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BACKGRCXJN1) PAPER PREPARED BY TEE INTERNAT'IClNAL COOPERATION ADllINISTRATION-
liLrch 6, 1957 

U. S. lWONOMIC AID TO VIEJ.'NAM 

For March 15, 1957 Meeting of Fdends of Vietnam) 

I. U. S. Aid to Date 

Large-scale U. S. aid granted directly to the Vietnamese 

Government began in Fiscal Year 1955 after the execution of the I 

Geneva Agreements in July 1954.Y The distribution of funds 

obligated under the aid programs administered by ICA prior to 

Fiscal Year 1957 was as follows: 

Activity 

U.S.-financed commercial imports 
generating counterpart to finance 
the Vietnamese Army 

Agriculture and Natural Resources 

Industry and Mining 

Transportation 

Labor 

Health and Sanitation 

Education 

Public Administration 

Refugee Relief ~ Rehabilitation 

General and Misoel1aneous 

Totals 

FY 1955 

$218,300,000 3/1/ 

12,167,000 

691,000 

6,526,000 

5,000 

2,727,000 

2,609,000 

2,978,000 

47,667,000 

41721,000 

$298,391,000 

FY 1956 

$105,000,000 'fiJi 

18,32'7,000 

620,000 

13,473,000 

338,000 

2,716,000 

'3,954,000 

6,253,000 

39,300,000 

6,4421000 

$196, h26, 000 

Y Prior to 1955 Vietnam received ec()Uomic and technical aid amounting 
to $63,000,000. This excludes military aid channeled through France. 

3/ More than 50 percent of commercial imports were devoted to raw 
materials and investment goods. 

'JI A substantial part of unexpended n 1955 funds were used to defray 
FY 1956 military costs. 
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The purpose of U. S. aid in FY 1955 and Fy 1956 was to 

help the beleaguered Government of Free Vietnam oope with the 

oritical problems of survival. U. S. aid concentrated on (1) 

equipping, training and financing the National Army, the first 

national institution of Free Vietnam, in order to enable the 

Government to extend its effective control throughout the country; 

(2) relief, rehabilitation and resettlement of the 660,000 refugees 

who fled from the North; (3) 'the maintenance of economic stability 

by financing commodities required to meet the needs of the people, 

to curb inflation, and to generate counterpart piasters for 

military, refugees and development costs; and (4) other objectives 

somewhat less urgent, such as the rehabilitation of public works, 

improvement of governmental services and reinvigoration of the 

farm econo~. The very large measure of success attained by the 

Government of Vietnam in solving all these problems with U. S. 

assistance is a matter of record. 

II. Major Accaselishments 

The National Army, with this substantial U. S. support. 

has helped the Government to pacify the country, protect the 

people from Conmunist intimidation ,md thus to establish the 

basis for order, stability and democratic government. 

Despite heavy budget expenditures for the military forces 

, and difficulties in fisoal policy and administration common to 

new governments, inflation, which m:Leht have caused serious publio 

unrest, bas been kept under control largel:y through the effects 

of a high level of imports finanoed primarily under the U. S. aid 

program. Thus, the cost of living for workers has risen less than 
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1$ percent in the past two years, and a wide variety of consumer 

goods, industrial ra:.v materials and capital equipment have been 

supplied to meet consumer needs and keep the economy working. 

The relief, rehabilita-r,ion and resettlement of 660,000 

refugees from Commlll1ist North 7ietnam, for ~lhich the U. S. pro

vided massive financial support and teclmical assistance, was one 

of the most drarnr.tic and successful h\llnan rescue and rehabilitation 

operations in modern history. The great majority of these are now 

in self-supporting occupations. The more than 4$,000 refugees 

reseUled in the Cai San area alone are producing crops on land 

which was an abandoned plain just, a year ago. 

Basic training institutions, such as the Na:cional Institute of 

Administration, the National Norrr~ School, Police Academy, the 

National Agricultural Training School, and nursing schools, have 

been established providing the mE:ans to develop and upgrade techni

cal and managerial skills in many fields of activity. 

In addition to specialized and vocational training, village 

schools have been built, war-dama.ged schools restored or rebuilt, 

and a mass education campaign haE: been undertaken to teach adults 

to read and write. 

Under the malaria eradication program, 3! million persons 

have been protected annually from the ravaGes of this disease. 

Hundreds of miles of roads have been repaired and many war

destroyed bridges and other pub1l.c works faciE ties reconstructed. 

All United States contractors, such as highway engineering and high

w~ construction companies, as part of their responsibilities will 

train Vietnamese in the technical. skills involved in such construction. 

Important irrigation works have been restored. Harbors and 

---_._-----_. __ . 
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canals have been dredgGS and air navigational facilities establishea. 

U. S. aid has greatly strengthened the Govel'lllllent's 

2Ainistry of Information, increasing its ability to reach the 

mass of the Vietnamese people and counteract Comnunist propaganda 

through the dissemination of Free World ideas. 

III. New Directions of U. S. Aid 

A. Problems 

In the sununer of 1956 it became evident that the Govern

menb of Vietnam ,lad won its battle for survival; that the more 

acute political and military problems had been sur:nounted and 

were under control; and that a begining had been made in the 

strengthening of government services. The national economy had 

begun to recover but many critical problE'JIls remained. The chief 

economic problems were these: 

1. Da:nage to P!&sical F~li ties - l,iajor repairs remained 

to be accomplished on highways, railways, waterways, irrigation 

systems, teleconrraunications and power facilities, destroyed. 

or badly run-down during the eight-year war. 

2. DisrSJtion of Rural Life -- Large areas abandoned by 

peasants driven off their land to seek shelter in overcrowded 

cities had become unproductive. :Rubber production on large 

plantations had held up, but rice exports which totalled more 

than a million tons before Wcrld Vlar II declined to virtually 

nothing in 1956. Traditional. landlord-tenant relationships 

were seriously disrupted and goverlllllent services were not 

effectively reaching the villages where 75 percent of the 

people 1:b1re. 
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3. Balance of Pa.ylllents Defioit •• - Though foreign paYJll8nts 

for goods and other servioes total a~.out $250 lIIillion, Free 

Vietn9JII has been earning only between $30 and $90 million of this 

amount, depending upon the prioe of l'wber and the volume of rioe 

e,xports. Virtually all manufaotured goods must be imported. 

Most of Vietnalll l • industries were loc:ated. in the Tonkin Delta 

and South Vietnam is jut beginning to develop its own industrie •• 

4. Budget Deficit -- Free Vietnam raises about $190 million 

in tax revenues, little more than suffioient to meet ordinary 

oivil expenditures. The remainder ill, sufficient to oover only 

a small part of the hea.,.,. oosts of supporting the 150,000-man 

Arllry and eoonomio rehabilitation and cievelopment. Thus, tax reft

nues cover less than 40 percent of the total costs of the Govern

ment and equal something less than 10 peroent of ita gross national 

product. 

5. Threat of Inflation -- Because of the high rate of public 

expenditures and the large blocks of foreign-owed liquid capital 

seeking repatriation, Vietnam continues to faoe the threat of 

price inflation and the consequent social and politioal unrest 

which could develop if this became serious. 

6. InTestment --Although reliable statistical data bearing 

directly on the question are lacking, an indication that net 

disinvestment may have been taking place in recent months is 

suggested by the depreciation of the piaster in free markets, 

beginning aboUt October 1, 1956, from, 80 to 125 to the dollar. 
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B. Ne. Program Emphasis 

Recognizing these far-reac)hing problems, the Vietnamlll8. 

Goverlllllent joined last sUllJller with U. S. aid officials in a 

fundlU12ntal and thorough-going reTiew of the U. S. aid prograll 

in an effort to determine how U. S. aid can best contribute to 

Vietnam's long-range progress. Thel joint objectiTe is the develop

mant of economic strength and independence to lIIatch tlw Govern

ment's political and social achievements. It was agreed that 

the U. S. should continue to finance neoessary' raw materials, 

capital goods and consUller items to maintain eeonemic stability 

and to provide essential countsrpart funds, with Vietnall assUlliing 

an incr.asing proportion of budget costs as its .conoM1 r.covers. 

Unavoidably about 2/3 of total counterpart fUnds will be us.d 

to support the National~. In addition, U. S. aid, emphasizing 

the follOwing activities, will make a maxiMum contribution to 

the solution of the most pressing problsms, 

1. Restoration of the agricultural econolll1. This will be 

accomplis_Ii through large land resettl-" and development 

projects, improTellent of rural credit facilities, dil'8rsification 

of crop., improvement of livestock and extension of health, 

ed_cation and farJI advisory s.rTices to the psasant villa •••• 

2. Tta rehabil1t.ation of public worka. Projects for thi. 

purpose include repair and improvement of higb.ways, railways, 

. va tervll1s, a:t.rfields and telecoDllllunications faciliti... For 

highway 1mprol'8llllnt, the largest of the •• proj.ots, an engineer. 

in, contract haa alread1 be.n let and a con.truction contraot 

--_._._--------
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is in the final stages of negotiation. Within the next five months, 
and other foreign 

several hundred American!technicians will be in Vietnam helping to 

restore and improve the highway system. To meet health and sanita-

tion needs in overcrowded Saigon, rehabilitation and expansion of 

the water distribution system will be undertaken. 

3. Industrial Development. Assistance will be given, pri

marily through private investors, in the development of light in

dustries to enable Free Vietnam to produce goods for internal 

oonsumption, thus reduoing its dependence en imported oOllllllodities. 

Funds and technioal assistanoe will also be provided to help Vietnam 

develop its ooal resources and modernize its power facilities. 

4. Technical Training. Professional, teohnical and admini ... · 

strative personnel will be trained i.n Vietnam and abroad in a" 

wide range of skills required for the development of the eoonoM7 

and the administration of public servioes. Assistance to elementary, 

secondary vooational and normal schools will be continued. 

In his Tet speeoh of January 31, 195 7, President Diem sUllllloned 

his oountry to a regime of austerity and sacrifice in order to 

speed national reoovery and aohieve economic independenoe. 

BIn order to reconstruct we must raise funds by taxes, 
internal and external loans. To win credit in order to 
be able tCL.get loans, we must li.ve in austerity, save our 
IlClllley and keep discipline. I fi.rmly believe that our 
people will be ready to make efforts so al to build. 
an econoM7 which will reflect our freedom and independence. 
we are determiDld not to let a~ political party or society 
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make private profits; we will continue the policy 
of developing human dignity and serving public interests. 
'The 'Government is determined to enforce discipline to 
obtain the same success in economy as in politics and 
the &rl1IY.-

This spirit will enable Vietnam to derive maxiJawn benefit from 

U. S. aid and the hasten the day when the country will become 

able to support itself out of its own resources without outside 

assistance. 

------------_._---------------




