJr's investigat.ive trip to Vietnam 
in Marclt 1966, tbe basic l.'ul'J'O"" of the CIP was to combat inJJation by 
providing seemingly unlimited funds to meet the market demand for 
commodities approv"" for financing undpr AID. Pulling it another 
way, the llilderlying philosol.'hy was to lIood the Vietname9& markets 
with enough AID commoditIes to "sop up" the excess local currency. 
In spite of AID's philosophy, intlation soared. Prices almost dou­
bled in 1966 am! increased another 50 pereent in 1966. lloroo-rer, 
the AID mission in Vietnam had neither the man~ment tools nor 
the personnel to administer an ~ffectiye commodity Import pl'Of!'mm. 

Commodity requirements for Vietnam were being established wit hin 
broad categories I\lld only on the basis of import applications from 

IBM ehapter V. '''Uae a.od ('I> .. trol of Ptaaten Gfllented bJ' 'CA Propuu." p. as. 
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Vietnamese importers without regard to the real ueed for or ultimate 
use of the commodities. Information essential to the determination 
of sound and realistic requiremente 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. ()f the sub­
committee's investil!"tive trip to Vietnam in May 1966. The position 
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 inveutory of com­
modities in Vietnam, Information on outstanding license applieations 
was avaiiable at the National Bank of Vietnam, but AID personnel 
doubted the a('Curacy of the information, 

The subcommittee c,mcluded, after intense review and analysis of 
the basic purl'0se and operation of the CIP in Vietnam, that the 
manner in whICh the import program was being administered by the 
AlD mission was contrary to sound management practices in Govern­
ment operations and was contributing to-rather than preventing­
widespread abuses. The sulx-~mmittee expressed this view to respon­
sible AID officials during its investigetive trip to Vietnam in May 
1966. 

During executive hearings held in Sai~n on May 10, 1966, the 
subcommittee voiced grave concern about the "free enterprise" system 
adopted by the AlD mission as the basis for determining ~uire­
manls and importing commodities under the CIP, the mimmum 
amount of involvement and control bv 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. 

Concerninl!' the "free enterprise" or "market demand" system. the 
AID mission's Associate Director for Program anrl Economic Policy 
stated that "The national re<Juirement 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-

detel"IDined by importers, in their requests for import li­
censes. We (.AID) have not trierl to egtablish n government 
control system here (in Vietnam) of determininrr b~' flat what 
we should import-in other words, what is good for the Viet­
namese to h,,'. Or whot is not good for the Vietnomese to 
have. The whole system in Vietnam has I",.n h"""cl on the 
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:freedom of the individual importer to make his own decisions 
based on his o .... n knowledge of the market and what he feels 
00 can sell. 

These AID oIIlcio.ls advised us that the "free enterprise" system was 
not applicable in the CI\Se of commodities which were luxurious or 
could be used as war material by the Vietcong. Subcommittee in"esti­
gation disclosed, however, that quantitlltive Rnd qunlitative !iludies and 
analyses of commodities for the purpooeof identifying luxury and war 
materials were not being made because of the laek of commodity 
analysts. 

The views expressed by the subcommittee during the hearings in 
Vietnam w .. re that: 
• The wartime and economic conditions in VIetnam, as oppos<>cl to the 

peacetime and economic conditions in the United States, were liar; 
conducive to a workable system of free enterprise. 

• The pre>;eut system with its lack of eontrols and records pennitted 
the importation of commodities several times in excess of national 
requirements and served as a souree for diversion of war and other 
materials to the Vietcong. 

• The present system alollg 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 doll .... encou~ 
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. 21-2-2.\ 

The mission's associate director for 'program and economic policy 
agreed that commodities in "xcess of VIetnam's true nUlional requi ..... 
mMts could be imported and dinrted to the Vietconj? under the svs· 
tern and stated that "in an:!, economy which bas as many uneertainiil'll 
as this one-military, pohtico.l, economic-there are many opportu­
nities for speculatioll." He and other top AlD oIIlcials in •• etna;m. 
however, were finn in their opinion that a symem of "free enterprise" 
Was the best ml\lUlS of accomplishing the primal"\' objective of the 
CIP; namely, to control inflatIon. • 

The subcommittee sharplv challelU(l'd this contention on the grounds 
that many factors, such as the war, tfie incapacity to produce essential 
goods, th" reliance on the Pniled States for bagic eon!'11mables. the 
speculative inclinations of the Vietnamese businessman, among other 
reasons, 0.11 work toward a captive rather than a free S)'!'tem. It is 
highly improbable that a "free enterprise" svstem whICh is in any 
sen9& comparable to the Weat could eriat in Vietnam under present 
circumstances. 

The deputy director of the AID mission in November 1965 had com· 
plained to AID/Washington (exhibit 4) about "the problems created 
by the hasty and emotional approacl> to 8J!S;stanctl to Vietnam." He 
referred to the manner in whIch the AID mission WII.~ managing the 
program as "both unconscious and unconseionable" and stated that 
tbe CIP and other prO/!I"!lllls were "vastlv overftmded. ~ 

In elaborating on th""" statements. he protested that "the 1966 pro­
gram represents the unfett"red dreams of each divi.ion chief without 
later meaningful tailored review," that "this program was dreamed 
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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 exceseive and 
thus prone to widescale mishandling, but eve;;rone reacts to even hints 
of need by all-out requests for more resources! 

The sUbcommittee heard testimony from the Deputy Director on 
Mav 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 sine,; January 1966 and had submitted his resignatIOn • 
to AID/Washington. He advised thesubcommittoe that he requested 
this assignment because of his inability to work with the AID mission 
director in Vietnam. 

Subcommittee investigation disclosed that recordkeepillg for the 
CIP in Vietnam was seriously lacking. Readily available information 
needed to determine sound and realistic commodity reqnirements 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 onlv 6 of the 55 major 
catogories of commodities being provided to Vietnam. This informa' 
tion was oom'piled manuallv and laboriously by mission personnel at 
the subcommIttee's request during the hearIngs. Prior to th" iuitia­
tion of the subcommittoe's investigation, only sc.attored information on 
licence appli~.ations being quest.ioned and some information on stoclm 
were available.. 

On July 19, 1966, AID's A.."Sistant Administrator for the Far East 
advised the subcommitt.,., 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 vil;(orously implemented 
should result in the determination of mOre reahstic requirements for 
some commoditi.e and curtail the la:;;ity which has prevailed in this 
area for years. The changes, however, do not constitute any basic de­
parture from the "froo entorprise" system under which the CIP is 
operatod. They merely constituto the establishment of certain pro­
cedures designed to match the quantity and quality of certain com­
modities programed with the true needs of the Vietnamese people_ 
Thev 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 recordke<>ping 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 J?8rform to the extent 
physically possible quantitative and qnalitatl've wmmorlity studies 
and surveys or the aetn,,1 market ;n Vietnam fnr chemic. 1,; iron 
and stool: industrial machinery, yarns and failr;es: nonmetallic 
minerals; food and fertilizer: tr'tn~portation eqnipment, tires, 
tubes and POL; and paper, pulp, newsprint and coal. Although 
the recruitment of commodity analysts and other personnel had 
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been delayed because of administrative and pl'fW'SSing delays. 
AID/WashinJrt;on took action to expedite the recruiting program 
for Vietnam :following the subcommittee inquiry into tile recruit­
ing program. 

• Strategic commodities which can be used by the V~ as ...... 
materials will be elll!'ely watched and limited to quantilles deter· 
mined to be essential for the commercial and domestic needs of 
South Vietnam. Pharmaceuticals, chemicals, expl(ll;ive products. 
and oortain types of iron and steel products have been Identified 
and designated a8 strategic commodities. The list of stmegie 
commodities will increase as the .. !forts of th .. Special Projects 
Division of the AID mission are intensi6ed and commodities in 
demand by the Vietoong are identi6ed. 

• Certain commodities will he yroeured in the United States and O\·.r­
seas on a consolidated basIS through the Grneral Services Admin­
istration (GSA). Combining requirements prior to procurement 
militates analysis of importer's requests, pipelines and stocks in 
country and permits more meaningful evaluation and iu~t 
as to the true need for the quantity requested and the priOrity of 
the request in relation to the entire CIP. Combining procurement 
holds promise of savings in proeurement and transportation due to 
the larger quantities mvolved l will preclude ooUusion between 
suppliers and importers, and Should relieve port congestion and 
expedite customs clearance. 

• An a.utomatic data processing (ADP) system will be installed 
to maintain a current accountability and record on the CIP. 
Three members of an ADP group were sent to Vietnam to deter· 
mine priorities and study th" best approaeh in establishing an 
ADP system in the AID mission after the subcommittee investi­
gation was initiated. Four ADP experts will be added to the 
/!!'2up when the study is rom,rleted to help install the system. 
"There is no question about it, the AID's Assistant Administra­
tor for the Far East advised the subcommittee, "we are woefullt 
inadequate in lmowledJre of it (the CIP) now, and of the uses. 

The above chan!!,," if fuO, and properly implemented by the AID 
mission should establish within the CIP a system of recordlmeping 
and some of the basic controls _ntial to the determination of sound 
and "",listie requirements for certain commodities. The snbcommit· 
tee, however, still has stronj!; reservations aoout lIsing a so-called "free.. 
enterprise" svstem, which it obviously is not. as the basis for deter­
mining the tiquirements for the remaining commodities. 

Changes Instituted To Exerdse Pro"er Surveillance Over tile 
CIP and Expand End-Use Cheea 

The AID mission in \jetnarn had neither the procedures nor the per­
sonnel to exercise proper surveillance over the en> and to insure 
efficiency and honp.ty in its implementation. Thus, the ('IP has ~n 
th" devI"" for su~h forms of corruption as pro6teerin/! through Sj>t'C­
ulation. fraud, smul!l!ling. theft, overpricing: and kiekbacks, under­
the-table pavmpnts, false oertifieation for origin of commoilities, and 
diversion to the Vietoong. (See pp. 25-30.) 
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About 2,000 importers have been authorized to import AID com­
mo,lities into Vietnam. The privilege was granted to these importers 
between 1956 and 1961. Although it is oommon J.."!IowleAlge that AID 
commodities are being diverted to the ,:ietcang, the :UD mission had 
not established proeedur~ for ehecki!,g the backgroun?, l.oyalty, 
honestv or secret connectIOns of these Importers. InvestlgatlOns of 
each applicant's political background and behavior were made. by the 
GVN at that time. The responsibility for monitoring importer activi­
ties since that time has been left to the GVN. Snhcommittee investiga­
tion disclosed that onlv 23 of the 2.000 authorized importers had been 
declared ineligible and blacklisted bv the GV~ because of infractions 
of AID regulations; 20 of the 23 lmporlers were blacklisted after 
the subcommittee init.iated its investigation. In lale June 1966, a 
mission blacklist committee was established for the purpose of iden­
tif:j<hl"' and suspending importers violating AID regulations. The 
COlnmercial Import Division, the Office of Finallcial 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 
permitted to enter the previously dosed 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 acth;ities. These conditio~s and col­
lateral, however, are not being reqUired of old firms and lmporters. 
AID/Washington advised the subcommittee on August 29 that the 
GVN took the position such a requirement would be contrary to Viet­
nameSe law. On July 19, 1966, AID's Assistant Administrator for 
the Far East advised the sl1heommit.tee that back~mmd 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 bll<lkground information on importers after they are c"'ftified 
by the GVN. 'I'h. investigative audit. stall' of the M1ssion Special 
Projects Offiee is in the proeess of estltblishing a list of importers who 
will be asked to fill out a questionnaire designed to help in analyzing 
the composition and working habits of any given firm. On a selected 
basis, these questionnaires will be screened lly the investigative audit 
branch to detsnnine the validity of the statement,s and to develop in 
greater depth more information on the activities of the finn. The 
mission hoped to have the questionnaires mailed out and returned by 
Augnst 31, 1966. 

Some AID personnel at high levels in both Vietnam 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 pnrport that 
the AID commodities recovered from the Vietcong by the military 
forces were more than likely captured by the Vietcong during villa.ge 



• 

AN INV:ESTIG<l.TION OF U,S, PROOIIAMI! IK VIETNAM 17 

raids. A:.n AID press rel_ dated J nne 19, 1966, reiterates the 
position talren by AID/WashJngton in February 1966 on tbe 
diversion of AID commodities to the Vietcong, In this release., AID 
inferred by presenting information in the form of" Allegation" verws 
"Fact," that charges of diversion of AID commodities to the VietC<IIIJ 
were unfounded, Upon careful reading of th" "Facts," how.ver, It 
becomes obvious thnt they do not refute the "allegations." 

On the other band, the subcommittee during its investigative trip 
to Vietnam in May was advised by the deputy director and other 
personnel of the AID mission in Vietnam that the large quantities 
of such commodities as iron and steel mill products, industrial machin­
ery and parts, cement, pharmaceuticals, and chemicals beinl\' imported 
into Vietnam were excessive. Since thev were of the opmion that 
the CIP had been left unmanaged, unnIl,lited nnd withont concern, 
t~ey believed wit,h good rellSOn that part of the excess, was be~ 
diverted to the V,etcong or black market, Th" d"ruty d,rector esti­
mated that "at least 60 percent of the aid is dh'"I1<', from the pUrp<ll!ile 
for which it is intended," He also stated thnt he had "circumstantial 
evidence" that some of the goods went to ('umbodia, Thailand and 
Communist China, 

The deputy direct;)r's high estimate might be regarded hy some as 
merely the guess of " vocal critic of the pl'Ogrllll1, bnt other AID 
personnel on the scene also believed the di~el'sjon "., .. suh;;tanlial. 
(See exhibit 10,) 

Apparently, the extent of such div~r>;ions is a matter of opinion 
amolll!' AID officinls '-ause of the ahoenre of sound evidpn .... and 
statistics. They simply do not know, It is the view of the sul..-om· 
mittee, howev"r, thai the responsibility for detecting and determining 
the true extent of the diversion of AID commodities to whatever 
source is that of AID itself and this responsibility had nol been car· 
ried out. 

Some of the commodities mentioned above are being reoovel1!d 
in the largest quantities from the Vietcong hy Pniled States mili­
tary forces, On June 29, 1966, CBS News ""poned on one of thE> 
largest and best organized enemy hase camps ever ullcovered by U.S, 
troot"" It was believed to be a major receiving depot for goods mov­
ing mto Vietnam along the Ho Chi )finh trail from the north and 
from the Saigon docks and the hlack market. Among the commoditiee 
seized were over 1,500 tons of rice, galvanized sheet metal for building 
bunkers, tunnel complexes and aid stations, almost 6,000 pieces of S 
by 6 corrugated sheet metal, a minimum of 1,000 gallons of kerosene, 
!lOme still in sealed cans bearinp: U,S, tmd"marks, and a "i"teon/!, post. 
exchange complete with luxurY items, CBS staled, uTh"", a", enould! 
supplies here to keep & Vietcong regiment going for fOllr and .. h.ilf 
vears." 
• In replying to a subcommittee inquiry on this matter, Ihe Admini ... 
trator of AID in a letter to the chairman, datod Jull' ]9. ]966 (exhibit 
1), confirmed the seizure of the commodities and saId "information on 
the presumably imported items is not vet· complete, and U.S, militarv 
offiCIals in Saigon have been reqUl'6ted" to provide, if possihle, further 
idomtifieation on the seized Jlour, 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 
Vieteong as a result of pilferage and bl ack marketing. 

Proper surveillance and control over the CIP by AID should in· 
elude the scrooning of all import licenses as well as other intem",1 con­
trols, such as checks on suppliers as well us importers, commodit.y 
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 in Vietnam at the time of the Silb­
committee's initial inquiry. In May 1966, one AID employee was 
located in the Office of the Directorate of C<1mmercial Aid, GY:\[, to 
initiate surveillance in the areas mentioned above. However) the eight 
commodity analvsts mentioned previously will be ,,,sign('{1 some re­
sponsibility for such surveillance a." the positions are filled. 

Proper surveillance and control over the eIP by AID should also 
include the inspection "nd Vhe ;;afeguarding of ·commodities upon 
arrival at Vietnamese ports to ascertain that thev are the same in 
quautitv and quality as ordered and to prevent pilferaj!e and mass 
diversion from the ports. Arrangements between sup{'Jiers of eIP 
goods and Vietnamese importers to send a lesser quantIty or quality 
than ordered ds a common method of kickback and also an instru­
ment through which capit,,1 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 elP do not come from such free world sourees as Japan 
and countries of Western Europe where our balance-of-payments 
position is unfavorable, and to ascertain that elP 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 shortltj!e 
of AID personnel. Neither was AID in " position to request re­
funds for goods that remained in the customs warehouse for more 
than 90 daysbecau.'\e they normally had no way of knowing what 
goods fen into this category. It was not until April 1966, that a c_ 
toms advil!ory group, with an authorized strength of 15 personnel, WlIS 
established to exerCIse surveillance over the arrival, safeguarding, and 
disposition of AID goods at the port. Six oi the fifteen personnel. 
authorized 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 
'C'",mmodities were being made when its invest,;gation was initiated 
and that there had been practically no verification of the final destina· 
tion or use of AID commodities. The responsibility for these cheeks 
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 Vieteong and to prevent diversion t<1 the Vietcong. 
The Special Projects Division-which has been authorized an assist· 
ant director, ;t deputy, four investigators and seven auditors-·acts on 
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information from Washington and gathers information locallv, checks 
suspect shipments at the port, advises the GVN on the arril'ai of stra­
tegIC components, investigatt>S Vietnamese firms for irregularities, 
in vestigntes the end-use of commodities and traces back the route of 
commoc:lities found in Vietcong cAches. Also, AID has established in 
Washington the Office of the Special AssiRtant for Commodity Anal­
~'Sis for the primarv purpose of identifvin.c!: commodities which lore 
particularly RU_ptlble to diversion to tile t'ietcong and alerting the 
Special Projects Dil'ision in Vietnam of their expected arrival or tbe 
need for special mea<urel. A staff of four profe<siona.ls has been 
assigned to this office and one more is to be added. This prior review 
effort sliould be g1l'en increased attention. 

The mans/(ement insnootion staff inl'estipt<'S allegations of fraud 
and other irreil!1llarities between supplier>! and importers. These irreg­
ularities are ifescribed in detail 011 pn/(eS 2:>-.'10. At the time of the 
subcommittee's investigative trip in :Uay, sUn'eillance in this area 
was clearlv inadequal6. Only two of the four investigators .. utho .... 
ized in F6bruarv 1966 for permanent assignment in Vietnam ""re 
on hand. Another investigator from WMhip.gton was assigned in 
Vietnam in Februarv 1966 on t .. mpornrv dutl' for !l{) days. Two 
other investiptors from R"n:;!lrok and Taipei were assigned to Viet­
nam late in Mal' for" period of about 30 daYS ench. Sinee these """' 
the only MIS ii1\'PStigntors at these two local.ions, their assignment in 
Vietnnm was made at the expense of Iheir rej:tular duties at thl'ir per­
manent locations. Following the RUbcommittffi's investigative trip 
to Vietnam. the MIS staff was increa.'led again to six personnel. 
Five of the six are currently on hand in Vietnam. 

The Director of MIS advised Ihe subcommittee in Julv 1966 that, 
in his opinion, the MIS had been understaffed for the past 4 vears and 
that each vesr, sinee 1962, he had made req\IEISI:s to thl' top maiulj!'ement 
of AID for authorization to establish elghl or nine new MIS posi­
tions. Each of these I"equeets was rejected. He advised us that despite 
these requests, the actnal staif had been reduced from 49 to 29 posi­
tions during the past 4 years. Because of the understaJling, he stated 
that lUS investigations have been conducted only on a selective basis 
with no attempt to provide comprehensive coveMlg!! of Ion possible 
areas of interest. After the subcOmmittee initiated its investu!ation, 
an increase in MIS staffing in the Far East was approved. The ap­
proval increased the number of investigatnrs antliorised from t .... o 
to six in Saiji!On_ aud from one to three in Ban~ok. 

PerhapS the det"rioration of the :MIS activity was dlle at least in part 
to the MIS Director'. apparent lack of ~ven_ and lrnowled!!9 
in his manSjrement of the progrom. SubOOmmittee investil!Btion di ... 
closed that he had nol visited Vietnam sinee March of 111M. More­
over_ in discussions with the subcommittee and the staff during the 
investijl&tion he left, t.he impression that. he was lllt'king in the in­
formation and Irnowledge required 10 manage an effective pn>j!rUII. 
On Au!!,ust. 14, 1966, a ne ..... Di_tor of ~US was appoint«l by AID. 
On September 13, 1966, he left Washington on a 4-.... eek lour of 
flOutheast Asia to review his operation. 

End-UM cheeks and audits are performed bv the Audit Branch of 
the Missi.)n Office of Financial lfanagement 'for the purpose of de-
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termining that CIP commodities ha va been removed from the eustoms' 
warehouses by the importers, that the importers have maintained the 
required records on their sale, and that the commodities have been 
llsed in Vietnam for the purpose intended or are in working stocks and 
have not been diverted to some unauthorized person. 

In Januarv 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 ye"r1966 and will involve end-use checks 
of over $100 million in fiscal year 1967. Subcommittee iuvestigation 
disclosed, however, that only four end-use audits of CIP commodities 
valued at about $8 million were in !?,:ocess in January 1966. Although 
responsible AID officials agreed wlth 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 
tbe mission. 

On .July 19, 1966, AID's Assistant Administrator for tbe Far East 
advised the subeommittee that with the expansion of the mission audit 
branch from 17 U.S. auditors in February 1966 to 20 U.S. auditors 
on the day he testifie.d, 14 new end-use audits have been initiated. One 
audit was initiated in Februltry, 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 sIllY. A.l­
though the number of end-use audits in process in .July 1966 repre­
sents a marked improvement over the numb~r 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 amOlffits 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 cust.oms· warehouses 
within 90 days after arrival at Vietnamese ports Itrc considered to be 
abandoned by the importer and classed as distressed cargo. Such cargo 
is auctioned off periodicallv by the GVN. The proceeds are to be de­
posited in the counterpart fund and expended as mutually agreed 
lIpon by tbe United States and GVN. Subcommittee investigation 
disclosed that the mission did not maintain records on the tYl?e, quan­
tity, or dollar value of distressed eaqro, did not attend allctlOns, 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 inwstil(lltion furt,her disclosed that these proceeds 
were not being deposited' in the counterpart fund. Instead, they 
were hein", deposited into a general miseellaneous receipts account 
an" rroing into thecofiers ofthe GVN. 

The mission's "sRistant director for financial management attempted 
to dismiss the silUlificance of this 1088 of control when he testified be-

• 
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fore the subcommittee in Vietnam. He maintained that sin"" the pro­
ceeds from auction salee are expended by the GVN, regardless 01 
whether they are deposited in the counterpart IIeCOlInt under joint 
U.S.-GVN control or .. GVN a.ocoont not under U.S. control, the &c. 
oount,ing for the tl"lUlBll.Ction WB.ll not important. 

"There is a real question as to how much this really m .. kee in the 
way of difference," he stated, "We do lose control. But I would point 
ont bere as well that tbe amount involved is rel&tively insignificant." 

In sharp contrast to this statement, Representative Griffin staled: 
in view of our conversation yesterd .. y, when we talked • • • 
about the lack of leverage th&t our count", has in dealing 
with the Government of Vietnam, r am not mdined to ~t 
the assumption that the l'!!5Illt would be the aame. I think 
the funds th&t .. re going into the treasury of the Government 
of Vietnam are completely beyond our control. To th&t 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. 

AID personnel advised the subcommittee that the GVN rejected 
.. recommend&tion from the mission in 1965 tbat proceeds from anc· 
tion sales be deposited in the counterpart fund. Following the staff's 
invl'lStigative trip to VietluLI!'z the mission again approached the 
OVN on this subject. On .May 18, 1966, inimedimly follo~ 
the hearings held by the subcommittee in Vietnam, the G \~ 
settled a long outstanding claim by the United States for distressed 
C8.I"JlO and deposited the payment in the counterpart fund. This 
aeIJon indicates that the GVN bas agNed to deposit tbe proceeds 
from the aale of distressed cargo in the colmterpart fund. Pend· 
ing this aetion, tbe mission had initiated other action to exercise 
proper control over the identification and accounting for distressed 
C&lllO. In May 1966, the Mission Audit Branch bepn a continuing 
reV]ew of distressed C&lW' and auctions. This review will include 
the continuous investigation at the port for the purpose of identify. 
!ng abandoned AID commodities, compiling and maintainiojt a cumu­
latlve list of such commodities, attendmg all the auctions held bv the 
GVN, and maintaining cumulative Rnd current records on tbe -type, 
quantity, value, and proceeds of AID commodities sold by auction. 

Improvements in the Commerdal Import Program Resaltlag 
From Changes in the Monetary Rate of Exrhaage 

The subcommittee contended throughont its invest~tion that the 
official exchange mte of 60 piasters to the dollar for CIP commodit i.,. 
in Vietnam wns unrealistic: was conducive to speculation, windfall 
profits and corruption: was feeding rather than curbing inllation: 
and was depriving the United States of 1Illlltiruum ben~fit from its 
Assistance p~m.. In ""'pres,inll: th..,.. ,-i .. w~ to AID olli.-ial. in 
both Yietnnm nnd -Washington during the investigation, the suhrom· 
mittee felt that AID oRid.l. w('n. ",Iuctant to concur in its "iews 
and h~sitant to consid"r chan!!,!" in tl,P mt. of e"c1u,,1p'. How .. ver, 
on June II', 1006, following the subcommittee's ;m-estlgath-e trip in 
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Jl{ay and on the advice of the International 1vlonetary Fund which 
conducted a study of economic problems in Vietnam in May, the 
piaster was devalued from the efl'edive rate of 60 ph.sters to the dollar 
on import transaetions to an effective rate of 118 pi"st<lrs to the dollar. 

A rate of 35 piasters to the dollar was originally established by a 
Franco-Vietnamese monetary arrangement in 1\){}i) 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 G''N transactions, 
118 to 1 had boon 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 HIO to 200 to 1 had evolved 
for free market or illegal black market currency tmnsaotiolls. 

During the SUbC;)nulllttee's investigative trip to Vietnam in May, 
the deputy director of the AID mission, unlike most of the other AID 
officials, expressed his e;)ncel'n over the unreallstic exchange rate for 
AID imports and stated "that this is the most serious problem that 
exists for the e.S. Government in Vietnam today." He shared the 
opinion of the subcommittee when he further stated-

t!", opportunity to get goods at less than one-I hird of their 
value, to realize more than their value within the country, 
has created a vast number of profiteers, it hll.s attracted a 
number of people to this program, and with less than ade­
quate management I 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, puttin!!, our taxpayers' 
dollara into this country at less than lit thIrd of their real 
value.2 

The deputy director of the mission stated that in January 1966r during a survey performed by mission personnel for the purpose 01 
identifying available warehouse space, many warehouses lilled 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 
enongh storage space to carry on continual shortages in order to drive 
the~price up on C(ll'tain commodities. 

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 00 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 basic rate for official conversions and certain limited pri­
vate transtlCtions 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 t,he 80-to-1 base for importers purchasing foreign exchange. 

I The: committee, after caJ'eful study, eonclud€8 the: one-third figure is aCC"llrnif'. AID 
el)utend$ it was lHOre like I}ue.-half but, in lIuf eveut, an advantag~·-nnnece8fflU'Y and 
undenirable----wal:l given. 

, 
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On July 19, 1966, AlD's Assistant Administrator for the Far East 
advised the suheommittee that the devaluation was "& very neeessary 
change." He stated-

The effect of the devaluation is to make foreign exchange 
almost twice as expensive to importers, thus taking more 
piasters out of eireuJation and 60 reducing infIationa..,. pres­
sures. Thus projected imports financed liy GVN fonugo ex­
change, AID financing and Public Law 480 tbat would have 
absorbed 48 billion pillSteJ;l will now absorb 80 billion 
(piasters). 

In addition he said the devnluation, by doublinl!" the piaster cost of 
~,?rei~ excl,ange, will also result in an appro(llable curtailment of 
i~ trsnsaetJOIll! and mduce or eliminate the opportunity for 
pro[lteering and corruption. 

The committee recognizes that the tremendous rapid buildup dllring 
the past Ii years of U.~. military and civilian persolllll'l and the 9ccom: 
panying inCretlS<<i /low or military SlIpr.lies, commercial goods. and 
dollars h,,,",, created in 'he small, unden eveloped colmtry of Vietnam 
c>Qnditions which are inherently conducive to the type of abuses whicb 
prevailed when the subcommittee initiated. ita investigation. 

l3ased. on its investigative fiudin/!'i, however, tile committee is of the 
opinion that the problems and abUl!ll8 which have plagued the U.s. 
economic assistance program and hampered. its effect iVell<'SS are deep 
rooted and stem from the failure of AID to establish sotmd manag&­
ment policies and tight controls in the conduct of the elP since ita in­
ception o .. er 10 years ago. 

Since tbese management deficiencies have long been recognized and 
repeatedly brought to the attention of l'IlSponsible U.S. personnel, the 
committee believes that it can reasonably conclude that the failure OTeI" 
a long period of time to take vigorous action to implement repeated. 
recommendations for correetiVtl action has contributed materially to 
the continuance of the various ahuses. 

However, the committee believes that the primary reason for the 
widespread abuses which it found in the CIP during its investigation 
lies in the basic AID obil'('t"·., of combating inflation b .... floodinl! 
Vietnamese markets with hundreds of millions of dollars in U.s. 
goods, in an attempt to "sop up" the ex,",,, local currenc .... in circula· 
tion, without any attempt to detennine if they ml'et or are in excess 
of Vietnamese demands. withont adequate surveillance over their dis­
tribution and ultimate use. and at tin un ....... listic monetar" e".hanee 
rate ",hid, permitted ,;e!names« importers to purchase U.s. goods "I 
less than one-third their value and sell them at Ii price in ""cess of 
their value. 

Significant challj!llS Wem made by AID duri~ the snbcommittee's 
investigation which, if properly and expeditiously implemen~ 
shonld eliminate many of the deficiencieslUld result in more effect.ive 
manal!"ment of and tIghter controls OVer the eIP. The chairman of 
the subcommittee has stated on the House floor that-

Significant progress i. being made to whip the AID pro­
gram in Vietnam into sounder shape. If the corrective action 
taken by AID officials is followed up by additional actions, 
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our aid prolV3ms 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 OIl the basis of comprehensive studies made 
by qualified AID commodity aIlah·sts. AID should not permit the 
determination of commodity requIrements to be based solely· on the 
license applications of Vietnamese importsrs. 

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

3. AID/Vvashington should expand tile list of GSA-procured com­
modities. This list should include, at a minimum, all bulk and uni­
form commodities as weI! as commodities particularly susceptible to 
diversion or of strategic value to the Vietwng. 

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

5. The AID mi""ion should conduct an independent review of the 
background and qualifications of all bidders for distressed cargo sold 
at auction and take aU other necessary action to prevent it from 
falling into the hands of the Vietwnl" 

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. 

1. AiD/Washington and the Treasurv Department should quickly 
bring the authorized st.'tff level of 15 17.8. 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 AID's own experts. 

9. AID/Washington should mtensify its prior review of commodity 
import shipments and suppliers to prevent diversion and fraud proll-
1ems from developing. Too many of these cases are attacked after 
the fact. 

• 
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IV.ILUCIT PRACTICBS AFFECTING THB U.s. BCONOMIC 
PROGRAM IN VlBTNAM 

The possibilities for illicit gain through such praetille6 as specnJa. 
tiV6 hoarding, black:-ma.rketeering, theft, and smuggling are rJm_ 
unlimited in an economy ope .... ting IlDder the conditions tIiat prevailed 
in Vietnam earlier this year. As one commentator stated then, "It 
appears that rIlDning pa .... Ue! with the war is a natiooa] symphony 
of theft, corruption, and bribery." A ntnnber 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 1005 when, in the words of the 
AID officlal who requested the study, "It became apparent that ex­
traordinary U.S. intenl'ention would be needed to reduce leakage of 
goods to the Vietcong and to pnlvent the ~wtb of corruption ass0-
ciated with the accelerating war boom and Import expansion." 

Although U.s. officials believe that they ani familiar, as a mmlt 
of such studies, with the mechanisms of many illicit praetiees that 
take place, thenlapparently has been some diftieiIlty in oI)taini~ quan­
titative statistics on their _ dUll to the very nature of e sub­
ject matter. Moat estirnatea of the overaU _nt of iUi~~lraetiees 
have, therefore, been little better than "educated gt&e9lIIIS" the fol­
lowing section, although it ilIustratea alleged practicee with specific 
examples where possible, reflects to some extent this dH&culty. 

IIlidt Practices Directly Related to the U.s. Co_rdallaporl 
Program 

L DiPftnUm 01 CIP (IOOd8 priM to arrivaL-The oJfloadinll of 
CIP ~ in another COllDtry prior to their arrival in Vietnam bas 
long Deen considered a possibility. No specific _ have come to 
light, however, and an olliow of the U.S. Treasury Department has 
stated that it would be extremely diftieult, dUll to the system of irftvo­
cable bills of lading and master's reeeipts re<Juired by U.s. laws and 
regulations, to divert ~ carried on Amenean-ftag _Is prior to 
arrival. The same oIIICisl, however, noted that it would be consider­
ably less diflieult to do this when the goods are carried on fonlign-ftag 
vesSels. In the latter case, diversion prior to arrinl would require 
collusion ~ a number of parties but & U.s. official reported in 
January of thIS year that .... • no one can definitely guarantee, 
prove, or disprove, that to dale lIII'~rehandise either arrived or ....,. 
diverted prior to arrival." 

At the time that particular nlport was written, there was virtuallv 
nO physical verification by U.S. offioials of the arrival of CIP goods in 
Vistoam, but a U.S. Customs llDit has eince been established in Saigon 
and is inspecting CIP goods uponamval in the port. 

2. Diversion of CIP good. mUr cmiool.-The diversion of CIP 
goods from their intended uses after ani val 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 AID mission in Saigon in ~farch of 
this year to deal with this type of diversion. The operation of that 
office is the subject of a subsequent section. 

Dne to inadequate ""eurity 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 gaiu. At the hearing in Saigon, 
Congressman Monagan ,ressed tile director of the AID mission for 
evidence of diversion 0 AID· financed goods to the Vietcong. The 
director stated: 

I 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 bebv,*n .Tuly 1965 and 
January 1966, for example, U.S. forces six times seized qnantiti"" of 
U.S. pharmaceuticals from the Vietcong. TIle discovery of a Viet. 
cong cache of supplies, including numerous AID goods, was reported 
in June and has been detailed m the previous section. CBS News 
reported in August that "At any Saigon corner yon can buv for a 
dollar a box, giveaway U.S. AID powderecl milk • • • 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 
availabilitv of PX and other U.s . .,.oods in the street markets of 
Saigon was personally observed by tte subcommittee and is further 
evidence of ti,e diversIOn of goods after arrival.' 

Another form of diversion afler arrival is the reexport of CIP goods 
to other countries after they have been received in Vietnam. Reexport 
of ClP goods is a violation of United States-Vietnrunese a!ITeements. 
It 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 AID mission in Saigon testified thnt "the 
biggest Jeak of this type is probably sale of commodities to Cambodia." 
Inve&tigation uncovered a caSe early this vear of the reexport to Bang· 
kok of 84,000 Nicholson metal files that had been iml??rted under the 
CIP. lbe files were sold on the open market in ThaIland and it was 
impossibJe to establish the gnilt of anyone in Vietnam sinoo 20 different 
firms in Saigon had imported Nicholson metal files. This, of course, 
illustrates. the need to develop ways of tracing diverted goods--by 
specml senal numbers, for example. 

3. Kickbacks and agents commisswns.-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 It form of induooment to the 
import",r to place his ord~r with a p'articular seller by offering a rebate 
on the slnteAi purchase pnce and thIS type of payment has al wavs been 
ineligible for ALD linancing. • 

1 Se'i' ehapter XI. 
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Until recently, AID financed the payment of an commissions to 
legitimate sales &gIlnts. Some Vietnamese impoml'S developed the 
pract ice of acting, through concealment. as their own sales agents and 
thus receivinlf. the COIDlDlssion themselves. During the pE'riod of the 
subcommittee s investigation, AID has moved to eliminate this prac­
tice and themby improve the U.S. halanee-of-payments position as 
well as restrict capital flight from Vi..tnam. In )lay, a new regula­
tion was drafted which would .Iiminal<! AID financing of all agents' 
commissions exeept those paid to U.s. citizens maintaining a residen"" 
in the United States. The new regulation was in effect from llay until 
earlv in Ju11, when the commercial hanks responsible for paving CIl' 
suppliers raIsed objections to the implementing procedures and forms. 
As a r-esult, two diffemnt sets of forms am presently in cireulation and 
the r-esulting confusion is intolerable and clearly detrimeutal to the 
efficient processing of CIP payment documents. AID must make enry 
attempt to meet the objections raised by the hanks, which the com­
mittee understands were based on the complexity of existing AID 
documentary and procedural requi .... m.nts and a hesitanc\' to assume 
responsibility for payment under conditions that further' complicate 
the situation and impose new restrictions. 

4. Ooorpr&:ing and short sltipment&-Invoice prices can be over· 
stated causing the U.S. Gtlvernment to pay more for the AID·fi­
nan;;\ oommOdity than it is worth. Short shipment, or the shipment 
of '1uantities less than what is stated on the invoice and shipping docu­
ments, achieves the same objective. Both transactions enahle the sup­
plier to realize unwammted profits which the supplier, in collusion 
with the Vietnamese importer, usually splita with the importer. The 
importer takes his cut in the form of a payment into an ove ..... "g bank 
account and, at the SlIme time, he is able to re&liZ(' a profit on th.l!Oods 
received beeallJle of the low exchange rate at which he a~uired them. 
When used in this manner, both overpricing amI short shIpments a .... , 
of course, a form of conooa1ed kickback to the Vletna_ ~. 
The practioos of overpricing and short shipping are probably not 91) 

common in transactions with U.S. SlI,Ppliers as in tl'lUlSlLCtions with sup­
pliers in third countries due to the risks involved for the U.5. supplier. 
A fa lBe statement by a U.S. supplier roncemin!! commissions. kick· 
backs. or other payments is the basis for legal action against him. 

A U.S. official stated that "several SOur<:e!i have infomled me that 
both the underevaluation and overevalua~ion scheme is fair) ... wid •• 
spread." An example of ov"rpricing is the shipment, in 1005: of riee 
from Thailand under the CIP. An m ... estigation determined that the 
United States had been overbilled 100 perrent on the mi!!ht chargE'S 
for shipping this rice aud that the companies to whom these pavrnents 
were to be made were suspected Chin_ Communist all"nts. The 
payments have been placed in a blocked account pendmg investi­
gation. However, remedial action in this case was held up for vir· 
tually .. year for unexplained I'I!8S(}ns. 

The U.S. Customs unit established in Saigon in Jfareh will. as one 
of ils duties, cheek arriving commodities against invoices for the 
possibilit.Y of short shi,Pmenls. In addition. seven positions were added 
to the Fmancial Renew Division of AID/W nshington in April to 
review Vietnam CIP documents for irregularities, particularl ... in 
~- .. 
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5. Unde,.pricin.,.-Underpric~ is .. scheme for avoiding customs 
duty on ~ds that are taxed at a high rate. The supplier, in collusion 
with the Importer, understates the value of the goodJi on the invoice and 
the importer remits payment to the supplier eIther in cash or through 
.. 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 tranSII.CtlOns. The diI'tlCtor of the AID miSSIOn in Saigon 
statsd, however, that "Although this is not a direct misuse of AID 
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 fW ashington also reviews CIP 
documents for price irregularities of this tYI'e. 

6. Nonconformity to specilications.-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 and the new U.s. Customs unit in Saigon has been ordered 
to check arriving goods for conformitr with specifications, 

The subcommIttee was partieularly mterested 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 a U.S. Inspector 
who was in the port of Saigon on other business haPfened-purely by 
accident-to notice a crats 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 
mvestigation and a refund claim for $658,392 has recently been sub­
mittsd to the GVN. The importation of all U.S.,finanrAld 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 statsd that "inspection will be ext~nded to most other com­
modities." 'Vhile the committee recognizes the difficulty of finding 
sufficient personnel to do the job, the Taiwan lathe case points up the 
need for and value or an effective preshipment ins!?",?tion poliey. 

7. Falsification of origin.-The purpose of falsifying the country 
of origin of AID-finanr.ed 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 hearinp;s held in 
response to Senator Birch Bayh's char~q of falsification of origin of 
galvanized stseJ products shipped from Korea to Vietnam under the 
elP. Another ease involving falsification of origin which is currently 
under investigation involved the shipment of diesel engines to Vietnam 
by a 'C.S. supplier. Other irregularities ha.ve been charged in this 
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case and the importation of all diesel and gasoline engines WIder the 
CIP was temporari~ly SW!~ded. 

8. Hoor.unu of ImpOI1;ed /IOfHD for .peadtIIiDe pa'PI'IM The 
hoarding of imported goods for the purpose of realizing greater pro­
fits in an inllatlonary situotion bas beeri 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 in8ationary 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 ... iII 
rise. The Vietnamese Government has eeonomie police wbo a'" sup­
posed to prevent hoarding, but tbey weren't very effeetive until 
recently." In February of this year a Chin .... businessman .. as tried 
and executed in Saigon on several ehar~ one of which was hoard­
ing. The trial, which was widely publicized in the United Statl'S, .. a. 
conducted in a summary manner and virtually no attempt was made 
to dothe the proceedings in even a semblance of fairness and due proc­
ess. The apparent intent of the trial and execution was to imp..,.. 
upon Vietnamese profiteers the seriousness of the GVN's intent to 
enforce its own laws ",latin/!, to speculation and profiteerin~. The 
manner in wbich the proceedmgs were conducted served only to shock 
the American conscience, however, and to reinfo_ the hO<tilitv of 
the Chin_ business communitv in Saigon toward the Central Gov­
ernment. The committee wisheS to state emphatically that, in its opin­
ion, this type of hastily conceived aetion i. a travesty on justice and 
that it is not the answer to the problem of curbin~ speeulation in Viet­
Ullm. A NCent newspaper article reported that on Align"" 29, another 
Vietnamese businessman wa._ tried and sentenced 10 death in absentia 
on charges of speeulation. He had been charged with hoarding, for 
the pllrpose of speculation, all the ",frigerators available and imported 
since .... r1y this vear. 

9. ColWen!ion of CIP /IOfHD to oUter tIum t1leir latelltled __ -
In early February of this year, AID wns warned by the Dn Pont 
Corp. that unusual quantities of Unicel 100, "chemical manufactured 
by Dn Pont, were heing shipped to Vietnam. 'The chemical is used 
as a blowing agent in the manufacture of rubber bnt Dn Pont in­
formed AID that it also hns a biRh explosivs potentiality and that 
the quantities being shipped seemed'to be far in excess of the !e¢timate 
needs of ruhber manufacturers in Vietnam. This information '11119 
reI:!"! to the AID mission in Saigon, and, in tests oonducted in 
W . rton in April, it was discovered that the explosive potential 
of UnicilI 100 is equal to or greater than that of T1'<"'T. The Shipment 
of Dnicel 100 to Vietnam under the CIP was stopped in late April 
but only after an estimated 52,000 pounds of the chemical had been 
shipped in the :I months since the original warning. Investigation 
has not vet turned up firm nidence that anv Unicel 100 .. as diverted 
to the Vietcong for use 8" explosi.es. However, not all of the quan­
tities imported have been accounted for. 

An investi!!'ltion Was undertaken in February of silver nitrate being 
shipped into Vietnam under the CIP ostensibly for lIse in the manu­
facture of mirrors. as an antiseptic, and in certain photographic 
processes. It was found that large amounta of the silnr nitrate re-
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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 th",t "Although 
total quantity silver nitrate imported not yet accounted for, practice 
appears widespread." AID tinancing for silver nitrate was subse­
quentlv suspended. During 1965, "bout $1.3 million worth of silver 
nitrate was imported into Vietnam with AID financing. 

UnicellOO and silver nitrate are two outstanding ex.mples of goods 
that should only have been shipped to Vietnam under controlled con­
ditions, if at all, but were financed by AID without limilation because 
of inadequate personnel and loose procedures in the administration 
and review areas of the CIP, both in Washin~on and in Saigon. 
The Office of Special Projects, which was estat>lished in the AID 
mission in Saigon in Jlelarch, 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 offiee will be supple­
mented b,v the efforts of additional commodity analysts being assigned 
to the nnssion in Saigon and by the newly established Office of the 
Special Assistant for Commodity Analysis, the AID/Washingtoll 
countemart of the Special Projects Office in Saigon. The UniceflOO 
case aTICI tile Taiwan lathe case illustrate the Jleed for improvement of 
AID suspension procedures. The delay of almost 3 months between 
AID's receipt of information regardin/! the explosive properties of 
UnicellOO and suspension of shipment of the chemical is, in the opin­
ion of the committee, inexcusable. Information of this sort from 
reliable sourees should be investigated promptly and action should be 
taken immediately upon completion of the investigation. 

At the time of the subcommittee's visit to 'l'aiwan in May, AID 
was coni inuing to finance shipments to Vietnam by the prime Taiwan­
ese suspect iu 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 JrUilt that bad already 
been deyeloped was more than adequate to j"ustify at least a temporary 
suspension of the supplier pending comp etion of the investigation. 

10. Procurement of import llcenses.-Individual licenses granted 
by the GVN authorizing approved importers to bring in specific 
quantiti," of CIP goods are supposed to be issued free of charge. A 
U.S. offi,:inl re);lorted in January, however, that the "under-the-table" 
payment for hcense approval was about 6 piasters for each dollar 
of inlpO'~S authorized. The same official reported that some mer­
chants f'lsified their export records in order to obtain additional 
inlport r~euses under the Vi£'tnamese syst~m, which allows a mer­
chant to import 25 percent of the merchandise he exports. Corrupt 
practices such as lhese distort the alleged free market pattern of 
supply nd demand upon which the CIP is based. 

Establishment of an Escrow Account 

The United States bas been attempting for some time to obtain the 
agreement of the G\'N to the establishment of an eserow account in 
the amount of S4 million, which could be automatically drawn on by 
the AID mission whenever there is 9. finding that violations of AID 
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regulations regarding import transactions have taken plaee. A similar 
sYStem is pl'I'Sently bein~ employtld in Laos to obtam prompt reim. 
tin_ment of money o .... mg the United States as a result of such 
violations. In the past, U.s. claims for refunds have been submitted 
onlv sporadically to the GVN and collectioflll that have been made 
have reqllired lengthy negotiations and often comproll1ise settlements. 
For example, the AID mission in Saigon submittoo a refund claim 
for 20 milhon piasters to the GVN on January 11, 19M. After numer­
OilS meetings and protracted correspondence on the matter, the eJaim 
was finally settloo on lIlay 21, 1966, during the period of the suhoom-
mitt...,'s investigation, for slightly more than 1 min::ne<tasters.. 

AID officials in Saigon and in Washington info the subcom-
mittee that negotiations to establish an escro .... acoollnt had been ... ell 
underwav with a previous Government but that, subsequently, it hIlS 
not been 'possible to obtain G v"N assent in the matter. 'rhe 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. F8. 
negotiators must take a firm position on this matter and not p"rmit 
any further delay in the establishment of the &coount. 

Other Illicit Practices 

There is !l black market. in Saigon for both currency and com­
modities of all kinds as well as a market for smuggled gold. Coo­
tinued tolerance of the black roarket inevitably weakens the int • .....". 
of other governments and their citizens in cooperating with official 
exchango agreements. 

1. T1ie black _rket in c:ommodItie&-The street markets in Sai­
gon are bulging with a wide variety of U.s. commodities, ine/mI· 
I~ lu:rurv items from the U.S. PX and commissary. The center of 
th,S activity is a two-block street in downtown Saigon !mown as "PX 
Alley." The side .... alks in PX Alley are lined with the stalls of ven­
dors offering for sale a .... ide variety of PX and other U.S. goods in­
cluding radiOS, canned foods, K :miions, blankets, styrofoam roolers. 
liquor, t,p" r<'COrders. che .... ing gum, hair spray, and many other 
items. It is likely that some of th_ items are locallv proollced 
copies of comma'Clal G .S. products. Examples might he undershirt.. ... 
tropical boots, and sunglasses. The subcomroitu-e toured PX Alley 
on several occasions and the photographs in I)xhibit 8 .... ere taken there 
at Ihe subcommittee's !!'Juest. In these and many of tlte otl ... ,r eie­
tures that Wllre laken, PX and other U.S. markingS are clearly ,·is.bl" 
on the merchandise. Items that are temporarily un&\"8i1able in the 
PX can almost "I .... avs be obtained in PX Allev and the subcom-

':;; mitt ..... ""ns told that newly arrh-ed PX goods are often aV/lilable on 
the street before they appear on the sllelv,," of the PX. 

Nor is tIle black market for commodities limited to this one small 
street. Sidewalk stands offering a .. ariety of CS. goods lire found 
on numllrous 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 mark,; 
clearly on the label. There is some difference of opinion as to 
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whether these goods are suppli.Al to the street market through .. sys­
tematic scheme of wholesale diverslOns or merely through the sales 
of individual items to local merchants bl persons who have obtained 
them legally t.hrough purchase at the PX. The absence of PX prices 
or markings on many of the items suggests that they were divel1ed 
before tbey reached the shelves of the PX and a well-informed of­
ficial of the AID mission told the subcommittee that, in hi. opinion, 
a m9.rket of this si7'" and "ariety could not be supplied solely througll 
individual sales. • 

The existence of the black market in commodities is, of course, weI! 
known to both United States and Vietnamese officiaIS. The subcom­
mittee Itas a copy of the official minutes of a meeting held on De­
cember 8, 1964, weI! 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 agre"d, at that 
meeting, to take appropriate st"ps 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 rehicles from the customs warehouse to the receiving 
warehouse to Prevent any loss along t.he 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 prohibitio}) 
(against the resale of any PX and commissary items) by investigating 
all shops and confiscating any sucb item, if found." . 

The Department of Defense informed the subcommittee that-
there is no record of additional • • • formal agreements 
governing overall cooperative action by USG/GVN authori­
ties in enforcing their • • • laws and regulations prohibiting 
illegal transactions. Rather, the close rapport developed dur­
ing the period of our presence in RVN ••• guides the ex­
istm~ policy on joint USG/GVN enforcement acbons (in­
c1udmg joint patrols) looking toward detection and pun­
ishment of those who engags in illegal currency, black 
market, or related transactions. 

An official of the Department of Defense testified that the USG/GVN 
response to blaek marketing lind currency manipulation has been 
"jomt 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 
committoo does not believe that "close rapport developed during the 
period of our I?resence in the R"public of Vietnam" is sufficient basis 
for effective jomt action. There must be an additional allreement or 
working arrangement of a more formal nat.ure and the combined effort 
should mclude more than just "joint polic" patrols" Or other infonnnl 
actions. 

2. The block market in currency, gold smuggling, and capital 
flight~The presence of large numbers of Americans has resulted in a 
substantial How of U.S. dollars into Vietnam. The dollar, because of 
its stability relative to the Vietnamese piaster and becau.qe of its 
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foreign exchange value, is in great dellWld on the black ma.rket. Viet­
na.mese law prohibits the holding of dollars by either Vietnamese or 
foreigners in Vietnam and th. black market exchange rate n.nged 
up to 200 piasters to the doUar ~ an official exchange rate of 
118 to 1. The subcommittee was infonned that. dollar checks drawn 
on American banks can also be .",changed for piasters at rates ap­
proaching 200 to 1. 

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

The Department of Defense informoo the subcommittee in August 
that-

MFC's seized by the GVN in raids on illegal money 
changers would be treated in tho. same manner as any other 
confiscatoo property. This headquarters has taken the posi. 
tion that the United States has no possessory interest in such 
certificates, whieh are t0chnically worthless in unauthorized 
hands. Lacking any proprietary interest, we are without 
standing to demand that they be surrendered to the Unitoo 
States, .",cept in the rare ease in which thef can be proven 
to have been stolen from an agency of the United Statal. 

This statement is aboost unbelievably naive. The DOD's argument 
is at best poor law, and at worst an intentional abdication of ~ru;j. 
bility demonstrating wanton disregard for the economic realities of 
Vietnam. Any dollars seized by the GVN in raids on illegal money­
changers should also be returned t{) the U.S. Government. There is 
no jUstification under present circumstances for the GVN acquiring 
fon>ign exchange in tllis manner to the detriment of tbe United Slales. 

The black market in currency flourishes throughout the downtown 
section of Saigon. Certain stOra<! are well-known fronts for mepl 
money chan£ers and an American can hardly walk a block on ihe 
st:reets at nipt without being otJered piastersln exchange for lIPC's 
or dollars. A U.s. official statoo that, in his opinion, the cUrn"n,,), 
black market. has the appearallCt' of a well.regulatoo market, helie\'ed 
to be effectively controlled by a few 111.1'116 traders and importers who 
are probablv Chin-. 

Flight o{ capital is a major motivati~ faetor in the CIl""lIn black 
market and in many of the CIP-related Illicit practices discussO.d pre­
viouslv. Some Vietnamese wish t{) estahlish a form of financial seeu-

:=: rity abroad as insurance against the contingency of political upheaval 
or the erosion in value of tl1e piaster throujrh inflation. Corporations 
may wish to transfer fllnds abroad and reduce their holdings in \let­
Mm as a h..:tge agnin.t f1nnufinl uncertainti .... 

One means of !!"tting capital out of the country is to purchase dol­
lars and lIPC's on the black muket. The dollars can be smu~led 
out and deposited in a bank account abroad. The MPC's can 00 used, 
in collusion with someone who has 1E'.gitimate PX privill!j!e!l, to pur­
chase U.S. PX goods, but there is also !be possibility that they will 
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be smuggled out of the country and exchange<l covertly in such places 
as Hong Kong for hard cnrrencies. The Treasnry Department in­
formed tbe subcommittee that it was unable to verifv the existence of 
a market for MPC's in Hong Kong but other inlormed observers 
have alleged that It market does exist there. Another device is 
the direct conversion of ~IPC's into dollars in collusion with Ameri­
can personnel. American personnel departing Vietnam ure allowed 
to exchange their ::IIPC's into dollars prior to departure alHl a U.S. 
official reported early this year that. he had received information that 
a serviceman harl converted over $8,000 in i\1:PC's ann, in another 
instance, a female civilian employee Imd exchanged oYer $18,000 
in MPC's prior to departure without being questlOued. 1118 same 
official recommended at that time that controls be instituted limiting 
the amount of :\fPC', that can be exchanged by depal'tin!! U.S. per­
sonnel for dollars. Effective September 1, 1966, all U.S~ personnel 
converting MPC's to dollars or dollar instruments are required to 
complete, a form which will he kept on record and the amount of 
~IPC's that can be so converted will be limited to the amount drawn 
by the rurchaser during a I-month period, Prior to the establish­
ment 0 the above control mechanism this fall, loose and informal 
surveillance measnres were in effect. 

A final device which has heen used for converting ::'lPC's into capi­
tal abroad is the purchase by authorized American -personnel in collu­
sion with Vietnamese of postal money orders (Pl\fO's) at U,S. pos­
tal facilities in Vietnam. A numher of cases of suspected excess pur­
chases of P~IO's, most of them by civilian employee;; of r.s. con­
tractors in Vietnam, were reported to the subcommittee, In one case, 
a civilian employee purchased $42.000 of PMO's in one month. In 
November 1965 a new policy was instituted requiring purelw.sers of 
PMO's to fill out a detailed application form and to ,how identifica­
tion. These forms are kept in a central file Rnd purchases in excess of 
gross pay are investigated. The committee feels that there was an 
unnecessarily long delay bet ween the recommendation, late in January, 
and the implementation, on September 1, of controls over the amount 
of MPC's that can be exchanged for dollars by departin/!, personnel. 
In order to insure that this type of transaction and P~fO's are elimi­
nated as a source of c'l.pitaillight and ille/!,al 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 re.cord of the salaries of civilian I?"rsonnel entitled to these 
privileges be maintained and checked agamst monthly purchases of 
PMO's and against conversions of MPC'sto 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 inchtde •• • 
trading in currencies other than throu/!'h official channels." Em­
ployers are enc<>uraged to discipline or to dismi&< employee> under this 
danse for such viohttions as exces, purchase of P]l.fO's, The ~L~C iV 
Office-in-Charge of Construction is issued a memorandum statin/!, that 
the employee Ilas violated the rep'ulations, that the American Embassy 
has b""n requested to invalidate the individual's passport, and that the 
employee is barred from future employment. Offmlders are debarred 
from all military facilities in southeast Asia and Mbarmellt notices are 

• 



• 

A.>iI INVESTIGATION OF U.S. PROGRWS IN VIETNAK 35 

distributed ''to an law enforcement ogenci .... including appropriate 
Pacillc and sea colJ1lll&nds." 

Prior to April I:!, 1900, them was no fonnal &rraIlgootent to pmvent 
the nemployment of civilian oontrsctor employ .... who had been dis­
eharged for misconduct in Vietnam. On that date, MACf\ ~ to 
maintain a oontrallist of snch employ-. On June 6, 1966, a list of 
U.S.-citizen civilian contractor emplo~ who have been discharged 
for misconduct in Vietnam was established at Fort Holabird, lid. 

Depnty Secretary of Defense Qyms Vance circulated a I~tter on 
June 28, 1966, asking t.bat all OOD oont.nl<:ts with oonstmction IInns 
operatina' in Vietnam be mviewed to inanre that a eI_ prohibiting 
the empfoyment of past offenders is included. Those oont·mcts not 
including this clause wve to be amended immediately. Cootrad:ors 
are Rlso required to notify U.S. officials in Vietnam when an .. mployee 
has been discharged for misconduct. The applications for employ­
men! of all U.S. citizens am now funneled t1irou,!!b a military offi<er 
in residence at the mm:: office in San Bruno, Calif., and the BRJ 
otIice in Charlotte, N.C. Th_ applications are checked against the 
central list at Fort Holabird. Non-U.S. person ""I applyin!! for top 
JIllIJlagerial positions are checked in the same lIIlUUler. Other non­
U.S. personnel ap~~ for jobs are, for the most part., Filipinos and 
Korea.ns who are c through a U.S. milita" office in Manila. a.nd 
the U.s. Embassy in Seool. -

Another means for Vietnamese to achieve a m"asul'l! of financIal 
security is the iI1~gal purchllS<>~ in Vietnam, of gold that has ~ 
smnggled into the country. It IS Imown that gold has ~n smuggled 
into Vietnam in quantity from Laos, where it can be imported legally 
in unlimited quantities. The total !!Old imports of Laos increa,.,d 
la.st year to over $24 million and gold Imports are e:xpeeted to increatilll 
by 50 percent this year. Much of this gold is either brought across 
the Vietnamese border at remote points or smnggled throup the air­
port at Saigon and sold at high prices to satisfv the d_and for gold 
as a form of financial security in Vietnam. The doUa rs J'Il('8ived in 
eXeh&ni\" for this gold can either be transferred from a.coonnta held 
in foreIgn banks or paid directly, in which ca.se the dollars are 
smuggled back into Laos. 

All of the above transactions result in the loss of much-needed 
foreign excbange to the GVN a.nd have some bearing and liability 
on the U.s. balance of payment&. OlIicials of the U.s. Treasury 
Department infonned the suboommittee that the estimated ofIiciaJ. 
balance-of-payments deficit """ulling from U.s. operations in sooth­
<!&-0;;I; Asia is $,00 million pet' year, or one-balf of tbe total worldwide 
U.s. balance-of-payments deficit. UfWf/kial 1_ through covert 
transact.ions such as these undoubtedlv ~ount for additionnl 10S!1l'S 
of forei,tm excha.nge and should be of the greatest conCt'rn 10 the 
United States in view of our present halance·of-payments difficult;"", 

Economic Warfare 

The Vietcong have for some time had an organization whose pnr­
pose is to deny economic resources to Vietnam. For e3:lUDple, the 
recent sho~ of rice in Saigon and other cities hal''' ~n "scribed, 
at least in part. to the sucreS'! of the Vietcong in interdicting ship­
ments of rice from the fertile :!lfekong 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 rel;'resenta­
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 t.o the Viet.cong, and count.ering Vietcong efforts to disrupt 
the economy of Vietnam. In l\farch 1066 the AID mission in Saigon 
established an Office of Special Projects, which provides AID repre­
sentation on the U.S. mis.,ion's Economic Warfare Committee. The 
office has an authorized staff of six professionals in addition to seven 
auditors. The new head of the Office of Special Project.s was also 
designated Chairman of the Economic 'Varfare Committee. In Wash­
ington, the Office oi 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 'Varfate Committee placed 
an early priority on working in cooperation with GVX 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 Vletcong J?robablv acquire needed revenues for 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 
because of prior independent action on the part of one of t.he investiga­
tive organizations within the U.S. complex. 

One other example which illustrates the type of work done by the 
Economic Warfare Commit.too was brought. to the staff's attention 
during its first visit to Saigon. In Mare·h of this year, the 
Econumic Warfare Committee heard, through a local newspaper arti­
cle, that surplus U.S. militar:y 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 photo~raphs in exhibit 9 show some of the 
surplus propertv, much of it in faIr to usable condit.ion. which was on 
hand in the. SaIgon yard in late March. In a cable to W Rshington 
dated April 2, 1966, the Chairman of the Economic Warfare Cominit­
tce pointed out that t.he Vietcong pay good prices even for scrap metal 
sc'"engecl by pensants in comhat areas nfter battles and that. the Viet­
cong cot.t.age industries have a fantastic capacity for making lethal 
weapons and spare parts out. of seemingly worthless scrap items. As 
.. reBult of rec.ommennations made in thiS cable, t.he sale of certnin mili­
tary surplus items in Vietnnm WaS prohibited and a system of end-user 
checks was established for items still allowed to he sold. 
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RECOMMENDATIONS 

1. The Agtmcy for International Development should put into 
etrect, at the earliest possible date, its new regulation eliminatmg AID 
financing of agents' collllIlissions on CIP transactions. If necessary. 
AID shOuld Nvlse completeld~ts documentary fonns and procedures 
governing bank payment to suppliers and simplify the supporting 
regulations. 

2. The Agtmcy for International Development should mend the 
inspection 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 be~ shipped from 
third countries to Vietnam. Such inspection should mclude a check 
on the conformity of ~ to specifications as well as verification that 
the quantity being s1iIPpeti corresponds to the quantity paid for by 
AID. Inspection should take place at the last possible moment before 
the I!OOds are loaded on ship or, ideally, when they are already in tbe 
hold: 

3. The Agenel for Int.:!rnational Development should improve tl", 
speed and effectIveness of its procedures for suspending imporll'rs and 
suppliers who have been found goiltv of viollltion.q of AID regulations 
and for suspending the shipment of goods that are under suspicion 
for any reason whatsoever. When there i. good cause to believe that a 
particular importer or supplier has committed violations, provi.ional 
suspension should be employed until further investigation rev .... l. the 
truth or falsity of the charges. 

4. The U.S. AID mission in Saigon should accord high priority to 
obtaining the assent of the Govem:ment of Vietnam to the estabflSh­
ment of an escrow account ~inst which U.S. clainIs for reimbu..-se­
meut arising from i ..... gularlties iu commercial import transactions 
will be automatically collected. 

5. The responsible elements of the U.s. mission in Sail!'lll should 
accord ~h priority to the establishment, together with the Govern­
ment of 'Vietnam, of a coordinated plan to eliminate or drastically 
c.nrtail the black markets in c.urrency and oommoditiee. 

6. Procedures limiting the amount of MPC's that em be es:chan&ed 
for dollars !II departing personnel and procedures limiting the pur­
cliase of U.s. PMO's~oUJd be "}?plied to civilian employees UDder the 
same conditione thad goVllrn thtili- application to military personnel. 

7. The U.S. mission in Sai.gon shOuld insist that any MPC's 01' 
dollsrn se.ized by the GVN m raids on megal mooeieba.ngers be 
promptly returned to the U.s. Government, 



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

The plasters 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, 
howeyer, since they are U.S. owned, rather than jointlY controlled, 
and are held in a U.S. treasury aeeount. • 

Use of U.S.-Generated Local Currency 

AID has estimated that total currency gf'nerated from commercial 
import financing and Public Law 480 financing in the current calend"r 
year will be 26 billion piasters. This money will be expended for the 
followin~ purposes: . 

L Mil'tary 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 
eorne from Public J,aw 480 proceeds. In recent years, virtually all 
counterpart was used for mihtary budget support but with the recent 
increase in the commercial import program and the consequent increase 
in the counterpart fund, plans haye been formulated for major com­
nlitm~nts of connterpart to nonmilitary uses both within and outside 
the rPlrular GVN bud!!et. 

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 haye 
been attributed to the civil sector of the GVN bud!!et and will be used 
within the budgets of yurious civil ministries. The use of counterpart 
fnr this purpose was initiated seyeml months "IrO by the simple device 
of AID's agreeing to release funds for the ministerial budgets without 
earmarking the ftmds 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·budgetarv 
SUP{)ort items which AID may feel required additional fun,ls such as, 
for example, the refugee program of the GVN. 

3. AID mission trust fund.-One billion piasters are used for local 
currency administrative oDsts of the AID mission. 

4. Special trust fund.-In ;'Ilay of this year, the GVN agreed to 
establish" snecial trust fund of 1 billinn ria.ters ont of eOllnterpart 
for the tm, of the AID mission. This money is to be used for support 
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of joint economic and social programs under the !!"neral guidelines of 
release agreements with the GVN. This fund will be used primarily 
for "xpediting construction, loaistics operations, and employment of 
Vietnamese in circumstances wllere GVN procedures or regulations 
prevent prompt or llexible responses to urgent needS. 

5. Mi8eell~The rema.ining U billion piasters of the total 
of 26 billion piasters generated by U,S'jrograms will be appli..d to 
the increased costs of AID projects an of the ciril portion of the 
GVN budget resulting from the recent devaluation. 

Control of Disbursements of U.s...Generated LOelll Carreaq 

Funds for support of the GVN military budl!"t arll committed on 
the basis of an annual project agreement between the United States 
Rnd 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 bucLzet support for a number of yean. 
MAeIV' bud!!"t oIlicers review tlie {>roposed GVN military bUdget 
each year and reeommend specific ltems for oount8rJ!.&rt support. 
During the vear, expenditures of these funds 8r\I verified and new 
fund. are rejeased on a monthly basis. On occasion, witbhol~ of 
mont hly releases for military bud!!"t support has been used to .eWe"" 
broad political objectives. 

Funds in the AID mission trust fund and the special tnJSt fund 
are ""pended and controlled by the United States. Of the remaining 
fund. used for nonmilitary S\lp~rt, AID has stated that the United 
States exereises "quite explicit' eontrol over the :U billion piasters 
""pend",,1 under tbe American aid chapter. This money ill aUocated 
to spedfic AID projects on the basis of project agreements between 
the United Stntes and the GVN. The monev is actually disbursed by 
the AID mission. The control exercised by the United States oftr 
upenditure of the 3 billion piasters attributed to the civil sector of 
the GVN budget is, however, virtually nonexistent. An oIlieial of 
AID testified, with respect to control of this expenditure, that-

it is not at all complete-in fact, it ill only symbolic with re­
spect to the 3 billion that we ~nt1y got their agreemoot to 
put in the civil budget. And the reason • • • is • • • un­
til this year, we have put most counterpart, except fur tnJst 
fund 1'1'selVations, into the military builget and that budlf& 
is monitored by MAC;V. This yeH we Iiave started pnttiDg 
more counterpart into the genenil ciril budget. 

The Moss Amendment: Counterpart Attributed to the GVN CivU 
Budget 

The attribution of 3 billion counterpart piasters to the GVN ciril 
budl!"t is a new use of counterpart funds that was made possible this 
year by the greatlv inereased generation of counterpart under the 
commercial import progrnm. As m .. ntioned preyiouSlv, in the past 
few yen18 counterpart funds have been used lafl!"ly for GVN military 
budget support. 

The problem of lack of U.s. control over the expt>nditure of oounmr­
part in support of 1M GVN civil budget W!\S called to th .. snboom· 
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mitt",,'. attention during its investigation. At some point the United 
StaU>.s gave 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 proje.ct is going 
bad that we are committed to support in the Vietnamese budget, we 
have a difficult time stopping it, onCe we are commit.ted to the budget. 

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

The subcommittee was informed that the reason counterpart fnnds 
have recently been att.ributed to the G VN civil budget with no pro­
vision for either U.S. participation in the fonnulo.tioIl of the budget, 
attribution of the funds to specific programs, or control of subsequent 
disbursements of funds committed, IS that the GVN had not previously 
wanted to have the AID mission in the kind of detailed review o'f 
budget expenditures that is common pIa"" on the defense side. 

In order to meet the problem, Chairman Moss introduced an 
amendment to the Foreign Assistance Act of 1966 which exp"".sses 
cle1l.r1y the congressional intent that greater U.S. control be exercised 
over the expenditure of counterpart in support of the Gv'N 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 
support of the GVN civil budget prior to the final formulation of 
the budget. U.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 hill ion counterpart piasters 
to various civil ministries in support of the budgets of these ministries. 

The committee feels that U.S. participation in the fonnulation of the 
GVN civil budget prior to the commitment of ~A)unterpart funds to it, 
which is now a requirement nnder the Moss amendment, plu., the sub­
sequent monitoring of expenditures and periodic control over the ""­
lease of funds, are necessary_to provide the lrind of flexibility desired . 

.An AID spokesman in Washington stated that the establishment 
of the special trust fund twhievoo this purpcse. 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 same program is not turning out right, or 
if funds a .... not being 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 mvil budget subsequent to the establishment of the com­
mitment. This type of control is already exercised over counterpart 
hnda committed to support of the GVN military budget and has been 
for a numoor of years. The same type of control over the release of 
U.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 /loor of the House-

We are not attempting to deal with trivia., but instead with 
the very substantial items of rea.llocation which can occur. 
Attempts have been made in the past to eBeet such reall.,. 
cations. 

While the committee fully appreciates the diJlicuity of achieving 
proper control over the expenditure of funds generated through C:S. 
assistance and, at the SlLme time, not impinging upon the prero,,""tivl!S 
of a sovereign government, nevertheless it believes that controls onr 
the expenditure of counterpart for Donmilitary purposes should be 
at least as stringent as the controls which have long been exercised 
over the expenditure of counterpart for military purposes. The com­
mittee believes that thBre should be a constant review of the applica­
tion of these funds to agreed projects in the budget, more flexibility 
and mol'3 leverage. Our partnership with t.be Vietnamese should go 
all tbe way. It should not stop at the point where l.bey take m'er Ihe 
counterpart for the goods we send in here. If AID feels that it CIUUIot 
properly insist upon this Iype of control, the commiuee will recom­
mend additionalleg;slation to require it. 

RECOMMENDATION 

1. The U.8. mission in Saigon should take all necessary steps to in­
sure that counterpart funds eomm.itted to support of tbe GVN civil 
budget are not on Iy budgeted but also released under the same type of 
controls tJlat are currently exercised over tbe budgeting and i-elease 
of counterpart funds in support of the GYN military budget. 



VI. AUDITS AND INSPECTIONS 

The Foreign Operations and Government Information Subcommit· 
tee invest~tion disclosed that there had been a ~eneral abdication of 
responsibilIty for the audit and inspection of U.t;. programs in Viet­
nam in re~,ent years. Agency personnel responsible for auditing and 
inspecting mihtary as well as economic assIstance programs overge"s 
had adopted the attitude "there's a war on in Vietnam so let's not rock 
the boat." ConseqllentlYJ,.the extent of the external and internal audit 
and inspection effort in V ietnam ranged from nonexistent to barely 
minimal, despite the widespread charges of inefficiency, waste, and cor­
rllption in the AID program and relat<;d areas of the total U.S. pro­
gram. 

The Committ<;e on Government Operations, under the rnles of the 
House of Representatives, has responsibility for reviewing and aScer­
taining that appropriated funds .~ expended ec?nomically, efficiently, 
and properly for the purposes whIch the agencles had roguested and 
Congress int<;nded. In its constant and continuing surveJllance over 
the expenditures for foreign operations, the subcommittee, because of 
its intense interest in and insistence on audits, became aware of the lack 
of n udits and inspections being conducted in Vietnam by agencies and 
offices ontside of Vietnam, nod the inadequacy of the anditsbeing con­
ducted within the AID mission. 

Durinll" 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 condncted audits 
and inspections for extensh-e 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 audit and inspec­
tion effort was required and could be effective. However, after meet­
in!! with the subcommittee and on the basis of those areas identified 
as being deficient and conducive to effective audit and inspection, 
appropriate officials of all affected agencies and offices took immediat<; 
action to initiate and expedite audits, comprehensive reviews, and 
inspections of the programs for which they are responsible. 

The subcommitt<;e's investigative findings and the increase'! audit 
and inspection activity of allencies and offices outside Vietnam and 
changes in audit and InspectIOn procedures within the AID mission 
resulting from the subcommittee's concern over this management. area 
are present<;d below. 

Increased Audit and Inspection Activity of Agencies and Offices 
Outside Vietnam 

Subcommitt<;e investigation disclosed tha~ littl~)f any, audit and 
inspection effort was being devoted in Vietnam ~o u.S. assistance pro­
grams by the General Accounting Office, and responsible offices within 
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AID, the Defartment of State, the Department of Defense, the 
Department 0 Agriculture, Ilnd the U.S. Information A~ncy. 

As .. result of the suhoommittee', proddinjlS, action was tak"n hy 
Ill! of these nj!eucie.<. For exnmple, R high-level GAO team was in 
Yietnam at the time of th •. staff's arrival ,n Yietnam in lblTh 1!lf,/:. 
and had completed an on-site survey for the purpose of determining 
OAO audil refll"'nsibilities in Yietnam and the manner in which th ... 
could best be discharged. The Inspector General for Foreign Assist­
aliCe mad" a visit to Yietnam early in Febnmry 1!l66 Dnd hI< r"'put.'· 
and two stalf members wern in Vietnam ot the time of the staff's 
investigntl\'e trip in llarch. The AID Controller and the .\ir For, ... 
Deputy for Inspection made visits to Yietnnm in F~hnun'Y Hlf>ll. Ilf.I'­
utv s..cretary of Defense CYMlS Vallee arrived in Yietnam at the time 
of the stnff's investigative trip to conduct an inspection tour of Yiet· 
nam, and AID/Washinjrton, at the time of the staff's in.estigati.e 
trip, was conducting its first audit of the mission in 5 years. 

.Moreover, the decision of the Department of Defense 10 re.i", ite 
policy with respect to inlemal audits ...-ilhin combat theatem i~ of 
primary importance. As the result of the suhcommitt .... 's inquiry 
on Allgust 1,1966, os to the current policy and pl"ftctices of Ihe Depart­
ment. with respect to internalnudi!. within combat theatem. th .. A,<ist­
ant Secretory of Defense for lIanpower od"i""d the slIhrommiltt'<' on 
Allgost 5. 1966. that a policy directive was d.,·eloped follow in!! the 
suhcommittee's inquir.\'". The directiw sllhjeds all orf,!llnizational Nllll­
ponents and op"rotionnl level, to indep"ndent and romp .... h."",· ... 
'"eview and ApproisAl 10 the eXl"n! IhM the nudit will not inl,rfe", 
vrith comb.t operations or obslrucl U.S. puI"J"l""S. Should "'I!ularl,v 
""h.dllled Audits be tempomrilysu!'JlI'nded becauS<! of emerj!enry .itlla· 
tions. the ~itl1ntion win be rt'view~d at l('a!<;t f'Vf'IT 61nonth5 and nO"I1;11 
audits will I", resullJ{'d. if feasible. to the ... "tent th.t it can I", d""e 
without interfering with combat opemtion.. At tl.., request of the 
snb<:ommitt ..... the Deportment will adopt a policy of notifyin/! ,l", 
Hou~ Committee Oil Om'emment Opemtions when militan' audit, 
are sllspended. TI,e new directivl', in outlining the ~ope or audits 
within combat thl'"ter;. statl'S that such audits will ... mphasize tl,,' 
adeq1lacy and elfecth ... ness of the support furnished combat fore!'!! and 
the controls in being to p,""vent dinrsion of equipment, supplies, or 
of h(.'r (i.".-;::ources. 

The deficient conditions whieh existed and the oorrectin action 
taken by the above ~ndes during the suboommittl'e's in"estigarion 
are pre....,nted below. 

I. ~neraJ Accounting Office (GAO ).-8uboommittee invest il!ll­
tion disclosed that the GAO had not been pre;ent in Vietnam since 
the Rpring of 19M. The last report of tbP GAO on U.S. <'Conomic 
a§'i!'l:nnee' !'Overed a period no later than 1002. Durin!!" a1l eX""llti>e 
~ssion on Febn18t"V 3.1966, the Director of the Intemotional 0"",",,­
lions Division testified lJ!>fore the suboommittee that work in Yietnam 
was discontinued in 1964 bee-auS<' of (1) the qut'Stion of the independent 
auditors' role under the prevailing war conditions, (2) the extent to 
which work could be perfonned in Vietnam that would offer pros­
pects of practical resnlts at least equal in value to other Areas where 
there waR a need for m.npower. and (:I) the ad.erse eff""t of the in-
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creased d&nger in Vietnam on the momle of the Far East Branch 
staB' and their families. As a result of previous persistent requests 
by the chairman of the subcommittee, however, the GAO departed 
from this position and initiated a survey in WashingWn of audit and 
inspection and other management control activities relating to Viet­
nam programs as It basis for appraising its audit responsibilities in 
Vietnam and the m.mner in whicb 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 bnt sometimes ne­
glected element of management control, and (2) the continuing con­
cern of the Congress with eB'ective management control over foreign 
assistance programs. Tbe survev and the report identified the more 
si!7'ificant program areas, relatea them to the surveillance by the 15 
prmcipal audit and inspection agencies or offices having responsibility 
for 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 ne,ed for increased 
surveillance of the operations involved in the re<:eipt, 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 29, 1966, the Comptroller General testified before the sub­
committee on his plans for continuing the work ofthe GAO in Vietnam 
and establishing f\ brancb office in southeast Asia. This office will have 
management responsibility for all GAO work in the area, including 
surveillance of a resident audit staB' in Vietnam. 

On July 12} 1966, six auditors from the GAO Far East Branch in 
Honolulu aITlved in Vietnam on temporary duty to bepn the survey 
of the military construction program. The staff in VIetnam will be 
supplemented with personnel on temporary duty assignments pending 
the establishment and staffing of the permanent offices in southeast 
Asia. 

CutTent plans for the establishment of the resident audit staB' 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 t{) 1\ months. The Comptroller General expressed hi& 
pleasure WIth the affirmative response he was getting; from his em­
ployees to his request for volunteers for assignment III Vietnam on 
both a permanent and temporary basis. The Director of the Inter­
national Division of GAO 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 oonnection with the establishment of permanent 016_ in south­
east Asia, the chairman acknowledged the importance of this action 
!n a sbltelll<!nl to the Comptroller General during the hearings on July 
:!9,1966. He stated: 

I want to emphasize the strong feeling I have in support of 
your statement that it is neoossa.ry to go into the field to do 
the most effective. job. I know this subcommittee could ne\'er 
have become as familiar with the problems in Vietnam as it 
did, if it were not for the thorough hearings held in Saigon 
involving the appearance of the people a.ctually responsible 
for the administration of the programs in Vietnam. I think 
it is extremelv important that to the maximum extent possible 
the audit stair be on the scene. 

The general ftbdi~ation of responsibility bv the audit and inspection 
agencies cO\ .... ring U.S. assistance programs in Vietnam raised the 
question-"1Vho has the responsibilIty for auditing and inspecting the 
lIudit .ud iuspection ageneil'S and offices in the Government Y- Bub­
committee investigation disclosed that the GAO is required, bv Jaw, 
not ouly to ascertllin that the audit and inspection agencies of the 
Government are exercising their responsibilities, hut to ascertaiu that 
they are being exerdsed proficiently and effectively. 

It is the opinion of the ~ommittee, b..-l on its l"I'\'iew and enluation 
of informahon ~rodded by the GAO, that the G .-\0 has been deficient 
in carryin!!" out Its stlltutory responSibility for auditing and re'-ie .... ing 
the forei!!11 operations octivities of the responsihl~ auditand insp""tion 
agend"". During the hearings held on Julv l!1, the Comptrol1~r Gen. 
" .... 1 nClmowledged this responsibilit.v. Ifi responding to a qu""tion 
by Con~an Reid on GAO's. poiiey Witll rej!"ud to auditinj!' the 
other audIt and inspection agencIes, the Comptroller General stated: 

In the past. p .... dominantly-the practi<"e has been to refer 
to Ild"'111IleY or inad"'1uaev of inl(!mal Rlldit only in relation 
to specific findin)!S on matters whirh ""ere the 'subject of a 
report. But if you look at our stot.lIt~ I think that .... e do 
have a clenr responsihilitv. It is a matter that I have ll"iven 
a good deal of thought to since I have been with the GAO. 
lt i. mv ,·iew thnt GAO in mony instances ~lln pernaPI' he­
m""t ~ff""ti ... , in oppmising Ihe "';'nev's own audit capahilitv. 
llleir machinery. the scope of th .. ir reSponsibilitv vested in tIle 
int~m,,1 alldit, the od"'1uacy of stallinj!'. some appmisal of the 
[,Ioouet of internal audit. and report these to the Congress. 

2. AID/WGIIAi-ngton Uttel"lllll amllt atatl.-The last audit in Viet.­
nom was rompleted in the Slimmer of 1!l61. An audit .... as started in 
February 1966. after AID's Assist .. nt Administrator for the Far East 
testified before the subcommittee. The sta1F was adrlsed bv the audit 
slIpervisor in Vietnam that audits and reviews were sehOOlIled !lE'V­
ertll times since 1961 but th"v had been ~celed repeatedlY. The audit 
sllpemsor adrlsed the stnff tl".t the audit covel'Bj!8 ,,"oitld be h4!hlv 
selectin due to the size of the program. The audit ,,"ill emphL<tize 
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high dollar programs, including a comprehensive review of the com­
mercial import program and the local funds generated therebv. 

3. The Inspector General for Foreign Assistance, Deptirtment 
of State (lGA}.-The IGA has responsibility for reviewing the effec­
tiveness of U.S. economic and military assistance pr<>grflJ1ls and Peace 
Corps and Public Law 480 activities. 

A review of the files by the subcommittee staff indicated that little 
had been done in Vietnam by the IGA in the past Ii 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 inspecti(>DB 
in Vietnam between Februar;y 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 
inspection trips and the time of IGA personnel in Vietnam exceeded 
that of the entire fiscal year 1965. On July 19, 1966, tlH'l Inspector 
Genem! stated: 

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

Subcommittee investigation also disclosed tlm,t the IGA prepares no 
formal reports at the close of an investigation. Neither is an annual 
report detailing accomplishments and results of invcstigations pre­
pai-cd. The results of investigations are reported informally either by 
letter or verbally. No consistent handling process is utilized. The sub­
committee is of the opinion that a system of brief formal reports on 
the results of IGA inspections wonld serve as a more effective tool for 
personnel responsible for managing foreign assistance programs, con­
gressional bodies, and other interested Government agencies. 

4. Foreign Service Inspection Corp8, Department of State 
(FSIC).-The ForeiW'- 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 no! been in Vietnam since 1961. Following the 
subeommittee's investigative trip to Vietnam, two teams of two inspec­
tors each arrived in Vietnam on July27,1966, 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 GAO on June 6, 1966, that its audit program staff was curre.ntIy 
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planning to audit the Embassy operations in Saigon within U.e next 
Q velus. 

"6. TM DefeMe contract AlUlit AgenclI. DepartlJU!nt of DefeMe 
(DCAA).-A resident audit staff of six auditors lUld one administra­
tive man, was established in Vietnam in Janllllrv 1966 to audit and 
review defense contracts. Prior to January I the work waS ""rformed 
by one resident :Savy area auditor (March 1962 to June 196·n and by 
temporary Navy and DCA.>\. auditors (July 1964 to December H~l'.l. 
The examinations being performed at the time the subcommittee 
initiated its investigation wern generally limited to examinations of 
the contractors' cost representations 8lI shown on vouchers p.-nted 
for. payment. Th~ voucher·type audits did not include manal!"ment 
reVlews or evaluat.lOns of eontl1lct periormlUlce or the broader eon­
trol aspects of tbe billion-doUar construction program. 

On August 1 and 5, 1966, the subcommittee heard testimony in 
executive session from the AssistlUlt Secretary of Defense for llall­
power and his aides. On Angus! 1, Representative Porter Hardv, Jr., 
expressed fear that many of the current. DCAA auditing efforts were 
SO limited in their scope they were not rea1ly audits at all. The Assist· 
ant Secretary testified that while many full audits ..... ere not conducted 
in Vietnam, the mlUlllgllment structure of DOD contained 713 peopl .. 
concemed with da;!'-to-day oversight activities. In ans ..... er to Mr. 
Hardy's questions, however, the Assistant Secretllry eonoeded tI.O!$!! 
people were not Iluditors. He identified them as engineers, acoount· 
ants, and inspectors. "But that is not an auditing str'llcture and you 
Imow it· as ..... rll as I do," llr. Hard. said. ". • • !lIlly are nOI ollditors 
in my book, and I don't think that is .... hat Ihe. ore Ihrre for.~ In 
pursu~ this matter further, :Mr. Reid ond iIr. Hardy examined 
Ih .. AS!nstant Secretary on the extent to .... hich DOD .... as conducting 
comprehensive and in-depth audit activities in Vietnam. The Assist­
ant Secretary indicated that, in the suppl,! field, 80 percent of the dol· 
181' value of materials purchased were subjected to Iludit. In respon.. ... 
to this, the following "xchllllge took plaC&-

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

ASSISTANT SECBErARY. The auditing support acti"ili'!'!' 
• • ...... ould check out the timeliness, responsivrnes.., and 
complrt .. noss of the supply actions up 10 Ih .. point of """ipI 
at docksid6. Thev would not. be able to pick up the audit 
from that point forward. 

lIr. HARDY. I think vou said die Armv Andit AI!'E'II(" Ita. 
a pres<>nt polic\" of .covering 80 percent" of thr c~~I ... • • *. 
One of the problems this 5ubc<}mmittee has been ',(>I1ct'n,.·,1 
.... ith here would not. be aJfectoo at all b,' th~ 811dit5. If t Iw 
mnt~ri"ls went 8stray at dockside ther., would be 110 ,'h",'~' 
on thelll. If there ":a$ poor llerfonnance Oil the part of Ill .. 
contractor th(lre ~ould be no t"h(· •. .'k on it. 
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Other subcommittee members agreed with Mr. Hardy and Mr. Reid 
and preased for major changes. As a result, the Assistant Secretary 
testified on August 1\ that plans had been formulated to expand 
DCAA's new comprehensive audit program. 

The testimony also disclosed that in addition to the permanent audit 
staff esu..blished in Vietnam the following significant changes wete 
made in DCAA's audit plans and procednres during the subcommit­
tee's inve,stigation: 
• The resident audit staff in Vietnam will he increased to 11 personnel 

by October 1966. 
• In January 1966, the DeAA audit at the C.S. office of the large,,'!; 

major contractor in Vietnam was changed from a voucher-type 
audit of incurred costs to a review and surveillan~ of the pro­
c<!duresof the contractor. 

• In April 1966, the DCAA audit in Vietnam was expanded to inelude 
. 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 OIle stenographer was established in Bangkok. 
Seven auditors and the stenographer were on duty on August 5. 
The Baugkok branch will augment the Vietuam audit staff on a 
temporary duty basis, if neeessary. 

7. MUitary Assistmu:e Program Auditing Division, Department 
of Defense.-The last audit programed for military assistance fur· 
nished to Vietnam was concluded in November lQ60 and covered 
functional areas of development and implementation of the program. 
Since July 1962, the responsibility for auditing military !ISSlstanc.e to 
Vietnam has been assigned to the Army Audit Agency. 

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

8. The Army Audit Agency (AAA).-The Comptroller of the 
Arm.)' 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 
testilled in executive session before the subcommittee, this instruction 
was rescinded and the Comptroller of the Army directed the AAA to 
prepare a detailed plan for audits in southeast Asia. 

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

9. Auditor General of the Navy.-No audit work in Vietnam had 
b;-en performed by the Navy sin~ completion about September 1964 
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of audits of housekeeping a.ctivities of the headquarters support 
activity in Saigoo.l.a Navy activity then furnishing administrative 
support to the Military Assistanee C-ommand in Vietnam. 

Following the SIlbooinmittoo's investigative trip to Vietnam, the 
Chief of Naval Operations, on May 231 1966, :requested a special 
audit in Vietnam. On August 5, the ASSIstant Secrets~ of Defense 
for Manpower advised the su boommittoo th .. t in addition to tbis 
special .. udit a pre1imina17 survey of naval operatiolUl in Vietnam is 
being conducted to aseertam more specifically the audit requirements. 
This survey is to be followed by an enonsive review of naval support 
operations in Vietnam in October 1966. 

10. Air Force AudiWr Geneml (AFAG)~For the most part no 
audits of activities financed with Air Foree appropriated funds were 
bei¥ perfonned by the resident audit staff located in the Pbilippines. 
AudIts were limited mostly to activities financed witb Air Foree non­
appropriated funds. 

On Angust 5, the Assistant Secretsrv of Defense for Manpower 
advised the subcommittee that tbe AF AG in recognizing the need for 
the audit of appropriated funds in Vietnam requested in December 
1965 tbat a five-man resident audit staff be est&blisbed in Vietnam. 
The request was approved by the Secretary of Defense on August 25, 
1966. 

11. A,."."..Air Force Ex:eltflllge Semee.-The multimillion~ollar 
annual operation is scattered throughout Vietnam by means of sub­
exchanges wbich are vulnerable to operational and management 
deficiencies.. 

On July 18, 19661 the GAO reported that Vietnam Regional Es· 
change audits have meluded periodic counts of inventories and check­
ing of imprest funds by three internal auditors on duty on llareh 
22,1966, one of wbom returned to tbe New York duty station on Marcil 
27, 1966. In view of tbe size of tbe program, the GAO was of the 
opinion that the adequacy and depth of coverage by the limited inter­
nalandit staff weI'll questionable. The GAO also reported, howe .. er, 
that the Pacific Exchange Headquarters had planned to augment the 
Vietnam interoal audit staff with two or three Philippine nationals 
Ilnd to conduet an audit in June or Jnlv 1966 of the operations of the 
Vietnam Regional Exchange • 

On Angust 5, 1966, the Assistant Secretary of Def_ for Han· 
power advised the subcommittee that the New York Headquarters 
of the Army-Air Foree Esch8ll/!8 Service planned to send a group 
of four auditors to Vietnam in October 1966 to couduct an audit. 
The PAcific Headquarters of the Regional EmBl'lge at Honolulu 
planned to send auditors to Vietnam In the early fall for the same 
purpose. 

On September 15,1966, the Department of Defense advised the SIlb­
committee that the andit bv the New York Headquarters had been 
moved up and the four auditors were already en:route to Vietnam. By 
.Tanu .. rv 1967. each exchRnj!'l' Rctivit ... is to be audit£'d AI lellSt one-e 
eithu by the New York HeadquarterS or the Pacific Exehange Head­
quarters. 
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12. Office of the Inspector General. Department of Agriculture 
(lG).-No work had been performed by the IG in Vietnam since 1964. 
In that year, an investigation was made in Vietnam of t,he 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 $10'2 million of commodities donated under Public Law 
480. 

On .Tuly 18, 1966, the GAO reported that the IG planned to con­
tinue its assist work with AID and to obtain 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 I'l'eater 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) a comprehensive audit 
of programs under which agricultural commodities are shipp,ed to 
Vietnam with first priority given to compliance and survellIance 
aspects, and (2) a review of problems relating to pilferage and diver­
sion of such commodities to the Vietcong and the black market. On 
August 29, the Acting IG informed the chairman of action initiated 
by his office to satisfy the chairman's request (exhibit 2). In addition, 
the subcommittee was provided a cOPl' of a vacancy announcement 
by Agriculture Credit/Co-op Advisers ill the AID mission in Vietnam 
(exhlbit 5). The announcement was made by AID in cooperation 
with the tlepartment of Agriculture. 

13. Office 01 the Inspector General (lG). US. Infomwtwn 
Agency (USIA).-No inspections had been made by the IG of the 
operntions of the .Joint U.S. Public Affairs Office (JUSPAO), the 
local unit of the r:SIA in Vietnam, in 1965 and none were ('limned 
for W66. On June 16, 1966, the Director of the USIA adVised the 
GAO thnt while operating conditions were not appropriate for further 
inspection at that time of his agencv in Vietnam an inspection and 
audit would be scheduled "ns soon as conditions in the field mab 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, thc chairman, in a letter to the Director of USIA on 
August 11, stressed the importance of audits and sngge~ted that the 
IG review the activities and the financial and administrntive opera­
tions of JUSPAO. The chairman was subsequcntly assured that an 
and it of ,TUSPAO 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 
internnl audit staff within the AID mission hnd been diluted to the 
point that they were no longer functioning as an aid to management. 

• 
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The employment of dilatof7 tactics by top management apparent Iv 
for the purpose of prevent'ng the issuance of audit rnports and to 
avoid eastiniii' light on mission deficiencies, the lack of the ~ of in­
dependence ill mternal auditing that is essential to objeeuvity, the 
shortage of personnel and the lack of trained and experienced person­
nel all played a part ill the deficient and ineffective audit activities 
within the mission. 

Subcommittee investigation disclosed that tinder the mission dil'!!C­
tor ",ho prere<led the director at the time of the investigation, the 
mission audit branch issued 19 audit reports with an aversge of 
7 personnel in fiscal year 1964 and 24 audit reports ... ith an a..-er­
age of 9 personnel in fiscal year 1965. Lnder the mission director 
during our in..-esligation, only three audit reports had been issued at 
the time of the subcommittee's investigntive trip to Vietnam in lfay 
1966, on,'r 10 months after the beginning of tl,e fiscal war, despite 
the fact that the number of auditors had increased to 1';, The sub­
committee was advised by responsible oOicials in the mission that a 
major factor contributing to the sharp decline in the number of audit 
reports issued in fiscal year 1966 was the lack of audit independence 
within the mission and the attitude of the director toward construc­
tin' criticism of mission operations. 

In tllis connechon, the subcommittee found that the mission andit 
stall' did not l,,,,,e independence either organizationally or in its 
choice of the type and scope of audits to be performed. The mis­
sion's a.sistant director for financial man~ment (the equivalent 
of II controller) !\t the time of the ... bcommittee's inVt'Stigation ... as 
handpicked by the mission director and was di_tly respon.~ib)" 
to the dil'l!<'tor for all of the activities assigned to his office. The 
chi"f auditor in turn "'as directlv responsible to the assistant direc-
tor for financial mana~ment. • 

In April 1966, the mission's chief anditor advised the snbcommittee 
that under the previous AID dil'l!<'tor, severnl man~ment-t."P" audits 
as opposed to financial audits were performed. He indicated that the 
mission director that followed did not by his attitude seem favorablv 
disposed to management audits. The chief auditor complained that 
be was not able to carry oot his program for audits as ori,nnally 
schedllled for fiscal year 1966 beeau!<e of frequent. l'NIue!<ls by the 
mission director and AID/W ashin¢on for milt ine and limit...! work 
of an investigative nalllre and limited financial audits. He also com· 
plainrd noout the failure of the director to promptlY review and au­
thorize th~ issnnnce of audit reports, and the advel'>le ell'ect of th .. 
director's dilatory tactics on the mornle of the and it stall'. The former 
controll"r of the .AlD mis.ion who was the chief auditor's Stlperior 
during most of fiscal year 1966, slIbseqllent.\y corroborated before the 
subcommittee the information ohtained from the chief and itoI'. 

In May 1966, the mission's assistant. director for financial mana~ 
m .. nt testified before the 8lIbcommittee on the basic obj!'ctiv"" of the 
audit~ and operational redews conducted by his internal audit stall'. 
He stated: 

We review operations in order to determine whether or not 
We (the mission) are complying with the laW!! 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 AID/Washington was not receiving suffi­
cient information upon which to gage the effectiveness of the mission's 
admiillstration of the program. 

The mission's deputy director advised the subcommittee that the 
director would not entertain the thought of any wronl!doing or poor 
management in his mission. The deputy director stated: 

My fceling was that he just would not countenance any­
body saying anything detrimental about the I?rol!fam or about 
diversion or corruption that might exist 111 the program. 
• • • I think he is imbued with the idea if he were to reveal 
that anything is wrong in Vietnam, it would reflect poorly 
upon his career. 

Concerning the effect of this attitude on the mission's audit function, 
the deputy direetor stated: 

TI,e 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 a notice that he wanted to review and wanted to sign 
off on all of these reports, and therefore, they had not been 
issued. . 

In an attempt to verify the alleged attitude of the mis.sion'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 accountB receivable of the National A~cultnre 
Credit Office (NACO) in Vietnam. TItis audit disclosed Significant 
findings which were highly critical of the AID monitoring of the pro­
/!TRm. Only 33 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 by 
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 1966. 

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 re:port, issued on M",y 26, 1966, following the subcommittee's 
hearings, disclosed that there was virtually no substantive difference 
between the draft report Rnd the final report. The basie deficiencies, 
conclusions, facts, and recommendations had not been changed, 

Neither had the dollar figures boon changed. The changes that were 
made were few in number and, in the subcommittee's opmion, 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 CODUllllllts that action had been initiated 00 
certain recommendations. It is the subcommittee's view that the in­
signi6cance of the ch~ raises serious doubt that they are the real 
l'tIIISOn for the mission jJ director delaying the issuance of the final 
report. Simply J>ut.. the report apparently was buried until the sub­
committee demanded that something be done about it. 

Congressman Helstoski closely questioned the Comptroller General 
of the United States on July 19) !966, con~ the relationship be­
tween a mission dirootor and nis intsmal audit staff. The COmp­
troller General stated : 

My own feeling is that generally the audit function wm 
be more productive and serve its purpose to better advantag1! 
if audit reports are directed to the &lI"Ilcy head. • •• I 
think he (the mission director) should nave the opportunity 
to present comments along with it if he disagrees with it­
bnt he should not have the veto. 

Following the subcommittee's hearings in Vietnsm, the mission di­
rector advised the subcommittee that i5S1le 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 respous& to the subconunittee's foDoWDp 
inquiry, however, AID/Washington advised the subconuniUee on 
August 29, 1966, that final reports had been issued on only 10 of the 24 
audits, of which 8 were forwarded to and received by AID/W IIllhing­
ton. Although the mission had adopted the practice of not making 
formal reports on andits where corrective action was taken while 
audits were in process or the audit did not produce findings _tial 
to mission management, AID/Washington directed the mission to 
complete and issue reports on aU audits and forward them to Wash· 

~:-chief auditor, the former controller, and the deputy dirootor 
emphasized the understamng and inadequancies of the audit branch 
IUId their advers effect on performing truly professional audit work. 
The chief auditor and the former controller advised that mClOlt of the 
auditors assi~ in Vietne.m were new to AID and were erperieneed 
primarily in financial type, rather than management type, audits. 
Althoul1;h the chief auditor and the controller held ions to teach 
and tram inexperienced auditors in the techniques of In&IlagemeDt 
type audits, ther felt their efforts were not very 8IlOOIafuL 

The personne problem in the audit branch was further compli~ 
catoo. by the language problem and recruiting by commercial films 
in Vietnam. The need for auditors who speii.k Viet.namese has re­
sulted in the hiring of untrained and inexperienced Vietnamese na­
tionals in the audit branch. The chief anditor advised that reason­
able intelligence and language lIuency are the basis for hiring Viet­
ne.meS& auditors. He also advised that the hiring by commereiallit1XlS 
of such personnel at higher salaries than the mission is paying has 
depleted the staff of Vietnamese nationals considerably and added to 
the personnel problem. 

In an attempt to curtail the personnel inadequacies within the 
audit branch, 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. MoreoV1lr, 
AlD/Washington is directing the aesignment of experienced U.S. 
auditors from withill the Agency, as necessary. 

The committee recognizes that certain functions and operations may 
be immune to continuing an effective audit and inspection under war­
time conditions. It has not, however, accepted the concept that ali 
functions and operations are immune to continuing an effectiV1l audit 
and inspection under'wartime conditions, a concept which was gen­
erally adopted by most of the agencies and offices h& ving 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 aud 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 witbin 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 a 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 ins!;,ootion activity and inject 
into the Vietnam program the degree of mdependent, constrnctive 
criticism that is essentIal te sound and effective management of any 
large-scale program. Uoreover, the changes being implemented with­
in the mission audit branch should result Jll tighter control and better 
management of the commercial import program and heJp in prevent­
ing some of the widespread abuses that have plagued the program 
and hampered U.S. objectives. 

The subcommittee believes that in addition to the immediate cbanges 
which it !;'rompted 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 presen"'l 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 GAO 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 findiuge to the com­
mittee by :May 1, 1967. 

4. The AID 1''1' ashington Int.ernal Audit Staff should expand the 
IlCOpe of its audit to includo a comprehensive coverage of the entire 
AID program in Vietnam. 

5. The Inspedor General should increase the frequency and cover­
age of his inspections to exercise his reRponsibilities more proficiently 
and effectively. 
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6. The Inspector General shonld develop Ii system which would n­
quire the preparation and distribution of brief formal reports on the 
iesu1ts of his inspections. 

7. Responsible audit i~ion olIiees, in conducting their reviews, 
should also evaluate the grudance provided to the field bv top mana,p­
ment in Washington, the extent to wbie.h Washington is involved in 
the administration of field p~ and its eft'ectiVl'ness, the ade­
quacy of Wash~'s commurucation with tbe field, and Washing. 
ton's overall surveIllance of the program. 

8. AID/Washington should devise formal ;procedures which p ..... 
vide the controllers and audit staft's of the mlssioos with the degree 
of independence in organization and choice of audits that is _tial 
to objectivity and eBectiveness in the oonduct of audits. Reports 
shonld be issued on all audits independent of the director's oontrol and 
submitted to top. management in WashinJ/ton. 

9. AID(Washlngton should assign onfy well·trained and experi­
enced U.S. auditors to Vietnlilll and make every effort to emplol' Viet. 
namese personnel with accounting and auditing as _II as bilingual 
qualificatjons. 



VIL AID MISSION MANAGEMENT AND PERSONNEL 
PROBLEMS 

The fact that the AID mission in Saigon employs more people than 
the Agency for International Development in Washington indicates 
the great magnitude of the management aJld personnel prohlems 
faced by the mission. The AID mission in Saj~on 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 directjon and varying degrees of ad­
ministrative support from the mission. Excluding the latter group, 
this totals 3,800. AID/Washingtcn has ahout 3,500 employees. 

In the past year, the AID mission in Saigon has more than douhled 
in size. To a certain extent, of course, the expansion in the dollar 
value of the AID program in Vietnam during this period made an 
expansion cf 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 WIl.S sent to Vietnam 
at the mission director's request to examine the enti"" organizational 
and management structure of the AID mission in Saigon and make 
recommendations for improvements. The report issued by this team 
in December-known as the Herder report-<ietails many shortcomings 
in organization and personnel attitudes that have affect~d tbe efficiency 
of the operation of the AID mission in Saigon. The recommendations 
made in the Herder report led to a number of cha~, 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 AID/W and 
mission personnel there has developed a psychology th .. t there are 
no limits of funds or personnel for tlie Vietnam l!rogram." The ''war 
psvchology" sees only desirable goals and ohjectlVes without stoPl!ing 
to' consider limiting factors such a.s funds, personnel, and lOgIstic 
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 utilised. In addi­
tion, the team criticized the failure of mission personnel to work well 
together, the lack of coordination between WliShlngton and the mis­
sion, the growing proportion of personnel in the mission without 
previous AID experience, and the lack of a strong personnel policy 
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on the part of .UD/W ashington. In general, the team recommended 
with respect 10 staffing that e.ery elTort should be made to "settle 
down." 

A second management survey team was sent to Saigon in Januarv 
to follow up the :recommendations made in the Herder report, draft 
a new organizations and functions manual for the mission, and de· 
yelop several key procedural direetives implem8llting recommenda· 
tions made in the Herder report. The work of this leam was com· 
pleted on April 1, 1966. 

Exeeutive Staftlng 

The Herder team reported that-
the unusually rapid turnover of key executive personnel­
four mission direclors in .. y .... rs, in addition to acting direc· 
tara for sometimes extended periods-has not improved the 
sense of stability. 

A new mission director was appointed in August., the fifth in less 

thanDu 5. years. h f h 'od f h L.. • ,. •• rmg mue 0 I" perl 0 t e SUu..-umIDlttee S tnreshgahon, 
four of the key positions in the mission were either .. cant or about 
to be vacant. The deputy director, who had sen'ed in Saigon for 
nhout;; months, was sent to Bangkok in January of this year under 
an outward fiction thut he was on a temporary duty assignment.. He 
slaved the .... until June. when b" resigned from the A.gen~.. He was, 
in Other words, officially the deputy director of tbe AID mission in 
Saigon from January to JUlle e,'en thol!¥h, during that period, he was 
actually in Bangkok. Because of his dJSgllSt with the conduct of the 
p~ in Vietnam aud the fact that his re.-ted recommendations 
for uuprovem8llt 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 reeeh-e any assignments • • • I could bave been 
a permanent ornament there, gentlemen, except for my own 
imtiated activity. 

The statement of the deput] director, given with great candor to 
the subcommittee in Bangkok, constit~tes a serious indictment of 
the then mission director. The committee is ronvinred there are too 
many instances in AID wbere personnel are hypassed because of the 
idiosnlcrasies of high officials. We shall watcli with great care the 
utiliiation of administrati.e personnel a.nd call to the attention of 
the COllgreSS any instances we encounter of failure to utilize talented 
and dedIcated AID employees to their fullest capabilities. 

The third and fourth ranking positions in the mission afte. the 
director and the deputy director are the associate director for field 
operations and the .ssociote director for program and economic policy. 
J.'rom Febman- until AUj!U5t of this year, the former position ,...s 
filled in an "acting" capacity afler the prenous associate di .... ctor had 
left to take another position. For .Imost 6 months, AID refused to 
Ifh'e the acting associate director a permanent appointment and failed, 
m the alternative, to assign someone elS6 to the position. The olher 

10--069-H-. 
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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
tiOll is not vacant today only because the incumbent finally agreed to 
extend his assignment for another indefinite period of time. 

A fourth key position, the assistant director for technical services, 
WIIS vacant from January nntil August of this year. This position 
was created in J annary as " resnlt 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, industr; ,I development, labor, public administrfition, 
and {lublic works. FOT a period of more thun half a year after its 
crcanon, this position was unfilled. linder no circumstauces should 
th" widespread vacancies in top positions which existed earlier this 
year be permitted to develop agam. The lack of direction resulting 
from such It 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-
gravelv c,oncerned ,,~th It tendency on the part of most of the 
managers in the mission to reaet to problem situatiollS 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 
wuld be administratively supported. 

The overall staff levels already authorized for the AID mission in 
Saigon should be more than snfl\cient to carry out the mission's duties 
if a high percentage of the positions are kept staffed with competent 
people and if a realistic allocation of stat!' 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 mlssion and, when necessarv, reallocate personnel and resources 
to meet new contingencies. A recent report stated that the mission is 
presently engaged 111 just such an evalnation of priorities, which has 
been 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 ofl\ces in the mission, despite rapid 
increases in authorized overall staff levels, had remained grossly 
understaffed. It cited as an example the Program and Economic 
Policy Office, which is responsible for administering the eIP and 
which-

has been so 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
ized ove,ran stat!' levels, stafiing remained totally inadequate in some 
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areas and was unquestionab1v exeessiyp in oth~rs. Cou~Hnan King 
pressed the deputy director of the AID mission on tl)l5 point. 01 the 
h~aring in Bangkok; and the deputy diI"l'Ctorstated that ";nlhe audit­
ing area, in the commodity import program ore •. the .... i, ;",,,1"'111,,1. 
stoff." • 

The delibernte understaffing of the Comn ... rc;.l Import Division 
(CID) bv post mission diI"l'Ctors has been a prime, fador fOllti-ibllting 
to the lock of control and mismanagement of the CID. 

Since 19:». the CID has been consistentl:r undeeslaffed. At the 
time the subcommittee began its investigatIOn, no more than live 
people had "'rer been assigned to the C~D at an:" one time and thn!le 
had been the average. As late as APMI 1966, only One person was 
serving in the CID ... ith the responsibility for administering a pro­
gram costing in excess of $150 million. Thus, the CID, historically 
one of the smallest operntional units in the AID mission, has at the 
Sllme time been responsible for the largest dollar part of es. economic 
assistance to Vietnam. 

The subcommittee was told bv a reliable sonrce who st>n'ed in 
the eID early in 1965 that understaffing at that time was deUbel'llt" 
because the management philosophy of the mission diI"l'Clor was to tum 
as much of the management control of the CIP as possible o,'er to the 
GYS. In fact, thi. source ,;tated that the director at that time 
had entertained the thought of completely doing away with the ,cID, 
e,'en though the GV:S had requested that AID persolUlel be a'lStgned 
to its :.Ministry of :s ntlonal Economy to assist and ad"i", on the 
conduct of the CIP. 

Only after the subcommittee initiated its investigation was II snb­
stnntial increase in the number of people lIBSigned to the CID ap­
proved. On February 28, 1\166, the mission asKed AID/Washin~on 
to increase the anthorized staff of the CID from 5 to 16 positIons. 
This increase was subsequently authorized. But, at the time of the 
subcommittee's second investigat; ... , trip to Vietnam in !.lav of this 
year, only 1 of the 16 positioru. had beo?n filled. The need for more 
staff in the control and review areas of the program, both ill Wash­
ington and in Sftigon, has been repeatedlv aeknowledgOO by AID lind 
otner officilils in the past 6 months and the committee hopes tbat 
tllis point will not require additional emphasis in the future. 

As the Herder report pointed out, the nosponsibility for many of 
the ""cesses and deficiencies in the staffing of the AID mission in 
Saigoll must be .llsred equallv by the mission and AID 'W85hington. 
Forenmple, the director of the AID mission testified that-

Them WliS a telegram from the Agencv that ..... as asking 
whether they eould assign people here without asking us. I 
cabled back saying that JPven the importance of Vietnam. 
and the necesllty of haVIng highly qualified people, that I 
wonld not agree to hft're people sent here to Vietnam without 
ha\-ing their record renewed, snd have our specific appro,al 
for their assignment bere. 

The diI"l'Ctor subsequent 1y testified that he, pel"SOnallv, approved many 
of these nominations. Other mission officials alsO exercise concu .... 
renees on new pel"SOnllel. The responsibilities of the mission and of 
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the director are too great to allow time to be wasted in this kind of 
exercise. To take an obvious analogy, the rnited States would not 
have 300,000 troops in Vietnam todoy and the military would ha,'e 
little time for fighting if field command .. ,. had to approve all the men 
that were being assigned to them and if General Westmoreland pet". 
sonal1y l'eYie"wed the Hnominations." lit addition, there is always the 
danger tlmt It mission director might huild It personal empire in this 
maImer. thus creating major problems for any SUCce.'3Sor. AID/Wash­
ington should not have acquiesced in thiH polic~y. ConCllrrel1f~es must 
be strictly limited to senior staff and exercised only by the mission 
director. 

Quality of Personnel 

The ability and qualifications or the people AID is sending (0 Saigon 
is an important consideration independent of the problem of establish. 
ing proper ovemll staff levels. The Herder team reported that--

Insnllidellt attention is being paid to the need for qualified 
personnel fiS distinct from the quantity and early delivery 
time. A related consideration is the growing proportion of 
personnel without previous AID experience. Vietnam is an 
expensive training field. 

The committee concurs fully with that quotation. 
In the most important and by far the lnrp:est AID mission in the 

world, AID should endeavor, to the extent that it is possible, to assign 
only the most experienced filld the most capable of its people. This is 
a fact that would seem so obvious it should not even need to he stated. 
Yet the Herder team found significant deficiencies in this respect in 
December of last year. At the time of its reyiew, AID had a policy 
of not directing Assignments for Vietnam. Rinre. the initiation of the 
subcommittee's inveBtigation, however, this policy has been reversed 
and AID career employees are now being given directed nssip:nrnents 
to Vietnam. The subcommittee realizes that it mav not. in all rases. 
be possible to fill key positions in VietnaIn with men of demonstrated 
c,apabilily and years of AID e';Perie,nce bllt it helieves Ihat, in view of 
the overriding Importance of V [etnam, AID should use its new policv 
of directed assignments to this end whenever possihle. ' 

This point should be emphasized beeause it would appear (hat I he 
Herder team's finding of oeficiencies in this area either was not widely 
enough disseminated within the Agency or was i"rlOred in subse­
quent personnel o.etions. The Herder team stated quite specificallv 
in Dooember that~ . 

there have been too many instances where people new to AID 
and the Government have heen recruited and sent to Vietnam, 
An example is in the case of auditor;: in the Ollice of the 
Comptroller. The large majority of the 19 auditors tl1em are 
on their first assip:nment with AID, Saigon should not be 
considered as a training post. The mission has neither the 
time nor the staff to ad.rrlinister tmining, Rnd in the meantime 
important work suffers. ~ 

• 



• 

AN INVESTIGATION OF U.S. l'ROGR.UlS IN YIETNUI 61 

Despite this WIlrning in Deeember, the subcommitt...e was told 3 
months later by the controller of AID, who had just ,-eturnro from 
Saigon, that he had appro\"ed a Dew staffing pattern for Ihe ollke of 
the mission comptroller in Saigon and that Ihe staffing pallem "",ah­
lished 11 new positions, 3 of whioh wen. Iminees. The 5uhrommillee 
also ""ns illformffi in the mu,.,., of its ill\· ... ti~ .... ti"n th:!1 al I."st one 
of the assistant directors of Ihe AID mission ill S:!igon had """,,, ... nt 
out n;:; n tl1l1nt>e sel'eml months prior to his nPllOintnlf'llt 8S n~ist8nt 
director. Whil" the committee reali""s Ihe ext .. nl of the problems 
fneed by AID in loctIting personnel who not only ha.·e the ""'Iuisils 
9,lIaliHcalions bllt am willing to ser'.., in Vi .. lnam, ue,".'1heless it be­
he .. "" thst this one problem, perhaps"" much as allY other, is crucial 
to the effeeth'e operation of the mission. 

Personnel Responsibilities of AID/Washington 

One persistent theme that h ... run throughout the subcommittee's 
investigation of the AID progr:am in Vietnam is the spparent lack 
of coordination between AID/Wasbington and the mission in Saigon. 

Speaking about staffing problems, tl,e Herder team report«! that-
there is a perplexing Jack of coordination between Washing-
ton and the mission • • • as to personnel ""'Iuirements and 
recruilment estimates. This .itnation has been greatly exag· 
gerated in recent months by £roquent and substant ial cha"f"!' 
proposed hy both Washington and the field mission' *. 
In many cases, reqnirements were determined in "'ashington 
without mferenc. to the mis.~ion. 

AID/W"ashington i. responsible for reerniting personnel. assigning 
them to the ,UD mission in Saigon and, t.hooretiean .. at least.. for 
overall direction of the mission'. personnel policies. :\s statedp ..... 
vionslv, the TIlSponsibility for many of the .XreS!\I'S and deficiencies 
in staffing o~ Ihe AID mission must be shared by both Ihe mission and 
AIDIlVashmgton. 

In oroet 10 meet the Je .... Atly increased personnel needs of the mis­
sion in Saigon, AID/Washington initiated in Oelollt'r of last y .... r 
" series of municipal reoruitment campaigns tbronl1hont the rniled 
States. One· .... eek recruitment drives haw been held in a numllt'r of 
major cities-Chiral1o, Los .\nj!'t'les, Boston. Xew Od,""s, Houston, 
DalI"R, Kansas City, and othel"!'-since that time and others are 
planned for the near fnture. The purpose of these dr' ...... hfts been 
to reeruit experienced prof"""ionnl or toehnical B,h'isers to meet AID'. 
increased manpower ""'Iuirements in Yielnam. AID stnted in a memo 
omndnm to the subcommittee in .Tunetll8t-

It is readily apparent •• * that we hBn had ron.ider· 
~ble SIlC<'t'SS. in ollr re<'ruitment efforls :i!ll'e \\"~ h.,"!! pla~ 
mto processm!! for emplo~·m .. nl some 3,,1< candidate;'< dnrm!! 
the period from Octol", .. HI!\;) to til .. pres(>1l! tinl!> from thi. 
te<'hniqlle (recruitment <1d'·(8) alone. 

A cl"""r look at this figurP, how,,·.r ..... ,·.sled thnt 8S of August, only 
a Yery 5Illall percentage of Il,e c.mlidntes selected for processinl'" hail 
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actually entered on duty with the Agency. Asked to comment on 
this fact, an official of AID stated to the suhcommittee: 

I think there has not been sufficient strengthening of the 
processing staff to handle this volume or 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 t,he need for 
detailed advance consideration of all phases of a proposed operation 
before realistic goals can be set. The recruitment drive is, in the opin­
ion of the commi~tee, it step in the right direction-au imaginative 
approach to I?ressmg and nnprecedented problems. It should not be 
allowed to fall nor should its effectiveness be blunted by the lack of 
adequate administrative support. 

Another policy for which AID/\'Vnshingt{)n is soleI v responsible 
is the length of personnel assignments to Vietnam. For tIle most part, 
AID personnel m Saigon now serve an IS-month tour of duty. There 
is a real question as to whether lS months is a sufficient period of time 
to allow for a meaningful contribution when a man must also establish 
his fumily in another c.ountry, 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 montlls or nlOre are occupied largely 
with administrative details prior to departure, leaving less than a year 
for real accomplishment out of an IS-month assignment. 'While All) 
is obviously aware of these difficulties, apparentlv 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 snbc.ommittee to undertake its investigative trip to Saigon 
in the first place.' . 

In commenting on the inability of AID officials to provide satisfac­
tory unswers to questions by the subcommittee, Congressman Humsfeld 
stated: 

I want this record and ;you gentlemen to know how dis­
appointed 1 was at .the dlscus.,ions in Vietnam with Am 
persollnel. ' * • Invariahly the reason they [the questions] 
could not be answered was benanse of tlle lack of records, 
the Jack of audits, the lack of procedures whereby this in­
formation would be available. And I got the feeling, as ollr 
hearings went on, that we could have, and in fact did I!et 
very similar answers here in ''Vashington, namely that the 
information is not available. It was this thread that ran 
through the entire investigation that gave me a gTeat deal of 
concern .• , • It is distressing for a subcommittee, and a 
member of a subcommittee, to be attempting to come to gTips 
with these problems, and to be repentedly told that nec~ssnry 
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and basic information is not available, that Ihat individual 
cannot answer I he questions. 

RECOMMENDATIONS 

1. AID should make every attempt 10 brin!! greater stability to 
the mission by eliminating the tumo",r of missIon directors and top 
personnel. With respect to stalling in general, the .AID mission 
should be made to "settle down." 

2. The mission, as well as AID/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 Ihat the director of the mission "eudea"or to obtain an awa_ 
nellS throughout tIle mission of the need for a senilll of financial respon­
sibility in determining staff requirements. ~ The committee endorses 
this I'eCOIIllIKIIldation wholeheartedly. 

3 . .AID should ~rd top priority to keeping the key poets 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 lIS 
promptly replaced. 

i. .AID should accord top priority to keeping the overall staJIina: of 
the mission close to authorized levels or, If this proves impollSl'ble, 
reduce tbe number of authorized positions to more realistic levels. 
The quality of personnelllSSigned to ti,e mission as well as their num­
ber should be an integral consideration at all times. If neeessary, 
AID should consider instituting additional incentives in order to 
obtain and bold the qualified people necessary to k..,p the mission fu1Iy 
staffed. 

5. In line with the previous recommendation, AID should expedite 
the processing of applications recei red 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 approved by the mis­
sion before being sent out from Washington. The director himself 
should not become involved in approving the assignments of any but 
the few senior officers with whom he will be in constant contact_ • Vir­
tuallv all of Washington's assignments should be made without tlle 
prior approval of the mission and accepted without question. 

'j" AID should make e,"ery attempt to ftSllill" only experienced per­
sonnel to the mission and refrain from creahng positions for trainees 
or assigning trainees to Saigon. 



VIII. THE PORT SITUATION IN VIETNAM 

Port conditions are central to many of the problems the l:;'nited 
States is facing in Vietnam today. Most of tbe economic assistance 
and the military troops and equipment the L:nit'ld States is sending 
to Vietnam are moved by sea. In the 11 months ending May 1966, 
43 perce"t of ull military cargo and aoout 90 percent of AID com­
mercial cargo for Vietnam entered the country through the port of 
Saigon alone. 

Vietnamese port capacity is the chief factor bearing on the HlnOunt 
of assistance--ooth military and eeonomic-that the United States 
is physically cap .. ble of providing to Vietnam. Port capacity deter­
mines the amouut of logistic SUppOIt the United States can provide 
its troops in Vietnam and is therefore a major factor in the establisl •. 
ment of overall troop levels. Port capacity also limits the amonnt 
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 
Vietnamese ports did not have the capacity to handle the !,,,,ods pro· 
gramed. 

The port problem is not just one of expanding capacity bnt of 
maintaining adequate security as well. It has been recognized that 
security conditions in Vietnamese ports hIt vc been less than ade­
'lnate in the paRt. ,Vhile varying estimates have been made of the 
amount of goods diverted to the ,rietcong and profiteers, it. is gen­
Hally agreed that much of the diversion that has taken plac'l has 
occurred in the ports as the result of inade'luate security conditions. 

Substantial amDllllts of mOlley and effol't have gone into improv­
ing the capacity and security of Vietnamese ports in the past year 
ond a half and measurable progress has been made. The further 
expansion of t7.S. military and economic assistance, howeyer, as~ 
sures the continued existence of problems in this area for Rome time 
to come. 

Port Conditions During the Early Phases of the Buildup 

1. Pori 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 earl,. 
phases of the huildllp, it reeei.,.ed most of the military carp:o shipped 
to Vietnam and it continues to reeeive the great majority of commercial 
cargo. The port has deep-draft berths for only 10 ships "n,l is located 
on the Saigon River, some 40 miles up a twisting rhannel from the 
South China Sea. 

Given the sudden increase ill U.S. shipping to Vietnam during the 
late spring and early summer of J 965. the ph,sirallimitations of the 
port of Salgon would ha,'. led to congesti(ln even IInder ideal circum, 
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stances. Initially, although it was possible to lUlIoad some military 
ca,rgoes on a round-the-e1ock basis, AID and commercial cargoes were 
worked only one shift a day and shortages of bandling equipment, 
supen-isol1 personnel, and operating and storage areas in the port 
served to merease the dillicultv. The port was eIol!g\\d with com­
mercial goods which importerS had either abandoned or had failed 
to pick lip on time. At th. time of the staff's "isit to Sai~n, military 
IroOds ,,""I'll eh!ttering lip commercial warehollses ,vhile nlliitary ware­
houses were VIrtually empty. 

The authority to coutrol facilities And services in the port WAS Jonjl 
fragmented between six different GYX ministeri&!. Jurisdictional 
disputes lind problems of coordination ben .... n the miuistries and 
es. ollieials responsible for the mo.-emen! of es. goods undoubtedly 
contributed to the dilliculties of port operation. 

Antiquated labor practices in tlie port of Saigon further contributed 
to the problem. In Oetober 1965, Mr. Thomas W. Gleason, the presi­
dent of the International Longshoremen's Fnion, traveled to Vietnam 
at the request of AID for t1u~ purpose of studying' labor practices ud 
operations in the port of Saigon Ilnd rerommendmg stO'PS to improve 
tne e1Iicieney of cargo handlinI!'. Mr. Gleason reported the exist .. nce 
of Il number of defiriencies ill port operations and recommended, 
amonl!' other thinj!!1, the establishment of a hiM!!, hall and train in!!, 
programs for dock"orJ.-ers, the standardization of work ganll'" and 
pay for laborers in the port., the registration of portworJ.-ers" and the 
lssnance of seeuritv credentials 10 them. Mr. Gleason returned to 
Sail!oll in Deeemtx:r and, in subsequent testimonv before the House 
Subcommittee on :\[erchant :\larine, expressed his concern o\'er the 
failure of responsible ollieials to aet on his pre .. ions l"!'rommelldations_ 
He noted, at that time, an apparent disagreement with the AID 
mission in Saigon on ceruill matters and he charged that a lack of 
coordination in unloading ships-

is cost,ing the U.S. Government hundreds. of thouS&rIds of 
tlollars e"er\' dav in detention or 1_ time with !l'8llgR stand~ 
inl! by and getting paid because they are unable to maintain 
a stendy gait. 

He al.., I'!'ported that tbere continued to be a ~vere .horta~ of equip­
ment in the port and that the port was not worked at more than 4l) 
peJ'Ct>nt of caPRMt\' at an\' time. 

All of th .... problems contributed to the conj!eslion of ships in \iet~ 
namese watO'"", whieh l'I'arhetl its peak in the monlh of 'Sovember 
1965 when 122 militarl--eontrolled ships alone were in the area, nol to 
mentioll I h~ many shij ... carrying AID and ot her comn'e .... ial carj!0e8-
XUmel'OllS instances "el'!' reported of ships wailinl!' :;0 and 60 days 
for. berth nnd one .hip was I'!'ported to haye waited llO days. The 
denUlrra!!" costs of this rOlll!'1'Slion to ihe (".8. C'JO"eMlmelll, ",bleh 
ol"'ra'e8 many of the ships und .. r tim .. cbarter. weI'!' enonnons. The 
neral!l' c1ail~' cost of operating' a ship is rom.where around !l:t.(lIlIl to 
$5,000 alld it bas heen estimated Ihnt tlle cost of lost time 1m!' Mill as 
hiah as $1 million and mol'!' a month. 

2. Port tH!Cllritll.-A basic !leeuritv problem exists in the port of 
Saijlon by virlue of its physical locat'ion. One entire bank of the -Ill-
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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 .eort, 
there is constant danger of a complete blockage of the port of SRigon 
b.v the sinking of a shIp in the narrow channel. This fact was brought 
home dramatIcally on August 23, 1966, when a U.S. shIp, the Baton 
Rouqe Victo7'Y, was in fact mined in the channel and the river was 
closed for some time to all but emergency shipping. 

The need for improvement in port security conditions was evident 
earlv in t.he buildu]!. U.S. officials and informed observers who stud· 
ied Security conditions in the port of Saigon made widely varving 
estimates, ranging all the way from 5 percent to 40 percent, of the 
amount of !loads that were bemg pilfered or otherwise divertoo from 
the port. Noone knows the true figure because of the lack of audit­
in:;: and inspection. At the time of the staff's investigative trip te 
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 plving back and forth under little ap· 
parf'Jlt surveillance. The staff observed bales of U.S. AID cotten that 
had been split open on the shore and open storage areas with no 
apparent security protootion. 

Similarly, at the time of the subcommittee's hearinge in Washing­
ten, officials of various Government agencies were still u11able 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. REID. Do yon have any knowledge about the degree of 
loss of U.S. supplies going through the Port of Saigon! 

Mr. MORlUS. There 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 follo\ving reply: 

Mr. REID. Have you examined the the magnitude of the 
possible loss of goads flowing through the port 1 From 
what I have been told 20 to 25 percent of the materials and 
commodities Jlowingthrough this port either are misdirected, 
mishandled or otherwise fail to reaeh their destination. 

Mr. STAATS. I do not know wh"t the 25 percent refers to. 
I am not familiar with the 25-percent figure. 

Mr. REID. This is a rough figure. There is enough indi­
cation from various sources in the Government and from 
people expert with this area to convince me that the loss is 
large. 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 
earlv this year of, among other thinge, 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 "appl'oximately 10 percent of the merchan­
dise from the port of Saigon is pilfered, snmggled, diverted, and iI-
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legallyapprollriated." Among the practices he reported as contribut­
ing to this sltoation wore: the laCk of cooperation between G\l'N 
agencies operating in the port, the laCk of authority for port officials 
to stop any uniformed person in the port area, the lack of authont;), for 
U.S. military police to search Vietruunese trucks hauling 1'05. mihtary 
cargo, the lack of a compreh&lsive system of id&lt.ificatlOn for persons 
with legitimate business in the porl1 and the lack of control 0"61' the 
issuance of exit passes, which pernlltted truckers to drin 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 l{ACIV provost marshal. This 
sun'''Y was completed in late .J anua" 1966 and it confimls the exist­
ence Of the conditions reported in the customs report. The surve~ 
reported that "a. large &mount of U.S. military cargo had been stolen 
from just about e .. erv conceivable place between the holds of arriving 
ships and military storage warehouses. The sur ... y also reported that 
there was no military security office in the port area, that sufficient 
guards ha.d not been provided for trucks hauling military cargo from 
the port, that control and accountability of transportation documents 
was inadequate, that fences and ... alls surrounding the port had been 
inadequately m&intained, that illumination of pier area.s at night wQ 
not adequate, and that control of port laborers was inadequate. 

Much of this information was confirmed by the subcommittee 
through personal inspection and tcstimon:y both in Saigon and Wash­
ington. The subcommittee was told in Saigon, for exa.mple, that most 
US. PX and commissa" goods are hauled from the port to military 
warehouses by se,,,ral \'l'ietnamese 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 OIl 
t'8Ch truck and relieved the trucker of liability for 10611 of goods in 
case of failure to do so, the U.S. port security office had never had 
enongh personnel 10 do this and the truckers, as a consequence, had 
never been held responsible for lOllS of goods between the port and the 
warehouses.. 

The demands created by the buildup crealed logistic problems of 
such enormity that apparenth little thought was given, at least ini­
tiallv, to the maintenance of proper security measun'S. An official of 
the Department of Defense testified that-

* * • while olher requirem .. nts were recogniZl><l it was a sit­
uation that did not lend itself to a carefull .. thOUght -out plan 
for seeurity. We had to get the material through and this 
wns the first effort. 

Changes in Port Conditions Daring the Period 41f tile 
Sobc:ommittee's Investigation 

1. Port operatiMB.-The port of Saigon, although designed to 
handle only V·,O.OOO tOUR of ~nrl!O a month. jg ~llrrentl ... "l"'rlI1inl! at 
the 1.,-el of :1:10.000 ton' n month and the Department of Defen"" has 
estimated that port ~.p"cih· will be incn'a ... d to 450.000 tons 11 month 
within the ne"t 6 month •. This exprnsion in capacity has rome about 
as a "csult of additional car~o b~r.dling equipment, increased port 
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faeilitiel', and on improvement in labor and other practices in the 
pot·t. 

Some pressnre has been taken off the port of Saigon by the expan· 
sion of .xistinl! facilities and the const.ruction of new facilities at 
"ariolls coastal ports, primarily Danang, Qui Nhon, Nh. Trang, and 
Cam Ranh Bay. The latter, one of the best natural ports in all of 
Asia, has received the bulk o'f the effort, The Cam Ranh Peninsula, 
which WlIS Iitlle more than sand dunes and 8erub grass 1;, months jtro, 
hus bee}] trnnsformed into an enormous military lOA'istics compfex 
with 5 deep·draft berths capable of handinl! over 200,000 tons of 
ctlrgo a month, a jet airfield, a large petroleum storage capacity, 
and an ammunition storage area, In addition, tI,e U.S. milti8ry has 
given top priority to the construction of the Newport complex several 
mil~s upstream from Saigon. Xewport will have fOllr d .... p·draft 
berths and lil!htera!!,e fneilities. At ti,e time of the subcommittee's 
first ,·isit. to Vietnam, it was estimated that 1 to 2 years would he 
required for the completion of Newport, but this estimate has been 
constantlv \'evised as ll1ereasin!!, priority was placed on the project. 

Another major development lIas been the assi!!,nment to the mllitary 
of responsibility for dearing AID project cargo and a limited number 
of eIP commodities throul!h the port, of Snil!on. Plans are currently 
being made to extend military responsibility to other AID commercial 
impOli car!!,oes "s well. Only geneml carl!G and eIP cargo other than 
the few commodities currently heing handled hy the military remain 
ontside r.s. military authority. Assigning responsibility for the 
movement. of AID carw'es to the militarv has the double advantage of 
improving seenrity and enabling cargo to be bandIed with I!reater effi· 
ciency and dispatch. This is possible only because tbe military has 
large areas of the port under its exclus;ve (:{lntrol and is able, to It eel" 
t .. in extent, to opemte outside the jurisdiction and many of the restrie· 
lions imposed upon commercial port, operations by the GYN, 

An official of the Department of Defense testified that the inter­
mingling of commercia] and miJitary cargo in port warehouses, which 
the subcommittee ohserved ill Suig<ln, has been rerluced to less than 
1 percent. The same official stated that "'it is a problem that is being 
~urrentl~. worked on and * •• it is the opillion of the theater that very 
won it will be no problem whatsoever." He also informed the suh· 
committee thnt, in order to en('.{)urage importers to move their goods 
out of the port and reduce o"ercrowding in port warehouses, the GVN 
has recently issued It decree providin!!, for the confiscation of j(oods left 
ill the port more than 30 days. Although he testified that, in his 
opinion, the new decree will be more effectively enforced than similar 
decrees in the past, when asked whether past. decre~s hal'e been enforeed 
he replied that "they have not." 

In June of this year, 10 ships from the National Defense Reserve 
Fleet. ,yere made available to AID for usc in haulinlr AID·sponsored 
""rgoes to Vietnum. In addition, as cleveloped in testimony to the 
suh<'oHnnittee, the Vietnan1{>se Port Authority has r~ently heen reor~ 
ganized and placed under GVK military management. Increased au­
thority has been given to the r.s. milital'V for the handlin!!, of U,S. 
cargo and the equipment, resources, and facilities nece~'Bnry to do this. 
l'ix r.s. cnstoms advisers hare been added tot,he staff of the AID mis· 
sion ,md this group, among other duties, assists the GVK in improving 
cnstoms administration. 

Finally, a Department of Defense official testified that now "the 
lahor situation at the port, of Saigon is excellent," Both the National 
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Maritime Union and tlle International J""ngshoremen's ASllodatiOll 
have stationed representatives in Saigon and the r..-..sident of the 
lAngshoremen's Association nlCently stared Il,at II,e abor situatioll in 
the port has been greatly im!?roved since the time of his lut visit in 
:n..oomber. The FederallUarltime Administration has also open .. ' 8D 
office in Saigon for the purpose of monitoring l-.S. operations and 
providing advice nnd assistance. 

At this writing, two high· level task forces are working on impro ... ~ .. 
moots in logistic support for tlle movement of AID cargoes. One of 
these is considering measures for increased exmtrol of .UD eargues and 
determining how best to utilize the 10 vessels meen!h' m .. de Im,ilable 
for AID use. The second gronp is .""mining potPnti,,1 impr","em,mts 
in tI.e entire AID I~ies system, including the possibility of mak .. 
D.g greater nse of militsry systems in support of AID ci,"ilian pro­
grams. 

The improvements thM I,nve been made in port operations Imve nol, 
bv any means, 8U-ooed in eliminating tl.e congestion of shipi' in 
Vietnamese waters. Expanded facilities and improved operations 
IIRve been accompanied by inc"'lIsed shi[>ping--both exmm~rcial and 
militsry-and congestion remains a severe probl"m. fly way of C'OfII .. 

parison, on March 9 of this YelIr 17 ships were waiti~ at Cap Sf. 
.Jacques, the holding aren lit the mouth of thE' Snil!"n Rh·"r. for berths 
in the port of Saigon. On August 2 I lie nllmber of gllips had inerea...-d 
to 27. During the sa~ period, tbe number of ships ill the Saigon 
port had increased from 21 to 35. On Angnst 2, on~ of til" ships in the 
g!li~n port had been in the .rea for 6t days with" mh:ed earl!" of 
AID. commercial, and military goods. Anolher sllip in port on tbat 
date had been on berth for 45 days and still had 10 perrent of its 
cargo to discharge. 

2: Port seellrity.-Reports of inadequate security conditions in 
Vietnamese ports continue. Recently, for exam!?le American ne ..... 
papers reported the theft of "substantial quantities!, of PX j!OOds in 
the port of NIIa Trang. Several employees of a U.S. haIJ;! rompany, 
which is operatin~ in the port under con~t with the' .8. military. 
were implicated ill the diversion of goods and their substquent sale 
in the black market. 

A number of the recommendations made in the physicol 5l'<'1Irily 
survey and the customs report have been acted u'p'on bul seeuritv ron .. 
ditions in the port of Sai",n an. still far from ,dl'lll. BT .~mellt 
with the GVN, the previous system of i9Slling exit ~ to trurks 
moving out of the port has been completely revised. A port seeurily 
office has been established and new transportal ion conlrol documents 
have been instituted. Fen""" and walls surrounding the port have 
been repaired and neW lighting has been installed. In"n.nsing areas 
of the port of Saigon hnn been brought under the exrlllsh"" rontrol 
of the U.S. military and this hos 10 SOme exlent allevinted problems 
inh .. rent in the conMlrrent jurisdictioll of six GVX l1lini,lri('" o"U 
''lIrious facets of port operation. 

l\I,,!ch remains to 00 done. ~owever. For example, the physi<;al 
securIty ."rve.v recom~nded III January that ste,;ooor~ <'Ompalllea 
be required "to submit a dnily lilli, with foealion of dnih' work to be 
performed by stevedore personnel, 10 Ih" port seenrit)" om""r. ~ 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 heen working on such a 
system since early May. It is now obvious that proper identification 
of port laborers is essential to tbe 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 st. ted this 
"practice varies according to area and situation." lJ.S. military 
police still do not have the general authority to search Vietnamese 
trucks hauling U.S. military cargo. Thi, authority exists only on 
u.S.-controlled property and the Department of Defense reported 
that "lJ.S. military polIcemen are presentlv not authorized to stop 
and search Vietnamese trucks hauling U.S. cargo outside of U.S.­
controlled property." This pructice hmits severely the effectiveness 
of U.S. control over U.S.-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 anthoritv 
to searcb trucks hauling U.S. cargo would be worthless. however. unless 
a systematic program was established to monitor the movement of U.S. 
carj!:o in the commercial area of the port and outside of the port. 

The subcommittee was informed in Saigon that the port secnrity 
office would require a complement of 2M noncommissioned officers 
nssigned t{) 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 Vietname.,*, 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. Convovs of three to six trucks are escorted 
from port to warehoUse areas by military police patrols and 
security guards. A request for 2M 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 th,s activity (riding trucks) on an average 
day." An official of the Department of Defense testified at that time 
"current 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. However, the subcommittee feels that if 225 men were neces-
sary to provide individual armed guards on everY truck,20 men are not 
sufficient to carry out the job, even under the convoy principle as 
presently employed. 

Prior to August 1) 1966, there were six trucking contracts. T hr~e 
of these contracts did not have Uahility clamea and were allowed t{) 
expire. Two of the remaining three contmcts made the contractor 
liable only for losses due to "willful misconduct or lack of good faith 
of any of the contractor's man"'ll"'rial personnel." Since August 1, 
there have been only three trucking contracts. All three of the eon­
tracts have liability clauses and two of the three contracts still con-
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tain the liability clause quoted above, making the contraetor liable 
only for la.ek of good faith or willful miscondoct. The other contract 
requires the contractor to-

indemnify the U.S. ~vemment for any and all 1_ • • • 
arising from loss of or damage to a.ny carKO • • • of any 
type furnished by the U.S. Government for mo_ent bY 
the contractor. 

This plac.es the primary responsibility for the loss of U.s. goods ... 
tween the port and military warehouses where it belongs, SIIliamly on 
the shoulders of the contraetor. One contractor has iLireaiIy ~ 
to acc"pt such responsibility and the other two should be requiNd to 
do so. 

RECOMMENDATIONS 

1. U.S. officials should prooeed rapidly with pla.ns for extending 
military supervision and responsibility for the clearing of AID com­
mercial import cargoes tbrollgh the port of Saigon. The high·level 
task force that is presently enmining this possibility should not limit 
its consideration to certain bulk commodities entering Vietnam WIder 
the CIP. The task force should also examine clooely the possibility 
of extending military responsibility to all CIP cargoes en~ Viet­
nam, despite difticulties that such a program might entail Tbe com­
mittee believes that the gains in security and eflieiency to be derived 
from such an operation would be very significant. 

2. U.s. ofticials should monitor closely the enforcement by the OVN 
of the new deeree requiring importers to remove goods from the port 
within 30 days. The Unitoo States must insist upon eflectiveen.fO ....... 
ment of the new dec.ree, which would greatly reduce the overcrowding 
of warehouses and storage areas in the port. 

3. The military should take immediattl steps to iustitnte .. system of 
identification for transient labor in the port. 

4. The U.S. mission should obtain legal authority for the U.s. 
military to detain and search an trucks hauling U.s. cargo outside of 
t.rI.I88 of tbe port that are under military control. 

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

6. Tb., two elristine; trucking contracts boldinf contractors liable 
only for losses due to "willful mlSConduct or lack 0 good faith" should 
be renegotiated to make the contract<>rs liable for losses on the indem­
nification principle of the third trucking contract p......mtly in eirect. 
The United States should phase out local trucking contracts for mili­
tary goods and itself assume full responsibility for moving goods hom 
the port to military warehouses. • 

7. The ~vemment of the United States should maintain close sur­
\'eillance o\'er single management control e8'orts in the port of Saigon 
to nmke certsin new procedures a.re elfective. The committee intends 
to continue checking this malter 10 insure that this recommendation is 
carried oul. 



IX. THE CIVILIAN MEDICAL PROGRAM 

Data on L"rgency of Civilian Medical Needs 

The civilian medical program for South Vietnam is based on " 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 coulltry are in 
very short supply and the lack of technical and management know-how 
limits the advantages whic.h result from the very few medicall'esources 
available. As a result, AID has found it necessarv to undNiake for 
fiscal year 1967, an unprecedented ,Program of direct medical care for 
the civilian populace of South Vletnam, including an expansion of 
more conventional efforts to strengthen the health' resources of that 
COllntr~y. 

The situation in South Vietnam is that there is just too much disease 
and too great a demand for medical services. Almost ","cry disease 
known to man is present. Of greatest incidence are those diseases 
which are gastrointestinal, such as typhoid, paratyphoid, worms, and 
diarrhea. Respiratory diseases such as pneumonia and tull<'rculosis 
are rampant. When the population reaches 45 to 50 years of age, over 
60 percent have tuberculosis. There is a general lack of vitamins B 
and C. Nutritional diseases nrc a major problem in low-food produc­
jn~ re/!,ions such as the hi/!,hlands. Injuries from the war hecause of 
mJ\itary actions by bOtll friendly forces and the Vietcong impose a 
lrreat demand for medical serVlces. Accidents resulting from the 
many vehicles operatinll in the country are far hillher than the country 
has ever experienced. Throullhout the whole of South Vietnam there 
is too g-reat" 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 mnn and the services which are available to the 
population in general. 

The shortage of medical services in Sonth Vietnam is not the usual 
type shortage of doctors. There are more doctors working in Viet.nam 
toda,v than it has ever had in its4,OOO-year history. Therenre ftpprmd­
mateiy 1,000 Vietnamese doctors. Approximately 700 of them how­
ewr, 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 relnted activities 
such as t.eachin~. Another 100 doctors are exclusively in the private 
practice of medlcine and take only patients who can afford to pay some­
thing- for medical services. Only .bout 100 Vietnamese doctors work 
with the indigent populat.ion of Sonth Vietnam. As General Hum­
phreys, Chief of the USAID Public Henlth Division in Vietnam, in­
formed the snbeommit.tee, in response to a question from Congressman 
Reid, the ratio of doctors to patients is "abysmally small." ~IIe esti-

72 

, 



• 

AN' INYESTIGATIO:N OF U.S. PROGILUIS IN 'UT!'i"AM 73 

O1"led that there is "approxinllltel,r 1 doctor per lOO,OOO peofle" and 
tll"t ··Ih .. n'> an'> 4oo.bed hospitals wlllt I doctor in Vietnam· *,- A 
similar .itlllllion exists wit.1t respect to other medical personnel suclt as 
llllrses "lid public health workers. The availability of sen'ices is also 
based primarily in the mon'> poPlllaled areas where Government secu­
rilY is best. This situation applies not only in the case of doctors who 
1,ro,'ide sen'ices to the paying public but also doctors who deal with 
the rest of the Vietnamese poplllation. At. hearings in Washington, 
Congressman Reid dosel,! questioned AID witnesses on these JlIlItI:eZs. 
As pointed Ollt on page .i, AID has undertaken 8 si~ifica .. t expan­
sioll of the ci"ilian medical program. Bot, in examimDg AID ollicials 
at the hearings, Congressman Reid seriously queslioned whether the 
United Slates was expanding the prognmlllS adequately 01 as I'1Ipidly 
a8 conditions wammted. 

Mr. REID. I am glad that we are increasing our effort. But 
if I IInderstand the testimony of General Humphreys, he WlIS 
saying if we were to encourage the G\"N to de"elop reASOn­
able stand&rds, we would need .. major increase. What you 
am tal~ abollt is very modest, indeed, compared wilh die 
need * * . We am t&llrinsr about two-thirds of the hos­
pitals being virtually totally inadequate, lacking power, 
water, and all the rest. We are talking about a very suhsum­
tial patient load. The addition of 20 doo!«'S or ioo nul'ge8 
will not necessarily keep up with the increase in the patient 
load, which is golllg up, if I understand the figures cor­
rectly • * *. Given all olthe endeavors of AID and others, 
how many new physicians would you add in the next 12 
months' 

Mr. POATS. Quite apart from the military eim action pro­
grams, which IU'I!, of course, part tim&-during the course of 
1966, I would say there wOuld he an inereaae of abollt 100-
plus doctors, apart from the teelmicians and medics and 
nurses. 

Mr. Ram. If it is only an increase of 100, how can yon say it 
is a major increase' 

Mr. POATII. It is a l00-peroent improvement. I say, as Dr. 
Humphreys ha.s said, we am attempting to move Vietnam 
from the 18th century to perhaps the beginning of the 20th 
century. 

Mr. REm. To put it another way and to be rather candid, 
&! least 20,000 patients are receivmg inadequate care. It is 
clear that because of the increase of liostilities, the number of 
patients is likely to go np rather then deerease. The United 
States does have a r6al responsibility. What YOIl a:re saying 
is th&! we are not really going to tackle it. We have a.Imost 
20,000 people in inadeq,tWe facilities. 

Mr. POATS. We a1'6 lDcreasing the available medical seIT­
iee to the people of the prm'inces of Vietnam man~-fold. We' 
are increasing the availability of drugs and other equipment 
a\1d eap"dly 10 service them manyfold. We are slow illj/et­
ting 01\ witli the improvements of the physical facilities of the 
hospitals. This haS been very frustrating. 
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~Ir. REID. You are not even COIDffig close to the need for 
doctors and nurses, as I understand the testimony • • '. I 
feel very strongly that the United States, traditIOnally, has 
hud a responsibility in medical areas. I think our responsi­
bility is to do everything that we possibly can to improve 
matters. I "ould certainly hope that we would expedite the 
rehabilitation of the 39 hospitals that are without adequate 
po""r and facilities. I would hope we would do everything • 
to expedite the shipment of drugs. We should do everything 
possible to encourage the trainmg of doctors and nurses in 
Vietnam. We should do everything possible, in my judg-
ment, to encourage other nntions in the "orl,l to send doe-
tors for a reasonable tour, which should be longer than 2 
months. I "ould hope that the tours would be for a year or 
two. I "ould also hope that we would do everything possible 
to help reduce and to give adequate care to the existinl\' patient 
load. I 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 
present areas • • •. I would rurther hope that we assist the 
GVN to the greatest extent possible in developing and im-
proving their medical facilities and services. 

Neighboring Thailand which has a population or 31.5 million people 
has over 3,500 doctors who work with the civilian population or a ratio 
of .bout i doctor to about 8,500 people. In order for the Vietnamese 
popUlation to receive medical services on a population basis equal with 
Thailand, it ',"ould !leed 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 neeeSsar\' for underdeveloped countries, it is estimated by AID 
that at least 4,600 Vietnamese civilian doctors would be needed or 1 
Vietnamese doctor to 3,500 peoJ'le. This is contrasted to the level of 
doctors to patient load in the United States o£ 1 doctor to 750 people. 

The subcommittee was advised that the possibility of hiring doctors 
from other free world countries was considered bv 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 snch It hiring program. Foreign specialists, and doctors 
and nnrses who left Cuba, have been hired, however, for service in 
South Vietnam. 

There are 59 Government hospitals in South Vietnam, 7 of "IV hieh 
are located in Saigon. In three Provinces there is nothing that even 
resembles a llOspital. The hospitals, for the most part, are of old con­
struction built III the 1800's and frequently are not onlv 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, Ilnd the wiring 
cannot handle modern appliances. There are also 168 district dispen­
saries, 342 villa.ge dispensaries, and 209 maternities. At each of 2,500 
villages and 6,000 hamlets, the Vietnam :\finistry of Health is to have 
a health sta lion. 
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Developmellt of the Health Program 

Prior to the summer of 1965, the civilian medical program for Soulh 
Vietnam was small and oriented toward public health ad"isory ;;en'ices 
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 hOllpitals .... here there .... ere 
surgical teams located from free .... orld countries. At that I ime there 
were four American teams, four small Filipino teams, an Italian team, 
a New Zealand team, and an Australian team. These .... ere Ihe only 
civilian hospitals in Vietnam receiving support from the l"nited 
States. Limited supplies .... ere slso heinIE pro"ided to support a 
rural health service in a number of provin('(ll!. At certain larg>!r 
hOllpitals which are the traditional centers for medical care in Vietnam. 
in conjunction with the Vietnam l\[inistrv of Health, a regional h",,· 
pital system was planned. Free world specialty people were 10 he 
placed at these hospitals and expanded both in tenns of doctors Bnd 
nurses. 

At the time of the visit of the subcommittee to Sollth Yietnllm. 
there .... ere assigned a total of 340 United States and other fl:W ... orld 
medical people for work in South Vietnam in support of the Yiet· 
namese Mimstry of Health. About 140 of th""" people ... e .... from 
the United States of which about 100 were military personnel.nd about 
30 ... ere doctors from the vohmteer doctors pl'O!mlm. In addition to 
the United States. other free world rep ......... ntation included Australia. 
China, Iran, Italy, New Zealand, the Philippines. S ... it,...rlnnd. nnd 
contract Cuban refujzees. There were also due about an additional 95 
U.S. military personnel who will make up 21 medi .... l teams.. 6 of 
which were already operating in the field. Th ..... t.ams .... ork directly 
under the operational control of the civilian medical pl'Uj!Tllm but are 
not considered part of the civilian medical pro,..aram complement and 
are assilVled to the :Military Advisory Command. The total doetors 
available to South Vietnam throngh the civilian medicall!nlj!TIIm both 
from the trnited States and oth .. r free ... orld count rIPS inclndin!!, 
military personnel, whose function con~rns civilian medical sel'\'ice;; 
at the time of our visit, was set at 125, of which about ro were from 
the United States. 

In fiscal year 1965, AID purella._ of drul!" and pharmaet'lIti ... I< 
flJr South Vietnam totaled about $1.5 million. For fil'<rftl year 19M 
AID pllrchases "'ere set at abollt. $6.5 million. Import, nnd .. r th.· 
oommooity import pro~m by Vietnam."" importers of dnljlS an.1 
flha.macentical~ were set at $13.2 million in fiscal y .... r loo.~ and at 
$21 million in fiscal year 1966. For calendar ... ear 1966 the Gonm­
men! of Vietnam imPorts of drugs and pharmaet'utieals is estimated 
to beabont$6million. 

The Vietnamese Ministry of H."lth is responsible for the distribn· 
tioo of dnI!!S and phnrma""uticals throu/!hont the country. 0". 
medical mission operates in an ad"isory eapacitl' ollly and pro .. ;"'" 
the transport facilities as needed. Once the gOOds arrive they are 
wholly be,'Ollll U.S. control. 

To relieve the great shortll.llIl of doctors in Vietnam, AID, in ron· 
jllnction .... ith th. People to People Fonndntion. initiate<! by contrn .. t 
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a volunt ... r doctors program called Project Viet.nam. 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 Menical Association to take 
effect after the completion of the People to People Foundation COll­

tract. During the contract period, returning doctor volunteers criti· 
cized-bolh in the press and in natiollal appearances on teJevision­
the conduct of the civilian medico! prolfI'am for Vietnam. In illter· 
dews. they cited the ext.reme 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 TJSAID 
for Public Health in Vietnam, he stated tbat the criticism witb 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 bemg given. He said there :ire just 
lIlsnfficient medical snpplies available to the user. He stated that the 
supply program in 1965 wns inadequate to meet the cbanged condi­
tions of increased hospital activities which result"d from more injur· 
ies, more displacement of p."ple, 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 Vietaam and the receipt of articles for dis· 
tribution within the country. He said there is practically It total 
lack of knowledgable Vietnamese manpower and a lack of capability 
to respond to emergencies. There is almost a eomplete 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 warehousin!( such supplies in Saigon and a complete lack of ware­
housing facilitIes outside of Saigon in the regions and provinces 
for breaking down and storing supplies. 

A tone pomt he said the interdictIon of roads by the Vietcon!t );lut 
the distribution system at a complete standstill except by U.S. alrhft. 
In such a circUlIlBtance the civilian medical program competes with 
the military for the priority movement of supplies including, fre· 
quently, commodities of food to loeations such as in the highlands. 

As recently .s last fall, the 1:.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 _inl! to it that supplies were issued, stored, and 
refluisitions 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 
ti,e People to People Foundation was practicallv 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 Rnd a conflict resulted "hid, handi· 
capped the effective completion of the contract by the People to 
People Foundatiou. Only limited communications ..... re noted, and 
tbere was no one assigned In Yietllam to coordinate the program other 
than the Assistant Director for Public Health in Yietnam who himself 
had only a ,'er ... small staft', .As a reslllt, reeruitilJl!: was done by the 
People to People Foundation with onJv a Iimit.d Idea as to tbe type 
medical skills most needed, Doctors were arriving in Yietnam ,,-jth 
no knowledt!e as to ... here thev would ultimately he employed in the 
program. 1n spite of the dillfculties that exist.d. the project is con· 
sidered to be .. SIICct'SS. Recruiting WlIS far more successful than was 
anticipated originally and tile effectiyeness of tI.e doctors ... as far 
better than might have been expected. 

Tbe Assistant Director of Public Health in Vietnam 118id he WlIS 

satisfied with the program in spite of the fact that certain doctors 
did not work out and had to be sent back to the l'nited States, He 
said the comments made as to conditions in hospitals where tb_ 
physicians were assigned complaining about conditlOns of o .. ercrowd. 
mg, ft lack of electric power, no water, ft lack of supplies, and not 
enough tmined personnel were basically true. He slated that ron· 
siderable progress and effort WI\S being 'made in yiew of the ci .... um· 
stances but that he certainlv was Rware of the situation, HI' claimed 
that al\ that could be done' was being done, He Sllid also that some 
conditions were not. under hi. OWl1 immediate control ~in<e the free 
world physicians were responsihle to their government And not under 
his direct super.-ision, He noted one hospital which .... as dL..,u~ 
in the press in which this ... as the case. 

He cited tIle fRct that O\'erall he was the adviser to tI.e 1tlinistry of 
Health and that he hAd no Ruthority to direct bIll ",mid only su~ 
Rctions to be takeu hv the !lfinistry which c"uTd reliPl'e <ertai .. criti..,.1 
sitnations. He said iha! ordinRrily, unloss .. doctor specifically called 
to his attention R particularl}' S<'riolls need situation, he wOllld not be 
e,"'PU tl ware of it~ 

.\s a rel!"nlnr system of report in!!, the Assistant Dil"P<'tor for Pub);c 
Healtl. in Vietnam makes a weekly report to the mi""ion di_tor, A 
monthly summary of net;vit; .. report is also mnde to the mission 
director. ",hich may tI.en I", rombined at the di~ .... tion of the di ....... lor 
in the mi ... ion report to Washinflfon, Onh' on a n'(j1lP!1t oosis does the 
Assistant Dil"P<'lor for Puhlic Hpalth in' Yietnam directly rommn· 

, nicate witll the 'Far East Health Branch ('hipf. This I\-p.. of rom· 
mnnication is completed onlv .. en irregularlv and no i<peeial tvpe 
reporting is in,'o11'ed, ., , • . 

Aelions Taken Concerning the Civilian Medical Program 

The ch'iliRn medical Pl'OWRm has been considerably expanded. as is 
refleeted in the growth of budj!t'ts. staff, and otll .. r p"r!'Onnel, to fh .. 
le.cl of n plonned W> million prol!T1lm in the Cllrrent fiscal .. ear, of 
which 5.12 million will consist of expenditnres for drugs. "tnedi .... 1 
""uipment, Rnd sllppli"",and $13 million for salaries and contract costs. 
The AID direct·him stllff increased from 99 to 149 in the COli"'" of 
fiscal year 1966. In addition,there Rre 11 physid.ns, 10 puamedicnl. 
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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 world countrles and more than 350 U.S. military physicians 
and enlisted medical teclmicians serving the civilian populace. This 
growth in the provinei al health program has occurred largely in the 
past 12 months. About 80 percent of this effort is devoted to medical 
care of the people io the provioces, through provincial hospitals, dis­
trict and village clinics and military dispensaries. This nndertaking 
should Serve U.s. political objectives of sustaining the ",ill to resist 
Communist illijurgency and establishes It pattern of responsiveness to 
the needs of the people by the Government or Vietnam. 

Longer term mstitution bniIding in the medical field also has been 
expanded. Technical and material assistance in developinl; a national 
health program which CIlll carryon after the wit.hdrawal of foreign 
doctors and technicians, including health education, urban sanitation, 
hospital rehabilitation and expansion, communicable disease control, 
malaria control, and specialized work in orthopedics and prosthetics is 
being provided. Recently AID contracted with the American Medical 
Assocration to provide medical educators for the Saigon University 
medical school. AID hOl?es to arrange a similar contract with the 
American Dental AssociatIOn for the dental school. Nursing training 
is beiog expanded to produce 400 nurses annually. 

The centerpi&',e of the direct care element of the l'rogrum is the 
staffing, equipping, and supplying of 39 of the existmg 59 govern­
mental hospitals. ?tfore 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, 
AID plans to supplement existing facilities with prefJ:>bricated sections 
at 14 other hospital sites in addition to those already rehabilit",ted. 
AID is also considering the best means of quickly expanding the facil­
ities of all hospitals to meet the greatly increased patient loads. Con­
st.ruction has started on one, of five regional medical supply depots. 
These depots are scheduled to be completed by the end of 1966. 
Twenty medical admioistrative-Iogistics experts have been sent to 
Vietnam to handle the snpport problems of the provincial program. 
Eight more are to depart, and 10 are starting processing for employ­
ment. The airlift capacity problem is under study. 

The pilot volunteer physicians project did not provide for a field 
representative to assist in day-to-qay admioistrative matters. The 
health staft' did not have enongh time to devote to these volunteers 
who arrive and depart in 16-man nnits every \) weeks. Under the 
new arrangements, the eontraetor 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 voluntRer 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 Vietnam makes it difficult to as"ul'P. each 
volunteer of a firm predeparture assignment, The advice of the field 
representative will b~ sought on assignments. The volnnteer physi­
chn program ha., been one of the most St'ccessful .speets of the civil· 

, 
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illJl health program in Vietnam. A number of volnnteers have indi­
cated lIJl intel'W:lt in returning. The patient load the doctor volun­
teers are handling is increasing and patients continue to come from 
many more areas than originally. In addition the Vietoamese Min­
ister of Health and the assistant diTOOtor for public health from the 
U.S. mission in Vietnam are planning a trip to the World Health 
Onzanization in Europe to seek more f_ world medical assistance. rn conclusion, the committee is of the opinion that ch-ilian medi­
cal RS9istan~ can be a major factor in winning the hearts and minds 
of the J?OOple of Vietnam. It is of grave concern in view of tbe in­
creases In funds for this program, that while commending tbe ru;sistant 
director for public b .. alth in Vietnam, the Washington dil'l!Ction and 
administration of the program bv the Far East Health Branch of 
AID appears ineffective and provides what seems to be onh- 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 
U.S. assIstance is not intended to duplicate U_S. mediedl standards 
in the ci .. i1ian-medical program for South Vietnam. Howe .. er, the 
committ..e believes that a dramatic improvement is necei;Sllrr in medi­
cal facilities, including hospitals as well as medical personnel, drug 
supplies, the trainin$ of medical personnel, and incrU.sed participa­
tion by other conntrIes in the p~_ This p~m is of prima" 
importance in the nonmilitary actIvities of the Umted States in Sooth 
Vietoam and should be so censidered by the Agency. 

RECOMMENDATIONS 

1. AID should place greater emphaais on the civilian medical pro­
gram in the overall U.S. ettort. The United States should iOBiat on 
a more active role in all aspects of this program in its relationship with 
the GVN. 

2. Steps should be taken to increase the number of doctors to a level 
at least comparable te the nonnal ~time oomplement of medical 
personnel for Sonth Vietnam. ThIs should be done olso for other 
type medical personnel such as nurses and laboratory teehnicians in 
addition to expanding medical facilities. 

3. lfedicnl supply procedures should be stren2tbened and more 
controls placed In the hands of U.s. personnel in 1ine with the U.s. 
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 decisionmaking 
purposes in Vietnam and in Washingtnn. 

6. AID should initiate between Vietnam and the Wlli'hillj!fon of­
fice of the Far East Health Branch a month I)' reporting p~. 
thofOlllZhly detnilinJ!' current supplies and facilities. a5 ...... 11 ", pat ient 
load, incidence of disease, treatments gll'en, and other detail informa­
tion whirll will provide Wasitingten with accurate information on 
progress in the civilian medical program. 



X. PACIFICATION PROGRAMS 

The counterinsurgency effort in Vietnam inroln's u cmnrlex of 
proprrallls which ha"e been devised by the GVN and snpporte, by the 
{;mted States for the ultimate purpose of developing the willing coop· 
eration of the people of Vietuam with tl,e;,. GOYe!'l1meIlL These 
pro$rams bave ~ll named reYolutiollary deyelopment progmms of 
whICh the follmnng nrc examples: 

L Cadre program.-A program to develop teams consisting of 511 
highly trained specialists who are intended to enter Ii designated ham­
let and share the privations and dangers of life in the hamlet while 
they work with the citizens to develop the defensive capacity of the 
hamlet, to identify and eliminate Vietcong infrastructure, elect a ham· 
let council, initiaie self-help projects to meet local needs, reactivate 
land reform, and stimulate greater use of provincial ancI ~ ntional 
Government technical services. 

2. Chieu Hoi program.-An amnesty program designed to euconr­
age defection from the Vietcong to theGV~. 

3. Self.lwlp program.-A program designed to begin at the lowest 
possible leyel the cooperation of the people with their Government, 
for mutnal benefits. In most cases, a community-designed project is 
undertaken with the Government providing requisite mnterhds alld 
the people performing the labor. 

4. Hamlet school program.-A pro~ram designed to create ham­
let schools in each of the sec.nre hamlets In order that Vietnamese chil­
dren may have the opp'ortunity to follow the first 3 years of their edn­
cation in their home vlllages. 

5. Montagnard affairs program.-A program to improve the 
rather primitive conditions which exist in the tribal viIJap:es of the 
central highlands and to increase the cooperation betveen this, the 
largest. ethnic minority group in Vietnam, and the GV~. 

6. Refugee relief program.-A program to provide emergency 
assistance to those who have been driven from their home yillages 
bv enemy activitv and to facilitate their resettlement and their es­
tablishmimt, of self-sufficiency at minimal suhsistence Jevels. The em­
phasis is on resettlement to avoid the creation of self-perpetuating 
refugee centers. 

7. fJt/u)r similar programs.-Designed to have a hip:h impact in 
the most rural and isolated communities, each specific pro/!ram de­
sign",l to flN'ompIisn a narti"l.dar objP('th"e. 

In the implementation and support of each of these pro/!rams, the 
severd U.S. llll"'ncies are coordinated at the national level through 
the office of the Deputy Ambassador, and at the provincialle .. el bv the 
AID provincial representath·e. In the case of the cadre program, a 
Joint Revolutionarv Deyelonment Cadre Office has been established 
within the AID Office of Field Operations. This is an illterap:ency 
group composed of representatives of the various responsible U.S. 
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agencies in Vietnam and a representnti,'e of the GYX. The gronp is 
cbarged with nationsl planning for the training, deplo, .... ent, support, 
and utilization of the revolutionorY denlopment ""dre: Ins~tlOll of 
cadre operations and e"oluatioll of the effectiyeness of the program is 
also a responsibility of this office. 

Since the cadre program is perhaps the most significant of the re"o­
lutionary development programs, the subcommIttee ";sited the X a· 
tional Training Center for Re.-olutiona17 De.-elopment Cadre at Yung 
Tau durin,r its ih\'estigath'e trip to rece,,'e briefin!!S fron. Vietnamese 
and U.S. officials, and to oilsen'e tl.e training programs lind the opera­
tion of the Center. 

In addition to the programs mentioned aboYe, there is also a need 
for the United States to assist the GVX in launching a significant 
land reform progt"am. From the following exchan~ between Con­
gressman Reid and an AID official, it may be seen that mnch more 
effort is needed in I his areQ-

lIr. REID. Haw von lOyen mueh consideration to estab, 
Iishing a major land reform program! 

lIr. POA'rs. 'Ye h8\"e gi.-en n great denl of attention to it, 
'Ye haYe had a series of seminars wit h the best land refoml 
experts .... e could find in the United States, particularh' 
thOGe .... ho 11a'-6 some experience in southeast Asia. We 
ha "e derh'ed a number of 'ju",,-.ions from t Itese di,.,n""ions 
which we snbmitted to the nllssion, • • • As "on Imo .... , there 
is a land reform pro~m of many parts in' existence no"'. 
If it were to be carried out vigorously, it .... ould represent 
an enOrlnOllS social change in Yietnam. It is not being car, 
ried ont full\", largely beeause of a lack of S!att-drnftsmcn. 
suneyors, trtle w-riters, and .11 the rest needed to do this 
kind of .... ork. It is not being carried out in lar~ port be­
cau"" the ,-mages in w-hieh the uncommitted land IS "'nilable 
are under Vietcong c"ntrol, or nol under &'Cure j!tI\"enl­
ment control. ,r. cannot BOh-e the shorta/?" of mnnftl!<'­
ment sleil1s and limitations on _nritv quickl" to do a 
dramatic job, ... 

Th. committee recogniZl'S the extreme importllnce of the re"olution­
ary de,.elopment programs in aceomplishing r.s. objecti""" in net­
nam, but purposely a\"oided mnking any r..rommendations nntil a 
number of rec-ent dlanges can be studied aud observed, TIle remmit­
too strongly feels that the pncificntion prol!T"ms-and es~ially tt ... 
cadre program-must 00 capable of meeting Ille rising expectatious 
of the people. To do this. these programs must be (l) backed by 
meaningful economic and S<JCial Pr<>gre3S for (Ill of the people of So".h 
Vietnrun, and (2) Il"nuinel\" in5ulated from the pressures of politics. 
Legitimate aspimtlous. such as those of the MimI populace. must be 
advanced before .. solid feeling of nationhood can be es~ted to 
eme~. The rornmittee plans 10 re"io,," th" pncili('lllion pro~m'" iu 
det4l.i1 at an early date, with part.j("ular attention to aClion" tak"''' 
toward the ac.hie"eme"tof these goals. 



XI. POST EXCHA.."lGE OPERATIONS 

Background Data on Post Excbange Dilllcul ties 

The U.S. forces in Vietnam in early 1965, consisted of appro:<i. 
mately 23,000 troops engaged in advising the Armed Forces of 
the Republic of Vietnam. When the North Vietnamese Army 
and the Vietcong increased their forces and intensified t.heir actiV!­
ties, U.S. forces were built up to 180,000 men by the end of 1965 with 
'" supply need of 300,000 tons per month. By May of 1966, tbese 
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, foodstnffs, and other necessary combat material. Ships 
were unloaded at a pace which required CIvilian trucking assistance 
and civilian warehouse facilities. 

E:<change goods were moved from the dockside completely across 
the. city of Saigon in open top, ungoarded civilian vehicles to the 
varIOUS warehouses where the" arrived and were unloaded without 
proper security. Movement of exchange merchandise within the 
country was a mammoth undertaking which required a repeat move 
in open, unguarded vehicles through the city of Saigon to the dock­
side for coastal shipment, or to Tan Son Nhut Air Force Buse for 
a.ir shipment to an exchange depot or branch outlet_ Sales volume 
in the post exchanges increased from" monthly avemge of less than 
$1 million prior t(! the buildup, to almost $11 million It month in 
.r une 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 thnt date tl,e ::'fa,:), Exchange Service was responsible fOl' 

al1 exchange operations in VIetnam. During the period April through 
December 1965 the Navy and the Armv-Air Foree Exchange Services 
formulated a plan for the phaseout of the N uvy Exchange Service. 
The N frvy Exchange Sen-ice procedures and records were different 
from those of the Army and the Air Force. An inventory had to be 
taken which was still underw"v at the time of the subcommittee visit. 

During the transition perioel, there was R monsoon that lasted for 
6 months, producing 77 inches of rainfall alld winds from 50 to 65 
miles all hour, which hampered the unloading of ships and flooded 
warehouses. There were not enough vehicles to mm-e t,he supplies or 
enough reliable stevedores. As ships were unloaded, supplies were 
placed in 13 civilian warehouses scattered about the Snigon port. 
These conditions macIe control difficult. Some supplies remained 
in warehouses for ol'erlong periods. There were losses through 
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pilferage from the docks, at wnrehou<;<>s, or from whides ddiwr· 
mg ltems. 

Details on Post Exchange Operations 

The post exchon!:" operation in Vietnaru is substantial. There are 
2 major po----t exchangt'S in SaigQn and 17 regional exchang1!S. There 
are ell\:ht more planned at major headquarters. There are 186 olli""", 
and cIvilians occupied as professional post exchange personnel. 
About 1,500 Vietnamese are employe<l. At isolated small camps. poi't 
exchange supplies are handled by "imprest fund accoullls whie!. 
provide $3,000 in cash to local commanders to make pu",ha.<e5 at 
exchang1!S and resell the items to the troops. There are 68 such 
accounts. 

It should be noted that ~t exchange and commissary prit'ile~ 
are not confined to U.S. military personnel. Emplov_ of ch'lIian 
oontract<>rs, newspapermen, civil;"n Government employees, Korean. 
assigned to Vietnam, a"d others who hold identity a.rds have these 
prh·ileges. Howey"r, not all nonmilitary personnel haw unlimited 
exchange privileges. Those authorized io use post exchanges, com· 
mi~ries. or II'!~ must pay in scrip, known as military pa~'ment 
certllieates. CIvilians, whether (':r(wernment or contraet<>r emplo"""" 
or third country nationals entitled t<> post exchange and other t.S. 
facilities also must use military payment. certifieat",-

Both Vietnamese local law and U.S. military regulations forbid the 
offering of post exchange supplies for resale.' There ha\"e been SOllle 
attempts b\' Vietnamese authorities to curb black·market sales of .uch 
supphes, but enforcement is dillicult. 

In April. Secretary of Defense Robert S. lfcNamara. in testimonv 
before the Senate Foreign Relations Committee. stat"':! tll .. t the post ex­
ch .. nge .. nd rommissary supplies being brouj!"ht into Yietnam a",r­
aged 9.2 pounds per mlm per day. This rate is excessive when ron.­
pared with the 5,pollnd per man per day averatre normally expeeted 
In post exchange ope~rations. The reason for tins heaTY tonnaj!t> U"M 
the large volume of liquor, beer, and S<Jft drinks, beinj!" hroujl"ht in 
amounting to 70 percent of the post exchange tonnage. Ronghlv a 
million cases of beer and a milllon cases of~soft drink'S were b·inj!" 
imported each month. It was claimed the hea" eonsumplion of 
beer and soft drinks is due to the tropical weath';r and the lack of 
potable water supplies. 

The subcommittee was advised that the bulk of tl.e liquor and beer. 
as well as soft drinks. are used by the dulls and m~ Enlist"':! mpn 
are not allo"",,d to have li1"or in their tents Or barracks. The\" mav. 
howe .... r, purchase bottled iquor at the post exchanj!t> for collsuillption 
off the premises. Officer.; not billeted in compounds or on posts may 
ha,." liquor in their quarters, and officers of j!tlneral or Hal! ra nk have I' 
liquor .. lIo .... ance for official entertainment purposes. To a major eS· 
tent, post exchange liquor has lx><>n fiudillg its way into Sai,!!on bar" 
for sale. The subcommittee was told there were oeeasionnl raid" bv 
U.S. militarv personnel in an effort to recapture unauthorized whisky, 
but this requires cooperation on the part of the Government of 
Yietoam. This type of ellfo~ent has not been effettin in the com· 
mittee's view. 
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The loss rate for post exchange items, based on recent estimate~ 
was considered to be within 4 percent. The military expect that under 
the tighter "ontrols being Pllt into effect the loss fltte will be less 1111\11 
2 percent. According to Army exchange authorities, the worldwide 
loss rate for post exchange items a "erages 0.62 of 1 percent. 

Black-Market Goods on "PX Alley" 

With respect to "PX Alley" and the stree! displays of post exchange 
items 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 111 Vietnam or Hong leong, which 
are offered as U.S. made. There are, however, numerous items which 
dearly bear post. exchange markings. Other rost exchange items, 
without markings, are diverted even before delIvery to the post ex­
(}hange. 

Other sources of merchandise than the military allegedly are busi­
nessmen, Filipinos employed by U.S. contractors in Vietnam, and 
French travelers who may be hringing in commercial items, such as 
cigarettes. These items find their way to the street vendors and can­
llot be readily distinguished from post exchan!!:" !"'ods. There are 
also valid trade goods on which customs have been paid as we.]] as 
smuggled goods which are heing sold. So it is apparent that post ex­
('han~es are not the exclusive source of street vendor supplies. 

)Iilitary authorities, citing the Korean experienc", doubt that theft 
and pilferage can be completely stopped. It is still a continuing 
problem in Korea. In places like Thailand, where the rnited States 
lS bl'ingin~ in supplies, pi1ferage is nlso commoll. 

The Xuvy pipeline was the cause of certain ohvious exeesse!S in post 
exchal1ge shipments, becauS€ it was predicated upon consumption 
I'ates for military personnel and dependents, even though dependents 
had been removed from Vietnam. One of the examples puhl1cized by 
the IJre>s was the reported sale of 30,000 eans of hair spra\' in 1 month, 
eyen though only 7()O females were said to have post exchange pl'iv~ 
ileges in Yietnam. 

All military personnel and others who ha\'e identity e"rd, are an­
thorized to purchase in the retail commls:o;ary in Saig-on itS well l:1S in 
the post exchange. Although Owre are no military dependents in 
Snig-on, the commif'sary has done 8P.8 million worth or lmsint'ss in the 
last Hi month~. There, is no rationing or ('ommisstn:v items~ but as 1\ 

resnlt of action by the ration control hoard, controls haw heen pHt on 
<'PI'm in it('m~ as to the numlx>r that mny he houg-ht at anyone time. 
These items incllHle soap powders~ ft'Uit juires\ dried frnit~ nwnts, and 
cofft'e. 

Actions Taken To Improve Controls of Post Exchange Supplies 

,\8 a reflult of reports in tIle press and efforts by the subcommittee, 
:lH> Sp(TPtnry of Df'fense has lSRuf'd sperinl instructions (lpsj~nf',d to 
JH'lp <'OlT{'(*t post <:'x('h~ml!t' abuses. ~\n ~\ssistfmt Sff'retary of Def('n~ 
hno.; 1;N>11 c1esi,crnafec1 to head the campaign illld he has trltyeled to Sonth 
Yiplrram on a special im.,~ction h·jp of post exchange matters. 
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The following significallt measures ha"e been taken to improve the 
post e!<changt> operations in South Vietnam in order to control such 
"upplies and {,,,,,.-ont their diversion to the black morket. Th_ steps 
should result In the import of items ronsistelll with lhe o"erall welfare 
of t '.s. forces in the country. . 

1. Th. Army ond Air Fo,-ee Exchangt> Servire is reviewing in detail 
the im'entory of ilems currently being c",ried. The Xny Exchange 
::-... vice slocked 3,100 items. These haw been redul'Ed to 2.2-29--lln 
elimination of about. 1,000 items. llost of Ibe ilem decrease is in olT· 
shol'!ll'rOOuremenl, in 11Irg<> part from Japan. 

Z. Items such 8S radios .",1 cameras will h.ve their serial numbers 
~orded on purcbase slips, which will be filled out and signed bv the 
l'uIThnser with his rank and serial number, so Ih.t all serial numbered 
,tems can be traced back to the individual purchaser. Xonrationed 
it~m~ less t"!w $10 ea~h may be purchased for bona fide gift giving 
w,thm certa In restrictions. 

3. Special arrallgt>ments will be made for sales of cosmetic and 
other female use items, such as bair spray and aanitary napkins. 1'h.is 
type of item will not be ordered on the basis of delIlllnd or consump­
Ilon, hut will be related to the relatively low number of .... omen sneh 
lIS civilian secretaries and nurses, who bold post exchange cards. Post 
exchange outlets for these items are to be established in the Embassv 
or U.S. AID mission whieh will be restricted to women plll'ChaserS. 
At other post exchanges there will be a sbelf of items for .... om.n onl .... 
!'hese items will not be rationed hot their sale wiU be controlled. • 

4. The liquor and beer ration .... i11 be reduced further. ElI'ecti .... 
• Tune 1, beer was rationed at the rate of thl'l!e cases per man tJ"r month. 
Prior to that four cases per man per month were authorized. The 
liquor ration which includes .... ine and cordials has been reduced from 
six bottles per man per month on lIar. 1 to three bottles per month. 
The post exchange ration for liquor w,lI be eventually reduced to t .... o 
bottles per man per month. The soft drink rationJ now authorized at 
four cases per man per month, will not be reduced beca~ of the cli­
mate and lack of potahle .... aler. 

5. To make pilferage more difticu1t from docks Qr 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 
ordInarv mrton". Tbe roili'a"' are trvin/!: C<>nex-tvpe containers. 
made o} plywood, to pack and ship post exchange supplies. The pI .... 
wood containers will be used in Vietnam for lumber and will not fie 
returned to the t'niled States. 

6. llilitary police or oth .. military personnel head the ronl"OYS 
I •• ,-in/? the docks. These conm)'$ ,,?nslst of from t.hree to Ii,... 
,'phirles so that mm'emenlS of all veh,ples can be readily o_ned. 
!'1hippin/!: docnments accompany the .-ehides to show what i. in each 
,hillment. A !!\"Stem of advance forwarding of shipping d'4'umentl' 
to the depot helore the vehicle actually arri.-es is being plllollned to 
provide additional checks. 

7. Efforts are bein/? made 10 control the handling. mm;n/? and stnr­
in/? of PX supplies to pre,..,nt loss or pilferage. Storage depots for 
pOst exchange !lIIpplies ha ... e been placed under military eontrol and 
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made more secure. Supplies have been moved from the ]3 scattered 
warehouses in the Saigon urea. to a single r.olltrollC'd military ware­
hOllse. All the post exchange depots Im"e barbed wire find some are 
behind concrete walls. :Kot all items are stored under coyer, bnt essen­
tial item~ that would be lost by exposure to weflthet' ure being placed 
under cover. Other exposed items will be coyered with canvas. A 
round-the-clock gnard IS maintained and includes the nse of ~nng 
guards and sentry dogs. 

8. A new directive was published restricting individuals and agen­
eies granted exchange privileges. This directiFe clearly defines the 
cat.egories of l,lersonncl authorize,1 to use the exchanges ami the extent 
of their priVIleges. As a result the civilian clientele was reduced 
by approximately 6,000 exchange users . 

. 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. Local bottling of soft drinks and locnl 
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 excbange goods to Vietnam will be reduced by about 
30 percent. 

10. All post exchange supplies from U.S. depots are no longer rout­
ed exclusively to Saigon. Except for liquor and offshore items, which 
are off-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 snpplies may still be temporarilv stored 
in local civilian warehouses under guard, but mOYement Ollt '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 hoard, estabhshed in December 1965, meets e>lch 
month or when reqnested. Items that were discontimted by decision 
of the ration control hoard are brass-t<>pped coffee tables and blankets. 
These were items in demand when dependents were allowed in Viet­
nam. Items no longer allowed in Vietnam which arrive dne to earlier 
ordering will not be returned. As thev are sold further purchases for 
inventory will not be made. The ration control board 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 ra!lOned and the number sold to anyone purchaser, If two 
watches a year per person are authorized, the pItion eard will show 
the number of sneh purehases made. There will be special exceptions 
for gifts, based on written statements of justilfcation. 

RECOMMENDATIONS 

1. The committee, though commending the military with respe<:t to 
Rteps already taken to improve post exchange operations in South 
Vietnam, recommends vigorollS followt.hrough on corrective measures 
which have been outlined ahove. It recognizes that with possible 
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further increases in £:roo world forces, a similar situation may ari.., 
as in tlio original buildup when supply and other facilities were 
heavily taxed. Better organization and 'planning should be illj~ted 
into nny expansion of post exchange shipments. 

2. All sUfplies necessary to the morale and elliciency of our 6ghting 
forces in "\ ietnam should be made available consistent with overall 
U.S. interests in South Vietnam. However, proper controls should 
be a major consideration at all levels . 



XU. MILITARY CONSTRUCTION PROGRAM 

The Dt>partmellt, of the Navy is presently engaged ill supervising 
the construction of port facilities. depots. aIrfields, various bnildiu/!,s, 
and utility projects in South Vietnam for the Departments of the 
Anny. NaYv, and Air Force. Construction projects valued ill excess 
of $14 mill[on are also being completed for the Department, of State 
inclndiug the Agency for International Development. The coutract 
for this COllstruction program is currently set at $780 million. 
Ori/!'inallv, the projected program total was set at $960 mill ion. It 
is the I .. :gest single constructIOn contract that the Defense Depart­
lIlent has negotiated and is with" eonsortium of contractors associated 
as a joint venture project comprised of Raymond./..'M:omson-Knudsen, 
Brown & II Dot, and J. A .• Jones (RMX-BRJ). J:{aymond. Morrison­
Knudsen began work on the contract in South Vietnam in 1962. 
With the buildup of U.S. forces in Vietnam startin" in 1965, tbe joint 
'-enture was expanded to include Brown & Root and J. A. Jones. 
l.'nder the terms of the contract, the consortium was directed to 
mobilize .. construction capability which would have the capacity 
of c<lmpleting about $40 million of construction work monthly. This 
construction cal?"bility level has now been reached, 

The contract IS administered from Sai/!"On, and four re/!,ional offices 
fit the major worksites. It is ,t cost-plus-award-fee type wherein the 
Government agrees to reimburse the contractor for the expenses in­
curred ill the purchase of materials, equipment, and Jabor, and for 
>:arious services and operating costs. As each project is decided on 
11 predetermined fee is ne/!"Otlated as the projects are added to t1le 
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 Augnst 9, 1966, the Department of the Navy advised the See­
rotary of Defense that for fiscal year 1967 add'itioMl funding of 
approximately $200 million will be required to maintain the contrac­
tors' construction capability and t<l complete the projects currently 
assigned. The request is to be studied by the Office of the Secretary 
of Defense before final deeisions are made. 

In addition to the RMK-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 Kidde or to other con­
tractors, The Department of Defense intends to continue its rela­
tionship "ith RMK-BRJ. It anticipates, however, assigning certain 
projeets to military construction forces for completion and as new 
j)ro]ects ure needed. Equipment and materials in the amount of about 
$100 million will be transferred to the construction forces from RMK­
BRJ whose accounts with the Department of Defense will be adjusted 
accordingly. 
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The Defense Contract Audit Agency audits the construction opera­
tions of RMK-BRJ in Vietnam. In January of 1966, an audit gt'OIIp 
comprised of six professional auditors and one administrative ind.· 
'lidual was established. Prior to this, the audit work was performed by 
one resident Navy auditor and by assignment on a temporary basis of 
other personnel. Department of Defense personnel are at the con­
struction sites in Vietnam working with contractor personnel on the 
various projects. As noted in chapter VI of our report, at the time the 
subcommittee initiated its work the audit function was limited to the 
examination of cost represenutions of the contractor as reflected by 
vouchers submitted for payment to the Department of Def"..,.,. At 
present, the Defense Cant.....,! Audit A$"ncy is expanding the soope of 
.ts work into a more comprehensive audit program. 

The Foreign OperatIOns and Government Information Subrom­
mittee, in its re'liew of AID Vietnam operations, has only periph­
erally and on a very limited besis reviewed the military construction 
program of the Department of Defense in South Vletnam. It is 
apparent, however, that more extensive independent andit of th_ 
activit ies is neressary to ad~uately monitor coutraetor operations of 
the Defartment in South V letoam, even thoujlb numerollS Depart­
ment 0 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 from 
the war situation, the constantly chanlling priorities of the program 
based on military needs, and the overall problem of Washington con­
trol because of the distances in .. olved. 

The Foreign Operations and GOYernment Infonnation Subcom· 
mittee will continue its examination of audit activities relating to 
construction of all facilities for agencies under its jurisdiction. 

RECOMMENDATION 

1. The committee recomm.nds that th. General Accounting om..., 
and appropriate committees of the Congress initiate and/or pmc" .. d 
wilh a close and continuous su ... -ei lIan"" OTer expenditures in 1 h. vast 
military constru~tion program for the purpose of determining the 
adequacy o~ current audits and of oth.r ~heeks to assnre proper use 
of appropriated fllnds. 



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 sllOOommittee at that time offered the same explanation 
for the lack of adequate inspeetion and review of the program in Viet· 
nam during the past few years; namely, that tl,e War prevented a nor· 
mal program of insp'ecbon and review and, because of this, these 
activIties were curta lIed drasticallv. The subcommittee challenged 
this assumption vijl"orollsly and dunng the past 9 months there has 
been, as noted eRrher't a significant increase In the activities of those 
offices responsible for reviewing the varions phases of the r.s. eco­
nomic and military assistance progra.m in Vietnam. 

The Agency for International Development has also taken signifi. 
mnt steps to improve the quality and quantity of the information 
available to it and to the AID 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 apparent. gaps in the knowledge of responsible 
officials, both in 'Vashin¢on and in Snig'on, coneprnin~ ('rucial phases 
of the U.S. program. It was informed on numerous occasions that this 
Yacunm wns seriously ha.mpering tlle administration of certain phases 
of the program, most notably commodity imports. While this appar­
ent lack of l."Ilowledge was In some cases undoubtedly due to the fact. 
that the persons being 'luestionecl were relatively new to their jobs, 
the subcommittee e..oIahlishecl that it "as also due in other cases to the 
simple unavailabilitv of the desired information because of inadequate 
recordkeeping and p'rocedure. 

The former deputy director of the AID mission stated some months 
ago: 

I feel that the pro/!:ram is being carried out 100 enthusi",­
ticaJly. and with not enough practicality, with not enough 
discipline, with not enough aceountabilitv, and with less than 
what I consider to be adequate managem~nt •• • 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 peo!?le could contrib. 
ut.e to the program, and it was not a diSCiplined program, 
coordinated and welded together. 

The committkle feels this is an admirablv cOllcise summarY of the 
major defects that have l1umpered tlle effici~nt operation and mana/!:,,­
ment. of the U.S. economic assistance prof!ram. Rut at tll(> same time 
it wishes to commend AID for the many constructive steps it hIlS 
taken in rec"nt months to meet these problems. 
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We wish to reemphasize, however, the absolute need for a rom­
prehensi.-" and continuing evaluation of priorities and basic obj...,t!ves 
In the U.S. economic assIstance program for Vietnam. The subcom­
mittee feels there has been, in the past, undue emphasis on the spend­
ing of dollars as .. measure of achievement and that there is n far 
greater need for determining what is possible in obj...,ti .. .,. nother 
than merely committing dollars. The American taxpayer has R right 
to expect that the degree of economic propess reali""d ill Vietnam is 
commensurate with the vast e"pansion of the U.S. prognom of eco­
nomic assistance. U.S. officials mnst not hesitate to insist .... hen nee­
ess8!], upon the kind of cooperation in the economic field which the 
G\rili has already promised on numerous occasions, most lIotably at 
the Honolulu Conference in February of this year. 

The committee bas attempted throughout its investigation to be con­
structive in its comments and ,..,.,.,mmendations. As stated .. t the 
outset, we will follow with great inte"",;!; every promised change in the 
program and any new innovations th .. t rna, be undertaken. The 
committee commends the officials with whom It h .... dealt for the most 
open and complete cooperation. We hope this relationship am be 
!"a~tained and, by working together, help to win the war and peace 
In V,etnam. 



• 
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APPENDIX 

EXHIBIT 1.-LErn:R FROM ASSISTANT SECRETARY OJ' llinxSE 
TnOllAS D. lfoRRrs 

AUIlmrr 17, 1006 • 
Hon. JOHN E. MOIlS, 
Cwrman, Sulle_itte. on Foreign Opemtiont/ and fioremmeni In· 

ItJ1'f1IlJtUm, Committee on G01Jem'l1Umt Operations, H0IAIJ8 01 Rep­
retlento.tWeIJ, W",,)\.iflgttm, D.c. 

DEAR MR.. M08II' As I stated du~ hearings on Aupt 1 and 5. 
1006, the Department of Defense is mIndful of and grateful for the 
many constructive contributions made by your subcommittee in ORr 
joint eBort to eliminate any adverse economic impact upon the Viel­
namese people and tbe Government of tbat gallant nation, wbich might 
otherwise result :from the presence of our forces in that country. 

It is my earnest hope that the comprehensive exwllJIgB of informa­
tion wbicb took place in the course of the hearings will facilitate the 
continued close association between uS which has proven so eBeetive in 
assuring the orderly conduct of our affairs in the Repuhlic of ViOC­
nam. Aeoordingly, I want to be certain that you are fully apprised 
of specific actions undertaken by the Department wbich are of mterest. 
to the subcommittee. Newspaper articles published in the put fnw 
days have touched upon one aspect of our activities whicb did not 
:receive detailed coverage in my fonnal 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 
whicb your letter of July 11, 1006, asked that I cover, could not be 
taken up and discossed individually owing to the practical limita­
tions on time available to the subcommittee for fonnal hearings. 

~Ir. Augliere and Mr. Cornish of the subcommittee staff, and senior 
members of Ollr staff, hal'e infonnallv discussed these recent preIS 
releases. They relate to internal economic conditions in the Republic 
of Vietnam, and the steps thus far taken bv the DepartmE'nt to I..-n 
the inflationary impact of our presence ~pon the ("CO,nomy ~f that 
country. The m .. asures we hne taken winch arE' of prlmary mterest 
to the subcommittee. are desigllM to limit both the ollicial and per· 
sonal expenditure of Vietnamese piasters by the Department and its 
personool in·rollntry. Our prime objecti,"" is to a"oid a massi...,ly 
mcreased internal demand for th" available slIpply of goods and !'err· 
ices produced within the R.,puhlie. As )'ou arE' arllt.,ly awarE', bur­
geonmg demand ~neratE'd bv Ii rapid influx of r.S. personnel alld 
facilities must not be allowed to so outstrip Vietnamese resources 
not offset by imports as to result in sueh price inOation 8Jld Il""eral 
disruption of the loeal way of life that our combat successes are un· 
dennmed through impaired Yietnamese Oovernm.,nt operations and 
popular discontent. 
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The goal of the DOD is to holc1 within acceptable limits the total 
piaster-expenditures that it fuuds, determiues, and advises, while 
concurrently avoiding any reduction of military effectiveness through 
careful management of such piaster spending by joint conIDlanders 
and their com{,onents. A vltrlety of measures specifically tailored to 
reduce DOD plaster spending in the Repnblic of Vietnam have already 
been initiated (see ontline at tab A), and others are in process of 
formulation. A fiscal control scheme monitored and enforced by the 
,r oint Chiefs of Staff has been established, and is supported by It system 
of regular reports of actual and projected DO D-gcnerated 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 Sll beommittee 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 
tQ the constructive improvements which have been made and are con­
tinuing. 

Sincerely, 
THOMAS D. ~fORRlS. 

TAB A 

REDUCTION OF DOD PIAsn;1t SPENDING IN VIETNAM 

This summary deals only with measures initiated by the Department 
of Defense to hold within acceptable Iimita 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 conceivabl;r 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 ita own area of primary interest, within the framework 
of the overall economic program developed by the U.S. Government. 

Percentage fadors shown in parenthesis after each ca ptioned 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 (a) through (e).) 
I. Reduction of per8tYtUil ellJpeniliturll8 by individual. (53 percen.t) 

(a) lnereaaed poet ellJehan{fe sa/ell (18 peroent).-Diversion to 
Armed Forces post exchange channels, of U.S. personnel individual 
~:q>enditures on the civil economy for goods and services. To attain 
tins objective, priority action is being taken to enlarge the range of 
products and services available through the post exchange system 
(without jeQpardizing black-market control measures), improve and 
expand exchange physical facilities, expedite establishment of addi­
tiona� upoountry facilities, and other comparable measures. 

(0) Er1!tend and lioerialize aut-oJ-countryres! and 7"ecuperaiMn pro­
gra:m (18 percent).-In fiscal year 1967, we are projecting a fourfold 
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increase in this program to provide " t<~tnl of at .1""';1.2;.0.00'.' huH· 
vidll"l R. & R. trips Ollt of COlllltrv. .hld. from liS "run"ry unpor­
tnn~ as n mo~le faetort the program i., eX~letl to <In'eli s~~nilkant 
persona) sfWndlllg' for I"('ClV'atlofl and 1"e1a:s:atlon pUl'~S wl,ll"h "OllIe.! 
otherwise flow into the Yietnam.", economv. 

(c) 11l<:7Y'Me per80n({l savin,gt ;nentliv'" (10 percent).-Div.I";on 
to personal saving'> of funds now ."J>ended on the ci"il eeonomy for 
goods and sen'iceS. The kev lel!islallve element eSSt'm it! I to provision 
of an elTective ",will/!" inducemellt for military P!'1',(mnel has o.,..n 
passed by the Congress and sil!lled by the PresIdent (Public l.a.,. 
89-638). That statute repla_ the old soldiers deposits program ... ith 
:l. new Uniformed Services Deposits System administered by the S<!c. 
retary of Defense. Deposits under the new program will bear inte,...,,"i 
at the rate of 10 percent per annum as prescribed in Executive Onler 
11298, signed August 14, 1966 (individual interest-bearing deposits 
am limited to a maximum of 1510,000, and the privilege accrues only 
to members serving outside the l:nited States, its territories, posses­
sions, Bnd Puerto Rico). 

(d) EM pMfJate luNging (4 percenl).-In May 1966, approxi­
mately 8,000 U.S. military and Federal civilian employees stationed 
in RVN in or near the larger cities wem stil! required to obtain Iheir 
own private housing on the economy due to lack of a sufficient num­
ber of U.s. Government owned or controlled billels. Expeditious 
relocation action is being taken, and will redu,," or eliminate piaster 
rental expenditures on the civil economy b,y individual members. 

(e) Troop tUl!'oym,ent paltem "alltomatic" etfuU (8 ~JOt}.-A 
~renter proportIOn of U.S. military personnel are bein/!, deployed to 
np-country locations thnn was the case heretofore. Individual pias­
t~r.spending patterns have displayed a diI'1!Ct n"lalionMip to th .. mem­
oor's proximIty to the marketplace. PI',.,.,nal pil\St~r I'xpenditures 
teud to diminish in inverse proportion to inerea .. ",d distance betw .... n 
thp member's duty station Rnd the larger urban mar'oels with their 
, ... ady supplies of goods and services. 
ll. Reduction 0/ pia8ter e:t:pendiroru funtled "by DOD from C. <f J/. 

ruUU1'Cu (7/8 p"rtCent} 
:\le85ures desigued to reduce C. &, If. fund piaster expenditures in. 

clude limitations on lIiringof loc,,1 nationals by military organizations: 
expeditious relocation to U.S. cantonments of DOD activilies no ... 
h<)used in leased facilities on the economy: imposition upon DOD 
purchasing office! located in Vietnam, of procurement restrictions 
c<,mp"l1l.ble to those imposed on other DOD procun"ml'nt offices 
abroad for balance-of·payments control purposes; and related meas­
ures. 
Ill. RtJuction in DOD-/tmded pia.ttef' 6pending lor Cfnt8tnJl'li01l 
(19~) 

In-rountry procurement of construction llIatprinls hns been progre;;­
sively reduced, with the bulk of cnrrent procnn"lI1ent confined to rock 
and sand. Related measures to reduce local piaster spending are be· 
ing imrlt'mented to include no new hires of local nationals, except for 
cr!tica repla.cements; elimination of part-time employees; Rustere re-
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yjow of fadlities requirements looking toward elimination or consoli­
dation wherever possible; consolidation of transport support, and 
shipment through Army facilities wherever possible; and related 
measures. 

TAB 13 

JCS-:MONlTORED SYSTE'[ OF REPORTING DOD PIASTER SPENDING 
IN VIETNAM 

By direction of the Secretarv of Defense, the .Toint Chiefs of 
Staff have recently established' It system of regular reporting by 
CO:MUS:MACV and component commands, through CINCPAC, to 
show actual DOD-generated piaster expenditures, as well as the 
pi!l.'lter spending that is expected to resnlt from obligations issued 
during given periods. The system is briefly outlined below. In addi­
tion, the JOS may establish supplementary reports, projedions, and 
accourts which will further system objectives. It is emphasized that 
overall system objedives encompass all piaster spending that the DOD 
funds, det"rmines, or advises, includmg piaster expenditures of-

i
a) The milit.ary depa;tments; 
b) All Defense age,nCles; 
0) COMUS1I,fACV; 

(d) Contractors of (a), ( b), and (c) above; 
(e) Public law 480 and counterpa.rt piagtor funds spent in 

support of U.S. forces and that portion of the GVN military 
budget which is joint funded, the releast; of which any component 
of the DOD detorminesor advises (e.g., AIK) ; 

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

(fl) Piaster spendingo! third-country military forces. 
So tbat the Secretary may be informed of the possible impact of 

ri~ing wages and prices npon 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 
s.,cretary of Defense (systems analysis). 

The entire system has initially been predicated on a series of rocur­
ri"g reports concerning piaster payments and projections of piaster 
authori7,ations, including the foIlO\\'ing: 

(a) Piaster pllrcha~e8 (md balances: Statement of beginnincr 
piaster halances, pi".! purehases of piasters from the nSI)O an~ 
eommerci,tl sources, lef18 ending piaster balance:;.;, win reflect 
amounts of payments made dllring the period. 

(0) ilulhorizalions i88ued that generate piaster payments di-
mctly by DOD in South Vietnam. • • 

(,,) l'kmnJ3d ollthoriznti0118 that will generate piaster payments 
directly bv the DOD in South Vietnam. . 

(d) "A,;t1l.Ol'izati(m., {,,",ed bv R~[K-nR.r (tIle principal con­
struction (;ontradol') and his subcontractors. 

(e) PI.tnned authorizati(T7I~ by IBfK-13R.f and suhcontractors. 
(f) A "tlwrizalio7l8 is.''lcd by DOD contractors other thun 

R;xlK·_·BR.J lln(l SUh(>()lJt:ractor~. 
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(g~ Planned authorieatiom by DOD contractors other than 
RMK-BRJ and subcontractors. 

The periodic reporting scheme has been so devised as to allow com­
prehensive summarization and analysis on .. qWlrterl;r basis, in addi­
tion to an effective monitoring capabilitv at short .. r IDlervals. 

:Much information regarding past pioster expenditum; has already 
been gothered because of the contmuing interest of t he DOD in ""I*'d­
itum entering the international balance of pavm .. nts. The more de­
tailed reporting scheme pertaining to Vietnam will be further relined 
and formalized as time passes, in the interest of developing a IIIAIIlII"" 
ment system which .... i11 provide maximum flexibility to OSD, JUly 
and field activities in the implementation of the system and in the 
establishment of effective morutoring and control procedures. 

(NOTE.-The initial resulta of the recently established JCSmoni­
tored report.ing scheme, discussed above, will not be a .... ilable uti) 
approximately October 1, 1966.) 



EXHIBIT 2.-LETrER FROM J. lVJLLJA.I HOWELL, DEPAR1:MEN1: OF 
AGRICULTURE 

Th:FARTMENT OP AGRICULTURE, 
OFFICE OF 1:l!E INSPECTOR GENERAL, 

lV IUiMngton, D.O., AuglMt 189, 1966. 
Hon. JOHN l'j. Moss, . 
Ohai'l'1TUlfft, Foredgn Operations and Goverlt'tMnt Information S1!b­

committee, Committee on Government Operations, Rayburn 
H0U8e 0fliceBwiUing, lVashington,D.O. 

DEAR MR. Moss: This is in reply to your letter of August 17, in 
which you express conCAlrn over the lack of audit and inspection 
activities in Vietnam and comment generally on the importancAl of 
these activities to Federal programs. With respect to this Depart­
ment's pro!!,rams, you have requested that the Office of the Inspector 
General imtiate actions with particular attention to the following: 

1. A comprehensive audit of programs under which agrlCul­
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 tbat we have initiated a preliminary 
survey to ohtain and correlate, on a current hasis, all pertinent infor­
mation relating to the problem ar.,as involved, Cpon completion or 
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 subcommittee's request. 

We share your COncern and appreciate very much having the bcnefit 
of your views ou this very important matter. We assure you of our 
coutinued attention toward aceomplishing the objectives set forth in 
your letter of August 17. 

Sincerely yours, 
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.T. \VU-LIA>r HOWELl., 
Acting In81Jector Generol. 
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EXUIIIlT 3.-L!:Tn:Jt FRox LEONABD H. ltAJuts, Dmr:croII or U.s. 

Hon. JOHN E. MOBIl, 

INFOIUfA'I1oN AOENCY 

U.S.lNFOIWA'I10N AGENCY, 
lVa.sJlingtml, AUgu8t 15, 1966. 

ChIU'I"11i<m, F~ Operaii01lJJ and GO'V1t11lment In/oTf1UttiOfl Sub­
CtJ11IImittu of tM C_miltee on Go<ernment Operatiom, H_ 
0/ Repre81!;fttatwe8. 

DEAR Ma. CnAlJlllAN: I have vour letter of August II, 1966, sug­
gesting an audit of the financinl and administrath·. o{",rations of 
JUSPAO in Saigon and a revie,.. of the posCs aNi,·.ties by the 
Inspector General. 

I want you to know th.t I welcome these suggestions. Prior to the 
receipt of your letter, I had discussed with the I,lSpector General plans 
for his "isit to Saigon before the end of the vear. In addit ion, our 
Auditing Didsion has been instruct.d to unilertake • finaneial and 
odministrath'e review prior tothe end of this:yenr. 

I also would like lOU 10 know that dUl'ing the pas: year. "'e h.,". 
"arefullv scrutinize and Te"iewed the o!"'mlions of tSIS Saigon 
in the foilo,,"ing manner: 

(1) I '\"Isiled Saigon for ""eral days in February Illtltl, nnd 
conferred with the chief staff members. 

(2) On that trip, I was accompanied by :Ur .• Yohn Chancellor, 
Assistant Director of Broadcasting Service, who red .... ed in de­
tail the functions of our radio staff. 

(3) Two representatives from the Office of Administral ion h .... e 
been to Saigon and have gi"en me a personal report on Ihe admin­
istrative activities of that post. 

(4) Mr. Lloyd Wright, Assistant Director of Press and Publi. 
cations Service, has justeoneluded a visit for Ihe 1'"'1""'" of d.""k­
ingon the printin!!" and !,ublicationsetrorts. 

(5) ?llr. Paul McNichol, Assistant Dirretor of s..-lIritY, h •• 
recently returned .ftu an inspection trip, during which 1,. .... 
viewed all security l'recautions. 

(6) ?llr. Dani.1 Oleksiw, Assistant Director of the Fat F..ast, 
recent Iy completed a .. ,.je ... of eu ... " .. ! operations at t he post. 

In addition, I am asking ?llr. Heorl!e St.""ns. Assistant Director 
of }fotion Picture and Tel';dsion 8t>r\:i~~ to visit SRj~on within th .. 
next 60 days to rerie", the film program beinJP: conoll<t..t. n..fo .... tb .. 
end of the ye.r,?lrr. Ben Posn .. r, Assistant D ....... tor of Administration. 
will also be ... nt to S.i~n to make plans for tb .. Iinanei.1 audit alit! 
nwiew with tht" "xe<'uth~e ufficer the ;ldmini!'.tration of the !It'N". 

In addition to the ahem, J1"1'50IIIIOI of tb. A/!"lIcy. I h .. · •• "li,t..t 
the assistance of outside ""pet·ls. In Sop .. ",I .. I· Wi;" I ""I1I'~I..t ~Ir. 
FI'nnk Stanton, president of ("ohunhin nl'o:ul(,:1~!:n~ ~~\':::l(>nt and 

!l'J 
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Chairman of the U.S. A(lrisory Commission 011 Information; Mr. 
Palmer Hoyt, editor of the Dem'.r Post; and Mr. Frank Starzel, for­
merh' head of the Associated Press (now retired), to risit Vietnam and 
f't>po;t to me on the manner in whIch we were now carrying out our 
responsibility for disseminating news and carrying on psychological 
warfare o!?"rations. They were accompanied bv Mr. Robert Akers, 
Deputy DIrector. of the Agency, and :\1r. He,,;;"n Ryan, Associate 
Director for Pohcy. 

From the foregomg, you can see that I am mindful of the need to 
feview periodically the work of USIS Saigon and t hat I intend to 
rontinue this t~1'" 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, 
LEON.'RI) n, MARKS, 

Director. 

.. 



t 

ElIB1Bl'1'4.-L1n'Tlm FBo¥ J. H. Enw.--, l>1tPtrrr Dtucrmt, u.s. 
AID MmsION/SAJOON 

NoVUOlEll 9, 1965. 
Mr. RVT1DB:roIII> M. POAT&, 
AuiBtmu Adminiat1'dtor, B_ for Far ElUt, AUeMy for l'Alwn4-

tUmal D6fleUlpm.mt, W IUliingUm, D.O. 
l>u.B RUD: At least once a week I bave written to you a long diatribe 

on the problems crnated by the hasty Ilnd emotional approach to II&­
sistance to Vietnam. Fortunately so fat' I have recoveml enougb self· 
control to destroy these prior to mailing. Sullice it to say thot I don't 
like, not' approve, wbat we are doing he..... It is at the same time both 
unconscious Bnd unconscionable. Let me only make these comments 
without the lyrics: 

1. The 1966 program represents the unfetteml dreams of each 
division chief witbout later meaningful and tBiloml review. 

2. This program was dreamed up undet' the iUusion t hat all 
ao .... rnment ~ncies in Washington a .... committed to massive 
expenditUt'es Without any restraint or accountability. 

3. There is no mechanism fot' control, audit, or analysis of 
costs, input, or utili2:ation. 

4. Attempts to instill discipline into the U.S. efforts are not 
tolerated or 1et enlertsined. 

II. There IS widespread rumor and hint of diversion and ear­
rnrion with no recognition of its possible pl1!lll!lll<e. 

. Everyone is agreed that the effort is excessive and thus prone 
to wideee8le mishandling, but everyone reacts to even hilits of 
~ by all·out requests for _ resources. 

7. SIlIlCifie programs are vastly overfunded; i.e., PSD PHD 
CIP, Ileful!"" COOrdination, Prov Ops but the excuse is 1.hr/W 
wants it thiS_y. 

8. Inftation continues and the economy weakens, and the _­
plaints mount publicly while our answer i. to import more com· 
inodites to BOp up extra 1IlOIIeY'. 

9. There is no restraint on the money supply. 
10. There is no restraint on the tremendous budget deficit. 
11. There is no effective collection of duties, tues, or otMr 

GVN revennes. 
12. The excbange rate allowing imports at 60 to 'llI piasteno 

to $I ~ bOth imports end diversion of supplies. 
Rud, I conld go on for days with the absence of reasollable economie 

plenum,; and implementation in this activity. 
Wbst IS needed-

1. A hard·noesd AID/W approllcll to determine that _ ..mt 
instead of abetting. 

2. Procedures and systems to insure our commodities ani .... 
here and are used properly. 

101 
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3. Sound fiscal advice to the GVN and not pap. 
4. A roaJistic 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 attainahle levels. Recent State, DOD, AID message 
hints and nudges at this hut no forceful measure. 

6. A care:fully devised and executed plan to comhat profiteering 
and reexport of supplies. 

7. Insistence on and guidance to prevent internal hudget defi­
cits. 

8. Some control over the GVN use of foreign exchange. 
9. Strong measur"" 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 . 
• • • I think more effective personnel, AID/W sUPJ?Ort, and ma­

ture programing is an urgent nee<lSSity. This is wrItten without 
clearance and without knowledge of other mission management. I 
believe it represents, however, the views of a suhstantial number of 
our poople. I call this to your attention fot' whatever "'Mtion you 
think is warranted. My intent is to help the situation and not :further 
complical<l issues. This situation is too vital to U.S. affairs to afford 
anything less than our best effort. Regret my inability to be more 
use:ful to this type of U.S. assistance program. 

Sincerely, 
J. H. EDWARDS, 

])eputy Director, U.8. AI]) Mission/Saigon. 



EXIlllIIT 11.-V ACANOY ANNouNCUIl!>iT FOil AoJUCULTUIlE CIlEDrt" / 
{)o.oP A.I:w:tsu 

Departmtm of State. A.tt.:tmg for International Development., in 
cooperation with tlie U.S. Department of Agriculture 

For service with the ~culture Di'ljsion, U.S. ()pemtions Mission, 
Vietnam. Base sslary wIll depend upon the qualiJIcations of the in­
dividual, the individual's immediately previous professional earnings, 
and related IDJltters. However, the expected .ratlg9 is approximately 
$7,500 to $111,000 ~ year plus overseas diBerential, housing allow­
anee and other benefits. 

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

<mI'i'EIUL II'l'ATlIlIfJ!NT 

Alrrieu1ture is extremely imJlOrtant in the total development .Bort 
in"fIetnam. It {llafs a key role in the Vietnamese people's strugle 
against Communist lJISIll"geIIcy. 

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

1>UTIE8 

Functions are to be performed under the general supervision and 
gnidance of the senior agriculture staff of the U.S. operations mission. 
These functions include the following: 

The adviser will be responsible fOr the development and gnidanee 
of credit and cooperatives activities on a regional basis. The adviser 
must be mature with a sound bac.kgound of subject education Uld 
experience. The advissr will be responsible for motivatIng Vietuam F 
provincial and leJional credit and cooperative agencies and stimu1at­
mg the OrganizatIon and successful managell\4!nt of new eooperatiws 
and farmers associations. He will be responsible for assisting in emm­
try program planning and gnidanee. 

The regioniU credit/co-op adviser will counsel with and adjust the 
GVN regional and provmcial superrisors and chiefs of credit 
(NACO), and the cooperatives/farmers associations, and the presi­
dents/managers of cooperatives/fanners associations, and the presi­
dent/managers of cooperatives/farmers association in his region, as 
follows: 

1. In planning, organizing, and conduding training p~ 
in cooperative management and auxiliary practices, inclndiDJ the 
use of credit., and developing an effective NACO credit-senJeing 
program. 
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2. In planning and stimulating cooperative marketing both 
locally and tQ urban centers. 

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

4. In the selection, training, work) and recognition of looa.! 
people to fill the operational needs In cooperatives and credit 
functions. 

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

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

QUALIFIOATIONS 

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-I, Agency 
for International Development, WashingtQn, D.C. 20523, and be 
accompanied by a detailed employment resume 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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EXHIBIT 7.-LE'ITER FROM WILLIAM S. GAUD, DEPuTY ADMINISTRATOR, 
AGENCY FOR INTERNATIONAL DEVEMP:M:ENT 

DEPARTMENT OF STATE, 
AGENOY FOR INTERNATIONAL DEVELOPMENT, 

Hon. JOHN E. Moss, 
Washington, f).0., July 19, 1966. 

Ohairman, Foreign Operatiom and Government Information SUD, 
committee, HOWIe of ReprC8entatives, Washington, f).0. 

DEAR h-m. CHAIRMAN: This is in reply to your letter of July 8, 
1966, in which you refer to a CBS telecast reporting the capture of 
a Vietoong base. The CBS news report refers to a Vietevng base in 
Binh Doung Province captured as a result of Operntion El paB() II. 
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. 

The military member of the Saigon Economic Wadare Committee 
visited the area to examine material seized on .June 24. Further data 
were obtained from records of the operations unit und from the Chief 
of tbe Current Intelligence Indications Branch of Operation EI Paso 
II. Portions of the Vietcong hase sites oould 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. In forma, 
ti~n. on the ~res~mably imported items is not yet coml'lete" and U.S. 
milItary offiCIals m SaIgon have been requested to prOVIde, If possible, 
further identification on the seized flour, sardines, rice, oil, kerosene 
cans, and sheet metal. 

The ca,Pture<! items are as follows: 
RICe: 1,022,6 tons. 
Sheet metal: 6,400 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. 
7,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 N orlh Korean origin. 
Some rice was found in bags with India markings and some in bags 

with Saigon markings. The India marked bags were dated 1964-65. 
Sinc'll 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 ¥ieteong in 1964-65. 
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Rice luis never been imported from India tIlrooP lepl tlOIII1II8rcial 
channels. The rice in baas identified with Saigon m&rk:inmJ may b& 
new or old, and may b& olloca] origin. The enemy could lut.ve pur­
ehased some 01' all of this rice from the numerous retail outlets in the 
country, or could have smuggled it from Cambodia.. 

As for the metsl sheets, some were still in paper wrappmgs bMring 
U.S. labels when captured. Thenl ia no way to know whether or not 
they were financed by AID, since the U.S. military forces have~r 
and are shipping sheet steel to Vietnam. If the steel was 6-
llll1lced, it would move through one or mOnl of the 140 authorized iron 
IIJld 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 b:r three oil coAlDni .... Calta, Esao, 
and Shell; presumably aU such IlDPOrts ani financed. 'l"bBI 
imports ani distributed through commercial channels to nearly every 
provin.... district, village, and hamlet in Vietnam. Containers &1'6 
made locally. With respect to most commodities in Vietcong caehes, 
it· is often diJlicult to ascertain whether they were acquired bY hijllAlk­
ing, military action, pnrchase, or collWlive diversion. 

Several ml!lLSlll"e$ ani being taken in Vietnam to reduee _y access 
to imported as well as domestic resources; m&tly of ~ are being 
strengthened and new meaaures are being instituted. Re90urtee con­
trol cbeck points ani being tightened, as evidenced by the 18.lK'> and 
growing volu~ of commodity ~izu.res by the national pollee. A 
new measure IS the recently instituted waterways resonrees eontro1 
whose operations will be greatly expanded. In addition, the U.s. 
AID mission is continuously checking importers &tid Ntaile1'9 in at­
tempting to identify channels which might be tI8I!d by the Vietcong. 
The recently organIzed customs advisory group examines ~ ana 
inspects arrival documents to deter pilferage or diversion of suppJies 
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 at 1'e801lI'C8 control _ 
ures in Vietnam where thenl ani no bMtle lines &tid 18.lK'> parts of 
the eonntry subject to very limited or rapidly shifting 3"vermnent 
control. We ani, nevertheless, continuing to try tigbtenmg the net 
in every practical way. 

Sin<:en!ly YOUJ'B, 
Wu.uxS.G.&tTP, 
INpvtyA~_ 
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EXHIBIT 8 

Five of the ninety phot~phs taken by the commit· 
tee in "PX Alley" in SaIgon on April 2, 1966. The 
first phot~ph shows the entire length of the street 
with indivIdual stalls lining the side ..... 1ks on both 
sides. The other photographs show different types 
of U.S. goods on sale. at vnrious stands in the street.. 
Clearly visibl" are U.S. Army K rations, radios, 
soap, hair spray, razor blades, styrofoam ire coolers, 
cigarettes, and a variety of other PX aoods. In the 
last picture, the PX dollar price is clearly visible on a 
rayon blanket. 
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FdlIlBlT Il 

Photographs showing truck tires and spools of 
telephone wire osailable at the U.s. military sur· 
plus property disposal yard in Saigon. The photo­
graphs were taken early in April tills year. 
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EXHIIllT 10.-A COLtnffilA BaOAOCASTL'<O Sl'&TDI TELEVlBION INTER­
nEW IN VU:rN,"f, SHOWN J=l' 22, 1966, ON THE WALTER CRol'>O<lTE 
SHOW, AND SrllSEQGENT COM1IOlNTS IN A I..I:Tn:R FROM RUTHEIIJ'OIII) 
M. POA'TS, ASSISTANT AID AnKINISTRATOR, FAR EAST 

RE.PORTEIl. This is Qui Nhon, B port in central Vietnam through 
which "'ery month $5 million in American ch'ilian aid comes to South 
Vietnam. Qui Nhon was in Rien D'en Pro"ince. Mr. Ro~r Darling, 
who has spent 4 years in South Vietnam, 2 as a U.S. Vice Consul in 
Saigon-the last 14 months in this ."",-is American pro"inee repre· 
sentat;". for Bien Dien. ~Ir. Darling, do you think that the aid that's 
coming through here now is reaching the poople it's supposed to and 
is being properlv administered f 

DARLINO. Not in all cases. There are a number of items IIJI'lt here in 
the v.ort area, to pilferage and other objectionable practi~ but ~ri­
marlly it's the sad truth-a lot of goods are ilJl'lt by corrupt offi.clals 
siphoning out these items. Now let's be .. ery frank. A number of 
the officials who are working in th_ provinces are not entirely honest. 
The,,'recorrupt individuals. Our adviser comes in and starts working 
witli these people and in n month or two it begins to .m"rl!". He 
recol;ltlizes what's happ<"Jling-they're padding the payroll. p<"rhRps 
theY're stealing our supplies and they expect him to more or less rover 
this up. He has an opportunity at this point to either report. honestly 
down the line what's happening and perhaps remedy the maller, or to 
kind of hedge in his report and say the man's not too bad-.... h.n in fact 
he's really. crook. . 

RY.I'ORT£II. Ahout how much would you say w88lost? 
DARLING. I think ... fair nnd a<:curate estimate would be bet....,n 10 

and 20 percent of the goods thQl orrin, in here will nel'.,r get to the 
project for which th.y are intended. . 

REPORTER. Well, what would you recommend to improve the 
situation 1 

DARLING. Well, first of all I think AID is trying to do too much. 
They should try to focus on four or fi,·. priority 8('1 ivities and abandon 
the rest. Among these I would sUIl~ ~icUJture, education. health, 
and the training of I ro"inci.1 officials. Now the second item I would 
do would 00 to reduce the F.S. AID stalf in Saigon. TheY'n! too big 
and they generate too much paperwork which o .. erwhelms us here in 
the provin~ and every office Gown there is requiring reports from 
this team up here. The olher recommendations I would make would 
00 t<> push more on the Vietnamese to do their Part in this program. 
I would cont.inually do less and less for them, foreing them to do the 
things that they have to do to del'elop their own institutions. 

furol!TEll. Tell me, does any of this that you're telling me now get 
into your reports to Saigon! 
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DARLING .. It does in mine, but not everybody's. I think there are a 
good many advisers in this country who are not really advisers, and I 
believe th,s 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 this man. 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 IS finished. 
There is of course the fear of getting it good efficiency report. and the 
American fairplay comes into the matter. But the important thing 
is that a lot of hedging goes on. And I 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 ealled a spade a 
spade, because to my way of thinking a little time spent with your 
?ounterpart 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 oJ! STATE, 
AGENCY FOR I~"TERNATIONAL DEVELOPMENT, 

Washington, D.O., A ug'U8t f!f), 1988. 
Hon. JOHN E. Moss, 
Ohairman, Ft:J1'Idgn OperatiO'lUJ ani!. Government In/ormation Sub­

oommittee, Home 0/ Repesentativea, W l1.iMngton, D.O. 
DEAR CHAIRMAN Moss: As you requested, I ha VII looked into issues 

raised by AID Provindal Representative Roger Darling in a CBS-TV 
interview broodcast on July 22. He criticized the performance and 
honesty of some Vietnamese local officials, wmplained of execssive 
numbers of AID projects and reporting requirements and advocated 
pressure on the Vietnamese to assume more responsibility for their 
own salvation. He said some field representatives do not speak up 
forcefully enough on these issues. 

I know Roger Darling and ""lue 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 headqual'ters, 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) Vietnamese 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 sU1?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 isth"t the important achievement is to 
get the Vietnamese Government to fulJill its citizens' expectations and 
mvolve the people in community and nationbuilding. 

We are constantly fightinl;t 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 !'eIIpOtIlIibilil}' 
and helping local government and cadre teams tarry out simple proJ­
ects, preferably ofa 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 sueh activities 
as the Chieu Hoi defector p~ youth work, refwzee relief and 
resettlement, land refonn, admmistrative training, police and other 
nonmilitary security foree employment, etc. If AID does not act 
in these fields, some other U.S. orl!l\nization mllSt • 

Neither proliferation of activities nor tile poor perfonnance of local 
olIicials aOOut which Darling complains has prevented substAntial 
achievement in the basic fields. In the first hall of this year, 865 self· 
heir. projects involving AID commodities have been completed in the 
viI ages and hamlets. 

In the agriculture field, AIJ).provided fertilizer was used on clOse 
to 2 million acms of land and contributed to increlSing fll1'tll inco_ 
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 pereent 
or more during this period. In fiscal Yllllr 1966, 78,000 acres ......... 
newly irrigated and 00,000 acres reclaimed as a result of AID pro­
~ OVer 300,000 acres have benefited from _ter and irrigation 
control since 1962. Also in fiseal 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 ave~ market weight from 130to220 pounds. 

In education, under the fiscal year 1966 program some 2,300 class­
rooms were completed. The total completed with our usistanc:e .. 
now over 8,000. Over 2 million elementary school teztboolm Were 
~buted in fiscal y"!'-r 1966 bringing the total up to almost 6 • .8 
milhon. Over 7,000 Vu~tnamese teachePt have completed courses m 
AIJ).assisted teacher training schools ~ the beginning of the 
program. 

Under the hea'th program over 12 million inoculations had been 
given with A!D-supplied vaccine by the end of 1965. Forty-five hun· 
dred new health subcenters were developed and stocked in rural areas 
in the past 3 years. Malaria incidence has been reduced from 7.2 
peroent in 1958 to U7 J>m..-t. 

These are sample indications that the goods are ~ through to 
the people, and much good work is being done by the Vietnamese. 

We are not indiBen'.llt to corruption or diversion of AID aoods. 
One of the main 'purposes of our field staB and of the U.s. mflitary 
advisers at the district level who work as part of our civil eBort IS 
to assure that the U.S. aid commodities are used 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 J>rovince 
until the problems were corrected. Within staff capabihties, we 
conduct end-use audits in the provinces. The misaion 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 
people to serve in district and provincial governments. 

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

Sincerely yonrs, 
RUTHERl'ORD M. POATS, 

Assistant Aaminiltrator, Far East. 
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GLOSSARY 

Ali-Anny AuditAgmcy. 
ADP-Automatie data proeessing. 
AF AG-Air Fon:e Auditor General. 
AID-A~cy for Intemational Development. 
AIK-Aid·in·lrind. 
AMA-American Medical Association. 
C. &: H.-Constrnction and maintena.nee. 
CBS-Colurobia Broadcasti!.'jl; System. 
CID--Commercial Import Dl'rislOn. 
CINCP AC--Commander in chief, Paeifie. 
CIP-Commereial (commodity) import P'rogrant. 
COMUSMACV-Commander, U.s. Military Assistance Commaud 

Vietnam. 
OOAA-DefenseContrActAuditA.gmcy. 
DOD-Department of Defense. 
FSIC--Foreign Service Inspection Corps. 
GAO--General AeoountingOilice. 
GSA-General Services Administration. 
GVN-Goverrunent of (South) Vietnam. 
IG-Ollice of the Inspector General. 
IGA-Inspector General for Foreign Assistance. 
IMF-International Monetary Fund. 
JCS---Joint Chiefs of Staff. 
JUSPA()......Joint U.s. PublieAffairs Office. 
MAC/V-U.s. Military Assistance Command/VJetnam. 
m8-M&nagIm>t!nt inspection staff. 
MPC-Military P&!ift certificate. 
NACO-National . cultural Credit Office. 
OSB-OIIice of Sm Business. 
OSD-08lce of Secretary of Defense. 
PHD-PublieHealth Division. 
PMO-Postal moner. order. 
POL-Petroleum, oil, and lubricants. 
PSD-Publie Safety Division. 
PX-Postexchange. 
RMK-BRJ-Raymond, Morrison-Knudsen. Brown &: Root, aml.T. A . 

Jones. 
SVN-South Vietnam. 
TNT-Trinitrotoluene. 
USDO-U.s.disbursingollieer. 
USIA-U.s. Information ,Agency. 
USIS--U.s. Information service. 
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ADDITIONAL ""JEWS OF HON. DONALD RUMSFELD AND 
HON. ROBERT DOLE 

IN'I'RODUCTION 

The undersigned concur in the facts developed and support the 
l'IlOOnunendations set forth in the committee report. Beeau,",legisl .. - • 
tive aspects of U.S. involvement in southeast Asi" 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 oomments are It 
result of the fact that the findings and recommendations of the com-
mittee and, indeed, the success of the U.S. economic ",nd military 
aasistanoo programs in southeast Asia, must be consid"red in a 
broader context. 

FINDINGS 

The committee report points up glaring deficiencies which were 
found to exist in mlmy aspects of the various ('".S. nonmilitary activi­
ties in South Vietnam. They include: 

A shocking absence of ad"!luate inspeL-tion and review by AID 
in administering the commochty 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 Ac,oounting 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 audits and reviews in Vietnam or have done so 
only on a limited and haphazard basis. 

AID officials in Vietnam have held up the initiation and the 
completion of necessary audits on AID's operations in that 
country. 

Some functious 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
age with respect to the joint Fnited States-South Vietnamese 
effort especially since the dramatic change in the U.S. commit­
ment since 1964. 

AID and the other U.S. agencies have failed to staff progra.m.~ 
in Vietnam with personnel having adequate language ability. 

Port operations in Vietnam have boon disorganized with the 
result that substantial numbers of ships have had to wait for long 
periods before unloading cargoes. 
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Disorgllniz81ion in port. opernlioo.o has resulled in the dh·er· 
sion, Iheft, and spoilnl!'" of large amounts of ~llrgo. 

Too little emphasis has beell pla~ OIl d"i1ian medical 
tlSSistanee. 

The result of these defidendes in operntioos in Vietnam has heell 
that the r.s. ooonomic assistance p~ms have failed to al'l' ..... i"hl ... 
assist. the Vietnnmese io de"elol'ing It more stnhle and _lire societ\'. 

The committee report states in its condusions as follo ... s: . 

The Ameri .. an taxpayer has " ril!'ht to expeet thnt the 
degree of economic proj!'fess ren lized in Vietllam is oommen· 
surnte ... itl, ti,. ,·.st ""pam'ioll of the {·.S. l'roj!'f8Ol of 
economic assistance. r.s. offidllls must not hesitate to insist. 
when n~ry, upon the- kind of ('ooperntion in the eeonornic 
field whi~h the GYN has alrendy promised Oil numerous 
occasions, most· nolahly at tile 'HOIlolulu ('onferen.,.. in 
FebnIRry of this yenr. 

The findings. ~onclusions. and IWommendal ions of the commit! ... 
report, while .... lid and important-nnd which will IIndoohledl ... resuh 
in savings 10 the Amerl .. all tnl<payer-do not lond. the broade .. 
problem. 

TH~ PHORLF.lI( 

The Fnited States has ~ommitted hillions of dol1ars and Inmd",,!s 
of thousand. of military and rh'i!ian personnel to Yietnnlll. ThOll­
sand. of Ih'" ha"e been lost aud additioll"l hMn' looses ran h .. 
expected. Equally importllnl, l' ..... iou5 time hns ooen losl. {"nl""" 
we can advanre the eoonomic, political, and social <Ievelo!"n .. nt of 
Vietnam, any milit"ry Sll~ess will be limit .. d and of litt e Instinl!' 
value. 

Tweh'e years hS"e .. lapsed sin, .. we hell"'n rontributinl!' economic 
tlSSistanca and manpower to Sout.h Vietnam. Yet, tbat nation ron· 
tinues to fare politic,,1 inst"bilitv. la~k a senSE' of nationhood, and to 
suffer social, relillious, and "'Ilional factionalism and ""', ........ """nomic 
dislocations. Inflation continues to mount, medical ea .......... main~ 
inadequate, land refonn is ,-irtUftl1y nonexistent. awiclllturni and 
education ad'-an~ are minimal. and the de"elopment of an honest. 
capable, and _ponsible ridl seryi", hns hnrdl.,· l"'gnn. ['omllumi!'! 
military ncthwihes in Vietnnm rontinue. hmel tln*'3S undpr dispute 
:remain at" high alld relnt"·"" ~oustant le .... I. arts of terrorism """nr 
daily. even in sUP/:oosedh' _lire arens. 

The nat·ure of I Ie struggle in southeast Asia is relatil'ely uew. One 
seldom sees large anni .. ma~ nlong n "'ell-defined rront. The 
pressures heilll! exerted 11,· the Yietnnmese Commllllists to undermine 
tbe South "elnam_ Ga.·eMOmen! are mo ..... snbtle, but no !I'S$ 
"lfect"·". Tbe well-disciplined and flexible tad irs of the Yietnam",*, 
Oommunists. th~ highlv M"eloped infrnslMOcture. the areeos 10 nearby 
sa.nctuaries, the absence of II language cal?abilily on the rart of es. 
personnel, th. shortage of Yieln.m ... mIlitary and ch'; leadership. 
llIld the tragic scars on tile Vietnamese people after decades of war, all 
have made the tnsk more diffi~ult. 

It is anticipated by the administration thllt wil.h the drnmllt.ic mili­
tary buildup, the rnited Stal .. can gain" measure of military SU~. 
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But it must 00 realized tbnt such success will 00 only temporary, lack· 
ing considem bly greater progress in the nonmilit"ry 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 tI,e nonmilitary side of the effort. All could 
be wasted unless the political instability, religious and regional dif· 
ferences, and the severe economic difficulties are remedied. 

CONCL1;BION 

Recognizing the difficnlties, the fact remains that lacking suceess in 
meeting the economic, social and politi",~l problems, the U.S. effort, 
with thousands dead and billions spent and prec.ious time lost, could 
be completely wastoo. 
If there is It single lesson to 00 drawn thus far from our experience 

in Soutll 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 
anel "l~ewhere in the world, point to point, early. 

We have failed to develop the capability to assist, a nation request· 
inll" our a.id in developing political, economic, and 500ial sta.bility. 
We have found that the today crude, World 'War II type responses toO 
these new Rnd more subtle pressures are inadequate, often ineffective, 
Ilnd frequently inapplicable. Without l?oliticul and economic sta­
bility, without n s;>n~ of nationllood, ,,·,thout the forms of citizen 
act jon and responsihility, which we in this country take for granted 
and which have been the source of our progress, th ... South Vietnamese 
people will be unable to retain any measure of freedom which the 
F nited States might be able to help them achieve. 

While the committee report points out specific sllOrtcomings in the 
administration and audit of current programs, it fails to point out 
that a complete review of U,S. policies arid programs with respect to 
the nonmilitary side of the effort must 00 undertaken if we are to 
reverse this trend. 

It is essential, therefore" that the United States establish policies 
and priorities which will meet the political, 5OOial, and economic 
sitnation as it exists. It is also essential that the United States 
del'clop the neoossary management tools and administrative skills t.o 
cnrry out snch policies and programs effectively. 

The committee investigation' pointed up serious problems relating 
to the administration of programs of the l"nited States in South 
Vietnam. The Itflministmt.ion has demonst.rated a willingness, al· 
though helatedly, to undertake necessary chan!,es to implement many 
of the recommendntions mllde in the report. Rut this 18 not enough. 
The "dministratioll lIas f"i1cd thus far to undertake a broader reev"lu· 
ation of our policies and approaches. No mntter how efficiently the 
present policies ure ndministered, the real problem is the development, 
b~' t.he rnited StMes, preferably working in cooperation with other 
free nations rather than alone or almost alone ItS at present, of pro· 
I!rltms and t~chniques ,and appro""h,," more suitable to meeting the 
pressures as they extst in Vietnam. 

DoN ALI> RUMSFF.LD. 
ROBERT DOLE. 

) 
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ADDITIONAL VIEWS OF RON. OGDEN R. REID 

If the promise of social and economic ehange in the "illages and 
hamlets of South Vietnam is to be realized, greater emphasis must be 
placed on refonn by the Saigon j!Ovemment. 

Meaninrlul land nnd edumtion refonn n:i11 come only if there is 
more of a basic commitment to change, beginning with the rerognition 
by the Saij!On establishment and the mandarins that the relatin status 
quo must yield to the needs of the future. 

Significant land refonn is es.<;ential if the people of the Mlral n.....­
comprising about 80 percent of the population of South Yietnnm-are 
to have a sense of participation in their fllture. Reportedly, up tn:2 
million aereas-some expropriated hy the Freneh-h.,'" ~'et to be dis­
tributed. Unless there is n major land refonn, many """sants will 
continue to lack faith in their fllture and confidence in gm·emmenf. 

Secondly, "..,.,ter elTorts must be made by the Sonth Vietllam_ in 
edue,ltinn, at all levels, bnt especially at the high school and nniversit.v 
level. Without n haecalnureate or double Imemlaurente d"","",. mnni 
South Yietnam""", especially those in rural arens.. are "irtuallv denied 
the opportunity to serve in the government nr in the officer ranksn! the 
milit ary service. 

Thirdly, Ihe United States must strive harder to a ... illt the Govern· 
ment of Snuth Vietnam in lrainin,i .. capable and n!SpODsible civil 
sen-ice. All too frequently, inefficlencv and instances nf corrupt.ion 
have been present. Repwientath-es or'the merchant and land owing 
families are entrenched in various strata nf this bUre&lJcraey. Under 
present circumstances, th~ir nnsition is so ""lidifiPd that e''en after the 
ct'SSation nf milit&ry hOEltilities, they may be able to perpetuate their 
rontrol. If this is pennitted to Itappen and if ineffieieney and 00 .... 
run/ion are nnt nYercome at tlte pro\";n~" nnd dil¢riel 1", ... 1 as w~lI as in 
Saipon, the Vietnamese population will have little opportunity to raise 
their standard nf living. 

Lastly, while the forward military stral:eJo' has helped to kool'main 
force units ofT balance, greater emphasis Should be p1aced on 'SI!CU", 

and Itold npenttions," perhaps not dissimilar to the taedcs emplnved 
in th .. Greek war against Communist lZu~rriJla.s. Runtl pacification 
and reennstruotion pl'Olrl'l\m~ will be less than meaningful .... ithout 
security and less titan viable withnut major refonna tn back them up. 

Rigorous refonn in these lind other areas bv the South Vietnamese 
Government is important if the United States'i. tn succeed in aoeisting 
the Vietn_ people to meet the ",vnlution of rising expectatinn_ 
which tn many is almost a "1_ revnlutinn." It is questionable whether 
half measures will succeed-a much higher priority 10 genuine refono 
and commitmenl toaetinn appears_ti .. \. . 

OooENREm. 
1211 



ADDITIONAL VIEWS OF HON. JOHN E. MOSS, CHAIRMAN, 
FOREIGN OPERATIONS AND GOVERNMENT INFORMA­
TION SUBCOMMITTEE 

I subscribe and concur thoroughly with the comments expres;ed by 
Congressman Ogden Reid. 

However, a careful review of the additional views of C<>ngressmen 
Rumsfeld and Dole clearly indicat<JS that all matters covered in those 
views are merely OJ. 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 will continue to maintain the closest of surveillance 
over all programs within its jurisdiction to make certain thern is full 
implementatIOn of corrective measnres. It is my hope that this effort 
can be a bipartisan one--altho~h I mnst confess disquiet over the 
negative tenor of the additional VieWS of my colleagues, Mr. Rumsfeld 
and Mr. Dole. 

J013:N E. Moss. 
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