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COMPTROLLER GENERAL OF THE UNITED STATES " 
WASHIPJGTON. D.C. 20548 

To the Speaker of the House of RZpresentaJives 
and the President  pro tempore of the ~ g n a t e  

h 

This report i s  concerned with certain policies and practices 
followed by the Agency for  International Development and i t s  predeces- 
so r agcncy, International Cooperation Administration, in  the financing 
of commercial imports and in the administration of other financial ele- 
ments of the economic and technical assistance program fo r  Viet Kam. 
These policies and practices substantially increased the cost of United 
States assistance, were not consistent with soclnd program manage- 
ment, and were of questionable o r  disproportionate benefit. 

We found that aid levels for  nonproject assistance f o r  the years  --- 
f r o m  1955  through 1961 were substantially in  excess of Viet Nam's r e -  

I--------"- .- --. -UIU-~.Mv.Mv-*o.pc *- . P a c - - -  

quiremp-$s,~,0~~_1:?~~_e_~gn,~,e~c~~,nge. Also, a $10 mil.lion cash grant, ne- 
gotiated in f iscal  yea-i. 1962 and consummated in f iscal  year  1963, was 
not justified on economic grounds. The costs of pharmaceuticals and 
fer t i l izer-  -two of the major commodities financed f r o m  aid funds- - 
were higher than necessary because of ineligible charges included in 
billings for  pharmaceuticals and the failure to purchas-e fer t i i izer  in  the 
off-seas,on. In addition, aid funds were used to finance significant 
amounts of nonessential commodities, such as  plastic raw materials  and 
high-quality nylon and worsted yarns. During f iscal  years  1960 and 
1961, the Agency expended $2.7 million of appropriated funds to p u r -  
chase piasters (local currency) fo r  local support costs of i ts  overseas  
Mission instead of having the Government of Viet Nam provide the 
necessary funds a s  the Agency had a right to do and a s  was Gone for  the 
United States Military Assistance -4dvisory Group which i s  the mil i tary 
counterpart ~f the Mission. ~ h e s e  and other policies and practices,  
which we re  disclosed by our review, a r e  summarized in the forepart  
of our report, 

The Agency sigriified qualified concurrence in  most of our  findings 
-----..----A --. .- r-.,.,--W=-*Irtol~-~-n.- '-ST. -I--- r . 6 ,  ;ri - I..', * 

and proposed rornedles and advised us of actions taken o r  to be taken 
in accordance. with o u r  proposals. 



Copies of this report  a r e  being sent to  the Pres ident  of the 
United States;  the Sec re t a ry  of State;  acd the Administrator ,  Agency 

-4 

for  International Development. - s - 

Comptroller General  
of the United States 
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REPORT ON - 
- 

R ~ I E W  OF THE N)MINISTRATION 

OF ASSISTANCE FOR FINANCING COMNERCIAL IMPORTS -- 

AND OTHER FINMCIAL ELEMENTS 

UNDER 

THE ECONOMIC AND TECHNICAL -.ASSISTFCE PROGRAM .. 

FOR VIET NAM 

1958-1962 

AGENCY FOR INTERNATIONAL DEVELOPMENT - 
DEPARTMENT OF STATE 

INTRODUCTION - 
The General  Accounting O f f i c e  has reviewed s e l e c t e d  a c t i v i t i e s  

o f  t h e  economic and t e c h n i c a l  

t h e  f i s c a l  y e a r s  1958 through 

f o r  I n t e r n a t i o n a l  Development 

t h e  f n t e r n a t i o n a l  Cooperation 

a s s i s t a n c e  program f o r  V i e t  Nam f o r  

1962 a s  adminis te red  by t h e  Agency 
1 

(AID) and i t s  predecessor  agency, 

Adminis t ra t ion ,  o f  t h e  Department o f  

S t a t e  under t h e  a u t h o r i t y  of f o r e i g n  a s s i s t a n c e  and mutual s e c u r i t y  

l e g i s l a t i o n .  Our review was made a s  p a f t  of  a cont inu ing  a u d i t  o f  

t h e  f o r e i g n  a s s i s t a n c e  and mutual s e c u r i t y  prdgi-am, pursuant  t o  t he  

Budget and Accounting Act,  1921 (31  U .  S.C. 53) ,  and t h e  Accounting 

and Aitditing Act o f  1950 (31  U.S.C. 67),  and'was a follow-up on an  

e a r l i e r  review of  t h e  a i d  program i n  Viet-Nam f o r  f i s c a l  y e a r s  1955 

through 1957. (See r e p o r t  t o  t h e  Congress, B-133001, da t ed  May 22, 

1958.)  

This r e p o r t  d e a l s  wi th  t h e  admin i s t r a t i on  o f  s e l e c t e d  a c t i v i -  

t i c s  i n  t h e  cc,mn?ercial import program (CTP) ,  a  cash g r a n t ,  and 

1 
I 

i s  used throughout t h i s  r e p o r t  t o  i d e n t i f y  t he  p r e s e n t  and 
~;cc.cssor a,c-mcY which administered t h e  progrem dur ing  t h e  pe- 
d covered Ly our review. 

1 



- 
l o c a l  cur rency .  OU; review was made a t  t he  Agency's o p e r a t i o n s  

miss ion i n  V i e t  Nam l r e f e r r e d  t o  i n  t h i s  r e p o r t  a s  t h e  Mission) and 

a t  t h e  Agency's Washington o f f i c e .  The scope of  t h i s  examination 

i s  f u r t h e r  desc r ibed  on page 56. We a r e  concur ren t ly  i s s u i n g  a  
4 4- 

s e p a r a t e  r e p o r t  t o  t h e  Congress on e e f t a i n  p ~ o b l e m s  r e l a t i n g  t o  ad- 

m i n i s t r a t i o n  of t h e  economic and t e c h i c a l  a s s i s t a n c e  program f o r  

V i e t  Nam dur ing  tho  f i s c a l  y e a r s  1958-62. 

The General  Accounting O f f i c e  a l s o  i s sued  a s e p a r a t e  r e p o r t  on 

t h e  r e s p o n s i b i l i t i e s  o f  t h e  Department o f  Defense f o r  t h e  m i l i t a r y  

a s s i s t a n c e  program f o r  V i e t  Nam. (See r e p o r t  da ted  Nov. 26 ,  1958, 

B-133096 ( S e c r e t ) . )  

The o f f i c i a l s  p r imar i ly  r e spons ib l e  f o r  t h e  a d m i n i s t r a t i o n  o f  

economic and t e c h n i c a l  a s s i s t a n c e  f o r  V i e t  N a m ,  s t a r t i n g  w i t h  f i s -  

c a l  yea r  1958, a r e  shown i n  t h e  appendix t o  t h i s  r e p o r t .  ( s e e  

Because of t h e  c r i t i c a l  s i t u a t i o n  i n  V ie t  Nam, t h e  United 

S t a t e s  a s s i s t a n c e  programs ( m i l i t a r y  a n 4  economic) were major ele- .  

ments o f  two comprehensive reviews ordered  by t h e  P r e s i d e n t  o f  t h e  

United S t a t e s .  I n  t he  summer o f  1961, a  j o i n t  United S t a t e s -  

Vietnamese Spec i a l  F i n a n c i a l  Group (under the .  co-chairmanship o f  

Eugene S t a l e y  f o r  t h e  United S t a t e s  and Vu Quoc Thuc f o r  V i e t  Nam) ' 

reviewed t h e  s i t u a t i o n  i n  V i e t  Nam p l a c i n g  p a r t i c u l a r  emphasis on 

economic ,and s o c i a l  cond i t i ons .  I n  October 1961, a  review was msde 

by General  Flaxwell Taylor a c t i n g  as t h e  pe r sona l  r e p r e s e n t a t i v e  of  

t h e  P r e s i d e n t .  The comments and recommendations r e s u l t i n g  fro12 

t h e s e  reviews,  where p e r t i n e n t ,  a r e  d i scussed  i n  t h e  r e l a t e d  sec-  

t i o n s  of  t h i s  r e p o r t .  



- 
DESCRIPTION OF A I D  PROGIN - 
-*I----pp 

The United S t a t e s  provided f i n a n c i a l  a s s i s t a n c e  t o  Viet  Nam 

under a v a r i e t y a o f  programs p r i o r  t o  t h e  s t a r t  o f  t h e  c u r r e n t  p ro-  

gram which began i n  f i s c a l  y e a r  1955. The p r i o r  programs and t h e  

manner i n  which they were ~ d m i g i s t e r e d  ,were desc r ibed  i n  ou r  r e p o r t  
Z s - 

i s sued  i n  May 1958. 

Beginning i n  f i s c a l  y e a r  1955, a f t e r  t e rmina t ion  o f  t h e  Indo- 

China war between France and t h e  Communist-led V i e t  Minh, which re- 

s u l t e d  i n  t h e  p a r t i t i o n  o f  V i e t  N a m ,  t h e  subsequent f l i g h t  of  r e f u -  

gees  from Communist-controlled North V i e t  Nam, and complete ~ o l i t i -  

c a l  independence of  t h e  former a s s o c i a t e d  s t a t e s  o f  Indo-China, tne 

United S t a t e s  undertook t o  prov ide  under t h e  a d m i n i s t r a t i o n  o f  t h e  

I n t e r n a t i o n a l  Cooperation Adminis t ra t ion  and i t s  succes so r ,  t h e  

Agency f o r  I n t e r n a t i o n a l  Development (AID), i n d i v i d u a l  programs of  

economic a s s i s t a n c e  d i r e c t l y  t o  each of  t h e  former a s s o c i a t e d  

s t a t e s  of  V i e t  Nam, Cambodia, and Laos, r a t h e r  than  one program of  

a s s i s t a n c e  f o r  a l l  t h r e e  s t a t e s ,  as had been t h e  case  t h e r e t o f o r e .  

The a s s i s t a n c e  program i n  V i e t  Nam & r i n g  f i s c a l  y e a r s  1955 
. - 

through 1957 (covered by our  p r i o r  r e p o r t )  w a s  designed t o  s e rvc  

t h r e e  p r i n c i p a l  purposes:  ( 1 )  t o  support  t h e  defense  budget o f  

V i e t  Nam, (2 )  t o  f inance  t h e  evacua t ion  and r e s e t t l e m e n t  of  r e f u -  

gees  from t h e  nor thern  a r e a s  o f  t h e  country coming under communist 

cont:rol, and (3 )  t o  promote economic and t e c h n i c a l  development. 

The evacuat ion and r e s e t t l e m e n t  of  t h e  r e fugees  was subs tan  t i a l l y  

conlpleted by the end o f  f i s c a l  yea r  1957. 

For t h e  1958-62 p e r i o d ,  t h e  program's o b j e c t i v e s  cont inued t o  

include t h e  maintenance of  economic s t a b i l i t y  whi le  streng:hening 

V i e t  Nam's defense  p o s t u r e ,  and t h e  promotion of  economic and tech-  

n i c a l  de~eloprnent  and p o l i t i c a l  s t a b i l  i t y  by he lp ing  t o  improve 



b a s i c  p u b l i c  f a c i l i t i e s  and by expanding e s s e n t i a l  - p u b l i c  s e r v i c e s .  
4 

Beginning about  19G0, t h e  i n c r e a s i n g  tempo o f  i n s u r r e c t i o n  by t h e  

Communist V i e t  Cong,..against t h e  Republic o f  V i e t  Nam gave added u r -  

gency t o  s e v e r a l  f a c e t s  o f  t h e  a s s i s t a n c e  program. Th i s  urgency 

l e d  t o  an  i n c r e a s i n g  need f o r  p i a s t e r s  ( l o c a l  cur rency)  t o  suppor t  
4 

t h e  augmented m i l i t a r y  e f f o r t  and b t h e r  counter insurgency a c t i v i -  

t i e s  and caused a  r e o r i e n t a t i o n  o f  t h e  p r o j e c t  ( o r  p u b l i c )  s e c t o r  

o f  t he  a i d  program s o  t h a t  emphasis was p laced  on those  a c t i v i t i e s  

des igned t o  win t h e  l o y a l t y  of t h e  r u r a l  popu la t ion ,  which was t h e  

s p e c i a l  t a r g e t  o f  t h e  V i e t  Cong. Aid dur ing  t h e  1958-62 p e r i o d  

c o n s i s t e d  o f  f i nanc ing  commercial import o f  commodities f o r  t h e  

Vietnamese economy and commodities and t e c h n i c a l  s e r v i c e s  f o r  de- 

velopment p r o j e c t s  which a f t e r  1960 were d i r e c t e d  p r i m a r i l y  t o  

counter insurgency.  P i a s t e r s  der ived  from t h e  commercial import  

program cont inued to  be used f o r  suppor t  o f  t h e  m i l i t a r y  budget  and 

o f  t h e  l o c a l  c o s t s  o f  development p r o j e c t s  and counter insurgency 

a c t i v i t i e s .  

During f i s c a l  y e a r s  1955 through 1962, A I D  o b l i g a t e d  more than 

$3-1/2 b i l l i o n  f o r  t h e  economic and t e c h l i c a l ' a ' s s i s t a n c e  program. 

I n  a d d i t i o n ,  s a l e s  and donat ions  of  s u r p l u s  a g r i c u l t u r a l  comrnodi- 

t i e s  under P u b l i c  Law 480, t o t a l i n g  about $120 m i l l i o n ,  were au- 

t h o r i z e d .  P i a s t e r  proceeds from t h e  s a l e s  were used f o r  f u r t h e r  

suppor t  o f  V i e t  Nan' s m i l i t a r y  budget and t o  pay c e r t a i n  Uni ted 

S t a t e s  expenses i n  V i e t  Nam. The Development Loan Fund (now a  p a r t  1 
o f  AID) made loans  t o  V i ~ t  Nam, t o t a l i n g  $37.9 m i l l i o n ,  p r i m a r i l y  1 

1 

f o r  expansion of  t h e  water  and e l e c t r i c  systems of  t h e  c i t y  o f  I ' 

,' 
Saigon and f o r  r a i l r o a d  r o l l i n g  s tock  and f a c i l i t i e s .  a 

A summary of a i d  by p r i n c i p a l  components f o r  t h e  p e r i o d  1955 .~62  ! 
I 

shown belov.  The arncunts shown f o r  program conporlents a r e  

i c . i L e r ;  developed by u s  s i n c e  A I D  f i n a n c i a l  reporting of  t -ne  

4 
If . 



Vief Nail1 program f o r  t l ~ n t  pe r iod  d i d  n o i  f u r n i s h  a meaningful - 
breakdown by types  of  program a c t i v i t y ,  A s  can be seen  from t h i s  

* 
summary, t h e  nonproj e c t  comnercial import program c o n s t i t u t e d  about  

t h r e e  f o u r t h s  of t h e . , t o t a l  economic and t e c h n i c a l  a s s i s t a n c e  pro-  

gram dur ing  t h e  1955-62 per iod ,  

Amount 
4 

+ b - ( m i l l i o n )  
Nonproj e c t  Ass i s t ance :  

Commercial import program: 
Financing of  imports  i n t o  V i e t  Nam $1,033.5 
T r i angu la r  t r ade - - su rp lus  a g r i c u l t u r a l  com- 

mod i t i e s  t o  France,  French f r a n c  proceeds  
used t o  f inance  commodity shipments from 
France t o  V i e t  Nam 

Cash g r a n t s  and loans  
(Of t h e  t o t a l  o f  d o l l a r  funds given i n  t h i s  

form, $119.4 m i l l i o n  was used t o  f i nance  
commodity imports ,  $ 3 . 4  m i l l i o n  was used 
t o  pay V i e t  Nam' s s u b s c r i p t i o n  t o  I n f e r -  
n a t i o n a l  Bank f o r  Reconstruct ion and De- 
velopment and I n t e r n a t i o n a l  Monetary Fund, 
and t h e  end use  of  t h e  balance of 
$ 2 8 . 6  m i l . 1 j . m  was n o t  s p e c i f i c a l l y  iden- 
t i f  i a b l e )  

P r o j e c t  a s s i s t a n c e  and counter insurgency , a c t i o n  
p l an :  

Do l l a r  c o s t s  of  p r o j e c t s  ( p e r  p r o j e c t  agreekent., 
comoc l i t i e s  , and c o n t r a c t  s e r v i c e s )  

United S t a t e s  Government t echn ic i ans  and sup- 
p o r t  personnel  

. 
Tra in ing  of Vietnamese n a t i o n a l s  

T o t a l  p r o j e c t  a s s i s t a n c e  

Commodities f o r  counterinsurgency a c t i v i t i e s  
Refugee programs : 

Evacuation from North V ie t  Nam and r e c e p t i o n  i n  
South V i e t  N a n i  
Re l i e f  and r e s e t t l e m e n t  

T o t a l  re fugee  program 

Commqn use  commodities f o r  m i l i t a r y  f o r c e s  



- 
For the  1958-62 pe r iod  covered by t h i s  review,  commercial i m -  - 

p o r t  f i nanc ing  provided by A I D  t o t a l e d  about $639 m i l l i o n .  The 

p r i n c i p a l  commodities f inznced were da i ry  p roduc t s ,  f e r t i l i z e r ,  -. 
medicines and p h a r ~ a c e u t i c a l s ,  petroleum f u e l s ,  i r o n  and s t e e l  m i l l  

p roduc t s ,  t e x t i l e  f i b e r s  and f a b r i c s ,  motor v e h i c l e s ,  and indus- 

t r i a l  machinery. The t i t l e  1; ~ u h ~ i c - ' - ~ a w  4 w ,  program dur ing  t h i s  

per iod  t o t a l e d  $53.4 m i l l i o n  and corisisted mainly of c o t t o n ,  to -  

bacco, wheat f l o u r ,  r i c e ,  and da i ry  products .  Commercial impor t s ,  

i nc lud ing  those  f inanced by the  United S t a t e s ,  a r e  handled through 

commercial t r a d e  channels under t h e  a u t h o r i t y  o f  import l i c e n s e s  

i s sued  by t h e  D i r e c t o r a t e  General o f  Commerce (DGC) of t h e  Govern- 

ment of V i e t  N a m  (GVN). S u p p l i e r s  o f  commodities imported under 

l i c e n s e s  i s sued  by t h e  DGC a g a i n s t  United S t a t e s  a i d  funds a r e  pa id  

by t h e  United S t a t e s .  For United S ta t e s - f inanced  imports o t h e r  

than su rp lus  a g r i c u l t u r a l  commodities f inanced under s e c t i o n  402 of  

t h e  Mutual Secur i ty  Act o f  1954, as  amended, Vietnamese impor te rs  

pay t o  the  GVN the  equ iva len t  o f  t h e  United S t a t e s  c o s t  i n  l o c a l  

currency ( p i a s t e r s )  which t h e  GVN d e p o s i t s  i n  a  s p e c i a l  coun te rpa r t  
1 

account i n  t h e  name of  t he  GVN. For su rp lus  a g r i c u l t u r a l  cornrnodi- 

t i e s  inpor ted  under t i t l e  I ,  Pub l i c  Law 480, and s e c t i o n  402, t h e  

p i a s t e r s  pa id  by importers  a r e  deposi ted i n  United S t a t e s  Treasury 

accounts .  Funds deposi ted i n  t h e  coun te rpa r t  account were used 

p r i n a r i l y  f o r  support  o f  t he  GVN m i l i t a r y  budget,  l o c a l  c o s t s  o f  

development p r o j e c t s ,  and l o c a l  c o s t s  o f  a c t i v i t i e s  designed t o  

counter t h e  V i e t  Cong i n s u r r e c t i o n .  

Law 480 and s e c t i o n  402 t r a n s a c t i o n s  

P i a s t e r s  accru ing  from P u b l i c  

were used f o r  a d d i t i o n a l  

i a s t e r / d o l l a r  exchange r a t e  used i n  these  t r a n s a c t i o n s  i s  
ssed  i n  our  r e p o r t ,  r e f e r r e d  t o  on page 2 .  

6 

-. .. 



suppor t  o f  t h e  GVN m i l i t a r y  budget and t o  pay c e r t a i n  expenses o f  

t h e  United States in V i e t  Nam. 
- 

A t  t h e  c l o s e  o f  f i s c a l  y e a r  1962, A I D  approved a p i a s t e r  pur-  

chase  program i n  w ~ i c h  $10 m i l l i o n  o f  AID funds were t o  be used 

t o  purchase  an  equ iva l en t  amount o f  p i a s t e r s  from t h e  Na t iona l  Bank 

o f  V i e t  Nam. The p i a s t e r s  t h u s  acqui-fed were f o r  funding c e r t a i n  
C b - 

a c t i v i t i e s  r e l a t e d  t o  t h e  s t r u g g l e  a g a i n s t  t h e  V i e t  Cong i n s u r r e c -  

t i o n .  The purchase  was consummated du r ing  f i s c a l  y e a r  1963. 



SUMMARY * 
Z 

Our examination d i s c l o s e d  t h a t  c e r t a i n  p o l i c i e s  and p r a c t i c e s  

app l i ed  by A I D  i n  ;the admin i s t r a t ion  of  nonpro jec t  a s s i s t a n c e  and 

of l o c a l  currency a t  va r ious  t i m e s  s i i ice  1955 inc reased  t h e  c o s t  of 

Uni ted S t a t e s  aic! s u b s t a n t i a l l y ,  .4 were n o t  c o n s i s t e n t  w i th  sound 

program management, and were of qGest.ionable o r  d i s p r o p o r t i o n a t e  

b e n e f i t .  A I D  expressed q u a l i f i e d  agreement w i t h  most of our f i n d -  

i ngs  and r epor t ed  t h a t  i t  had taken o r  planned t o  t a k e  measures t o  

r e c t i f y  c e r t a i n  cond i t i cns  a long t h e  l i n e s  t h a t  w e  proposed. The 

p o l i c i e s  and p r a c t i c e s  which a r e  t h e  s u b j e c t s  o f  t h i s  r e p o r t ,  t o -  

g e t h e r  w i th  t h e  s p e c i f i c  comments o f  t h e  Agency, a r e  summarized be- 

low and d iscussed  more ex tens ive ly  a t  subsequent pages. 

Excessive a i d  l e v e l s  (P .  20) - 
Fror.1955 through t h e  f i s c a l  yea r  1961, a i d  funds made a v a i l -  

a b l e  t o  t h e  GVN f o r  nonproject  a s s i s t a n c e  were s u b s t a n t i a l l y  i n  ex- 

c e s s  of V i e t  Nan's requirements  f o r  f o r e i g n  exchange. A s  a conse- 

quence, GVN f o r e i g n  exchange r e s e r v e s  inc reased  cons iderab ly  and 

unused coinmodi t y  a l l o c a t i o n s  reached s'izable p ropor t ions ,  bhhsr 

t o  mobi l ize  i t s  own re sources  was weakened. The excess ive  a i d  l ev -  --- ----.-- --If-.-*.* .... ".'-).. -.-- 1X I - 6.. .-L .. &--- 

els dur ing  t h e s e  yea r s  occurred because ( 1 )  t h e  b a s i s  on which a i d  - 
l e v e l s  were c a l c u l a t e d  dur ing  t h e  f i s c a l  y e a r s  1955-59 w a s  unsound, ---- --. --*- -. --mr -, .- , .<, r r  -- -nr--* lh... .-.~fi* . ~ r  -- u s  I I '. --- ..-ih. - - . %- *%K-4f-l.w 

(2 )  a c t u a l  imports and expor t s  by V i e t  Nam f o r  t h e  f i s c a l  yea r s  

1960 and 1961 v a r i e d  s u b s t a n t i a l l y  from t h e  es t imated  imports  and 

expor t s  on which t h e  nonpro jec t  a i d  l e v e l s  f o r  t hose  y e a r s  were 

p r i m a r i l y  based and t h e  amounts of  t h e s e  va r i ances  were n o t  taken 



- 
y e a r s ,  and ( 3 )  add i t iona l  a i d  of $4.5 m i l l i o n  given i n  f i s c a l  year  

1961 f o r  p o l i t i c a i  reasons was not  j u s t i f i e d  on economic grounds. 

From 1955 thrpugh f i s c a l  year  1959, the  annual nonproject  a i d  

l e v e l  was based pr imar i ly  on t h e  need f o r  genera t ing  a  p rede te r -  

mined amount of p i a s t e r s  t o  be used mainly f o r  t h e  support  of the  
4 1- 

Vietnamese m i l i t a r y  budget. A I D  provided  hnnual d o l l a r  amounts 

equiva lent  t o  t h e  requi red  budget support ,  p r i n c i p a l l y  by f inancing  

commodity imports and by cash g r a n t s ,  both of which generated l o c a l  

currency a t  the  o f f i c i a l  exchange r a t e .  However, tw d o l l a r s  pro- 

vided exceeded t h e  e s s e n t i a l  import requirements of V i e t  N a m  over 

and above those requirements financed from V i e t  Nem's fo re ign  ex- 

change earn ings ,  with the  consequences noted above. United S t a t e s  

agencies  recognized t h a t  the excessive l e v e l s  of a i d  lessened the  

incen t ive  f o r  the  GVN t o  mobil ize  i t s  resources f o r  m i l i t a r y  re- 

quirements and economic growth and, f u r t h e r ,  t h a t  t h i s  method of 

determining t h e  a i d  l e v e l  w a s  unsound, i n  t h a t  such a  level was de- 

signed t o  m e e t  t h e  r e c i p i e n t  count ry ' s  i n t e r n a l  budget requirements 

whereas t h e  a s s i s t a n c e  program was intknded t o  f inance  e x t e r n a l  

n e c e s s i t i e s  beyond t h e  country1 s own c a p a b i l i t y  t o  f inance.  I n  

March 1959, A I D  n o t i f i e d  t h e  GVN t h a t  c a l c u l a t i o n  of t h e  nonproject 

a i d  l e v e l  on t h e  p i a s t e r  d e f i c i t  b a s i s  would be discont inued and 

t h a t ,  beginning i n  f i s c a l  year  1960, the  a i d  l e v e l  would be d e t e r -  

mined on t h e  balance-of-payments b a s i s  which i n  t h e  l i g h t  of p a s t  

experience was contemplated t o  produce a  lower l e v e l  of nonproject  

a i d  and, consequently, reduced generat ion of l o c a l  currency. The 

GVN never f u l l y  accepted the  changeover from t h e  p i a s t e r  d e f i c i t  t o  

t h e  balance-of-payments basis;and t h e  controversy over the  new ba-  
, 

sis  which continued f o r  seve ra l  years  t h e r e a f t e r  iwpeded the i 



I 

program, s i n c e  theGVN would n o t  a g r e e  t o  r a i s e  tfie a d d i t i o n a l  p i -  

a s t e r  revenues  r e q u i r e d  t o  cover t h e  r educ t ion  i n  l o c a l  currency 
.. , 

gene ra t ion .  

A I D  r e q u i r e d  V i e t  Nam t o  u s e  i n  f i s c a l  y e a r  1962 a p o r t i o n  of  

i t s  inc reased  f o r e i g n  exchange res_erv&s and unused commodity a l l o -  
% - 

c a t i o n s  from p r i o r  y e a r s ,  and t h e s e  - r e sou rces  were drawn down by 

$62.3 m i l l i o n  a t  June 30, 1962. 

We proposed t h a t ,  t o  avoid  o r  a t  least  minimize excess  l e v e l s  

o f  a i d ,  t h e  A I D  Adminis t ra tor  t a k e  s t e p s  t o  apply t h e  balance-of-  

payments formula i n  determining t h e  annual  l e v e l  of  t h e  CIP f o r  

V i e t  N a m ,  s u b j e c t  t o  adjustment  each yea r  f o r  v a r i a n c e s  i n  t h e  p re -  

v ious  yea r  between a c t u a l  imports  and e x p o r t s  and t h e  e s t i m a t e s  

t he reo f  on which t h e  a i d  l e v e l  f o r  t h e  prev ious  year  was determined 

and t h a t  w i th in  t h e  boundaries of t h e  most r e a l i s t i c  f o r e i g n  p o l i c y  

c o n s i d e r a t i o n s  A I D  avoid  supplementing a i d  such as t h a t  g iven  i n  

1961 u n l e s s  j u s t i f i e d  on economic grounds. A I D  has  informed u s  

t h a t  i t  has  been o p e r a t i n g  w i t h i n  t h e  framework of  our  p roposz l s  

s i n c e  f i s c a l  year 1963. . . I 

Commodity c o s t s  h igher  than  neces sa ry  ( p a  30 ) 

Pharmaceut icals  

The c o s t  of  pharmaceut ical  imports  f inanced  by A I D  as p a r t  o f  

t h e  CIP was h igher  than  necessary  because of commissions and promo- 

t i o n a l  al lowances pa id  t o  Vietnamese impor te rs  by pharnlaceutical 

s u p p l i e r s .  These emoluments, which were g e n e r a l l y  handled as a 

s e p a r a t e  t r e n s a c t i o n  between t h e  s u p p l i e r  and t h e  impor te r ,  were 

depos i t ed  i n  d o l l a r s  by t h e  s x g l i e r  i n  a bank i n  t h e  Uni ted S t a t e s  . - -- -, -UI-=- - - r W 1 L . ; r a ( p l - p . . - ~ " ) - . . . W . B P r  .m.P--"-xlban-.. 

o r  Swi tzer land  to  t h e  c r e d i t  of  t h e  impor te r ,  and t h e  amount was -.---, ~ , - - Y _ _ C _ Y _ _ C _ . Y _ _ C _  .I.-*-IIPq)-.-t-...Cn - - --- ' 
luded by t h e  s u p p l i e r  i n  t h e  b i l l i n g  t o  A I D  f o r  shipment of  t h e  

rmaceut ica l  i tems.  AI~/Washington s t a t e d  thp i- t h e s e  i n e l i g i b l e  



expor t s  t o  neighboring c o u n t r i e s .  
~ ~ - T . , - A 2 . . U a l e f < -  . " *, ... ->. , *"- .- ,... 

We were i n f o r ~ e d  by A I D  t h a t  c la ims f i l e d  t o  September 1963 

a g a i n s t  21 s u p p l i e r s  aggregated $806,000, o f  which $414,000 had 

been c o l l e c t e d  and $240,000 had been r e f e r r e d  t o  t h e  Department of 
4 

J u s t i c e ,  and t h a t  o t h e r  ca ses  were &ing i n v e s t i g a t e d .  I t  appea r s ,  

however, t h a t  many excess  payments have no t  been i d e n t i f i e d  and 

t h a t  t h e s e  l o s s e s  a r e  a t t r i b u t a b l e  a t  l e a s t  i n  p a r t  t o  t h e  f a i l u r e  

o f  t h e  Agency f o r  approximately 4 y e a r s  t o  be  reasonably  a l e r t  t o  

t h e  p o t e n t i a l  abuses i n  t h e  procurement o f  pharmaceut ica l s  and t o  

e x e r c i s e  t h e  degree  of management c o n t r o l  necessary  t o  c o u n t e r a c t  

such abuses .  

A I D  has taken c e r t a i n  measures t o  overcome t h e s e  abuses ,  b u t  

we a r e  n o t  c e r t a i n  t h a t  t h e s e  measures can be f u l l y  e f f e c t i v e .  Ue 

urged AID, -+ands i t  agreed t o  cont inued concen t r a t i on  on o t h e r  con- 
\.>,., , .,,, ). *.- ,,.- .- . .. " .. .,.,,. -- *,-. . ,,,,,>.--,.- - ..-,,,-,, 

t r o l  ,--. means _, - i nc lud ing  those  a p p l i c a b l e  t o  t h e  a u t h o r i z a t i o n  o f  phar-  

maceut ica l  procurements by t h e  Agency and t h e  GVN. 

F e r t i l i z e r  t 

Procurement a u t h o r i z a t i o n s  i s sued  by AID f o r  f e r t i l i z e r  i m -  

p o r t s  i n t o  V ie t  N a m  pe rmi t t ed  d e l i v e r y  d c r i n g  t h e  demand season 

when p r i c e s  a r e  h i g h e s t ,  and according t o  es't imates of  AID-finance;, 

f e r t i l i z e r  a r r i v a l s  i n  V i e t  Nam dur ing  1962 n e a r l y  h a l f  t h e  imports  

were scheduled t o  be r ece ived  dur ing  t h e  pe r iod  o f  g r e a t e s t  demand 

(February through J u l y ) .  I f  t h e  bulk  of  t h e  f e r t i l i z e r  were d e l i v -  

e r e d  du r ing  t h e  of f - season  and s t o r e d  u n t i l  needed, s u b s t a n t i a l  

sav ings  i n  United S t a t e s  d o l l a r  a i d  funds could be r e a l i z e d .  I n  

t h e  ca se  o f  n i t rogenous  f e r t i l i z e r  which accounted f o r  54,000 met- 

r i c  tons  of t h e  1962 f e r t i l i z e r  program, t h e  n e t  sav ing  on t h e  o f f -  

season p r i c e  over t h e  s t o r a g e  c o s t  would have t o t a l e d  more than 

$240,000. 



When we po in t ed  o u t  t h e  advantage of  o f f - season  phrchas ing ,  - 
t h e  Mission promiskd t o  g i v e  f u l l  cons ide ra t ion  t a  t h e  m a t t e r .  

Subsequent ly  AID/Weshington -. reques ted  d a t a  on f e r t i l i z e r  u s e  and 

purchasing from a l l  i t s  overseas  miss ions  f o r  t h e  purpose of  nakizg 

a c e n t r a l i z e d  review of  a id- f inanced  f e r t i l i z e r  programs. W e  pro- 

posed t h a t  A I D  develop w i t h T h e  GW -<he n e c p s a r y  procedures  whici: 

w i l l  encourage and?  i f  p o s s i b l e ,  resquire  t h e  procurement of f e r t i -  

l i z e r  du r ing  t h e  of f - season  and t h e  s t o r a g e  the reo f  u n t i l  needed. 

A I D  expressed agreement w i th  our  proposal  amd s t a t e d  t h a t  i t  had  

been working towarci t h a t  end. 

Importa t ion of nonessen t i a l  commodities (p . 36) 

h r i n g  t h e  f i s c a l  y e a r s  1958-62, A I D  made $9.9 m i l l i o r  a v a i l -  

a b l e  f o r  t h e  impor ta t ion  of p l a s t i c  raw m a t e r i a l s  which were used 

t o  produce a v a r i e t y  of  end produc ts ,  soine of which are e s s e n t i a l  

t o  t h e  Vietnamese ecorioiny, such as e l e c t r i c a l  f i x t u r e s ,  and o t h e r  5 

are n o n e s s e n t i d ,  such a s  c i g a r e t t e  boxes, soap c o n t a i n e r s ,  p l a s  t L c ,  

bags,  perfume b o t t l e s ,  and toys .  A t  t h e  t i m e  o f  our  examination 

t h e  Mission was conducting a  survey to ,de te rmine  whether t h e  t o t a l  

demand ( e s s e n t i a l  and n o n e s s e n t i a l )  would jus t - i  f y  bui . lding a 

p l a s t i c - r aw-ma te r i a l s  f a c t o r y  i n  V i e t  Nam. To t h e  e x t e n t  t : ~ a t  

United S t a t e s  f i nanc ing  would be  needed t o  c o n s t r u c t  and equip suc? 

a f a c t o r y  o r  needed f o r  t h e  i n g r e d i e n t  m a t e r i a l  r e q u i r e d  f o r  p r o - '  

duc t ion ,  i t  seems t h a t  it would be  necessary  t o  determine t h e  Far--  

t i t i e s  t o  be used f o r  e s s e n t i a l  and f o r  n o n e s s e n t i a l  purposes  i n  

o rde r  f o r  t h e  Mission t o  :be i n  a p o s i t i o n  t o  judge whether such a 

f a c t o r y  would be  j u s t i f i e d .  

I n  r e c e n t  yea r s  AID-financed nylon ya rn  imported i n t o  V i e t  SZY 

h a s  been used l a r g e l y  f o r  t h e  manufacture of  meni s socks a l thougk  

i t  was r epo r t ed  t h a t  i n  e a r l i e r  yea r s  socks were made from c o t t o c .  



Nylon yarn financed by A I D  cos t  near ly  $3 a pound aga ih s t  a  co s t  of - 
only about 46 cent3 a  pound f o r  rayon and co t ton  yarn. I n  f i s c a l  

year  1962, A I D  f inancing of t e x t i l e  products was discontinued and -. 
t h e  GVN assumed funding f o r  t e x t i l e  imports. A I D  funds were used 

t o  f inance t h e  importation of unnecessar i ly  high q u a l i t y  worsted 
4 C 

yarn which was used t o  produce sweaters ,  uqderclothing,  and prod- 

u c t s  of a  s im i l a r  type. The use  o f  t h i s  high-cost yarn,  which was 

produced from high-qual i ty  wool (64/70 count) ,  r e su l t ed  i n  a  higher 

import l eve l  than would have r e su l t ed  i f  l e s s  expensive yarns had 

been purchased. I n  Apri l  1961, A I D  t r an s f e r r ed  r e s p o n s i b i l i t y  f o r  

f inancing worsted'yarns and o the r  t e x t i l e  products t o  t he  GVN. 

I t  seems t o  us  t h a t ,  so long a s  ou t s ide  a s s i s t ance  on a  l a r g e  

s c a l e  i s  requi red  by Viet  Nam, t he  import beyond token amounts of 
I 

commodities not  requi red  o r  of marginal necess i ty  t o  t h a t  country ' s  

economic su rv iva l  o r  development adds an u n j u s t i f i e d  burden on t he  

United S t a t e s .  Such is  so regardless  of whether t h e  imports a r e  

financed by a i d  funds or  by Viet  Namls own fore ign  exchange s ince  

both sources of f inancing a r e  i n t e r r e b t e d ,  and t h e  manner i n  which 

e i t h e r  i s  used governs t h e  s i z e  of United S t a t e s  a i d  and t he  mea- 

s u r e  of progress toward achievement of t he  fore ign  a i d  goals .  Thus 

no bene f i t  accrues t o  the  a i d  program when A I D  t r a n s f e r s  t he  import 

f inancing of commodities i t  deems of doubtful p ropr ie ty  t o  t he  GVN, 

and i n  f a c t  i t  may be s a id  t h a t  t he  program s u f f e r s  s i nce  ad- 

mi t tedly  A I D  has l e s s  con t ro l  over GVN fore ign  exchange than over 

a i d  funds. 

Accordingly, we urged A I D  t o  take  s t ek s  t o  c u r t a i l  t h e  use  of . -- d , - g + m - - r j f m c ~ ~ m r  ~ ~ - - = m ~ ~ ~ x s a m e . m ~ ~ n ~ ~ n ~  L-- 

a i d  funds f o r  imported commodities of a  nonessent ia l  charac ter  and . -. -,-. ,>+ &*-I- . P-- .."-VLIICI..,br "--*li- U V-..v-U--Il.--.*--H.-.P_-. LYI-- 

endeavor i n  a  pos i t i ve  way t o  persuade the  GVN t o  do l ikewise  with ' 

! 



" 

and advised t h a t  t h e  p r e s e n t  GVN r e c e n t l y  imposed - heavy a u s t e r i t y  
A 

t axes  on c e r t a i n  luxury imports.  

Financinp of i n d u s t r i a l  dexelopment 
a s  nonproject  a i d  r e s u l t e d  is - 
i naccura t e  and i - r ~ c m p l e t e  program presen ta t ion  (?. 40 ) 

I n  V i e t  Nam, t h e  es tab l i shment  cr major expansion o f  va r ious  
-c. 5 ' 

i n d u s t r i e s  was l a r g e l y  f inanced under t h e  CIP, whereas i n  most 

o t h e r  country-aid  programs t h i s  type  of  i n d u s t r i a l  development has 

u s u a l l y  been f inanced a s  p r o j e c t  a s s i s t a n c e .  We i d e n t i f i e d  

$14.7 mil:-ion of CIP f inanc ing  f o r  t h e  purchase of machinery f o r  

t h e  es tab l i shment  of new i n d u s t r i e s  and $4.2 m i l l i o n  f o r  major ex- 

pansion of e x i s t i n g  p l a n t s .  

The p r i n c i p a l  ob jec t ion  t o  t h i s  form of f inanc ing  i s  t h a t  i t  

r e s u l t s  i n  an i n c o r r e c t  and incomplete p r e s e n t a t i o n  of t h e  annual 

program t o  t h e  Congress and makes more d i f f i c u l t  t h e  t a s k  of t h e  

r e spons ib le  congressional  committees i n  ana lyz ing  and eval-uat ing 

proposed a i d  programs. 

We suggested t h a t ,  t o  t h e  e x t e n t  t h a t  t h e  Agency cont inues  t o  

f inance  new e n t e r p r i s e s  o r  t h e  major expansion of  e x i s t i n g  e n t e r -  
* .  

p r i s e s  on an ent i re-package b a s i s  a s  nonproject  a i d  under t he  C I P ,  

t h e  Agency d e v i s e  some p r a c t i c a l  means of d i s c l o s i n g ,  i n  i t s  annual ---,,... rr.ll-r c-rrr~rrr~.r,db.vu-w~~-N-~---w~ r ; a i r m ~ b i r r W l ~ : - i P C e m ~ ~ ~ ~ x ~ i H B 1 ~ -  WW-- 

ance program. A I D  advised u s  t h a t  i t  accepted and would c a r r y  o u t  
,.--,--I 3*rab. . -rr .rnIC1,+.~h~~~--u.b*-u&-.  .I.-.-.-,-.-%--.-. ..--.&-...-M.&L~~C.G~;I.. cr-arre 

our  suggest ion.  
I C I P I I - I - - - -  

Unnecessary a i d  c o s t s  and windfa l l  p r o f i t s  
t o  o u t s i d e  i n v e s t o r s  under t h e  CIP (P.  41 ) 

I n d ~ s t r i a l  aachinery f o r  s e v e r a l  new e n t e r p r i s e s  organized by 

American and Vietnamese i n t e r e s t s  was financed by A I D  under t h e  CIP ! 
wh reas t h e  Am~rican  inves to r s  converted t h e i r  d o l l a r  c a p i t a l  t o  i 



# 

p i a s t e r s  a t  the  l imi ted  access  market r a t e  of about - 7 3  p i a s t e r s  t o  
a 

t h e  d o l l a r  and t r ans fe r red  th.e p i a s t e r s  t o  t h e  en t e rp r i s e s  a s  t h e i r  

c a p i t a l  cont r ibut ion .  The en te rp r i ses  then appl ied  p a r t  of t h e i r  

p i a s t e r  c a p i t a l  t o  pay t he  l o c a l  currency equivalent  (counterpar t )  

d t  t h e  o f f i c i a l  r a t e  of 35 p i a s t e r s  (p lus  taxes and du t i e s )  f o r  t he  
4 

imported machinery financed by A I D .  - b - 

The e f f e c t s  of these  types of t r ansac t ions  were t h a t  (1) a i d  

funds financed commodity imports f o r  which d o l l a r  exchange was a l -  

ready ava i l ab l e  and (2; the  American inves to r s  and the en t e rp r i s e s  -- -ynry.4h5+ce>mn i*I WRB-FW-U-sMma-  ~ - 1  

r e a l i z e d  windfa l l  p r o f i t s  t h r o s h  t he  d i f f e r ence  between the  r a t e  
I - _ - , *  rr-9icle*r-h -a, --"-"I ,-- .--=---------- -I 

a t  which the  inves to r s '  d o l l a r s  were converted t o  p i a s t e r s  and the  
nr- *m--***r ""iyrN-s*IMs*IMs*IM.. _UUUs-rbrrrbrr-- b.-, -..-=- u- -2.--.r-* -=-..-.------ 

r a t e  a t  which they paid i n  p i a s t e r s  f o r  t h e  imported m a c h i n e ~ .  KE 
,~r-wrc..ppuL,-*  &r..a"-"*.*~,.r...Lrr .*Mi,.. r..,,- -.iw.- -ih'-.i%.a"-_..i -. Lr I.-. '-- T-= it:*r- -lt( 

I-*' 

i d e n t i f i e d  th ree  such t r ansac t ions  i n  which t he  d o l l a r  investments 

t o t a l ed  $775,000. 

Although the  Mission defended these  types of t r ansac t ions ,  I+-2 
- I  .,... . " .  - . . , * - +  .<,- 

noted t h a t  subsequently among t he  c r i t e r i a  adopted by A I D  f o r  e l i -  

g i b i l i t y  f o r  p i a s t e r  loans under sec t ion  104(e) of Publ ic  Law 483 

( loans  t o  p r i v a t e  en te rp r i se )  Americanr inves to r s  were encouraged t o  

use  t h e i r  d o l l a r  investments t o  f inance the i f  import requirements.  

The s i t u a t i o n  described above i s  a  d i r e c t  consepence  of the  . - . -1- -* r -a. ..s.- - -- -. -+-.,..u.*, n .. su-*are. , a m 2 C r r  c.-*rv * - '.Knr..K+.- * t *t. ,+ &,...,.,,-. 

mul t ip le  exchange r a t e  system i n  Vie t  Ham, Ghich was one of the  
, . . ~ - b + + ~ .  - .,.,*L,-- JLW -* C* j w *- '- -+ . - + - - w ~  

sub jec t s  of our r epor t  r e f e r r ed  t o  on page 2 .  I t  seems t o  us  t h a t  

the  d o l l a r  investments i n  the  i n s t a n t  cases should have been used 

t o  purchase p a r t  of the  required machinery and a id  funds o r  GW 

fore ign  exchange ca l l ed  upon t o  f inance only the  balance of the  m a -  

chinery import requirements and, f u r t h e r ,  t h a t  a i d  f inancing whic? 

allows windfal l  p r o f i t s  such as  occurred i n  these  cases i s  not  a  

proper u t i l i z a t i o n  of a i d  funds nor w a s  such f inancing contemplated 

by the Congress. 



We proposed t h a t  A I D  i n s t i t u t e  procedures  which w i l l  r e q u i r e  - 
t h a t  t h e  hard currkncy c a p i t a l  inves ted  i n  Vietnamese e n t e r p r i s e s  

by f o r e i g n  i n v e s t o r s  be used t o  pay f o r  t h e  f o r e i g n  exchange c o s t s  

of  r equ i r ed  imports a s  a cond i t ion  t o  A I D  f i nanc ing  of t h e  ba l ance  

o f  such requirements  and, a l s o ,  t h a t  A I D  seek t h e  coopera t ion  o f  
4- 

t h e  GVN i n  adopt ing  s i m i l a r  5 r o c a d u r k s  f o r  , requests  made t o  ob ta i r .  

GVN f o r e i g n  exchange t o  f inance  re$ i red  imports .  The Agency has  

advised  u s  t h a t  t h e  Mission i s  c u r r e n t l y  c a r r y i n g  o u t  our  proposa l .  

Cash g r a n t  i n  f i s c a l  yKsr 1963-- 
l a c k  of  economic i u s t i f i c a t i o n  ( p .  4 6 )  

Despi te  t h e  acknowledged d e f e c t s  o f  cash  g r a n t s ,  A I D  i n  f i s c a l  

yea r  1963 agreed t o  purchase up t o  $10 m i l l i o n  of  p i a s t e r s  from t h e  

Nat iona l  Bank of V i e t  Eam. These p i a s t e r s  were t o  be used f o r  f i -  

nancing expanded counter insurgency a c t i v i t i e s  f o r  which t h e  Agency 

s t a t e d  t h a t  no p rov i s ions  had been made i n  t h e  GVN 1962 budget.  

A I D  o f f i c i a l s  acknowledged t h a t  no a d d i t i o n a l  a s s i s t a n c e  beyond t h e  

amount then programed could be j u s t i f i e d  on balance-of-payment 

grouiids bu t  s t a t e d  t h a t  t h e r e  was a problem of  meeting t h e  p i a s t e r  
? 

c o s t s  of t h e  expanded counter insurgency e f f o r t .  Of g r e a t e r  igpor-  . - 
t ance ,  a c c o r d i ~ g  t o  AID.  o f f i c i a l s ,  was t h a t  t h e  purchase a f fo rded  

l eve rage  t o  t h e  United S t a t e s  t o  o b t a i n ,  as a cond i t ion  o f  t h e  pur-  

chase,  concurrence by t h e  GVN i n  d i r e c t  procurement, d i s t r i b u t i o n ,  

and c o n t r o l  of domestic s u p p l i e s  and s e r v i c e s  v i t a l l y  needed f o r  

counter insurgency ope ra t ions .  These o f f i c i a l s  considered that '* . the  

p i a s t e r  purchase o f f e r e d  a s u b s t a n t i a l  inducement t o  t h e  GVN to. ac-  

c e p t  t h e  d i r e c t  procurenlent p l a n  because t h e  purchase went a long  

way toward meeting t h e  GVN preoccupat ion wi th  t h e  need for add i -  

t i o n a l  f o r e i g n  exchange r e se rves .  
I 



Thus i t  appears  t h a t  t h e  Uni ted S t a t e s  had to-buy t h e  r i g h t  t o  
* 

i n s t i t u t e  a method of  o p e r a t i o n  which presumably was advantageous 

Oen con- t o  t h e  counter insurgency e f f o r t  and t h e r e z o r e  should have bL 

s i d e r e d  s o l e l y  on i t s  m e r i t s .  Such a c t i o n  i s  incompat ib le  w i t h  

b a s i c  s t anda rds  o f  sound a d m i n i s t r a t i q n  4 and c o n t r a r y  t o  t h e  concept 

o f  mutual coopera t ion  between t h e  fwo goverrhients. The Agency ad- 

v i s e d  u s  t h a t  i t  has  a s t r o n g  p o l i c y  i n  oppos i t i on  t o  ca sh  g r a n t s  

b u t  t h a t  t h e  i n s t a n t  ca se  was a c a r e f u l l y  considered excep t ion  made 

a t  t h e  h i g h e s t  levels o f  t h e  execu t ive  branch. The r ea sons  ad- 

vanced by t h e  Agency i n  our  view are n o t  r e l a t e d  t o  t h e  f a c t  t h a t  

t h e  GVN could have ob ta ined  t h e  r e q u i r e d  p i a s t e r s  by v a r i o u s  means 

o t h e r  than  purchase  by t h e  Uni ted S t a t e s .  

A t  t h e  t i m e  o f  t h e  above purcha.se t h e  United S t a t e s  Treasury  

had on d e p o s i t  138.9 m i l l i o n  p i a s t e r s  ( e q u i v a l e n t  t o  $1.9 m i l l i o n  

a t  an  exchange ra te  of  73.5 p i a s t e r s  p e r  d o l l a r )  r e p r e s e n t i n g  re- 

payments on d o l l a r  l oans  agg rega t ing  $53 m i l l i o n  made t o  t h e  GVN 

du r ing  f i s c a l  y e a r s  1956-58. Repayments on t h e s e  l o a n s  w e r e  due 

every 6 months. * 

A I D  informed us  t h a t  t h e s e  p i a s t e r s  were-not  purchased from. 

t h e  Treasury i n  l i e u  of  a n  e q u i v a l e n t  amount purchased from t h e  Na- 

t i o n a l  Bank of  V i e t  Nam because t h e  exchangen r a t e  a t  which t h e  p i -  

a s t e r s  had been r ece ived  from t h e  GVN was i n  d i s p u t e  and t h e  p i a s -  

ters had been blocked by t h e  Treasury pending r e s o l u t i o n  o f  t h e  ex-. 

change rate issue. The l o a n  agreements p rov ide  t h a t  i f  t h e  ex- 

change r a t e  is  n o t  agreed upon wi th in  60 days a f t e r  t h e  l e t t e r  of  

nonacceptance t h e  funds s h a l l  b e  r e t u r n e d  t o  t h e  GVN w i t h  a r e q u e s t  

f o r  repayment i n  d o l l a r s ,  and a l though repayments had been unac- 

a b l e  f o r  more than 3 y e a r s  t h e  funds had n o t  been r e t u r n e d  nor  

a r e p r e s e n t a t i o n  been made t o  t h e  GVN t h a t  the United S t a t e s  

17 
-I 

-. . 



in tended t o  

t h e s e  funds  

purpose and 

r e t u r n  t h e  funds .  Since # the  c o n t i n u e d - r e t e n t i o n  of 

i n  a blocked s t a t u s  p reven t s  t h e i r  u t i l i z a t i o n  f o r  any 

thus  is,--a s i g n i f i c a n t  d i sadvantage  t o  t h e  Uni ted 

S t a t e s ,  w e  proposed t h a t  i f  i t  i s  n o t  f e a s i b l e  t o  r e a c h  agreement 

now wi th  t h e  GVN on an accep t2b le  exclj-ange r a t e  t h e  p i a s t e r  repay-  

ments b e  r e t u r n e d  and r e q u e s t  be mzde f o r  re)ayme~.t  i n  d o l l a r s  as 

provided i n  t h e  l o a n  agreements. The Agency agreed  t h a t  a s e t t l e -  

ment of  t h e  l o c a l  currency l o a n  repayments i s  overdue and s t a t e d  

t h a t  i t  would seek n e g o t i a t i o n s  wi th  t h e  GVN f o r  an  e a r l y  r e s o l u -  

t i o n  of  t h e  m a t t e r .  

Purchase of  p i a s t e r s  f o r  Mission suppor t  c o s t s  
r e s u l t e d  i n  unnecessary c o s t s  t o  t h e  Ulz_ited S t a t e s  ( p .  53) 

From February 1957 t o  February 1962, t h e  Mission used i t s  do l -  

l a r  a p p r o p r i a t i o n s  t o  purchase  from t h e  GVN, a t  t h e  l i m i t e d  acces s  

market  exchange r a t e ,  t h e  p i a s t e r s  r e q u i r e d  t o  meet t h e  l o c a l  sup- 

p o r t  c o s t s  a p p l i c a b l e  t o  i t s  t e c h n i c a l  personne l  i n s t e a d  o f  r e q u i r -  

ing  t h e  GVN t o  pay t h e s e  c o s t s  as had been done i n  p rev ious  y e a r s .  

This  a c t i o n  was based on t h e  theory  t h a t  c o u n t e r p a r t  funds were 

genera ted  a t  t h e  r a t e  of  35 p i a s t e r s  t o  $1  whereas t h e  l i m i t e d  ac-  

c e s s  market  r a t e  w a s  72.8 t o ' l ;  consequent ly ,  t h e  Miss ion be l i eved  

t h a t  i t  was more advantageous t o  buy t h e  p i a s t e r s  from t h e  GVN than  

t o  r e q u e s t  an a l l o c a t i o n  of c o u n t e r p a r t  funds.  IXlring f i s c a l  y e a r s  

1960 and 1961, t h e  Mission expended $2.7 m i l l i o n  of  a p p r o p r i a t e d  

funds f o r  t h e  purchase  of  p i a s t e r s  needed f o r  suppor t  c o s t s ,  a l l  of 

which could have been saved if t h e  Mission had reexamined i t s  po l -  

i c y  i n  r e s p e c t  of l o c a l  suppor t  c o s t s  a t  t h e  t i m e  t h e  b a s i s  f o r  t h e  l 

l e v e l  of a i d  w a s  changed (see p.  23) .  

Although bo th  t h e  Mission and t h e  Uni ted S t a t e s  M i l i t a r y  As- 
I I 

si. tance  Advisory Group (MAAS) were au tho r i zed  t o  buy p i a s t e r s  f o r  I '1 



L 

support  c o s t s ,  the  MAAG continued t o  r e q u i r e  t h e  GYN t o  provide p i -  
& 

a s t e r  counterpar t  funds t o  pay f o r  MAAG support  c o s t s .  

There does not;-seem t o  be any l o g i c a l  b a s i s  on which t h i s  i n -  

consis tency between t h e  Mission and the  MAAG can be r a t i o n a l i z e d .  

Moreover, i f ,  a s  t h e  Mission s l a i m e d ,  ,-the shor tage  of coun te rpa r t  

funds because of  m i l i t a r y  commitments j u s t i e i e d  t h e  purchase of p i -  

a s t e r s  f o r  l o c a l  support  c o s t s ,  t h e r e  appears t o  have been no 

ground f o r  d iscont inuing  such purchases i n  February 1962 s i n c e  t h e  

m i l i t a r y  requirements f o r  l o c a l  currency d i d  no t  diminish but  

r a t h e r  increased  before  and a f t e r  t h a t  t i m e .  The Agency agreed 

t h a t  i t  might have been more c o n s i s t e n t  t o  have r eve r t ed  t o  t h e  use  

of coun te rpa r t  funds i n  1960 f o r  Mission suppor t  c o s t s  bu t  s t a t e d  

t h a t  i t  was no t  i n  t h e  p o l i t i c a l  i n t e r e s t  of  t h e  United S t a t e s  t o  

p r e s s  t h e  GVN on t h i s  p o i n t  when a  reduct ion  i n  a i d  was being made. 



- 
FINDINGS AND CONCLUSiCNS - 
-- - 

EXCESSIVE A I D  LEVELS 

From 1955 through t h e  f i s c a l  y e a r  1961, a i d  funds  made wsi l -  

a b l e  t o  t h e  GVN f o r  nonpro jec t  a s s i s t a n c e  were s u b s t a n t i a l l y  i n  ex- 

c e s s  of V i e t  Narnts r e q u i r e m e u s  f o r  f p r e i g n  exchange. A s  a consf-  
C s 

quence, GVN f o r e i g n  exchange r e s e r v q s  i nc reased  cons iderab ly  and 

unused commodity a l l o c a t i o n s  reached s i z a b l e  p r o p o r t i o n s ,  l e v e l s  

of  consumption were encouraged beyond t h e  c a p a b i l i t y  of  t h e  V i e t  

Nam economy t o  s u s t a i n ,  and p o s i t i v e  i n c e n t i v e  f o r  t h e  GVN t o  mobi- 

l i z e  i t s  own r e sou rces  was weakened. The e x c e s s i v e  a i d  l e v e l s  dur-  

i n g  t h e s e  y e a r s  occurred because ( 1 )  t h e  b a s i s  on which a i d  l e v e l s  

were c a l c u l a t e d  dur ing  t h e  f i s c a l  y e a r s  1955-59 was unsound, . 
( 2 )  a c t u a l  imports  and expor t s  by V i e t  Nam f o r  t h e  f i s c a l  y e a r s  

1960 and 1961 v a r i e d  s u b s t a n t i a l l y  from t h e  e s t ime ted  imports  2nd 

e x p o r t s  on which t h e  nonpro jec t  a i d  l e v e l s  f o r  t hose  y e a r s  were 

p r i m a r i l y  based and t h e  amounts of t h e s e  v a r i a n c e s  

i n t o  account i n  determining t n e  a i d  l e v e l s  f o r  t h e  

y e a r s ,  and ( 3 )  a d d i t i o n a l  a i d  given i n  k i s c a l  y e a r  . - 
c a l  r ea sons  was n o t  j u s t i f i e d  on economic grounds. 

were n o t  t aken  

succeeding 

1961 f o r  p o l i t i -  

A I D  r e q u i r e d  Vie t  Nam t o  u s e  i n  f i s c a l  y e s r  1962 a  p o r t i o n  of  

i t s  inc reased  f o r e i g n  exchange r e s e r v e s  and unused corn~odi ty  a l l o -  

c a t i o n s  from p r i o r  y e a r s ,  and t h e r e  was a  drawdawn of t h e s e  re, 

sou rces  t o t a l i n g  $62.3 mi l l i on .  

F i s c a l  y e a r s  1955-59 

From t h e  s t a r t  of t h e  expanded a i d  program i n  1955 through 

f i s c a l  y e a r  1959, t h e  annual  nonpro jec t  a i d  l e v e l  w a s  based primar- 

i l y  on t h e  need f o r  gene ra t ing  a predetermined amount of p i a s t e r s  

t o  be used mainly f o r  t h e  suppor t  of the  Vietnamese m i l i t a r y  

budget. A I D  provided annual  d o l l a r  ?mounts equ iva l en t  t o  t h e  r e -  

qu i r ed  budgut suppor t ,  p r i n c i p a l l y  by f inanc ing  comnodity imports  



and by cash  g r a n t s ,  bo th  of which genera ted  l o c a l  cu r ren ly  a t  t h e  

o f f i c i a l  exchange r a t e .  However, t h e  d o l l a r s  provihed exceeded t h e  

e s s e n t i a l  import requirements  of V ie t  Nam over and above those  r e -  -. 
quirements f inanced  from V i e t  Nam's f o r e i g n  exchange ea rn ings  wi th  

t h e  r e s u l t  t h a t  V ie t  Nam's f o r e i g n  exchange r e s e r v e s  inc reased  sub- 

s t a n t i a l l y  and l a r g e  unused balance2 o f  commodity procurement su-  s - 

t h o r i z a t i o n s  accumulated; a l s o ,  a higher  l e v e l  of i n t e r n a l  consump- 

t i o n  was f o s t e r e d  than  was warranted by t h e  s t a t e  of t h e  V i e t  N s m  

economy. 

United S t a t e s  agenc ies  recognized t h a t  t h e  excess ive  l e v e l s  of 

a i d  l e s sened  t h e  i n c e n t i v e  f o r  t h e  GVN t o  mobi l ize  i t s  r e sources  

f o r  m i l i t a r y  requirements  and economic growth and ,  f u r t h e r ,  t h a t  

t h i s  method of determining t h e  a i d  l e v e l  w a s  unsound, i n  t h a t ' s u c h  

a  l e v e l  was designed t o  meet t h e  r e c i p i e n t  c o u n t r y ' s  i n t e r n a l  

budget requirements  whereas t h e  a s s i s t a n c e  program was in tended  t o  

f inance  e x t e r n a l  n e c e s s i t i e s  beyond t h e  c o u n t r y ' s  own c a p a b i l i t y  t o  

f inance .  I n  March 1959, A I D  n o t i f i e d  t h e  GVN t h a t  c a l c u l a t i o n  of 

t h e  nonpro jec t  a i d  l e v e l  on t h e  p i a s t e r  d e f i c i t  b a s i s  would be d i s -  

cont inued and t h a t ,  beginning i n  f i s c a l  y e a r  1960, . - t h e  a i d  l e v e l  

would be determined on t h e  balance-cf-payments b a s i s  ( s e e  next  sec-  

t i o n )  which i n  t h e  l i g h t  of p a s t  exper ience  ag desc r ibed  above was 

contemplated t o  produce a lower l e v e l  of nonpro jec t  a i d  and,  conse- 

quen t ly ,  reduced gene ra t ion  of l o c a l  cur rency .  The GVN never f u l l y  

accepted t h e  chmgeover  from t h e  p i a s t e r  d e f i c i t  t o  t h e  balance-of-  

payments b a s i s ,  and t h e  controversy over  t h e  new b a s i s  which con- 

t i n u e d  f o r  s e v e r a l  y e a r s  t h e r e a f t e r  impeded t h e  program, s i n c e  t h e  

GVN would n o t  ag ree  t o  r a i s e  t h e  a d d i t i o n a l  p i a s t e r  rct2cnues re- 

q u i r e d  t o  cover t h e  r e d u c t i o n  i n  l o c a l  currency gene ra t ion .  

A t  June 30, 1959, V i e t  Nam f o r e i g n  exchange r e s e r v e s ,  which 

were p r a c t i c a l l y  nonexis ten t  a t  t h e  s t a r t  of t h e  e x p l n d ~ d  a i d  



program i n  1955, hsd inc reased  t o  $158.2 m i l l i o n ,  and c ~ m q o d i t y  f i -  

nancing a u t h o r i z e t i e n s  i s sued  by AIL) bu t  no t  l i c e n s e d  by GVN f o r  

import t o t a l e d  $77.2 m i l l i o n  a t  t h e  same d a t e .  The fo l lowing  su3- 

mary shows t h e  dimensions of t h e s e  import  f i n a n c i n g  r e sou rces  dur- 

i ng  t h e  f i s c a l  y e a r s  1956 through 1959. 
4 

W e t  Nam - 
f o r e i g n  To ta i  

Unlicensed exchange import 
CIP a u t h o r i -  r e s e r v e s  f i nanc ing  

June 30 z a t i o n s  ( n o t e  a )  r e s o u r c e s  

m i l l i o n s  

a Estimated by A I D  Mission 

The Mission a t t r i b u t e d  t h e  f a i l u r e  of V i e t  Nam t o  mobi l ize  i t 5  

r e sou rces  p a r t l y  t o  United S t a t e s  a i d  and p a r t l y  t o  i n s e c u r e  c o n ~ i -  

t i o n s  brought about  by t h e  i n t e n s i v e  ~ i & t  Cong i n s u r g e n t  a c t i v i -  

t i e s .  I t  emphasized t h e  p o l i t i c a l  problems which conf ron ted  t h e  

GVN and a f f i rmed t h a t  t a x  c o l l e c t i o n s  should be h i g h e r ;  a s  t o  t h e  

l a t t e r ,  i t  r e p o r t e d  t h a t  some p rog res s  was be ing  made. 

According t o  t h e  Mission, t h e  h igh  l e v e l  of c o n s u m ~ t i o n  was 

t r u e  i n  t h e  Saigon-Cholon a r e a  but  not  g e n e r a l l y  t r u e  f o r  t h e  l a r g -  

e s t  percen tage  of t h e  people  i n  V i e t  Narn, and was no t  t h e  conse- 

quence of t h e  a i d  program bu t  r a t h e r  of t h e  h i s t o r y  of t h e  French 

c o l o n i a l  pe r iod ,  The Mission f u r t h e r  s t a t e d  t h a t  a l though  t h e  

s t r u g g l e  f o r  n a t i o n a l  s u r v i v a l  c a l l s  f o r  s a c r i f i c e s  and gene ra l  

a u s t e r i t y  t h e  i n t e r n a l  c h a r a c t e r  of t h e  war i s  such t h a t  winning 

and holding t h e  suppor t  of t h e  r u r a l  a s  wel l  as  t h e  urban populace - 



depend upon t h e  c a p a c i t y  of t h e  GVN t o  meet t h e  economir a s p i r a -  

t i o n s  of i t s  people= The Miss ion ' s  argument he re  seems t o  imply 

t h a t  d e s p i t e  t h e  c r i t i c a l  s t a t u r e  of t h e  c i v i l  war and t h e  neces- 

s i t y  f o r  advancing 'the economic s t anda rds  of t h e  r u r a l  populace t h e  

r e l a t i v e l y  h igh  l i v i n g  s t anda rds  i n  t h e  Saigon a r e a  should b e  a l -  

lowed t o  cont inue  undis turbe8 .  a- 

C 3 ' 

F i s c a l  y e a r s  1960-61 

Under t h e  balance-of-payments method of de te rmin ing  t h e  non- 

p r o j e c t  a i d  l e v e l  which A I D  i n i t i a t e d  i n  f i s c a l  y e a r  1960, t h e  t o -  

t a l  annual  import  requirements  and f o r e i g n  exchange e a r n i n g s  were 

e s t ima ted  and t h e  exces s  of t h e  former over t h e  l a t t e r ,  r e p r e s e n t -  

i ng  t h e  a d d i t i o n a l  f o r e i g n  exchange necessary t o  f i n a n c e  t h e  t o t a l  

import  requi rements ,  was f i x e d  a s  t h e  a i d  l e v e l .  During t h e  y e a r s  

t h a t  t h i s  method of computing t h e  a i d  l e v e l  was i n  e f f e c t ,  t h e r e  

should have been no s i g n i f i c a n t  v a r i a t i o n  i n  f o r e i g n  exchange r e -  

s e r v e s  o r  un l i censed  import  f i nanc ing  a u t h o r i z a t i o n s .  Yet ,  du r ing  

t h e  f i s c a l  y e a r s  1960 and 1961 V i e t  Nam f o r e i g n  exchange r e s e r v e s  

i n c r e a s e d  by more than  $50 m i l l i o n  whi le  un l i censed  import  f i nanc -  

i n g  a u t h o r i z a t i o n s  decreased by $2C.9 m i l l i o n .  . - 
The increase was attributable in part to substantial variances 

i n  t h e  a c t u a l  imports  and e x p o r t s  by V i e t  Nay from t h e  e s t i m a t e s  

t he reo f  on which t h e  a i d  l e v e l s  were determined.  For example V i e t  

Nam e x p o r t s  f o r  ca l enda r  yea r  1960 were es t imated  a t  t h e  e q u i v a l e n t  

of $70 m i l l i o n ;  accord ing  t o  t h e  Mission a c t u a l  e x p o r t s  t o t a l e d  t h e  

e q u i v a l e n t  of $85.6 m i l l i o n  and imports  f i nanced  from GVN r e s o u r c e s  

amounted t o  only $45 m i l l i o n ,  t hus  more than  $40 m i l l i o n  was added 

t o  V i e t  Nam f o r e i g n  exchange r e s e r v e s .  This  i n c r e a s e  i n  r e s e r v e s  

was n o t  cons idered  i n  developing t h e  nonpro jec t  a i d  l e v e l  f o r  t h e  

eed ing  y e a r .  

23 
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A f u r t h e r  f a c t o r  c o n t r i b u t i n g  t o  t h e  i n c r e a s e  i n  f o r e i g n  ex- 

c h m g e  r e s e r v e s  was a supplementary g r a n t  of $4 .5-mi l l ion  by A I D  

one day be fo re  t h e  c l o s e  of f i s c a l  y e a r  1961,  t o  f i nance  commercial 

imports .  This grafit  was acknowledged by A I D  a s  no t  economically 

j u s t i f i e d  bu t  w a s  made t o  den~ons t r a t e  United S t a t e s  suppor t  f o r  

V ie t  Nam dur ing  t h e  Laos c r i a i s .  .- 
C s - 

United S t a t e s  a i d  o f f i c i a l s  were cons iderab ly  d i s t u r b e d  by t h e  

i n c r e a s e  i n  fo re ign  exchange r e s e r v e s  s i n c e  these  r e sources  were 

about  twice a s  h igh  on a p e r  c a p i t a  b a s i s  a s  t h e  average f o r  a l l  

a i d  r e c i p i e n t  c o u n t r i e s  i n  t h e  Fa r  E a s t .  GVN f o r e i g n  exchange r e -  

s e rves  reached $223 m i l l i o n  a t  t h e  end of ca lendar  y e a r  1960. I n  

J u l y  1961 t h e  

se rves  should 

1962, t h e  GVN 

eqca l  t o  $162 

of concern t o  

Spec ia l  Financi .al  Group recommended t h a t  t h e s e  r e -  

be he ld  i n  t h e  r eg ion  of  $200 m i l l i o n .  By March 

r epor t ed  t h a t  i t s  r e se rves  had dropped t o  a l e v e l  
1 

m i l l i o n .  This r educ t ion  i n  r e s e r v e s  became a ma t t e r  

G-VN a u t h o r i t i e s ,  who s t a t e d  t h a t  t h e  $200 m i l l i o n  s e t  

by t h e  Spec ia l  F i n a n c i a l  Group was n o t  a c e i l i ~ g ,  bu t  an amount be- 

low which V i e t  Narn's r e s e r v e s  should n o t  be reduced. Accordingly,  
t 

GVN reques ted  a cash g r a n t  t o  he lp  b u i l d  up i t s  r e s e r v e s  t o  t h e  
* - 

$200 m i l l i o n  l e v e l .  Preoccupation of t h e  GVN wi th  t h i s  and o t h e r  

f i s c a l  m a t t e r s  became s o  dominant t h a t  American o f f i c i a l s  f e s r e d  

t h a t  t h e  whole counter insurgency e f f o r t  would be s e r i o u s l y  a f f e c t e d ,  

and overcoming t h i s  concern of  t h e  GVN was one of  t h e  p r i n c i p a l  

f a c t o r s  which l e d  A I D  t o  approve a cash g r a n t .  ( s e e  p. 4 6 . )  

The Mission 

1960 were due t o  

claimed t h a t  t h e  higher- than-est imated expor t s  i n  

t h e  happy circumstance of f i rm  rubber  p r i c e s  and a 

1 
r e l i a b i l i t y  

by t h e  GVN 

. . 

of  fo re ign  exchange informat ion g iven  t o  t h e  M i s -  
i s  d i scussed  i n  ou r  r e p o r t  r e f e r r e d  t . ~  on page 2.  



* 

h ighe r - than -an t i c ipa t ed  r i c e  crop and c i t e d  t h i s  c i rcumstance a s  

i n d i c a t i v e  of t he  i n h e r e n t  d i f f i c u l t y  of e s t i m a t i n g  V i e t  Nam ex- 

p o r t s .  The Mission;agreed t h a t  t h e r e  was no economic j u s t i f i c a t i o n  

f o r  t h e  $4.5 m i l l i o n  g r a n t  st t h e  c l o s e  of f i s c a l  y e a r  1961 b u t  

s t r e s s e d  t h a t  t h e  p o l i t i c a l  c ~ n s i d e r a t j m s  warranted i t  and a s -  

s e r t e d  t h a t  such funds would have b<en ava i lAble  w i t h i n  a  ma t t e r  of 

days from f i s c a l  yea r  1962 funds and t h a t  t h e  n e t  amount of t h e  

combined 1961 and 1962 funds would have been t h e  sane  r e g a r d l e s s  of 

whether t h e  g r a n t  was made from 1961 o r  1962 funds .  We do no t  d i s -  

ag ree  wi th  t h e  Mission r ega rd ing  t h e  d i f f i c u l t y  of e s t i m a t i n g  ex- 

p o r t s .  Our p o i n t  i s  t h a t  s i g n i f i c a n t  va r i ances  between e s t ima ted  

and a c t u a l  imports  and expor t s  should have been taken i n t o  account 

i n  fo rmula t ing  t h e  l e v e l  of a i d  f o r  t h e  succeeding y e a r s ;  t h a t ,  be- 

cause  they were n o t ,  t h e  a i d  l e v e l s  were exces s ive ;  and t h a t  t h i s  

excess  a i d  w a s  r e f l e c t e d  i n  p rog res s ive ly  i n c r e a s i n g  and h igher -  

than-reasonable  f o r e i g n  exchange r e s e r v e s .  On t h e  same premise t h e  

Miss ion 's  r a t i o n a l e  of t h e  $4.5 m i l l i o n  i s  spec ious  s i n c e  t h e  1962 

a i d  l e v e l  was determined independently df t h e  $4.5 m i l l i o n  on t h e  

b a s i s  of br idg ing  t h e  gap i n  t h e  ba lance  of payments as c a l c u l a t e d  

on e s t i m a t e s  of V i e t  Nam imports  and expor t s  f o r  1962. 
t 

F i s c a l  yea r  1962 

I n  f i s c a l  yea r  1962, A I D  aga in  became s e r i o u s l y  c o ~ c e r n e d  

about t h e  h igh  l e v e l  of unused import f in3nc ing  r e sou rces .  I n  ne- 

g o t i a t i o n s  wi th  t h e  GVN on t h e  f i s c a l  yea r  1962.program, agreement 

was reached by t h e  United S t a t e s  and t h e  GVN on c e r t a i n  economic 

reforms which provided,  among o t h e r  t h i n g s ,  f o r :  

1. An i n c r e a s e  i n  t h e  e f f e c t i v e  p i a s t e r - d o l l a r  exchange r a t e  
s o  t h a t  more p i a s t e r s  could be genera ted  wi thout  i nc rens ing  

I d o l l a r  a i d  l e k ~ e l s .  



A reduc t ion  i n  t h e  unused (unl icensed)  l e v e l  of CIP author-  
i z a t i o n s  t o  $25 mi l l ion .  (This  would mean a reduct ion  of 
about $15*rnillion from t h e  l e v e l  of about $40 m i l l i o n  a t  
t h e  c l o s e  of t h e  previous yea r . )  

-. 
No f u r t h e r  inc reases  i n  Vietnamese f o r e i g n  exchange re- 
serves .  

r e t u r n  f o r  these  cor~cess ions~;  A I D  informed GVN t h a t  i t  - s .  

would make a v a i l a b l e  $135 mi l l ion  of support ing a s s i s t a n c e  f o r  t h e  

CIP and $25 mi l l ion  of Publ ic  Law 480 t i t l e  I commodities. I n  ap- 

proving t h i s  l e v e l  of  a i d  f o r  1952, A I D  recognized t h a t  Vie t  Nam 

d id  not  r e q u i r e  such a high a i d  l e v e l .  A memorandum prepared f o r  

t h e  Administrator of A I D  i n  November 1961 s t a t e d :  

It*** not  more than $145 mi l l ion  a t  t h e  ou t s ide  could 
be economically j u s t i f i e d .  However, i n  cons idera t ion  of 
t h e  p o l i t i c a l  j u s t i f i c a t i o n  f o r  t h e  increased a i d ,  you 
approved t h e  f u l l  $160 m i l l i o n  subjec t  t o  c r i t e r i a  de- 
s igced t o  a s su re  optimum u t i l i z a t i o n  of resources .  

* * * * * 

It*** The excess a i d  over t h a t  econoni c a l l y  r equ i red  
i s  dzsigned t o  c r e a t e  a c l imate  i n  which t h e  GVN wi.11 ac- 
cept  reforms t h e  U .S.  considers  S s s e n t i a l  t o  t h e  su rv iva l  
of t h e  country.  I t  . . 
Subsequently, t h e  Mission reduced t h e  t a r g e t  f o r  support ing 

a s s i s t a n c e  t o  $115 m i l l i o n  and again  reduced it t o  $97.5 mi l l ion  

and t h e  Pub l i c  Law 480 a l l o c a t i o n  was increased t o  $30 mi l l ion .  A t  

t h e  reduced l e v e l  of $127.5 m i l l i o n ,  t h e  unl icensed CIP author iza-  

t i o n s  a t  June 30, 1962, amounted t o  $33.9 mi l l ion ,  although t h e  

United States-GVN agreement envisaged a reduct ion  of these  a u t h o r i -  

za t ions  t o  $25 m i l l i o n ,  and V i e t  Nam fore ign  exchange rese rves  were . 

repor ted  by t h e  GVN a t  $161.7 mi l l ion ,  a dec l ine  of $47.3 m i l l i o n  . 

from t h e  re se rves  repor ted  f o r  t h e  previous yea r ,  
I 



# 

The Mission a s c r i b e d  t h e  h igh  amount ~ f  un l i censed  CIP author-  - 
i z a t i o n s  a t  t h e  c r o s e  of f i s c a l  y e a r  1962 t o  t h e  e f f e c t  or' t h e  ex- 

change r a t e  adjustment  -. on impor t s ,  t h e  l i m i t e d  worldwide procure-  

ment p o l i c y  of t h e  United S t a t e s ,  and i n t e r n a l  i n s e c u r i t y  i n  V i e t  

Nam. The Mission f u r t h e r  claimed t h q t  because t h e  United S t a t e s  . . , , . . . . . . - ' -. "": -7*'+4+ . 4 - 
.a - 

was prepared  t o  extend more a i d  t h s h  p r i v a c e  A l . l - .  - impor t e r s  - ' . <  .. were , - p r e -  -- . 
pared  t o  u t i l i z e  was no i n d i c a t i o n - t h a t  t h e  United S t a t e s  was p ro f -  

- -*- -- . ,- - L . . - * . " L ~ . * ~ - U - P - . = - - Y Z - . -  .--+.--- 
l i g a t e  wi th  i t s  r e sou rces  s i n c e  a h ighe r  l e v e l  of  r e s o u r c e  import  

would have r e s u l t e d  i n  s higher  l e v e l  o f  governmental a c t i v i . t y  i r l  

t h e  r u r a l  a r e a s ,  which was necessary t o  t h e  d e f e a t  of  t h e  conmu- 

n i s t s .  This  theory  i s  con t r a ry  t o  t h e  b a s i c  concept of  commodity - . . . .̂ A r I - ~ ~ - v s ~ l u y c a = r a r * ~  F- -.*-.l -%r.--.- ..yr 

import  a s s i s t a n c e  which i s  p r e d i c a t e d  on t h e  f i nanc ing  by t h e  

United S t a t e s  of  e s s e n t i a l  commodity import requirements  beyond 

t h o s e  which V i e t  Nam can f inance  from i t s  own r e sou rces  and on t h e  

f i n a n c i n g  by t h e  GVN of t h e  i n t e r n a l  a c t i v i t i e s  beyond t h e  amounts 

genera ted  by t h e  CIP. 

Summary conc lus ions  and Agency coinments 

The Mission informed u s  t h a t  VieG Nam import  f i nanc ing  r e -  

sources  f u r t h e r  dec l ined  subsequent t o  June 30, 1962, and t h a t  a t  

September 30, 1962, un l icensed  CIP a u t h o r i z a t i o n s  had been reduced 

t o  $23.3 m i l l i o n  and f o r e i g n  exchange r e s e r v e s  were $153 m i l l i o n .  

However, i n  t h e  l i g h t  of our  d i scus s ion  on t h e  r e l i a b i l i t y  of  f i -  

n a n c i a l  da t a  r e p o r t e d  t o  t h e  Mission by t h e  GVN ( s e e  f o o t n o t e  on 

p. 2 4 ) ,  t h e r e  remains some ques t ion  a s  t o  what t h e  V i e t  Nan f o r e i g n  

exchange r e s e r v e s  a c t u a l l y  were. Apart  from t h i s  f a c t o r  we b e l i e v e  

t h a t  on t h e  b a s i s  of our f i n d i n g s  t h e  dimensions of  CIP over t h e  
*LL 7- 

y e a r s  exceeded t h e  e s s e n t i a l  import requirements  o f  V i e t  Nam by - ----̂ - * . * -r -mi, . ail., -. ...r"--r*-.. . -r---- A * 

r e l a t i v e l y  s u b s t a n t i a l  margins and t h a t ,  a l though  r e p o r t e d  r e c e n t  

d+wdowns may be considered a s  having r e t r i e v e d  some of t h e  e x c e s s ,  



n c n e s s e n t i a l s  made p o s s i l l e  arid g iven  impetus by t h e  a v a i l a S i l i  t y  

of more import  f i n a n c i n g  than  was needed o r  could - be b e n e f i c i a l l y  
I 

absorbed.  The consequences of t h i s  s i t u a t i o n  have been twofold.  

F i r s t ,  t h e  c o s t  of ,United S t a t e s  a i d  was u n n e c e s s a r i l y  and s i g n i f i -  * , . . - - - - . . . , , . .*--* 

c a n t l y  i nc reased  no t  only wi th  no compensating economic b e n e f i t  b u t  
- ...-- - I , , -  

wi th  de t r imen t  t o  t h e  achievement of a i d  o b j e c t i v e s  through t h e  e f -  
4 

f e c t  of exces s ive  a i d  l e v e l s  on tPre*economiw, s o c i a l ,  and p o l i t i c a l  

s t r u c t u r e  of V i e t  Nam. Second, t h e  sbundance of a i d  funds  r e a d i l y  

nomic d i s c i p l i n e  and reform t h a t  would l a y  t h e  founda t ion  f o r  s o i i d  
I--.---- -li -- 

economic development, n a t i o n a l  u n i t y  and s t a b i l i t y ,  and u l t i m a t e  

economic s e l f - s u f f i c i e n c y .  The f a i l u r e  t o  t a k e  t h e s e  measures, 

p a r t i c u l a r l y  i n  t h e  l a t e  1950 ' s  when cond i t i ons  f o r  t h e i r  succes s  

were no re  f a v o r a b l e  t han  i n  l a t e r  y e a r s ,  t o g e t h e r  w i t h  t h e  c u l t i -  

va t ed  h a b i t  of h igh  consumption and a  d i so rde red  economic s t r u c t u r e  

advantageous t o  c e r t a i n  segments of t h e  popu la t ion ,  has made i t  

cons iderab ly  more d i f f i c u l t  t o  i n s t i t u t e  t h e s e  measures i n  l a t e r  

y e a r s  when t h e i r  rewards have become s o  c r i t i c a l l y  needed. This  

s t a t e  of a f f a i r s  has been a seve re  d e t v r r e n t  t o  t h e  a i d  program and 

t o  t h e  o v e r a l l  economic, s o c i a l ,  and p o l i t i c a l  advancement of V i e t  

Nam. 

The e x t r a o r d i n s r y  f i nanc ing  demands fok combating t h e  i n t e n s i -  

f i e d  V i e t  Cong i m u r r e c t i o n  undoubtedly have complicated t h e  t a s k  

of f i x i n g  r e a l i s t i c  requirements  f o r  United S t a t e s  a i d .  Neverthe- 

l e s s  i t  should be  cons idered  t h a t  even t h e  r e p o r t e d l y  reduced V i e t  

Nam f o r e i g n  exchange r e s e r v e s  a t  September 30, 1962, were approxi -  

mately double t h e  average annual  V i e t  Nam expor t s  and t h a t  s i n c e  

f i s c a l  yea r  1960 i t  has  been t h e  i n t e n t  t o  have the  CIP f i n a n c e  t h e  

excess  of e s s e n t i a l  imports  on an  annual  b a s i s ,  thereby  avoid ing  ! 
d j m i n u t i m  of f o r e i g n  exchange ho ld ings ,  This  s i t u a t i o n ,  



t o g e t h e r  w i  t h  t h e  s u b s t a n t i a l  Uni ted S t n t e s  a s s i s t a n c e  f o r  counte r -  
1 

insurgency a c t i v i t i e s  and m i l i t a r y  hardware, t r a i n i n g ,  and o t h e r  

suppor t  fu rn i shed  under t h e m i l i t a r y  a s s i s t a n c e  program, c o n s t i t u t e s  

a  s o l i d  bedrock of  f i s c a l  s a f e t y  which should enable  t h e  GVN t o  ex- 

t r a c t  from i t s  own r e sou rces  t h e  f u r t h e r  means wi th  which t o  meet 

i t s  r e g u l a r  and e x t r a o r d i n a r p f i n n n c i n g  demands. 
C b - 

Azcordingl.y, w e  b e l i e v e  t h a t  it. i s  p r a c t i c a l  t o  apply t h e  

balance-of-payments formul-a i n  determining t h e  annual  l e v e l  of t h e  

CIP and t h a t  t h i s  formula should contemplate a d j u s t n e n t  of t h e  a i d  

l e v e l  each y e a r  f o r  v a r i a n c e s  i n  t h e  prev ious  y e s r  between a c t u a l  

imports  and -expor t s  and t h e  e s t i m a t e s  t he reo f  on which t h e  a i d  

l e v e l  f o r  t h a t  y e a r  was determined.  This  more c a r e f u l  a t t e n t i o n  t o  

a  p roper  l e v e l  of a i d  would e l i m i n a t e  t h e  excesses  which have 

marked t h e  CIP s i n c e  1960 and may reasonably be expected t o  induce 

a sha rpe r  consciousness  of e s s e n t i a l s  i n  t h e  u t i l i z a t i o n  of bo th  

a i d  and V i e t  Nam funds.  We proposed t h a t  t h e  A I D  Adminis t ra tor  

t a k e  a p p r o p r i a t e  s t e p s  t o  s e e  t h a t  t h e  formuls a s  o u t l i n e d  above t c  

adopted and app l i ed  i n  t h e  de te rmina t ion  of t he . annua l  CIP and,  
* 

a l s o ,  t h a t  i n s o f a r  a s  may b e  compat ible  w i th  t h e  most r e a l i s t i c  
* .  

foreign pol icy considerations AID avoid supplementary aid, such 3s 

t h e  $4.5 m i l l i o n  a t  t h e  c l o s e  of f i s c a l  yea r  1961, u n l e s s  j u s t i f i e d  
* 

on  economic grounds. 

A I D  informed us  i n  March 1964 t h a t  i t  has h e m  ope ra t ing  . . > .* e, .. LI ,-- - 7 - -  = 

w i t h i n  t h e  framework of ou r  p roposa ls  s i n c e  f i s c a l  y e a r  1963. 
*ILIT.oc--",.-uY*II.~~J~~~*.'-."--- ___-.--_LIIUI--r2--&- 

1 See r e p o r t  r e f e r r e d  t o  on page 2. 



COMNODITY COSTS HIGHEX .--- T I M  NECESSARY --- 

Pharnacsu t i  ca> a 

The c o s t  of pharmaceut ical  imports  f inanced  by A I D  a s  p a r t  of 

t h e  CIP was h ighe r  than  necessary  because of commissions and prorr.0- 

t i o n a l  a l lowances  p&d t o  Vietnamese impor t e r s  by pharmaceut ical  

s u p p l i e r s .  These emoluments, which were g e n e r a l l y  handled a s  a 

s e p a r a t e  t r a n s a c t i o n  between &he s u p p l i e r  and t h e  impor t e r ,  were 
C b - 

depos i t ed  i n  d o l l a r s  by t h e  s u p p l i e r - i n  a bank i n  t h e  Uni ted S t a t e s  

o r  Swi tzer land  t o  t h e  c r e d i t  of t h e  impor te r ,  and t h e  amount was 

inc luded  by t h e  s u p p l i e r  i n  t h e  b i l l i n g  t o  A I D  2or shipment of t h e  

pharmaceut ical  i tems. Although such payments, which a r e  p r o h i b i  t e 2  

by A I D  r e g u l a t i o n s ,  had been made t o  t h e  impor t e r s  s i n c e  1956, i t  

was no t  u n t i l  March 1561 t h a t  f i l e d  i t s  f i r s t  c la im 

f o r  re fund  and t h e  Mission d i d  no t  t a k e  a c t i o n  u n t i l  r eques t ed  t o  

do s o  by A~D/Washington i n  l a t e  1961. A I D  i n t e r n a l  a u d i t o r s  i n d i -  

c a t e d  t h a t  i f  t h e  Mission had c l o s e l y  examined pharmaceut ical  i m -  

p o r t  l i c e n s e s  i s s u e d  by t h e  GVN t h e s e  i l l e g a l  payments would no t  

have gone unde tec ted  f o r  such a long t ime.  The a u d i t o r s  be l ieved  

t h a t  a review by t h e  Mission of t h e  p r i c e s  shown i n  t h e  l i c e n s e  a?- 
* 

p l i c a t i o n s  would have r evea l ed  t h a t  t h e  p r i c e s  p a i d  were w e l l  i n  . . 
excess  of worldwide compet i t ive  p r i c e s .  A I D  s t a t e d  t h a t  i t  i s  n o t  

s o l e l y  t h e  r e s p o n s i b i l i t y  of t h e  Miss ion t o  review p r i c e s  t o  be  

p a i d  by impor t e r s  and t h a t  p o s t a u d i t  by a commodity s p e c i a l i s t  a t  

t h e  Agency's  Washington o f f i c e  i s  t h e  most e f f e c t i v e  check on , 

p r i c e s  because of t h e  p r o p r i e t a r y  n a t u r e  of many pharmaceutical .  

p roduc ts .  

I n  November 1961, AID/Washington reques ted  t h e  Miss ion t o  re-  

view t h i s  sit- ati ion and s t a t e d  t h a t  (1 )  i n e l i g i b l e  payments coxld 

a ~ o u n t  t o  s e v e r a l  m i l l i o n  d o i l a r s  and ( 2 )  t h i s  s i t f . i a t ion  may be i n -  

d i c a t i v e  of overprograming by t h e  Mission of pharmaceut ical  imports  ' 



and subsequent  i l l e g a l  e x p o r t s  t o  n e i g h b o r i n g  c o u n t r i e s t  The sub- 

s e a u e n t  Miss ion  a u d i t  d i s c l o s e d  i n e l i g i b l e  payments t o t a l i n g  more 

t h a n  $400,000. ~t was acknowledged t h a t  t h i s  amount was incomple te  

s i n c e  t h r e e  of  t h e  most i m p o r t a n t  p h a r m a c e u t i c a l  i m p o r t e r s  were un- 

w i l l i n g  t o  f u r n i s h  r e q u e s t e d  i n f o r m a t i o n  t o  t h e  M i s s i o n  a u d i t o r s  

and c e r t a i n  o t h e r  i m p o r t e r s  wgre n o t  covered  i n  t h e  a u d i t .  A Wash- 
C 

i n g t o n  r e v i e w  i n d i c a t e d  a  t o t a l  o f  a b o u t  $673,000 of  i n e l i g i b l e  

payments ,  b u t  t h i s  r ev iew a l s o  d i d  n o t  i n c l u d e  a l l  sh ipments .  

I n  r e g a r d  t o  i l l e g a l  e x p o r t s ,  t h e  Miss ion  a u d i t  r e p o r t  d a t e d  

J a n u a r y  1562 s t a t e d  t h a t  s i n c e  October  1561 t h e r e  was l i t t l e  i n c e n -  

t i v e  f o r  t h e s e  e x p o r t s  s i n c e  a n  i n c r e a s e  i n  t h e  r e t a i l  p r i c e  i n  

V i e t  Nam made i t  a s  p r o f i t a b l e  t o  s e l l  t h e  goods i n  V i e t  Nam a s  i t  

would be  i n  n e i g h b o r i n g  c o u n t r i e s .  However, i t  seemed t o  u s  t h a t  

t h e  d a t a  used  by t h e  Miss ion  a u d i t o r s  i n  r e a c h i n g  t h i s  c o n c l u s i o n  
1 

was unsound and t h a t  t h e  i n c e n t i v e  f o r  i l l e g a l  e x p o r t i n g  s t i l l  ex-  

i s t e d .  A s  t o  p o s s i b l e  overprograming,  which would e n a b l e  t h e  i l l e -  

g a l  e x p o r t ,  a l t h o u g h  p h a r m a c e u t i c a l s  were one  o f  t h e  rcajor e l e m e n t s  

of  t h e  Uni ted  S t a t e s - f i n a n c e d  p o r t i o n  of  t h e  CIP ( a b o u t  $9 m i l l i o n  

a n n u a l l y ) ,  i t  w a s  n o t  a n t i 1  March 1962 ' tha t  t h e  M i s s i o n  under took  a 

market  sdrvey t o  a s c e r t a i n  V i e t  N a m '  s a c t u a l  p h a r m a c e u t i c a l  re- 

q u i r e m e n t s .  P r i o r  t o  t h a t  t i m e  t h e  M i s s i o n  c la imed  t h a t  i t  d i d  n o t  

' ~ h e  a u d i t o r s  r e p o r t e d  t h a t  t h e  d o l l a r  e q u i v a l e n t  o f  t h e  p i a s t e r  
r s t a i l  s e l l i n g  p r i c e  of p h a r m a c e u t i c a l s  w i t h i n  V i e t  Nam was h i g h e r  
t h a n  i n  t h e  n e i g h b o r i n g  c o u n t r i e s ,  hence  no i n c e n t i v e  f o r  i l l e g a l  
e x p o r t s  e x i s t e d .  However, t h ?  a u d i t o r s  computed t h e  d o l l a r  e q u i v -  
a l e n t  r e t a i l  p r i c e  u s i n g  t h e  o f f i c i a l  exchange r a t e  o f  55 p i a s t e r s  
p e r  $1 ,  whereas p h a r m a c e u t i c a l  i m p o r t s  were p a i d  f o r  a t  s l ~ b s t a n -  
t i a l l y  h i g h e r  r a t e s  ( abou t  7 1  p i a s t e r s  p e r  $1) b e c a u s e  o f  t h e  ap-  . 
p l i c a t i o n  of  v a r i o u s  t a x e s  t o  t h e  o f f i c i a l  r a t e .  I f  t h e  d o l l a r  
e c u i v a l e n t  r e t a i l  p r i c e  had been computed a t . t h e  7 1 : l  r a t e ,  t h e  ! 

a i l  p r i c e  i n  V i e t  Nam would have been lower t h a n  i n  n e i g h b o r i n g  
n t r i e s  and t h e r e f o r e  a n  i n c e n t i v e  f o r  i l l - e g a 1  e x p o r t s  e x i s t e d .  

3 1  
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need t o  make market sur-~reys t o  determine what t h e  annual. A I D  fund- 

i ng  f o r  s ~ e c i f i c  imports  should be and t h a t ,  i n  t h e  ca se  of p h a r m -  
# 

c e u t i c a l s ,  v a r i a t i o n s  of one m i l l i o n  d o l l a r s  du r ing  t h e  cou r se  of a 
* 

y e a r  were not  s i g n i f i c a n t  . 
Conclusion and - A ~ e n c y  c o m ~ e n t s  

We were i n f o r m d  Fy A I D  t h a t  between March li.61. and September 

1563 c la ims  a g ~ r e g a t i n g  $806,092 were f i l e d  a g a i n s t  2 1  s u p p l i e r s ;  
4 

t h a t  on account or' i n e l i g i b l e  co~~~rnj?ss>.ons a d :  p r o ~ o t i o n  a l lowances ,  

l a c k  oP c e r t i f i c a t i o n  by t h e  FOOZ and Drug Admin i s t r a t i on ,  and 

o t h e r  r ea sons  $414 ,OO9 of t h i s  t o t a l  had been c o l l e c t e d  an*: c1a i r . s  

i n  t h e  amount of $24@,0' j0  had been r e f e r r e d  t o  t h e  Department of 

J u s t i c e ;  and t h a t  o t h e r  c a s e s  were being i n v e s t i g a t e d .  However, 

t h e r e  can be l i t t l e  doubt t h a t  many thousands of d o l l z r s  i n  exces s  

paynents  have no t  been i d e n t i f i e d  and t h a t  t h i s  l o s s  i s  a t t r i b u t -  

a b l e  a t  l e a s t  i n  p a r t  t o  t h e  f a i l u r e  of t h e  Agency f o r  approxi -  

mately  4 y e a r s  t o  be reasonably  a l e r t  t o  t h e  p o t e n t i a l  a b ~ s e s  i n  

t h e  procureinent of pharmaceut ica l s  and t o  e x e r c i s e  t h e  degree  of 

management c o n t r o l  necessary t o  coun te rac t  such c l h s e s .  

Agency r e p r e s e n t a t i v e s  have f u r t h e r  advised u s  t h a t  s i n c e  Feb- 

r u a r y  1562 a i l  shipments of pharmaceut ica l s  a r e  being a u d i t e d  i n  

d e t a i l  p r i n c i p a l l y  by . a n a l y s i s  of u n i t  p r i c e s - o f  i n d i v i d u a l  i t e n s  

and t h a t ,  i n  any i n s t a n c e  where p r i c e s  o r  o t h e r  a s p e c t s  of a s h i p -  

ment appear q u e s t i o n a b l e ,  an  examination i s  made of t h e  s u p p l i e r ' s  

r eco rds .  The Agency b e l i e v e s  t h a t  t h e s e  measures have been e f f e c -  

t i v e  and t h a t  t h e  suppl - ie r s '  awareness of these. measures e x e r t s  a 

s a l u t a r y  i n f l u e n c e  i n  minimizing t h e  i n c e n t i v e  t o  t h e  s u p p l i e r s  t o  

i nc lude  commissions an2 promotional  a l l ovances  i n  t h e i r  b i l l i n g s .  

Although t h e  measures t aken  by t h e  Agency c o n s t i s u t e  a p o s i t i v e  e f -  

f o r t  t o  overcome t h e s e  abuses ,  we a r e  n o t  convinced t h a t  they  can 

be f u l l y  e f f e c t i v e  s i n c e  t h e  market spread I11 u n i t  p r i c e s  of mar,.- 



pharmaceut ical  i t ems  i s  suCf i c i en t  t o  permit  a b s o r p t i o n  of charges  

f o r  commissions and promotional  al lowances wi thout  exceeding t h e  

l i m i t  of accep tab le  u n i t  p r i c e s .  F'or t h i s  r ea son  and because of 

t h e  p a r t i c u l a r  v u l n e r a b i l i t y  of pharmaceut icals  t o  improper p rac-  

t i c e s  by s u p p l i e r s  &d impor t e r s ,  w e  urged t h e  Agency t o  cont inued 

and concent ra ted  v i g i l a n c e  i n  t h e  a p p l i c a t i o n  of workable c o n t r o l s  

i n  t h e  a u t h o r i z a t i o n  of pharmaceuticaL~procurements by t h e  Agency - b - 
and t h e  GVN, i n  t h e  a u d i t  of procurements,  and i n  t h e  s ea rch  f o r  

a d d i t i o n a l  methods of d e t e c t i n g  and p reven t ing  t h e s e  improper p rac-  

t i c e s .  The Agency advised - .. . - - u s  . t h a t  i t  would con t inue  a s  urged -by u s  . ' i . .  r... - , . * ,  -- . - .. - --+-~-RIPI*P(~ 

ement p r a c t i c e s  and t o  seek addA- 
' *, I - ..r" * . " i d  .<--a= 7 - - + - -  

t i o n a l  means of a s s u r i n g  compliance wi th  procurement.regulations, , *.?' .A , - .n -  .+*+"- *A" %-. . s- h ~-.,.'. . .. 
F e r t i l i z e r  

World f e r t i l i z e r  p r i c e s  a r e  governed i n  p a r t  by t h e  d a t e  of 

d e l i v e r y ;  i f  d e l i v e r y  i s  scheduled du r ing  t h e  pe r iod  of g r e a t e s t  

demand, p r i c e s  a r e  h igher  t han  i f  d e l i v e r y  i s  scheduled be fo re  o r  

a f t e r  t h e  peak f e r t i l i z e r  demand pe r iods .  For f e r t i l i z e r  procured 

from t h e  United S t a t e s ,  h igher  p r i c e s  a r e  pa id  j f  d e l i v e r y  i s  r e -  

ques ted  between February and J u l y ,  Procurement a u t h o r i z a t i o n s  is-  
v 

sued by A I D  f o r  f e r t i l i z e r  imports  i n t o  V i e t  Nam permi t ted  d e l i v e r y  . - 
dur ing  t h e  demand season,  and according t o  e s t i m a t e s  of A I D -  

f inanced  f e r t i l i z e r  a r r i v a l s  i n  V i e t  Nam dur ing  1362 n e a r l y  h a l f  

t h e  imports  were scheduled t o  be r ece ived  du r ing  t h e  pe r iod  of 

g r e a t e s t  demand ( ~ e b r u a r y  through ~ u l y ) .  I f  t h e  bulk of t h e  f e r -  

t i l i z e r  were d e l i v e r e d  dur ing  t h e  of f - season  and s t o r e d  u n t i l  

needed, s u b s t a n t i a l  sav ings  i n  United S t a t e s  d o l l a r  a i d  funds  could 

be r e a l i z e d .  

The Mission e s t i m a t e s  t h a t  t h e r e  a r e  adequate  s t o r a g e  f a c i l i -  

t i e s  i n  t h e  Saigon-Cholon a r e a  f o r  37,900 m e t r i c  t o n s  of f e r t i l i z e r  



c e n t r a l  d i s t r i b u t i n g  p o i n t s ,  i n  t h e  f o r n  of s t o r a g e  sheds o r  coop- - 
e r a t i v e  o r  comnercial  warehouses ,  a r e  a v a i l a b l e .  ,It appears  t h a t ,  

i 

wi th  proper p lanning ,  t h ~  approximately 1-3?,0@0 m e t r i c  t o n s  of A I D -  

f inanced f c r t i l i z e c -  schedule6 t o  be importe6 i n  1>62 co-116 ha\-e 

been d e l i  vered du r ing  the o f f - season  a t  consi t Ierable  s av ings .  

T!ie Mission r epo r t ed  t h 3 t  s t o r a g e  c o s t s  amounted t o  34 c e n t s  2 

t o n  per  month and t h a t ,  s i n c e  GVN :rice c o n t r o l  r e g u l a t i o n s  p r o h i t -  

i t e d  impor te rs  from adding s t o r a g e  c o s t s  t o  t h e  f i n a l  r e t a i l  p r i c e  

of t h e  commodities, most Vietnanese  impor te rs  were r e l u c t a n t  t o  

keep l a r g e  volumes s to red  f o r  p e r i o d s  longer  t han  1 o r  2 months. 

I n  t h e  ca se  of n i t rogenous  f e r t i l i z e r ,  which accounted f o r  54,009 

m e t r i c  t o n s  of t h e  1962 f e r t i l i z e r  program, t h e  n e t  saving on t h e  

of f - season  p r i c e  over t h e  s t o r a g e  c o s t  would have t o t a l e d  more t?~:  

$240,033.  

I t  appeared t h a t  up t o  t h e  t ime of our review t h e  Mission hz2 
- - 

not  g iven  any r e c o g n i t i o n  t o  t h e  p o t e ~ t i a l  eccnomies which c o u l ~  tz 

r e a l i z e d  by of f - season  purchasing.  When we po in ted  o u t  t h i s  ad\-z:- 

t a g e ,  t h e  Mission promised t o  g i v e  f u l l  c o n s i d e r a t i o n  t o  t h e  nst- 

ter.  Subsequently,  AID/Washington reqdes ted  d a t a  on f e r t i l i z e r  ~ s r  

and purchasing from a l l  i t s  ove r seas  miss ion< f o r  t h e  purpose of 

making a c e n t r a l i z e d  review of a id- f inanced  f e r t i l i z e r  programs. 

I n  view of t h e  s i g n i f i c a n t  sav ings  a t t g i n a b l e  through o f f  - 

season purchase of f e r t i l i z e r ,  p a r t i c u l a r l y  n i t rogenous  f e r t i l i z s r .  

and t h e  r e l a t i v e l y  l a r g e  q u a n t i t i e s  r equ i r ed  i n  Vietnamese a g r i c - ~ l -  

t u r e ,  w e  propose6 t h a t  A I D  develop wi th  t h e  GVN t h e  necessary p r c -  

cedures  which w i l l  encourage and,  i f  p o s s i b l e ,  r e q u i r e  t h e  p r o c u r s -  

ment of f e r t i l i z e r  du r ing  t h e  of f - season  and t h e  s t o r a g e  thereof  

u n t i l  needec!. 



Agency comment s - 
The Agency expressed agreement w i th  our  p r o p o ~ a l  and s t a t e d  

4 

t h a t  i t  had been working toward t h a t  end. I t  s t r e s s e d ,  however, 

t h a t  t h e r e  were some- l i m i t a t i o n s  t h a t  m i l i t a t e  a g a i n s t  maximum o f f -  

season procurement. S e c u r i t y  c o n d i t i o n s  h i d e r  o r d e r l y  procurement 

and d i s t r i b u t i o n ,  and r u r a l  s t o r a g e  f a c i l i t i e s  a r e  s u b j e c t  t o  V i e t  
4 4- 

Cong r a i d s  t hus  d i scourag ing  d e a l e r 2  from t a k i n g  t h e  r i s k s  of ad- 

vance procurement. Also,  l i m i t e d  c r e l i t  and h igh  i n t e r e s t  c o s t s  

of borrowed money make d e a l e r s  r e l u c t a n t  t o  purchase  i n  advance of 

needs. I n  a d d i t i o n ,  some o f f e r s  of ammonium s u l p h a t e  f e r t i l i z e r  ir- 

t h e  o f f - season  have been found t o  be f o r  smal l  q u a n t i t i e s .  



During t h e  f i s c a l  y e a r s  1958-62, A I D  made $9.9 mi- l l ion a v a i l -  .. 
a b l e  f o r  t h e  i m p o r t ~ t i o n  of  p l a s t i c  raw m a t e r i a l s  which were used 

t o  produce a v a r i e t y  oc end p roduc t s ,  some of  which a r e  e s s e n t i a l  

t o  t h e  Vietnamese economy, suEh a s  *elgctr ical  f i x t u r e s  , and o t h e r s  
b 

a r e  n o n e s s e n t i a l .  

I n  September 1960, t h e  Miss ion,  r ecogn iz ing  t h a t  a  l a r g e  pro- 

p o r t i o n  of p l a s t i c  raw m a t e r i a l  imports  were be ing  used t o  produce 

n o n e s s e n t i a l  goods and t h a t  such u s e  was n o t  i n  accord wi th  A I D  ob- 

j e c t i v e s ,  informed GVN t h a t  i t  proposed t o  d i s c o n t i n u e  f u r t h e r  f i -  

nancing of p l a s t i c  raw m a t e r i a l s  a s  of January  1,  1961;  i n  October 

1960 t h e  c u t o f f  d a t e  was extended t o  J u n e  30,  1961, b u t  i n  December 

1960 t h e  Mission decided t o  con t inue  t h e  f i n a n c i n g  of p l a s t i c  r a v  

m a t e r i a l s  s u b j e c t  t o  t h e  P r e s i d e n t ' s  balance-of-payments d i r e c t i v e  

l i m i t i n g  procurement t o  United S t a t e s  sources .  

W e  ques t ioned  t h e  cont inued f i n a n c i n g  of  p l a s t i c  raw m a t e r i s l  

imports  i n  view of t h e  Mis s ion ' s  f i n d i q g  t h a t  a l a r g e  p a r t  of  t h e s e  

m a t e r i a l s  were be ing  used t o  make n o n e s s e n t i a l - i t e m s  such a s  c i g a -  

r e t t e  boxes,  soap c o n t a i n e r s ,  p l a s t i c  bags ,  pe r fune  b o t t l e s ,  and 

toys .  The Mission informed u s  t h a t  it d i d  n o t  cons ide r  t h e s e  i t = s  

q u e s t i o n a b l e  consumer goods a l though t h e  Miss ion f i l e s  r e v e a l e d  

t h a t  t h e  M:ssion i t s e l f  had ques t ioned  t h e  n e c e s s i t y  of many of 

t h e s e  i t ems .  The Mission a l s o  s t a t e d  t o  u s  t h a t  one of t h e  reasolls  

f o r  ~ t s  proposa l  t o  d i scon t inue  f i nanc ing  p l a s t i c  raw m a t e r i a l s  was 

l i m i t e d  fund a v a i l z b i l i t y ;  however, t h e  Mission decided subse- 

q u e n t l y ,  t h a t  because t l lese  m a t e r i a l s  were becoming inc reas ing ly  

important  t o  the  proper growth of t h e  Vietnamese economy they  

should con t inue  t o  be e l i g i b l e  f o r  a i d  f i nanc ing .  S ince  p las t r tc  



raw m a t e r i a l s  have both e s s e n t i a l  and nonessen t i a l  u s e s ,  we i n -  
- 

qui red  i f  t h e  Mission hzd made a survey t o  determine t h e  q u a n t i t i e s  - 
4 

of p l a s t i c s  needed f o r  e s s e n t i a l  and f o r  nonessen t i a l  u s e s  so t h z t  

f i nanc ing  could be l i m i t e d  t o  meet t h e  need f o r  only t h e  e s s e n t i a l  

requirements .  The Mission s t a t e d  t h a t  i t  wzs then conducti-ng such 

a  market survey.  However, we a s c e r t a i n e d  t h a t  t h e  s tudy being con- 
.d 

ducted d id  no t  inc lude  t h e  end uses  made of s the  p l a s t i c  r a w  mate- 

r i a l  imports arid was designed t o  determine whether t h e  t o t a l  demacd 

( e s s e n t i a l  and n o n e s s e n t i a l )  would j u s t i f y  b u i l d i n g  a  p las t ic - ra t ; -  

m a t e r i a l  f a c t o r y  i n  V i e t  Nam. To t h e  e x t e n t  t h a t  United S t a t e s  f i -  

nancing would be needed t o  c o n s t r u c t  and equip such a  f a c t o r y  o r  

needed f o r  t h e  i n g r e d i e n t  m a t e r i a l s  r e q u i r e d  f o r  prodl lc t ion,  it 

seems t h a t  i t  would be necessary t o  determine t h e  q u a n t i t i e s  t o  be 

used f o r  e s s e n t i a l  and f o r  nonessen t i a l  purposes i n  o r d e r  f o r  t h e  

Mission t o  be  i n  a  p o s i t i o n  t o  judge whether such a  f a c t o r y  would 

be j u s t i f i e d .  

Nylon and worsted yarns  

I n  r e c e n t  y e a r s  AID-financed nylon ya rn  imported i n t o  Vie t  Srr.  

has been used l a r g e l y  f o r  t h e  manufacture of men's socks .  However: 

an i n d u s t r i a l  c o n t r a c t o r  whose s e r v i c e s  w e r e  'flnsnced by A I D  re- , . 

por ted  t h a t  i n  e a r l i e r  y e a r s  socks were made from c o t t o n ,  which i s  

much less c o s t l y  than nylon. Nylon ya rn  finhnced by A I D  c o s t  

nea r ly  $3 a  pound a g a i n s t  a  c o s t  of on ly  about 46 c e n t s  a  pound f o r  

rayon and c o t t o n  yarn.  I n  A p r i l  1961, A I D  f i nanc ing  of t e x t i l e  

p roducts  w ~ s  d i scont inued  a.nd t h e  GVN assumed funding f c r  t e x t i l e  

imports.  

A I D  funds w e r e  used t o  f inance  t h e  impor ta t ion  of unneces- 

s a r i l y  h igh -cpa l i t y  worsted ya rn  which was used t o  produce 

swepters ,  underc lo th ing ,  and products  of a  s i m i l z r  type .  The u s e  . 



of  t h i s  h igh-cos t  y z r n ,  which was produced from h igh -qua l i t y  wool 

(64170 count,),  r e g u l t e d  i n  a h ighe r  import l eve l ' t han  would have 

r e s u l t e d  i f  l e s s  expensive ya rn  had been purchased,  ancl, conse- 

q u e n t l y ,  t h e  leve'r of t h e  CIP was h ighe r  t h m  necessary.  W e  found 

no evidence t h a t  t h e  Mission o r  AID/Washington took any s p e c i f i c  

cognizance of t h e s e  ve ry  h i sh-qua l iky  ya rn  imports  t o  recommend t h e  
-c. b - 

u s e  of l e s s  expensive grades .  Nylon and worsted ya rns  were c l a s s i -  

f i e d  by t h e  Agency i n  t h e  commodity code f o r  Ilyarns, t h r e a d s ,  and 

manrnzde f i b e r s "  whereas procurement a u t h o r i z a t i o n s  were on ly  by 

commodity codes. Therefore  i t  w a s  no t  p r a c t i c a b l e  t o  a s c e r t a i n  t h e  

amount of a i d  f i nanc ing  f o r  nylon ancl wors ted y a r n s ,  b u t  o t h e r  i n -  

fo rmat ion  sources  w i t h i n  t h e  Agency i n d i c a t e d  t h a t  t h e  amount was 

r e l a t i v e l y  s i g n i f i c a n t .  I n  A p r i l  1961, A I D  t r a n s f e r r e d  r e spons i -  

b i l i t y  f o r  f i n a n c i n g  worsted ya rns  and o t h e r  t e x t i l e  p roduc ts  t o  

t h e  GVN. 

Conc lus io~ l s  and Agency comments -- 

I t  seems t o  u s  t h a t ,  so  long  a s  u a t s i d e  a s s i s t a n c e  on a  l a r g e  

s c a l e  i s  r e q u i r e d  by Vie t  Nain, t h e  import beyond token ainounts of 
I 

commodities n o t  r e q u i r e d  o r  of marginal  n e c e s s i t y  t o  t h a t  coun t ry ' s  . . 
economic s u r v i v a l  o r  development adds an u n j u s t i f i e d  burdell on t h e  

Uni ted S t a t e s .  Such i s  so  r e g a r d l e s s  of whether t h e  imports  a r e  

f inanced  by a i d  funds o r  by Vie t  Nam's own f o r e i g n  exchange s i n c e  

t h e s e  sources  of f i nanc ing  a r e  i n t e r r e l a t e d ,  and t h e  manner i n  

which e i t h e r  i s  used governs t h e  s i z e  of United S t a t e s  a i d  an& t h e  

measure of p rogress  toward achievement of t h e  f o r e i g n  a i d  goa ls .  

Thus rm b e n e f i t  accrues  t o  t h e  a i d  program when A I D  t r a n s f e r s  t h e  . - * *-.- *, .rwF..lrCydll*Ur...=.'* ~)..w-ll-l*\'--*xireR-~--*J~f~--- 

import f i n a n c i n g  of commodities it deems of doubt fu l  p r o p r i e t y  t o  . - * - . I a r ,  6.u -.., a t .. - .  8 - - + : L j 3 1 , .  ? d v : & . R Z . s t A 1 ' Z ~ . L f l . - K W W * I . R I * I . R I * I . R I * I . R I ~  



dmitteclly A ge t h a n  over- 
. <  .-.*-.;-* ..-.-. c a w  

. - I.. . I  .-. ..rCe.,Mp"s,.. 

i d  funds.  # 

------ - -. 

Accordingly, w e  urged t h a t '  A I D  t a k e  s t e p s  t o  c u r t a i l  t h e  use 
.- 

f a i d  funds f o r  impbrted commodities of a nonessen t i a l  c h a r a c t e r  

nd endeavor i n  a p o s i t i v e  way t o  persuade t h e  GVN t o  do l ikewise  
. . . - - . + .  . . . - - - - - - . - --. . n. ,.. . . , **,. -,- - , 

r i th  i t s  f o r e i g n  exchange. *-,. AEi) - -- agreed-/ that  such s t e p s  should be 
L- - -. -.* ; ,%...-<A % 

.sken and advised t h a t  t h e  p r e s e n t  GW r e c e n t l y  imposed seve re  aus- 

: e r i t y  t a x e s  on c e r t a i n  laxury  imports. 



FINANCING OF ----- INDUSTRIAL -- DEVELOPPENT 
k3 NONPROJECT AID - RESULTED I N  
INACCURATE AND INCOMPLETE PROGRAM PRESENTATION - 

- -- -- 
I n  Viet Narn, the establishment or major expansion of variolls 

industries was largely financed 11nder the C I P ,  whereas in most 

other country-aid programs this type of industrial development has 

usually been financed as project assis-fance. We identified 
4. * ' 

$14.7 million 05 C I P  financing for the purchase of capital equip- 

nent for the estallishmerlt of new indt~stries and $4.2 million for 

major expansion of existing plants. The Mission informed us that 

the following criteria were applied in approving industrial devel- 

opment under the C I P  rather than as project assistance. 

1. AID assistance was limited to financial aid and did not in- 
clude technical assistance. 

I 

2. The total financing required was not more than $1 million 
per recipient. 

3. The industry could pay the piaster countervalue of the dol- 
lars provided, at the rate of 35 piasters per dollar, with- 
out the necessity of a loan. 

We noted that for a number of enterprises, both new and those 

being expanded, the financing considerably exceeded the $1 million 

ceiling per recipient. We noted also that the'Deputy Assistant 

Secretary of State for Far Eastern Economic Affairs indicated in 

March 1959 that since the Development Loan Fuhd (DLF) was consid- 

ered to have been established as the main instrument for financing 
I - 

development needs it was expected that the level of the C I F  wou1.d 

be reduced, but that since the resources of the GVN to meet future 

amortization and interest on development loa~s would be limited he 

favored restricting DLF loans to self-liquidating projects and con- 

tinuing to finance other development needs under the CIP.  - 



Conclusion and Agency comment 
a 

The principal objection to this form of financ-ing stems from 
i 

the fact that AID classifies country-aid programs as project and 

nonproject in its annual program presentations to the Congress and 

for project assistance submits a separate listing of major projects 

showing various data as to e a ~ h  projecf. Thus, to the extent that 

entire-package enterprises are finaked as nbnproject aid under the 

CIP, the program breakdown between project and nonproject assist- 

ance as shown in the annual program presentation is inaccurate and 

the enterprises so financed are not included in the listing of 

major projects. As a consequence the task of the responsible con- 

gressional committees in analyzing and evaluating proposed aid pro- 

grams is made more difficult than it otherwise would be. 

We suggested that,to the extent that the Agency continues to 

finance new enterprises or the major expansion of existing enter- 

prises on an entire-package basis as nonproject aid under the CIP, \ 
the Agency devise some practical - . ,I . *., --- means -.--" of disclosing, in its an- . . .,. -*IT- E I ?< -,n TC: 

nual program presentations, data as to each majbr enterprise simi- 1 
-.--.-+--.-.----.? - a-- x L?="c~.*--~ %+t'-rw-e&w.vw J~W..W:HC--TC.. r "---. .-I- 

lar to the data that is disclosed for pEojects under the project 
. ____I .. --__ a --r-* - . ,- 4 L , A.:.=- . L b. s-il. . . - *  $.. -r.u-* rbr-, rc-• ir*d-,--*-- 

assistance program. The Agency advised us that'it accepted and - i 
would carry out our suggestion. 

UNNECESSARY AID COSTS AND WINDFALL PROFITS 
r( 

TO OUTSIDE INVESTORS UNDER THE CIP -- 

Industrial machinery for several new enterprises organized by 

American and ~ietn&ese interests was financed by AID under the CIP 

whereas the American investors converted their dollar capital to 



p i a s t e r s  a t  t h e  l i m i t e d  a c c e s s  market r a t e  of about  73 p i a s t e r s 1  t o  

t h e  d o l l a r  and t r a n s f e r r e d  t h e  p i a s t e r s  t o  t h e  e n t e r p r i s e s  a s  t h e i r  

c a p i t a l  c o n t r i b u t i o n .  The e n t e r p r i s e s  t hen  a p p l i e d  p a r t  of t h e i r  

p i a s t e r  c a p i t a l  t o  pay t h e  l o c a l  currency e q u i v a l e n t  ( c o u n t e r p a r t )  

a t  t h e  o f f i c i a l  r a t e  of 35 p i a s t e r s  ( p l u s  t a x e s  and d u t i e s )  f o r  t h e  

imported machinery f inanced  by A I D .  

The e f f e c t s  of t h e s e  t ypes  of tra-f isactions were t h a t  (1)  a i d  
4. b - 

funds  f inanced  commodity imports  fo r -wh ich  d o l l a r  exchange was a l -  

ready a v a i l a b l e  and ( 2 )  t h e  American . inves tors  and t h e  e n t e r p r i s e s  

r e a l i z e d  w i n d f a l l  p r o f i t s  through t h e  d i f f e r e n c e  between t h e  r a t e  

a t  which t h e  i n v e s t o r s '  d o l l a r s  w e r e  conver ted t o  p i a s t e r s  and t h e  

* r a t e  a t  which they  pa id  i n  p i a s t e r s  f o r  t h e  imported machinery. We 

i d e n t i f i e d  t h r e e  such t r a n s a c t i o n s  i n  which t h e  d o l l a r  investments  

t o t a l e d  $775,000. I 

1. E s t a b l i s h i n g  t h e  r a t e  a t  which d o l l a r s  a r e  conver ted i n t o  

p i a s t e r s  i s  a  p re roga t ive  of t h e  GVN and beyond ' the  c o n t r o l  of t h e  

A I D  Mission.  

2. Prevent ing  American i n v e s t o r s  from purchasing p i a s t e r s  w i t k .  
* .  

d o l l a r s  would be d i sc r imina to ry  s i n c e  o t h e r  i n v e s t o r s ,  both  V i e t -  

namese and o t h e r  t han  American f o r e i g n  i n v e s t o r s ,  could cont inue  t o  

use t h e  l i m i t e d  f r e e  exchange market.  

''The l i m i t e d  a c c e s s  market permi t ted  t h e  purchase of p i a s t e r s  fo; 
c e r t a i n  t y p e s  of t r a n s a c t i o n s  ( i n c l u d i n g  investment  i n  V i e t  Nam 'by 
o u t s i d e  i n t e r e s t s )  a t  a more f avo rab le  r a t e  (about  73 p i a s t e r s  per  
1 United S t a t e s  d o l l a r )  t han  t h e  o f f i c i a l  r a t e  of 35-1, 



3,  Since dis investment  and c a p i t a l  r e p a t r i a t i o n  a r e  a l s o  ac-  
" 

complished a t  t h e  l i m i t e d  acces s  Free market r a t e ,  - t h e  i n i t i a l  

w indfa l l  would be &covered by t h e  GVN a t  a l a t e r  d a t e .  

4. The p rov i s ion  of an investment i n c e n t i v e  i n  t h e  form of a 

f avorab le  p i a s t e r  purchase r a t e  u l t i m a t e l y  reduces  t h e  c o s t  of t h e  

a i d  program, because t h e  product ive  f a c i l i t i e s  e s t a b l i s h e d  a s  a  re- 
4 i 

s u l t  of t h e  i n c e n t i v e  u l t i m a t e l y  redu-ce t h e  i level  of imports  and,  

consequent ly ,  t h e  requirements  f o r  a i d .  

5.  The f o r e i g n  exchange increment t o  t h e  GVN from t h e  s a l e  of 

p i a s t e r s  on t h e  l i m i t e d  acces s  market can be used t o  o f f s e t  t h e  r e -  

quirements f o r  a i d ,  inasmuch a s  under t h e  balance-of-payments 

method of computing t h e  a i d  l e v e l  t h e  h igher  G V N ' s  f o r e i g n  exchange 

ea rn ings  t 5 e  l e s s  t h e  requirement f o r  a i d  funds. 

The _ ~ _  m e r i t s  _ _ _ _ - _ _ j , _ I ~  of t , ~ , s s d e _ r , e ~ o w  . i n  t h e  o rde r  

i n  which they a r e  s t a t e d .  

1. Foreign investment under takings  of t h e  type  desc r ibed  above 

a r e  i n d i v i d u a l l y  approved by both t h e  Mission and t h e  GVN, and t h e  

p i a s t e r  convers ion of investment d o l l a r s  i n c r e a s e s  t h e  immediate 

burden on A I D  funds. Therefore ,  it wouEd be w e l l  w i t h i n  t h e  prov- 

i nce  of t h e  Mission t o  r e q u i r e  p a r t i a l  def raya leof  f o r e i g n  exchange 

c o s t s  of t h e  imported machinery with  t h e  inves t ed  funds a s  a  pre -  

r e q u i s i t e  t o  f inanc ing  t h e  balance of t h e  impbrt funding r e q u i r e -  

ments of t h e  e n t e r p r i s e s .  

2. Any requirement t o  u s e  f o r e i g n  investment c a p i t a l  t o  pay 

f o r  imported equipment should be a p p l i c a b l e  t o  a l l  o u t s i d e  inves-  

t o r s ,  not  only t o  American, and t o  a l l  hard currency f o r e i g n  i n -  

vestment a s  such hard  currency ( d o l l a r s ,  f r a n c s ,  e t c . )  i s  r e a d i l y  

c o n v e r t i b l e .  Since Vietnamese i n v e s t o r s  would not  have any hard 

currency funds t h e  Miss ion ' s  con ten t ion  i n  t h i s  r e s p e c t  i s  not ap- ! 



3 .  I t  i s  t h e o r e t i c a l l y  c o r r e c t  t h a t  t h e  w i n d f a l l  ca-n he recov-  - 
e r e d  a t  t h e  t ime of p r o f i t  r emi t t ance  o r  c a p i t a l  r e p a t r i a t i o n ,  bu t  

d 

* 
such recovery w i l l  t a k e  p l a c e  only when and i f  t h e s e  e v e n t s  occur .  

Furthermore,  it i s  p o s s i h l c  t h a t  f u t u r e  changes i n  convers ion  r a t e s  

i n  t h e  l i m i t e d  a c c e s s  market w i l l  negate  a l l  o r  p a r t  of t h i s  recov-  

ery- o r  t h a t  exchange c o n t r o l  w i l l  r e s t r i c t  o r  p revent  p r o f i t  remit- .  
d 

* t ance  o r  c a p i t a l  r e p a t r i a t i o n .  % - 

4. Adequate i n c e n t i v e s  e x i s t e d  f b r  f o r e i g n  investment  i n  Vie t 

Nam i n  t h e  form of guaran tees  by A I D  as t o  c o n v e r t i b i l i t y  of p r o f -  

i t s  and c a p i t a l ,  t a x  exen;ption by t h e  GVN f o r  a  pe r iod  of y e a r s ,  

and noncompeti t ive markets i n  t h e  V i e t  Nam economy a t  l e a s t  i n  t h e  

e a r l y  y e a r s  of a n  e n t e r p r i s e .  These i n c e n t i v e s  precluded t h e  need 

f o r  t h e  techniques  employed i n  t h e  i n s t a n t  s i t u a t i o n ;  t h e s e  t ech -  

niques  added t o  t h e  burden of United S t a t e s  a i d  whi le  producing 

monetary g a i n s  t o  t h e  i n v e s t o r s .  

5. I n  theory  t h e  r e c e i p t  of f o r e i g n  exchange by t h e  GVN from 

o p e r a t i ~ n  of t h e  l i m i t e d  a c c e s s  market should reduce t h e  a i d  l e v e l  

by an  e x a c t l y  equa l  amount under t h e  b a l a n c e - ~ f - ~ a ~ r n e n t s  method. 

lIowsver, i n  a c t u a l  p r a c t i c e  t h i s  h a s  not* been t h e  c a s e  mainly be- 

cause  t h e  v a r i e d  types  of movement i n  GVN f o r e i g n  exchange not sub- 

j e c t  t o  A I D  knowledge o r  c o n t r o l ,  and t h e  h i s t o r i c a l  p r e s s u r e  by 

t h e  GVN f o r  r e s e r v e s  a s  h igh  as  p o s s i b l e ,  permit  t h e  increment of 

f o r e i g n  exchange from t r a n s a c t i o n s  of t h e  k ind  h e r e i n  desc r ibed  

without  corresponding diminut ion of t h e  l e v e l  of a i d .  

Although t h e  Mission defended t h e  a f o r e s t a t e d  t y p e s  of  t r a n s -  

a c t i o n s ,  we noted t h a t  t h e  c r i t e r i a  subsequent ly  adopted by A I D  f o r  

e l i g i b i l i t y  f o r  p i a s t e r  l oans  under s e c t i o n  104(e)  of P u b l i c  Law 480 

( l o a n s  t o  p r i v a t e  e n t e r p r i s e )  included encouragement t o  American 

i n v e s t o r s  t o  Iise t h e i r  dol l -ar  i n v e s t n e n t s  t o  f i nance  t h e i r  import 

requirements.  



2onclusions  a d  Agency comments ,. 
The s i t u a t i o n  descr ibed  above i s  a d i r e c t  conwquence of  t h e  

mul t ip l e  exchange r a t e  system i n  V i e t  Nam which was one of  t h e  sub- 

j e c t s  of our  r e p o r t 9 ; - r e f e r r e d  t o  on page 2 ,  on c e r t a i n  economic 

and f i n a n c i a l  p o l i c i e s  of t h e  GVN, I t  seems t o  u s  t h a t  t h e  d o l l a r  

inGestments i n  t h e  i n s t a n t  cages  shsu ld  have been used t o  purchase 

p a r t  of t h e  r equ i r ed  machinery and ;id funds'or GVN f o r e i g n  ex- 

change should have been c a l l e d  upon t o  f inance  only t h e  balance of 

t h e  machinery import requirements  and ,  f u r t h e r ,  t h a t  a i d  f i n a n c i n g  

which a l lows  windfa l l  p r o f i t s  such ss occurred i n  t h e s e  cases  i s  

no t  a proper u t i l i z a t i o n  of a i d  funds nor was such f inanc ing  con- 

templated by t h e  Congress. 

We . ." proposed t h a t  A I D  i n s t i t u t e  procedures which w i l l  r e q u i r e  
4 ".- 

t h a t  t h e  hard  currency c a p i t a l  i nves t ed  i n  Vietnamese e n t e r p r i s e s  

by f o r e i g n  i n v e s t o r s  be used t o  pay f o r  t h e  f o r e i g n  exchange c o s t s  

of r e q u i r e d  imports  as a cond i t ion  t o  A I D  f inanc ing  of t h e  balance 

of such requirements  and,  a l s o ,  t h a t  A I D  seek t h e  coopera t ion  of 

t h e  GVN i n  adopt ing  similar procedures f o r  r e q u e s t s  made t o  o b t a i c  

GVN f o r e i g n  exchange t o  f inance  r equ i r ed  imports .  A I D  --- adv-s 
i n  March 1964 t h a t  t h e  I'.iission c u r r e n t l y  was ca r ry ing  ou t  our  pro-  

luL.-- l...* f *.. .. -, b ... ., i *.* I ,$*? ' ,++- .*.? . --. -.. .A v* %+. *-,.?++.a= --- s.---- 

posa l .  The Agency does not  ag ree ,  however, t h a t  r i g i d  p r o s c r i p t i o n  
c- 

of cash investment would be necessary o r  d e s i r a b l e  i n  every case  

and s t a t e d  t h a t ,  t o  t h e  e x t e n t  t h a t  t h e  GVN and Vietnamese p a r t n e r s  

may o f f e r  a l t e r n a t i v e  types  of i n c e n t i v e s  f o r  f o r e i g n  investment ,  

o t h e r  t han  t h e  cash investment p r a c t i c e  d i scussed  above, A I D  wouid 

favor  such a l t e r n a t i v e s .  



1 
CASH GRANT I N  FISCAL YgkP 1963 -- 

a 

LACK OF ECONOMIC JUSTIFICATION 

I n  f i s c a l  year's 1355 and 1956, A I D  made d o l l a r  cash  g r a n t s  o r  

l o a n s  t o  V ie t  Nam, t o t a l i n g  $151 m i l l i o n ,  f o r  t h e  purpose o f  -. 
qu ick ly  gene ra t ing  p i a s t e r s  needed f o r  program purposes.  Under 

t h i s  procedure ,  t h e  GVN, i n  r e t u r n  f o r  United S t a t e s  Treasury 
4 

checks,  depos i ted  t h e  p i a s t e r  equivaxent  o f , t h e  d o l l a r  amounts 

(camputed a t  t h e  o f f i c i a l  exchange Gate o f  35 p i a s t e r s  p c r  1 United 

S t a t e s  d o l l a r )  i n t o  t h e  coun te rpa r t  fund. I n  o r d e r  t o  o b t a i n  t h e  

p i a s t e r s  f o r  d e p o s i t ,  t h e  GVN g e n e r a l l y  borrowed t h e  r e q u i r e d  sum 

from t h e  b a t i o n a l  Bank of  V i e t  Nam; t h e  d o l l a r  funds remained i n  

t h e  ~ o s s e s s i o n  o f  t h e  bank and were t o  be used t o  f i n a n c e  commodity 

imports  by Vietnamese impor te rs  through l i c e n s e s  i s s u e d  by t h e  GVN; 

t h e  p i a s t e r  countervalue p a i d  by t h e  impor te rs  t o  t h e  bank f o r  t h e  

d o l l s r s  used was app l i ed  by t h e  b a ~ k  t o  repay the Government's bor-  

rowings. The p i a s t e r s  borrowed by t h e  GVN from t h e  bank were de- 

p o s i t e d  i n t o  t h e  coun te rpa r t  account ,  from which A I D  subsequent ly  

au tho r i zed  r e l e a s e s  t o  be used f o r  mi l - i t a ry  budget suppor t ,  f o r  l o -  

c a l  c o s t s  of  t h e  r e fugee  program, and f a r  o t h e r  purposes. ( s e e  

p. 44 of our  1958 r e p o r t , )  - .  

1 ,- ~ h e  A I D  p l a n  f o r  a c q u i r i ~ g  p i a s t e r s  wi th  a  United S t a t e s  d o l l a r  
check i n  1963 i s  des igna ted  a s  a  p i a s t e r  purchase d i f f e r i n g  from 
t h e  e a r l i e r  cash g r a n t s  i n  t h a t  under t h e  1955 and 1956 cash 
g r a n t s  t h e  p i  a s t e r s  generated were depos i ted  3.n t h e  GVN-owned 
coun te rpa r t  account f r m  which they were r e l e a s e d  f o r  program pur -  
poses. Under t h e  p i a s t ~ r  purchase p l a n ,  t h e  p i a s t c r s  genera ted  
were t o  be depos i ted  i n  a  United States-owned account from ~ d l l c h  - 

they were t o  be r e l e a s e d  f o r  program purposes,  I n  t h i s  r e p o r t ,  we 
r e f e r  t o  t he  1963 p i a s t e r  purchase a s  a  cash  g r a n t  because of  t h e  
s i m i l a r i t y  between t h c  tim types  of g ran t s .  

I 



D u r i n ~  those  y e a r s ,  t h e  Agency used t h e  cash g r a n t  nethod of ?en- 

e r a t i n g  p i a s t e r s  beCause i t  considered i t s  t r a d i t i o n a l  commodity 

procurement a u t h o r i z a t i o n  procedure  too slow t o  produce t h e  r e -  -. 
q u i r e d  p i a s t e r s  and c i t e d  t h e  emergency c o n d i t i o n s  then  e x i s t i n g  

i n  V i e t  Nam a s  a j u s t i f i c a t i o n  f o r  making t h e s e  g r a n t s ,  

Subsequent ly ,  A I D  recogni zed c h a t  cash o r a n t s  were etonomi - 
be- 

c a l l y  unsound and discouraged t h e  p r a c t i c e  i n  V i e t  Narn, Aqong t h e  

r ea sons  f o r  t h i s  r ecogn i t i on  was t h a t  cash i t s e l f  was no t  a i d ;  

a l s o ,  i n  t h e  c a s e  of  V ie t  Nam, i t  w a s  found t h a t  t o  a l a r g e  e x t e n t  

t h e  d o l l a r s  were no t  being used b u t  became a p a r t  o f  t h e  c o u n t r y ' s  

f o r e i g n  exchange r e s e r v e s  which as a r e s u l t  r o s e  t o  an  unnecessar -  

i l y  h igh  l e v e l  ( s e e  p, 25).  Responsible  o f f i c i a l s  recognized t h z c  

on ly  r e sou rces  o t h e r  than cash r ep re sen ted  a i d  and t h a t  the-c ~e was 

no j u s t i f i c a t i o n  f o r  a i d  merely t o  p rov ide  a country  wi th  i t s  ot:n 

currency 

Despi te  t h e  acknowledged d e f e c t s  o f  cash  g r a n t s ,  A I D  i n  f i s -  

c a l  y e a r  1963 agreed t o  purchase  up t o  $10 m i l l i o n  of  p i a s t e r s  frs-. 

t h e  Nat ional  Bank of V ie t  Nam, These p i a s t e r s  were t o  be used f o r  

f i nanc ing  expanded counter insurgency a c t i v i t i e s  . - f o r  which t h e  
I _  

Agency s t a t e d  t h a t  no p rov i s ion  had been made i n  t h e  GVN 1962 
---. 

budget,  A I D  o f f i c i a l s  acknowledged t h a t  n o * a d d i t i o n a l  a s s i s t a n c e  

beyond t h e  amount then  programed could be j u s t i f i e d  oil balance-of ,  

payment grounds b u t  s t a t e d  t h a t  t h e r e  was a problem of  meeting tk.2 

p i a s t e r  c o s t s  o f  t h e  expanded counter insurgency e f f o r t ,  Of  great^: 

importance,  according t o  .AID o f f i c i a l s ,  was t h a t  t h e ' p u r c h a s e  a f -  

fo rded  l eve rage  t o  t h e  United S t a t e s  t o  o b t a i n ,  a s  a cond i t i on  of  
.- L? \.I Y 

t h e  p r c h i s e ,  concurrence by t h e  GVN i n  d i r e c i  procurement,  d i  stri  - - 

b u t i o n ,  and c o n t r o l  o f  domestic s u p p l i e s  and s e r v i c e s  v i t a l l y  

needed f o r  counter insurgency operati-ons.  . These o f f i c i a l - s  cons id-  

e r ed  t h a t  t h e  p i a s t e r  purchase o f f e r e d  a s u b s t a n t i a l  inducemrnt :c 



t h e  GVN t o  accep t  t h e  d i r e c t  procurement p l a n  b z c ~ u s c  t h e  purchase  - 
went a long way toward meeting t h e  GVN preoccupa t ion  wi th  t h e  need - 
f o r  a d d i t i o n a l  f o r e i g n  excharige r e s e r v e s ,  

7,  l h e  p i a s t e r  purchase -. had the fo l lowing  u n s a t i s f a c t o r y  a s p e c t s :  

1. There was no rea3 economic reason  f o r  t h i s  expenditure of 

Uni ted S t a t e s  funds,  The GVN had no need f o r  d o l l a r  funds s i n c e  
4 

t h e  funds  were in tended  merely t o  aigincnt Vigt  K a m  f o r e i g n  exchange 

r e s e r v e s ,  and a s  po in ted  o u t  i n  t h e  preceding s 2 c t i o n  t h e s e  r e -  

s e r v e s  even a t  t h e  reduced l e v e l  of  $153 m i l l i o n  a t  September 30, 

1962,  were more than  ample,  The p i a s t e r  funds  r e q u i r e d  f o r  t h e  ex- 

panded cour~ter insurger lcy e f f o r t ,  i f  n o t  then  a v a i l a b l e ,  could have 

beer, borrowed from t h e  Nat ional  Bank of  V ie t  Narn and r e p a i d  f r o n  

subsequent  revenues  from inc reased  t a x a t i o n  which would have been 

warranted (1 )  on t h e  general grounds o f  V i e t  Nam's unbalanced t a x  

system and ( 2 )  on t h e  s p e c i f i c  b a s i s  t h a t  t h e  planned expansion o f  

counter insurgency a c t i v i t i e s  n e c e s s i t a t e d  f u r t h e r  demands on t h e  

country  ' s resources .  Moreover, i n  t h e  congress iona l  p r e s e n t a t i o n  

f o r  t h e  f i s c s l  y e a r  1962, A I D  s t a t e d  t h a t ,  s i nck  t h e  GVN had a l -  

ways pursued a conse rva t ive  f i s c a l  po l i cy  i n  t h e  p a s t ,  an i nc rease?  

currency i s s u e  o r  f u r t h e r  borrowings vould noL be f i s c a l l y  unsound 

and could  r e s u l t  i n  s u b s t a n t i a l  savi-ngs t o  t h e  Uni ted S t a t e s  wi th-  

o u t  harmful e f f e c t  on t h e  a i d  program o r  t h e  .\diet Nam economy. 

2 ,  The cont inued p rov i s ion  by t h e  United S t a t e s  of  d o l l a r  

funds  f o r  l o c a l  currency purposes d u l l s  t h e  i n c e n t i v e  f o r  t h e  GI% 

t o  i n s t i t u t e  needed economFc reforms which would make V i e t  Nam l k s s  

dependent on United S t a t e s  a i d ,  p a r t i c u l a r l y  f o r  l o c a l  c o s t  r e -  

quirements.  Although such measures a s  t a x  reform and exchange r a t e  

adjustment  have r e p o r t e d l y  produced impress ive  a d d i t i o n a l  revenues ,  

t h e s e  measures have been cons iderab ly  s h o r t  o f  r e a l i z i n g  t h e  f u l l  

p o t e n t i a l  i n  t h e s e  f i e l d s .  



3 ,  The d i r e c t  payment 

wi thout  s p e c i f i c  p rov i s ion  
* 

of  d o l l a r s  t o  a i d - r e c e i v i n g  c o u n t r i e s  - 
as t o  t h e i r  u t i l i z a t i o n , d e p r i v e s  t h e  

Uni ted S t a t e s  of  t h e  c o n t r o l  n~echanism f o r  a s s u r i n g  t h a t  such funds 

a r e  used f o r  purposqs deemed c o n s i s t e n t  wi th  United S t a t e s  a i d  ob- 

j e c t i v e s  and s t r eng thens  t h e  p o s i t i o n  of  t h e  r e c i p i e n t  country  f o r  

employing i t s  f ~ r c i g n  exchange 4 f o r  purposes f o r  which a i d  funds 

would n o t  be considered e l i g i b l e ,  As  ~ o i n t e d - o u t  i n  our  r e p o r t  on 

c e r t a i n  economic and f i n a n c i a l  p o l i c i e s  of  t h e  GVN, r e f e r r e d  t o  or: 

page 2 ,  t h e  GVN has  pe rmi t t ed  t h e  import of s u b s t a n t i a l  amounts 

of luxury goods wi th  i t s  own f o r e i g n  exchange. Moreover, such d ~ l -  

lar funds a l s o  enab le  t h e  r e c i p i e n t  country  t o  import  commodities 

from o t h e r  than  United S t a t e s  sou rces ,  which i s  n o t  g e n e r a l l y  per -  

m i t t e d  under t h e  CIP, thereby c o n t r i b u t i n g  t o  d o l l a r  outf low and 

l o s i n g  t o  t h e  United S t a t e s  bus ines s  community t h e  f i n a n c i a l  bene- 

f i t  o f  such imports .  

4. The problem of c o n t r o l  t o  a s s u r e  proper  u t i l i z a t i o n  may 

a l s o  extend i n  t h e  s u b j e c t  ca se  t o  t h e  l o c a l  currency purchased. 

An a u d i t  r e p o r t  i s sued  i n  March 1964 by t h e  Miss ion C o n t r o l l e r ' s  

o f f i c e  cover ing  one r e l e a s e  agreement i nvo lv ing  t h e  e q u i v a l e n t  of  
-- _ - - 

about  $342,000 ( t h e  p i a s t e r s  acqui red  by t h e  $10 m i l l i o n  purchase  

were d i s t r i b u t e d  under  a  t o t a l  of  46 r e l e a s e  agreements) d i s c l o s e d  

t h a t  p i a s t e r s  aggrega t ing  t h e  equ iva l en t  of  about  $72,000 of  r e -  

po r t ed  expendi tures  were unaccounted f o r ,  used without  a u t h o r i z a -  

t i o n ,  o r  used f o r  unauthor ized purposes ,  The Miss ion r e p o r t  s t a t e d  

t h a t  t h e  funds under t h i s  agreement were f o r  s p e c i f i e d  counte r -  

insurgency a c t i v i t i e s  t o  be adminis tered i n  Quang Tin  Province by a  

P r o v i n c i a l  Committee, composed p r i n c i p a l l y  of t h e  Vietnamese Prov- 

i n c e  C h i e f ,  t h e  Mission Rural A f f a i r s  Represen ta t ive ,  and t h e  PiMG 

P r o v i n c i a l  Advisor ,  and t h a t  t h i s  r e p o r t  w a s  t h ~  f i r s t  of a  s ~ r i e s  

t o  be i s sucd  on t h e  co l .mter insurg~ncy  progrnm inc lud ing  t h e  u s e  of 
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t h e  purchased p i a s t e r s ,  AID/Washington has expressed i t8 s e r i o u s  - 
concern t o  t h e  Missibn about t h e  c u d i t  f i n d i n g s ,  particcl3.arly a s  t o  

t h e  need of  f l e x i b i l i t y  of  l o c a l  procedures t o  p rov ide  adequate  -. 
c o n t r o l  wi thout  impeding, counter insurgency a c t i v i t i e s ,  and has  ad- 

v i s e d  t h e  Mission t h a t  i t  i s  anxious  t o  r e c e i v e  f u r t h e r  r e p o r t s  on 

t h e  s i t u a t i o n  under t h i s  and ;tiler Lel.Gase n ~ r e e m e n t s  and on t h e  

a c t i o n  taken,  

A f u r t h e r  c i rcumstance i n  r e g a r d  t o  t h e  p i a s t e r  purchase  i s  

worthy of  no te ,  A t  June 30, 1962, whi le  t h e  purchase  was be ing  ne- 

g o t i a t e d  t h e  United S t s t e s  Treasury had on d e p o s i t  138,9 m i l l i o n  

p j a s t e r s  ( e q u i v a l e n t  t o  $1.9 m i l l i o n  a t  an exchange r a t e  of  73.5 

p i a s t e r s  p e r  d o l l a r )  r e p r e s e n t i n g  repayments on d o l l a r  l oans  aggre-  

g a t i n g  $53 m i l l i o n  made t o  t h e  GVN dur ing  f i s c a l -  y e a r s  1956-58, 

Repayments on t h e s e  l oans  were due every 6 months. 

We i nqu i r ed  of  A I D  why t h e s e  p i a s t e r s  were no t  purchased from 

t h e  United S t a t e s  Treasury i n  l i e u  o f  an e q u i v a l e n t  amount pur -  

chased from t h e  Nat iona l  Bank of V i e t  Nam a s  p a r t  of  t h e  t o t a l  p i -  

a s t e r  purchase  t ransact- ion.  I n  response,kID s t a t e d  t h a t  i n  1.960 

t h e  United S t a t e s  decided a s  a macter  of  p o l i c y  t h a t  repayments i n  

l o c a l  currency a t  35  p i a s t e r s . t o  t h e  d o l l a r  would no t  be  a c c e p t a b l e  

as i n t e r e s t  and amor t i za t ion  payments on l o a n s  and t h a t ,  a l t hough  

t h e  GVN adopted new exchange arrangements i n  1962,  i t  was u n w i l l i n g  

t o  extend t h e s e  arrangements t o  payments under v a r i o u s  loans .  A I D  

f u r t h e r  advised u s  t h a t  t h e  United S t a t e s  p o l i c y  was o f f i c i a l l y  

communicated t o  t h e  GVN by p r o t e s t s  on each payment, t h a t  by reason  

the reo f  t h e  psyments a l though r e t a i n e d  were never  accep ted ,  t h a t  

t h e  United S t a t e s  r e s e r v e s  t h e  r i g h t  t o  r e t u r n  t h e  l o c a l  c u r r e n c i e s  

r ece ived  and r e q u i r e  payment i n  d o l l a r s ,  and t h a t  such c u r r e n c i e s  
I 



have been blocked by t h e  United S t a t e s  Treasury which r u l e d  o u t  .. 
t h e i r  u t i l i z a t i o n  i n  t h e  i n s t a n t  p i a s t c r  purchase ._  

Our f u r t h e r  examination of t h e  above s i t u a t i o n  brought ou t  

t h a t  (1)  under t h e  p rov i s ions  of t h e  loan  a ~ r e e m e n t s  i f  t h e  ex- 

change r a t e  i s  no t  agreed upon wi th in  60 days a f t e r  t h e  l e t t e r  of 

nonacceptance, t h e  funds s h a l l  be r e t u r n e d  t o  t h e  GVN wi th  a r e -  
4 

ques t  t h a t  repayment be  made i n  d o l l a r s ,  (2)bal though repayments 

had been unecceptable  f o r  rncjre than  3 y e a r s ,  t h e  funds had not  been 

re turned  nor had a r e p r e s e n t a t i o n  been made t o  t h e  GIN t h a t  t h e  

United S t a t e s  in tended t o  r e t u r n  t h e  funds ,  9nd ( 3 )  t h e  f i r s t  r e -  

payment was o f f i c i a l l y  accepted by A I D  and on ~t l e a s t  f o u r  o t h e r  

repayments t h e  agency d i d  n o t  f i l e  p r o t e s t s .  

Conclusions and A ~ e n c y  comments 

The essence of  t h e  p i a s t e r  purchase seems t o  be t h a t  t h e  

United S t a t e s  pa id  $10 m i l l i o n  t o  o b t a i n  t h e  r i g h t  of d i r e c t  p ro-  

curement and r e l a t e d  supply management i n  o r d e r  t h a t  counter--  

. insurgency could be more e f f e c t i v e l y  prosecuted,  That t h e  United 

S t a t e s  had t o  buy t h e  r i g h t  t o  i n s t i t u t e  a  method of o p e r a t i o n  

which presumably was advantageous t o  t h e  counter insurgency e f f o r t ,  
. ' .  and t h e r e f o r e  should have been considered s o l e l y  on i t s  m e r i t s ,  is 

incompatible wi th  b a s i c  s tandards  of sound a d m i n i s t r a t i o n  and i s  

t o t a l l y  cont ra ry  t o  t h e  concept o f  mutual coopera t ion  between t h e  

two Governments. 

With regard  t o  t h e  l o c a l  currency repayments on l o z n s ,  t h e  

continued r e t e n t i o n  of  t h e s e  funds i n  a  blocked s t a t u s  p reven t s  

t h e i r  u t i l i z a t i o n  f o r  any purpose and thus  i s  a s i g n i f i c a n t  d i s a d -  

vantage t o  t h e  United S t a t e s ,  Accordingly, we proposed t h a t ,  i f  

i t  i s  n o t  f e a s i b l e  t o  n e g o t i a t e  o r  r each  agreement now with  t h e  Gt,?: 

on an acceptab le  exchange r a t e ,  t h e  United S ta tes  should e x e r c i s e  , 



i t s  r i g h t  und 
- 

e r  t h e  l oan  agreements t o  r e t u r n  t h e  p i a s t e r  repa 
L 

ments and r e q u i r e  repaymel~t i n .  d o l l a r s ,  

T11e Agency agreed t h a t  t h e  United S t a t e s  shou1.d n o t  have t o  

p rov ide  a s s i s t a n c e  a s  the p r i c e  of  sgreemmt  t o  a course  b e n e f i c i z l  

to. t h e  a i d - r e c e i v i n g  country ,  I t  claimed, however, t h a t  t h i s  p r i c -  
4 4- 

c i p l e  had t o  be ben t  i n  t h e  i n s t a n t -  case  i n  s r d e r  t o  e s t a b l i s h  and 

suppor t  an  i n t e n s i f i e d  and d e c e n t r a l i z e d  counter insurgency program. 

The Agency f u r t h e r  s t a t e d  t h a t  i t  has  a  strong,  p o l i c y  i n  oppos i t i c r ;  

t o  cash  g r a n t s  bu t  t h a t  t F l i s  c a s e  was a  c a r e f u l l y  considered excep- 

t i o n  made a t  t h e  h i g h e s t  l e v e l s  o f  t h e  execu t ive  branch and, a l s o ,  

t h a t  i . t  w a s  a  o n e - t i ~ e  emergency measure which enabled t h e  qu ick  

i n i t i a t i o n  of  an unprecedented program and circumventc.d t h e  cuinter- 
/ 

some c o n t r o l s  and budgetary r e l e a s e  d e l a y s  t h a t  c h a r a c t e r i z e d  t h e  

GVN. These ex igenc ie s  ci . ted by A I D ,  however m e r i t o r i o u s ,  do n o t  

e x p l a i n  why t h e  r equ i r ed  p i a s t e r s  could n o t  11ave been ob ta ined  by 

t h e  r,VN as expla ined  i n  i t e m  1 on page 48, p a r t i c u l a r l y  s i n c e  t h e  

f u l l  amount was not  r equ i r ed  immediately but  could have been p ro -  

vided over  a  pe r iod  o f  months a s  was done by AID. 

The Agency s t a t e d  t l i a t  n e g o t i a t i o n s  on t h e . l o c a 1  currency l o a n  

repayments had been d e f e i r e d  f o r  s e v e r a l  y e a r s  because of  t h e  p r e s s  

of h ighe r  p r i o r i t y  m a t t e r s  bu t  agreed t h a t  a  ' se t t lement  o f  t h e  mat- 

t e r  w a s  overdue and t h a t  i t  would seek t o  renevi n e g o t i a t i o n s  wi th  ..- ---.--~.-..-l-.--I.--... -. ..,..... ' -.+. . - .- . .. ... -. 

t h e  GVN f o r  an  e a r l y  r e s o l u t i o n ,  
,___ _:-  ...,...._. .I. r." -.... Y "  -"._..__., ...,. - ._--c------- 



PURCHASE OF PTASTEKS FOR --- M I S S I O N  SUPPORT COSTS --- 
RZSULTED Iru' UNNECESSARY COSTS TO Tl!E UNITED STATES 

- 
-- - 

From February 1357 t o  February 1962, t h e  ~ i s s i o n  used i t s  do l -  

l a r  app rop r i a t i ons  t q  purchase from t h e  GVN t h e  p i a s t e r s  r e q u i r e d  

t o  meet t h e  l o c a l  support  c o s t s  a p p l i c a b l e  t o  i t s  t e c h n i c a l  person- 

n e l  i n s t e a d  of  r e q u i r i n g  t h e  GVN t o  pay t h e s e  c o s t s  as had been 
4 

d m e  i n  previous  y e a r s .  P r i o r  t o  February 19,57, t h e  GW\J had made 

a v a i l a b l e  t o  t h e  Mission p i a s t e r s  f r o h  t h e  c o u n t e r p a r t  account  f o r  

c e r t a i n  l o c a l  c o s t s  of t h e  AID program i n  V i e t  Nam. This  p r a c t i c e  

w a s  i n  accordance wi th  t h e  1951 b i l a t e r a l  agreement between t h e  

United S t a t e s  and Vie t  Nam, which provided t h a t  e i t h e r  counterp-ar t  

funds o r  t h e  G V N ' s  own resources  could be used t o  meet l o c a l  c o s t s  

of t h e  a s s i s t a n c e  program. A f u r t h e r  agreement provided f o r  t h e  
' 

GVN t o  d e p o s i t  t h e  r equ i r ed  funds i n  a s p e c i a l  t r u s t  fund account  

under control .  of t h e  United S t a t e s  Treasury,  from which t h e  C l i s s i s -  

could o b t a i n  funds t o  pay c e r t a i n  of i t s  p i a s t e r  c o s t s .  

I n  J u l y  1957, t h e  Mission resci.nded t h e  requirement  t h a t  GLT 

make p i a s t e r  funds a v a i l a b l e  f o r  l o c a l  c o s t s  ahd i n s t e a d  purchase2 

i t s  l o c a l  currency requirements  from t h e  GVN w i t h  app rop r i a t ed  d o i -  

l a r  funds a t  t h e  l i m i t e d  acces s  market e x c h a n g e - r a t e .  Th i s  act ior!  . 
w a s  based on t h e  theory t h a t  coun te rpa r t  funds were genera ted  a t  

t h e  rate of 35 p i a s t e r s  t o  $1 whereas t h e  l i m i t e d  a c c e s s  market 

r a t e  w a s  72.8 t o  1; consequent ly ,  t h e  Mission be l i eved  t h a t  i t  \<as. 

more advantageous t o  buy t h e  p i a s t e r s  from t h e  GVN than  t o  r e q u e s t  

an a l l o c a t i o n  of  coun te rpa r t  funds.  This  method of purchasing l c -  

c s l  currency continued i n ' u s e  u n t i l  February 1962 because (1) t h e  

exchange r a t e  s i t u a t i o n  was n o t  a l l e v i a t e d  un t i l .  January 1962 and 

(2) t h e r e  was a sho r t age  of coun te rpa r t  funds due t o  l a r g e  m i l i -  

tar)r commitments and a f u r t h e r  u s e  of c o u n t e r p a r t  funds f o r  Missiz-.  

support  would have r equ i r ed  an i n c r e a s e  i n  t h e  commercial import  



program to generate the additional piasters needed for support 

costs. 

Although this reasoning may have had some validity when the 

size of the commercial. import program was based on the piaster def- 

icit (see p. 20), i'% appears to have had little merit after AID 

changed the basis for computing the level of aid in 1960 to the 

balance-of-payments basi.s (see p. 231.-.' + Under this latter method, 
5 

shortages of local currency funds are not made up by increasing the 

United States-financed commodity aid program, and one of the rea- 

sons for the change in computing the aid level was to stimulate the 

GVN to a more productive mobilization of its internal resources to 

meet local currency requirements. During fiscal years 1960 and 

1961, the Mission expended $2.7 million of appropriated funds for 

the purchase of piasters needed for support costs, all of whi'ch 

could have been saved if the Mission had reexamined its policy in 

respect of local- support costs at the time the basis for the level 

of aid was changed. 

At the tine the Mission was granted permission by 

AID/~ashington to buy piasters for suppyrt costs, the United States 

Military Assistance Advisory Group (MAAG) also received the same 

authority in respect of its local support costs. Whereas the Mis- 

sion chose to use appropriated funds to purchase piasters, the b m G  

continued to require the GVN to provide piaster counterpsrt funds 

to pay for MAAG support costs. 

There does not seem to be any logical basis on which this 5n- 

consistency between the Mission and the MAAG can be rationalized, 

Moreover, if the shortage of counterpart funds because of military 

commitments justified the Mission's purchase of piasters for local 

support costs, there appears to have been no ground for discontinu- 

ing such purchases in February 1962 since the military requiremenrs 
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f o r  l o c a l  currency dicl no t  d i m i n i s h  bu t  r a t h e r  i nc reased  - befo re  zncl' 

a f t e r  t h a t  t i m e .  

Agency comments 

A I D  agreed tha t -  i t  might have been no re  c o n s i s t e n t  t o  have r e -  

ver ted  t o  t h e  use  6f  coun te rpa r t  funds f o r  Mission suppor t  c o s t s  i n  

1960 t o  co inc ide  wi th  t h e  change 4 i n  t h e  b a s i s  of c a l c u l a t i n g  t h e  

annual l e v e l  of t h e  C I P .  However, t h e  Agency- a s s e r t e d  t h a t  t h e  

po l i cy  o b j e c t i v e  of t h e  United S t a t e s  was t o  b r ing  about  a reduc- 

t i o n  i n  a i d  without  excess ive  p o l i t i c a l  r i s k  and t h a t  i t  was n o t  jr 

t h e  p o l i t i c a l  i n t e r e s t  of  t h e  United S t a t e s  t o  p r e s s  t h e  G V 3  t o  psy 

Mission support  c o s t s  when a r educ t ion  i n  a i d  w a s  be ing  made. \?it? 

regard  t o  t h e  incons is tency  between t h e  Mission and t h e  M A G ,  t h e  

Agency agreed t h a t  United S t a t e s  agenc ies  i n  V ie t  N a m  had v a r y i n g  

p o l i c i e s  over  t h e  y e a r s  i n  t h e  funding of l o c a l  support. c o s t s  and 

s t a t e d  t h a t ,  a l though the C;IN cont inued t o  p r e s s  from t i m e  t c ~  z l w  
f o r  d o l l a r  purchases f o r  bo th  ~ i s s i o n  and MAAG suppor t  c o s t s ,  k J D  

- expected t o  be a b l e  t o  o b t a i n  adequate funding f o r  Mission support  

. c o s t s  from t h e  GVN wi thout  f u r t h e r  d o l l a r  purchases  f o r  such c o s t s .  
r 



SCOPE OF I32VIEW - .- 
Our review of  t h e  s u b j e c t s  covered i n  t h i s  r e p o r t  was made 6 s  

* 
p a r t  of o u r  review of t h e  economic and t e c h n i c a l  a s s i s t a n c e  p r o g r a .  

f o r  Vie t  Nam f o r  tly f i s c a l  y e a r s  1958 through 1962. 

With r e s p e c t  t o  t h e  s u b j e c t s  covered i n  t h i s  r e p o r t ,  w e  r e -  

viewed program documents, r e p o r t s ,  correspondence,  and o t h e r  p e r t i -  
.d 

nent  m a t e r i a l  a t  t h e  Washington o f f i c e  of  A I D  and t h e  Agency's 

overseas  Miss ion,  which we v i s i t e d  du r ing  f i s c a l  y e a r  1962 and t h e  

e a r l y  months of f i s c a l  y e a r  1963, and a l s o  records  of  c e r t a i n  age:- 

c i e s  of  t h e  GVN on a  l i m i t e d  b a s i s .  I n  a d d i t i o n ,  w e  d i s cus sed  rel- 

evant  m a t t e r s  wi th  r e s p o n s i b l e  r e p r e s e c t a t i v e s  of A I D  a t  t h e  Wash- 

i ng ton  o f f i c e  and t h e  Mission and o f  t h e  GVN. 
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APPENDIX 

OFFICIALS RESPONSIBLE FOR ADMTNISTRATION 
. I 

OF THE ECONOMIC AND TECHNICAL ASSISTANCE PROGRAM 

.. FOR VIET NAN 

STARTING WITH FISCAL YEAR 1958 

SECRETARY OF STATE: 
John Fos ter  Dulles 
C h r i s t i a n  A. Her te r  
Dean Rusk 

UNDER SECRETARY OF STATE (note  b) : 
C.  Douglas Dil lon 
George W. B a l l  

ADMINISTRATOR, AGENCY FOR INTEXNATIONAL DEVELOP- 
MENT (formerly I n t e r n a t i o n a l  Cooperetion Ad- 
m i n i s t r a t i o n )  : 

John B .  H o l l i s t e r  
James H .  Smith, Jr .  
James W. Riddleberger 

* 

Henry R .  Labouisse - .  
Fowler Harnil ton 
David E. B e l l  

AMBASSADOR TO VIET NAM : 
Elbridge Dcrbrow 
Frederick E. Nol t ing,  Jr .  
Henry Cabot Lodge 

DIRECTOR, UNITED STATES A I D  MISSION TO VIET NAM: 
Arthur Z. Gardiner 
Joseph L. Brent 

Appointed o r  
commissioned 

(note  a )  

January 1953 
Apr i l  1959 
January 1961 

February 1959 
February 1961 

J u l y  1955 
October 1957 
March 1959 
February 1961 
September 1961 
December 1962 

March 1957 
March 1961 
August 1963 

November 1958 
J u l y  1962 

a I n  t h e  case  of Ambassadors, d a t e  of p r e s e n t a t i o n  of c r e d e n t i a l s .  



OFFICIALS RESPONSIBLE FOR ADMINISTRATJON - 
OF THE ECONOMIC AND TECI-INICAL ASSISTANCE PROGRAM 

+. FOR VIE'T N A N  

STARTING WITH FISCAL YEAR 1958 (continued) 

.d a- 

b 
On February 3 ,  1959, t h e  s e c r e t a r y  +of S t a t e  P laced  t h e  I n t e r n a -  
t i o n a l  Cooperation Adn in i s t r a t ion  under t h e  d t r e c t i o n  and c o n t r o l  
of t h e  Under Sec re t a ry  of S t 2 t e  f o r  Economic A f f a i r s ,  
Nr. C.  Douglas Dil lon.  On June  1 2 ,  1353, t h i s  r e s p o n s i b i l i t y ,  
t oge the r  with  t h e  o v e r a l l  d i r e c t i o n  and coord ina t ion  of t h e  mutual 
s e c ~ r i t y  program, was reass igned  t o  M r .  D i l lon  as  Under Sec re t a ry  
of S t a t e .  On February 2 ,  1961, M r .  George W .  B a l l  was confirmed 
as Under Sec re t a ry  of S t a t e  f o r  Economic A f f a i r s  and assumed t h e  
r e s p o n s i b i l i t i e s  f o r  t h e  mutual s e c u r i t y  program formerly ca r r i ed .  
ou t  by M r .  Di l lon.  

tJ.5.  G A D ,  Wash., I ) .  C.  




