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Draft - - | _' April 1, 1974 /

MEMORANDUM FOR THE DIRECTOR OF CENTRAL INTELLIGENCE*

SUBJECT : Implications of Different Economic Aid Levels
1 - for South Vietnam in FY 1975 ‘

. The Key Points

This memorandum projects three possible U.S. assistance levels
for South Vietnam in FY 1975 and assesses the impact of each on the
South Vietnamese economy.

- The Low Aid Option -~ $300 million in Commodity Import o
Program (CIP) aid and $50 million in development ald -- would /
be b continuation, in dollar terms, of the present assistance
level, Under this option -~

- South Vietnam's real imports in the first half of CY 1975
would be only about three-fourths as large as in the
first half of 1974,

- The present recession in'SQﬁth Vietnam would deepen.

- Real incomes, especially among the urban population,

would continue to decline, and inflation would remain a
serious problem. . o

-~ The Medium Option -~ $600 million in CIP aid and $50 million
in development ald -~ is the level of assistance which the
Administration presently plans to request from the Congress
for FY 1975. Under this option ~=-

- South Vietnam's real imports would remain essentially at
the present level from now through the first half of
CY 1975.

i

* ) ndum wae drafted jointly by the Central Intelligence
Zszzézezzgathe Bureau o? Intelligence and Research, Department
of State. It was reviewed and endorsqd by representatives of
these agencies}aﬁé the Defense Intelligence Agency, and fie.
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- The decline in South Vietnam's economic output could be
halted, but there would not be much of an upturn,

- Real incomes, among both the urban and agricultural
population, could be stabilized. Urban incomes, however,
would remain appreciably below those of 1970-1971.,

- The High Option -- $850 million in CIP aid and $50 million in
development aid -- is the level of assistance requested by the
US Mission in Saigon for FY 1975. Under this option —=-

- South Vietnam's real imports would increage appreciably
.from how through mid-1975. '

- The total economic output of South Vietnam could grow,
in real terms, as much as 5 percent in FY 1975, assuming
investoriconfidence and consumer demand were restored.

- Real incomes of all population groups would also increase,
though the 197051971 level could not be redched until 1976,

If the US objective is to put South Vietnam on a growth track
and move it well down the road to self-sufficiency, big ' "shots" of 7
assistance limited to the next two years or so will not do the job. '
‘To meet this objective, South Vietnam will need large-scale U,S,
2id until the 1980s,

There are two diametrically opposed schools of thought within
the intelligence community on the political implications of the
aid levels discussed above:

~ One school holds that even the Low Option would provide enolgh
aid to prevent unacceptable political risks from arising

regarding the survivability and reasonable effectiveness
of the GVN.

~ The other school believes that under the Low Option the GVN would
run an unacceptable risk of serious adverse political
reactions in FY 1975, which could both create instability
and weaken the control of the central government. This
school further believes that under the Medium Option there
would be some adverse political reaction, though the Thieu
government would probably be able to keep the 1id on the
sitvation. The High Option, this school believes, would
clearly strengthen the present government of South Vietnam,
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Discussion

_Backgrouhd: The South Vietnamese Economy and Recent Aid Levels

i. The large scale mobiiization\&&uﬁhfd%outh Vie tnamessswemns
SR whlch began in 1965 was carried out without a 51gn1flcant
_redﬁetlon mﬁﬂﬁﬁi consumption levels weasins because\.b;:g; in-
flows of US economic assistance filled the gap.A The US aid pro-
gram from 1965 through 1970 was aimed prlmarlly at contalnlng
the severe 1nf1atlonary problems that were the by-product of
huge government-def1c1ts necessary to finance military expendi-
tures. After the 1968 communist "Tet" offensive‘hadfﬁﬁamiﬁe
CEIIe:, however; the pacification program of the Government of
Vietnam (GVN) began to make steady progress and economlc condl-'
tlons~E£:%;i;;£éhiﬁarkt;é%%eff By the end of the-1960s, the pre-
occupation of the GVN -- and the US -- with stabilization less-
ened, _and a greater effort was devoted to fostering growth in
the South Vletnamese economy. Wlth 1mpor£é;a¥;nanced largely
by Us ai@x continuing at the high levels of the mid-1960s, the
South Vietnamese were able to channel more resources toward in-
Creasedloutput rather than current consumption. During 1969-
1970 GNP increased at en annual rate of some 4 percent in real

. ahq ed
terms, %&ﬁh/ggricultural output increagﬁmﬂrby about 10 percent

per year.
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2. In iate 1970, the GVN.(closely advised by the US) began
‘to undertake a series of reforms.designed to stimulate the private
sector and ultimately to end dependence on US economic assist-
ence.  The measures taken included interest rate reforms (esteb~
lishing interest rates higher than the rate of inflation), domestic '
baﬁking reforms to increase private saving,'adoption of a flex-
ible and realistic exchange rate policy to stlmulate exports, and,.
by 1ate 1971, a liberalization of 1mport procedures u:¥£;:ﬁ/%he

reiter InFleenee over Fie

market sy;f%ﬁ}te—éeéermang’gaiﬁﬁe—EEEJtype of goods to be imported.
The response to the reform measures was favorable; by the end

of 1971 the:South Vietnamese economy appeared on the Verge

——
of a new departure in recovery and development. Awﬁth continued “

foreign aid and the establishment of greater polltlcal and mlll—'f

S o RO S ""ﬁ

tary stablllty,f't was generally believed thatpvletnam s largely

t pRCSIE SU% T ST

untapped resource base could prov1de the basis of steady and

i reiatively rapid growthf

: 3. The 1972 Communist military offensive dashed these
optimistic predictions.ggeat—the—GVNfeconoﬁgj A Geoe recession
occurred as consumer demand dropped and investment came'to;a
virtual halt. Moreover,'military disruption and poor weather

combined to produce a shortfall in the 1972-1973 rice hervests.
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The>Vietnam settlement agreement of January 1973 did little

to remedy the situation. Consumer confidence was not restored,
foreign investors continued tolshow reluctance to make cémmit—_
ments, and kéy commodity shortages created upward pressure on
prices.

4. Coupled with these problemsﬁné:fg;eﬁ*a éteady, sigﬁifi—
cant decline since 1971 in real aid levels aﬁd a commensurate
reduction in real impérts. (See Figure 1.) _Indeed, in cén—
.stapt prices the volume of US aid fell by ahout one-third from

_\ég;gylo 1973, and South Vietnameée imports —-- égain in constaﬁt
prices -- diminished by 25 percent in the.same period. These.
declines are the resuit of the depreciation of the dollar (tb

_whiéh the piastef has remained tied) combined with sharp in-
creases in world prices. In 1973, for example, import prices
were on average some 35 percent higher than in 1972, while |
the actual volume of imports dropped by some 20 perdent. Al-
though £he government has méde every effort to reduce impoits
of nonéssential-consumef goods and to channel available fuﬁds
toﬁard investment; attempts to initiate regonstruction and
éteady'grQWthfhave been completely frustrated. iRising shares of
theICOuntrY's import bill have necessarily been diverted to meet

essential commodity shortages; the lack of funds for invest-

_.3...-
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Figure 1

South Vietnam: Estimated Imports and US Economic Aid
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ment has also wiped out most of the earlier progress in
strengthening the private sector of the economy ahd in reducing
the reliance on foreign capital. |

5. Thus, South Vietﬁam's economy has been in a se#ere
slump for two years. Theré has been very little investment,
consumer demand has diminished, and average real incomes have
'declinedQ |

The Present Situation ' -

6. The 1mpact of the slump has not been felt equally by
all economic sectors. The resultlng economic difficulties are
.concentrated in urban areas and among those w1th fixed incomes.
The stagnation Qf'ihdustrial production, rapid inflation, and
the sharp reduction in US military spending have hit fheée ‘
groups the hardest. |

- 7. Wages are failing to keep up with the rising cost of
/s _
living and bGhempasebienrsrews unemployment;¥an/1ncrea51ng Gov~—-
ernment employees, both civilian and military, who account for
more than one-fifth of the labor force; received a 25 percent
pay increase in 1973. Because of inflation, however, the real.
wages of c1v1l servants and military personnéffé%glonly about

two—thlrds what they were in early 1973. The wages of lower-
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level officials, enlisted men and junior officers sk now
barely cover a family's expenditures for food. For most wage
earners, rice purchases alone probably take more than half bf
their incone. Moonlighting and the employment of other family
members hélp, but jobs are.scarce. There have been some lay-
offs by Vietnamese manufacturers,'and the US government =--
which in 1969 directly employed some 150,000 Vietnamese and
prbbably indirectly provided work for an equal number‘~¥ k
‘continues to reduce the size of its establishment in South
Vietnam. Although no firm déta are available, as many as
lonendllionpeople,somels percent of the labor force, may now
-be unemployed in the country.

- 8. Agriculture remains relatively strong, recovering
from a disappointing year in 1972. Real incomes in farming
have probably increased SOmewhat over the past few years, and
there are preliminéfy indications that é record harvest is now
coming in. This growth is unlikely to contihue, héwever, unless
the sﬁpply'of fertilizers and fuels is inéreased and the prices
.ofvthese commodities are brought down. Recent increases in
rice production have been due almost entirely to the greater use

of high-yield varieties, more intensive application of chemical
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fertilizers, and increased mechanization. The retail price of
fertilizer has more than doubled over the past year, and the

- price of gasoline has tripled. Faced with these prices, some
farmers are reportedly reverting to»subsistence'agricuiture
ahd to the use of the traditional, lower-yielding varieties
of rice. These varieties are hardier and less dependent on
the Vagarles of weather, require less fertlllzer, and are
easier to cultivate without gasollne—burnlng machlnery.

9. If such a shift became w1despread farmers would
probably still be able to meet their own needs as well as
insulate themselves somewhat from external market forces. But
-prlvate merchants or government representatlves would find it
1ncrea51ngly difficult to purchase delta rice for shipment to

Saigon and other rice-deficit areas of the country. Further

increases 1n paddy prices would eventually brlng forth the needed

production response from farmers, but these prlces had already
nearly doubled in 1973 More price increases would either

further burden low- 1ncome urban famllles or, if the government
attempted to sub51dlze rice sales, put added strains on a gov-

ernment budget already showing a large deficit.

10. 1In the area of foreign trade, South Vietnam's outlook

is also cloudy. Despite a rapid growth of exports from a very
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small base, total earnings from this source are unlikely to
reach $100 million in calendar jear 1974. Aid from countries
other than the US (primarily Japan and France) will probably
shdw some increase, but in 1974 the total amount will still make
only a small dent in Vietnam's import requirements. South
Vietnam's imports in 1973 totaled some $765 million. Unléss
:impdrts are to decline catastrophically, the bulk of them.must
continue to_be financed by US aid. Moreover, since priﬁes for
'major-import items (fertilizer, fice, wheat, petroleum prdducts)
‘are_markedly highér now than'they wére a year ago, the same |
voiume of goods imported last year would cost about §$1 billion
in 1974.

Aid Alternatives and Economic Prospects Through Mid-1975

11. In the material that follows we have projected three
vl developmear=, .

pcssiblé Commodity Import Program (CIP)Yaid scenarios for FY 1975

and have attempted to assess the prospects for economic growth
in South Vietnam under each. The three scenarios are:

-- a low case, reflecting continuing appropriations 2
: . . gy o0
on approximately the same level as FY 1974: somé\ﬁaﬁﬂ/’F
y FLo it h o th Aevelopnme ag ae’ad.ff;
'million in CIP ai -

* The FY 1974 aid appropriation includes a basic $300 million
for CIP funding plus a $50 million development loan and a requested
supplemental appropriation of about $6§0 million. An additional
development loan of $60 million has also been requested for
FY 1974. FEven if the latter 18 authorized, however, it will
almost surely not be available during the few monthe remaining
in this fiscal year. It is assumed, therefore, that this-
request will, under each option, eventuate in a $50 million
development loan, $25 million used in the first half of FY 1975

and $25 million in the last half of FY 1975.
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- a medlum case, reflecting the Administration's request
@ﬁiﬁfﬁ }'.\7///!65 h dﬂr:’a,bh.mz“ d1d,
to Congress for FY 1975: some $600 million in CIP a1d¥ :

-- a high case, reflecting the request of the US Mission
| Wl Ap milhioy ih dewe/spnuiddd
in Saigon for FY 1975: some $850 million in CIP aldxﬂ“~*-~*

12. It should be borne in mind that external aid is only
one factor influencing the economic situetion‘of South Vietnam.
A 1aek of business confidence has ke?t private sector demand below
what it would be in a peaeeful, stable Vietnam. Since the
communisﬁ offensive of 1972 and the succession of austerity
measures necessary to cope with global and domestic inflation,
the private sector (partlcularly in 1ndustry and commerce) has
been reluctant to invest or plan business expansion. This
problem will not be solved by increased aid-levels alone, altheugh
'higher aid -- and the US commitment it would signify -~ would
cleafly affect the climate in which Vietnameée!and foreign
businessmen made their decisions.

13. It should also be borne in mlnd that the 1mpact of
FY 1975 aid levels will be affected by events in the last three
~ months of FY 1974 (April-June). If the present high rate of cIP
.licensing continues unabated, FY 1974 funds mey be depleted by
some time in May. If an.emergency supplemental appropriation

cannot be obtained, no further CIP funds could be used until
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next flscal year's appropriation became avallable, probably some-
time in July. The instability and uncertainty generated by even
a short CIP closure could in turn have a measurable effect in
depreesing South Vietnamese economic conditions in'rhe early
months of FY 1975. Speculation would elmoet certainly mount, as
many importers essumed that licensing through‘US aid funds would
not egain be available at levels comparable to the past. Although
_‘1mported goods would contlnue to flow into South Vietnam for |

ooarfd ¢ /tw/;
a while under previous orders, business confldence\egnii=bef———

< Ae Aa/uer/'cfi dﬁ?«—r&dﬁ -

| - 14. The GVN's flexibility in'dealing with a shortfall of
us import financing in May and June of this year ie limited by
its relatively weak foreign‘reserve position and by a virtual

' halt'in recent US piaster purchases. Declining US piaster needs,
combined w1th a rapid buildup in piaster holdlngs generated from |
‘last year's PL-480 program, may allow the US to meet its total
local currency requirements for the rest of CY 1974 without |
further purchases. Althoﬁgh GVN aollar earnings from US piaster
~ purchases have.deolined in recent years, they still amounted
to some $130 million-in CY 1973. | |

'_15.l The 1mpact of an immediate funding crisis arlslng

from the above factors is discussed under the Low Option case

below; although it could occur under any of the three scenarios,
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Figure 2
South Vietnam: Imports and US Aid*Under
Three Funding Alternatives for FY 1975
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it would have a significant impact on FY 1975 only under the
Low Aid option. | |

16. The three aid options and the projected import levels
tpey would support are summarized graphically in Figure 2.%

Low Aid dption

17. Under this scenario, world price increases would mean

a modest reduction in South Vietnam‘s real imports in CY 1974, and

a further reduction in the first half of CY 1975 (see Table I).
The_Commodlty Import Program }&gei;éaag development loans) would
provide ebout $350 million to South Vietnam for FY 1975. PL-480
funded imports would increase'coneiderably'because of higher
‘world rice prices and reliance on the program for stabilization

purposes. Piaster purchases by the US, however, would drop

significantly -- as they would under all three options -- through .

CY 1974 and the first half of CY 1975. South Vietnamese exports
would probably decrease gradually from a high polnt in the flrst

half ofEFE/i974 toward a stable level near $4-5 mllllon per month
Forsl half oF €Y 1573,

h The
\htmtgeaeﬁ&~oé—E¥—L9&5#’E§*§fSductlon suffers from rising costs

and the unavallablllty of capital for replacement and expansion.
_ toouyd '3
Invisible earnings (other than piaster purcha;egfrgiso grefilkely

to decllne through FY 1975 as the poor state of the economy fails

* See Annex I for a ctatement of the assumptzons whzcn underlie
all of the projections in this memorandum.

- 10 -
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TABLE I

FY 1975 Low Option Funding (CRA) -

Millions of US Dollars

l1st Half 2nd Half

Totél

1st Half
1973 1974 1974 1974 1975 FY 1975
Total Imports 766 492.,5 477.5 970 492.5 970
(1973 Prices) (766) (394) (329) (723) (300) (629)
Financing:
A, US 530 362.5 337.5 700 337.5 675
1. CIP (including DLF) . 258 225 175 400 175 350
a. POL (74} (76.5) (76.5) (153)
b. Fertilizer (50) (37.5) (37.5) {75)
¢. Other (134) (111} (61) (172)
2. PL-480 144 137.5 137.5 275 137.5 275
a. Rice (76) (80) (80} (160)
b. Other ‘(68) (57.5) (57.5) (115)
3. Piaster Purchases 128 0 25 4 25 25 50
B. Non-US Aid (including 50 40 60 100 100 60
-non-commercial import -
financing)
C. Commodity Exports 60 45 35 80 25 60
D. Net Invisibles 48 20 20 40 15 35
E. Decline in_Foreign 78 25 25 50 15 40
Reserves o
{Gold and Foreign Exchange, (154) (129) (104) (104) (89) (89)

End-Period)
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to attract foreign businessmen and toutists. Although limited
in its capacity to do so, the GVN would probably be forced to
draw its foreign exchange reserves down to the equivalent of
one month of imports at the end of FY 1975.

18. South Vietnam's projected imports for FY 1975 under
the Low Option would be less than two_thlrds the annual volume
of imports in 1970- 1971.. Consequently, as FY 1975 progresses
South Vietnam would be forced to shift increasingly to imports
for current consumptlon -- largely food and fuels -- and forego
many of the foreign 1nputs required for economic development.
.The_few capital goods imported would probably be for support of
<the agricultural sector, since the continuing business slump
would preclude many industrial imports.
| .19. The real import levels resulting from the Low Option
Would not provide the South Vietnamese economy: & basis for cien
Vodkeloe grovtigs -

] gro%EHX”‘énvestment would remain depressed and»a furtherr
real decrease in GNP would be likely; particularly if fuel,
fertilizer and transportation problems ih the agrioulturel sector
continue. Inflation would remain a serious problem, and there
would be continued declines in real 1ncome.

20. Under the Low Option, the South Vietnamese government
would be able to carry out a modest nominal inorease in salaries

for government workers and military personnel, but not one which

- 12 -
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would keep step with inflation. Moreover, the reduction of aid
arrivals would be sharper in the first half of CY i975 than in-
the last half of CY 1974, and this would deepen real income declines.
The result would be a further-perceptible deterioration in living
standards,,particularly in urban areas. The real incomes of most
urban families would probably fall tora level that woula‘cover
little ﬁore than a modest diet,‘limitéd clothing expenditures,
and shelter. Unemployment would also probably increase above .
present levels, as imported industriai inputs became scarcer'and
more'expensivé. | | |

21. The cost of imported Qoods-undér the Low Option would
almost inevitably continue upward, not 6nly because of'increasing
élobal prices but also because of government efforts to limit
imports. The GVN would almost.certainly impose more and higher
import taxes, for example, undér thé low funding scenario, and
these taxes would affect.the prices and availability boﬁh of
industrial importé and of those few non-food consumer impofts
now alloWed. | |

‘22. If the Low Option for FY 1975 were acqompanied by a

serious funding shortfall in the remaining-months of FY 1974,

1

the above problems would be magnifiédwE%é—weﬁéé—ariee—moxa—quiokéii

a
Moreover, even a short-term import crisis could havgxgerious
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impact on the living standards of particular groubs: “The natural
concentration on commodity imports under limited funding avail-
ebilities would be spurred by import speculation and a run on
licensing. Importers would attempt to take advantage of the
uncertainties by increasing both inventories ana prices of
imported goods.- Windfall profits, common in the late 1960s
but largely eliminated by the exchange and import tariff reforms
of 1970-1972, would probably become a problem again, causing
further income transfers to a small group of Saigon speculators.
23. A basic problem fac1ng the South Vietnamese govern- |
' fpould hive
ment under the Low Option is that the government ew admin-~
jistrative and financial tools left to'copeAwithvits economic
problems, particularly in the short ron. This was demonstrated
in 1973'wheo a series of emergency measures had little impact
‘exceptvfor_forcibly drawing rice reserve stocke out of the delta.
"Import controls —— including'increased taxes, outright bans, and
ratlonlng of specific commodltles -- as well as more direct
government intervention in rice marketlngz;eabaaetfxeshu#@éegl
and subsidies of various kinds -amé- for various groups, were all-
tried with little success. By early 1875, the GVN would be faced
with heavy pressures for further government controls -- more
stringent than those applled in CY 1973 and early CY 1974, but

probably no more effective.

-.14 -
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Medium Aid Option

| 24, The Medium Option would provide CIP‘and deveiopment

| loan aid of $650 million to Séuth Vietnam in FY 1975. Under this
option, capital inflows and GVN exchaﬁge earﬁings“through'FY 1975
should show a marked improvement in édmparisoh with the Low
Option (see Table'II)¢ In particuiar, a CIP of $600 million
(plus development loan financing of $50 million) should allow
imports in the first half of FY 1975 to increase somewhat more
vthah they would under the Low_Aid option, and prevent them'from
declining in the second halfrof FY 1975. Adeguate imports of
raw.materiai and capital goods, in turn, and a reasonably healthy
:business climate would support expanded.ekport'growth. Similarly,
invisible receipts could be exéected to improve. The competition
for imports between the agricultural and industrial sectors might
be greater under the Medium than under the Low.Option; and this
might_slow the growth of agricultural ouﬁput if imports of ferti-
lizers and pesticides, for example, diminished. The PL*@BO pro-—
grém would probably have to be maintainéd at a high level because
of continued high world rice prices, slow growth in the South
Vietnamese aéricultural éector, and Stabiiization requirements,
Under this opfion, South Vietnam would also have to draw on its
foreign exchange reserves during the fifst half of FY 1975, but by
the end of the fiscal year, total capital inflows would be such
that some improvement in reserves should occur.

- 15 -
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TABLE II

FY 1975 Medium Option Funding (600)

Millions of US Dollars

End-Period) .

(109)
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lst Half 2nd Half Total = 1lst Half
1973 1974 1974 1974 1975 FY 1975
Total Impoxrts 766 492.5 642.5 1,135 627.5 1,270
(1973 Prices) ‘ {766) (394) (443) (837) - (383) (826)
Financing:
A, US 530 362.5 487.5 850 487.5 975
1. CIP (including DLF) 258 225 325 550 325 650
a. POL , (74) (76.5)
b. Fertilizer (50) (37.5)
¢. Other (134 (111)
2. PL—-480 : 144 137.5 137.5 275 137.5 275
a. Rice - _ (76)  (80)
b. Other (68) (57.5)
3. Piaster Purchases 128 ] 25 25 25 50
B. Non-US Aid (including 50 40 60 00 100 160
non-commercial import
financing)
C. Commodity Exports 60 45 50 95 60 110
D. Net Invisibles 48 20 25 45 - 30 EE]
E. Change in Foreign Reserves = 78 25 20 45 -50 -30
(Gold and Foreign Exchange, ~(154)  (129) (109) (159) (159)

- 16 -
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25. The level of importé allowed under the Mediuﬁ Option
would still be such that food, fuel,'and other basic consumer _
items would account for most of the.total. There would be
little funding available for'mény types of consumer imports
normally found in countries at this stage of development; ‘More
impértant, little increase would be possible -- in real terms --
in raw material and capital importé. Investment would confihué
- at a léw rate and little reconstructién would take place. 'Soﬁe
real growth in the private sectdr probably.would occur, but it |
would come less from new investmen£ than from increased use |
of existing capacity as the economy reéovered frpm the stagnation
of 1972-1973. - | |

26. ‘The positive impact on living standards under-this
option would be limited in cy 1974, but the declines registered
in 1972-1973 should nevertheless be halted by the end.of the year.
Moreover, assuming that this level of:funding were accompanied
by a ébmmensurate recovery in domestic eéonomic activity, real
incomes would probably registér some gainé by mid-1975. 1In
" particular, salary increases for government Wo:kers and military
_persohnel could just about match domestic rates of inflation

: These Srowp
since early 1973, even though real incomes for\EhisﬁgfauPJ%%ﬁld

still remain below those of 1970-1971. Under the Medium Option,

- 17 -
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employment in the private sector should also increase modestly,
but industrial recovery\;;z¥ﬁ5e slowed by the higher cost and
scarcity of petroleum inputs, the effects ef which are likely
-to remain serious through FY 1975. Moreover, farm incemes,
which increased in 1971-1973, would probably level off ﬁnder
this option because of theAsharp jumps in fuel and fertilizer
'vcosts in late 1973. The govermment would probably attempt to
introduce regulatory measures to reduce the cost of these imported
agricultural inputs._'This would lessen the impact of rising
import prices, but agricultural growth would nevertheless be
slow.

27. In sum, under this level of funding, the GVN would
be able to allow somewhat more‘brivate sector initiative in
ecohomic activity than in 1973. Thfoﬁgh FY 1975, however,
there would be little scope for policy innovation or increased
government investment. Inflation would aee continue to be
a serious problem with few options open to the vaeﬁnment‘for
stemming it. Evep though real income declines could be halted
and perhaps reversed, the government would face continuing

((elemenls oF 7R popuiafrol s
though manageable pressures fromh . : ave seen no

significant improvemensﬁ in living standards for 3-4 years.
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High Aid Option

28. The ngh Option would provide CIP and development
loan aid of $900 million to South Vletnam 1\*fj75 (see Table 1III).
Likely tq offset this increase somewhat would be a decline in
PL-480 aid because of increased agricultural production within
South Vietnam. On the other hand, exports would grow rapidly
under the High Option because needed raw material and capital
'inputs would be available. 'InVisible receipts wouldralso benefit
- from the improved business climate and the future growth potential
of the economy. All theee fectors‘would cembine to slow the

rate of foreign exchange depletion durlng the first half of
d Swbsfantiy

FY 1975 and result 1B\§F’éfﬁiﬁgiﬁﬁ’of reserves in the last half

of the fiscal year. |

.29. In real terms, the volume of imports under the High
0ptien:would,still be slightly below the 197041971 average, but
it would be sufficient to support mederate economic growth.
_ Finencing would be available for an adequate level of industrial
and agrlcultural imports, in addltlon to basic consumer imports.

. dfnost e:&rf‘-&lﬂ{
The level of "luxury" imports pmelssisds wouldyTot increase because

Zah'ﬁh Wihg
SEI§EV€EHEEnt restrlctlons.

~30. The full amount of the High Option aid (and the
d /o st ‘
imports of $1.5 billion) probably could not be absorbed by the

GVN . economy during FY 1975. Importers would be hard-pressed in

- 19 -
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' TABLE IIT '

Total Imports

(1973 Prices)

) FPinancing:

CONFIDENTIAL

)

A. US
1. CIP (including DLF)
a. POL
b. Fertilizer
¢. Other
2. PL-480

a. Rice
b. Other

3. Piaster Purchases

B. Non-US Aid (including
non-commercial import
financing)

C. Commodity Exports

D. Net Invisibles

E. Change in Foreign
Reserves

(Gold and Foreign Exchange
End-Period)

~ FY 1975 High‘Option Funding (850).

Millions of US Dollars

Total -

) 1lst Half 2nd Half 1lst Half

1973 1974 1974 1974 1975  FY 1975
766 492.5 772.5 1,265 725 1,497.5

(766) (394) (533) 927) (742) - (975)
530 362.5 612.5 975 575 1,187.5
58 225 450 675 450 90
(74) (76.5)

(50)  (37.5)

(134) (111)

144 137.5 137.5 275 100 237.5
(76) (80) (80)  (160)

(68) (57.5) (57.5) (115)

128 9 25 25 25 30
50 40 60 100 100 160
60 45 60 105 75 135
48 20 30 30 30 80
18 25 10 33 -15 -65

(154) (129) (119) (119) (194) (194)
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our judgment to find demand for nonluxury imports at a higher

_ and develo wewt gid oIt , '
level than would result g?SH_3.Efﬁzg%—EBBEf’élak‘ﬁfffion.'-
Nevertheless, rapid short-term recovéry and growth could take
piaée if private sector confidence and . import demand were restored
bj US government approval of the High Option.r The key problem is
that of encouraging the private séctor to buy thé goods. Foreign
"assistance can pay for the dollar coét of impértéd commodities,
but ultimate sale must be financed by piaster expenditures. For
an agricultural economy like_that of Vietnam, the problem is
made more difficult because this sector does not respond qﬁickly
to monétary stimulation. Thus, if investor and consumer demand
were restored,'real growth in excess of 5 percent would be possible
with high aid funding. Although thére might be a temptation to
.encourage a much more aggressive role on the part of government
in productive investment, thié sort of development strategy, in
addition to working against the US preference for greater private
initiatives, would'require many mofe well-conceived and carefully-
planned projects than could be generated in this period. ' Even
with major reconstruction expenditufes, the full amount of a::éeggi/’

dad /zvbf@,bm.'ur‘ ik protrdm 4
CIp probaEly would not be spent by the end of FY 1975,

31. Assuming some @750 million were spent, however,
there would still be substantial improvement in private sector

employment and wage conditions, particularly in the last half of

- 21 -
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FY 1975. Moreover, government receipts under this option should
allow not only real wage increases for‘government employees and
militerybpersonnel but possibly also some ekpansion of government
employment in reconstructlon/development activities. If a
srgnlflcant portion of this aid a)eh%?nneled into projects, a
further increase in private sector employment could also result.
Even this level of aid, however, would not entirely insulate the
~average Vletnamese from the effects of global 1nflatlon, because
increased costs of consumer importsiggzgﬁge.ﬁunbhes.magnified
by the competition of industry for a greeter share of total
imports. Under the best of circumstances, with contiﬁued large-
‘scale foreign capital inflows accompanied by domestlc eipnomic.
recovery, the average llVlng standards of 1970- 197Iv$53 d kﬁﬁﬁhﬁl
not be reached again until 1976 or beyond.

32. The High Optlonfshould also allow the government to
retreat from its recent efforts to control economic activity
directlyt A relaxation of import controls would, for example,
allow a more ratiOnal and responsiye distribution of available
financing. To a greater'degree than in the Medium Option, this
o N Felenlion ¥ :
option would also permit.%e—eééereuooamaéntaéﬁ’the 1971-1972
interest rate reforms whlch have encouraged the private sector,

ﬁéf%gg price adjustments necessary to keep the Vletnamese economy
in tune with changing global economic conditions. Even the High
Option, however, probably would not solve Vietnam's problem of
| ~ 22 -
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domestic inflation during the period under review, .as increasing
import costs rather than excess demand will remain the major
fabtor. Nevertheless, this option does provide the basis for
more optimistic predictions for real growth and stabilization
beyond FY 1975, assuming that continued foreign capital inflows
ére forthcoming. Moreover, the increase of real resources avail-
able to the economy woﬁld allow the government to attem?t income
redistribution measures with less likelihood of absolute income
declines among particular popﬁlation or economic groups.

Implications for Future Growth and Aid Requirements

33. Overall aid requirements for moderate growth -- or the
US share of them -- will not decline significantly during the
next five years. That is, given the low base from which South

Vietnam begins, the attainment of stiady economic growth will

Fesw(t Q}m'fcae Zo féb Haeel” 7‘-000 yedrs oF fo,
not\aﬁise/gfonleﬁnrﬂms—éue big "shots™ of capitaix/’Nokgountry

. Asia) .
. in circumstances similar to those of South Vietnam today has ever -

cdme close both to sustaining gfowth and tolcovering its trade
defiéi£ through exports and "normal" capital inflows in less than
15 Years;

.34. Unless South Vietnam.continues to receive -- for the-rest
of this decade at least -- annual foreign capital inflows similar

to those at present (in constant prices), it will not have moved

- 23 -
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significantly beyond the living standards and real income levels
that obtained when the US began its massive military and economic
éid in the mid-1960s. So much has taken place in the global and
domestic economies since mobilization shifted large nuﬁbers‘of
the best workers’inﬁo the armed forceglthat prospects fqr accel-
erating the pace of recovery or shorténing the period of "ciafnt"
status for South Vietnam are not good. If the US objectiéé}%gj
to put South Vietnam on a growth traék‘and move it well down the
: Will be Impoiciéfe 7or : to
road to self-sufficiency, it\§s—aa%§keiy—%hat’§33EEfVietnam‘wéé&f
~move out of a leading position among US aid recipients until |
the 198055 The only development which conceivably could shorten

this +&we period appreciably would be major oil discoveries in

areas under South Vietnamese control, Ml The impmedilte

.ﬁxfb/ao'f«l‘t(‘al. 074 Luel do';':ovzr;a:,
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The Political Factor

35. In Vietnam as in the rest of the world, it is impossible
to define precisely the relationship between economics and polities.
Nor is it possible to identify that point at which a nation with
growing economic problems starts to experience serious political
instability. In the case of South Vietnam, there are two diametrically
opposed schools of thought within the intelligence community on
the political implications of the economic aid levels discussed

in this memorandum. The arguments of these two schools are

presented below.

SCHOQL A: This school holds that even the Low Option would;provide
enough aid to give reasonable' assurance of political
stability in South Vietnam, and to prevent the Communists

from gaining an advantage in the continuing political
strugele with the GVN,

y
36. /Analysts who Support the School A case argue as follows:

A. South Vietnam‘is in many ways relatively well
wes} equipped to face substantial economic dislocation
without political breakdown. South Vietnam has with-
stood intense military, political and economic
pressures in the past. There is no sign that Thieu's
tight control and political strength is weakening and

no particular reason to question his ability to handle

any political repercussions with his usual skillful

blend of political finesse and, where necessary, tough
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security measures. It seems unlikely that even the
economic conditions projected under the low case option--
the continuance of the present level of US assistance--~
would pose unacceptable political risks regarding sur-
vivibility and reasonable effectiveness of the GVN.
iB_The increésed assistance assumed by the medium and

high case options would of course further reduce the

possibility of serious political unrest and would further
improve the relative position of the GVN vis-a-vis the
North Vietnamese Communists.

C.. South Vieﬁnam's current economic problems are not
new. The country has been in a recession since shortly
after the start of the Communist Easter Offensive in
March 1972. During this economic slump, the goverhment
has steadily increased its involvement in regulating
the economy to help check the worsening-situation. It
has regularly informed the public that the economic road
ahead will become rougher. President Thieu also has
stated repeatedly that Saigon must work at solving its
growing domestic economic problems.with lesser amounts
of US assistance.

j).There has been almost no indication that such bleak
forecasts and repeated calls for belt tightening have
triggered serious popular dissatisfaction with the
government, and there has been nothing approaching
panic by the people over the prospect of even darker

days ahead. While all sectors of society have expressed

HRProVEd K ReTERe 2h08IBR77 T IR RBBBoBD TasB OB Tadbr 5 Eon
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the prevailing attitude has been one of acceptance, if
only for want of a feasible alternative. The South
Vietnamese population generally recognizes that con-
ditions and prospects in Communist-controlled areas axe
even more bleak and unacceptable.

EiAny economically-derived political tensions would
likely originate from one or a combination of three
major groups: the military, Buddhists, and labor. The
military is the most capable of challengihg Thieu's
authority. It is highly unlikely, however, that it
would do so for fear of losing all forms of US assis-
tance and support. Military officers would be quite
hesitant to move against Thieu unless they were certain
that the US wanted a changeover and would support it.
In any event, there are now no signs of unease within
the military over economic problems and Thieu is using
promotions to ensure the loyalty of his senior officers.

[~ A more realistic concern is the likely effect of
worsening economic conditions on ARVN effectiveness.

As belts are further tightened within ARVN the familiar
problems of curruption and moonlighting are bound to
intensify, as they are in other government services.
This will probably take some toll in morale and it

may contribute to a perceptible decline in combat

effectiveness, but it is unlikely to result in a
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SUbstantially adverse shift in the existing military
balance in the South. As long as US military assistance
is not diminished, as long as South Vietnam faces an'
immediate military threat from the north and as long

as the GVN is controlled by President Thieu and the
military, ARVN is almost certain to remain a relatively
privileged organization. ARVN rank and file have

little incentive to desert or to transfer their loyal-
ties to the other side because of their comparatively
advantaged position.

Gaime Buddhists have traditionally dealt with political
rather than economic issues. They have some potential
for fomenting local unrest but factionalism and other
problems probably would prevent theﬁ from rallying
any widespread antigovernment support. The Buddhists,
in fact, might serve as a stabilizing rather ‘than a dis-
ruptive force. They are strongly anti-Communist and
thus might view any political exploitéfion of economic
hardships as ultimately serving Communisﬁ ends.

/£0rganized labor is potentially the most volatile
of the three groups. The workers are already.bearing
the brunt of South Vietnam's high unemployment and
inflation. Historically,however, labor has tended to

support the central government. Such support is likely

/
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to continue and may even be reinforced by the same
considerations that militate against political
agitation by the military and by the Buddhists--the need
to maintain US support and the lack of an acceptable
alternative. While labor leaders can be expected to
encourage local prétests to publiqize shortages on
perceived regional discrimination, they have the
capability to keep such démonstrations under control.
Consequently, the Thieu government is hot likely to face
a nationwide challenge from organized labor.

jﬁ Hanoi's perception of the GVN's economic situation
céuld be more significant than the actual domestic
reaction to worsening conditions. Tﬁe North Vietnamese
are-clearly alert to Saigon's economic problems. COSVN
_.has in fact warned its cadre to be ready for "sudden
developments"” arising out of the economic situation
that may present an opportunity to "destroy the enemy."
Just as clearly, however, the economic situation is
only one factor--and not the most important one--that
Hanoi must consider in determining its strategy in the
southern struggle.

Jf'Through the end of PY 1975 the South Vieinamese

economic situation seems unlikely by itself to present
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Hanoi with many easily exploitable opportunities. The
Communists currently lack the assets either to exacerbate
any economic troubles or to turn them to their direct
political advantage. Basically they must wait until
economic difficilties have sapped the strength of the
Saigon regime and made.the South Vietnamese populace
more receptive to Communist pressures and blandishments.
At this point (other considerations being favorable)
they might move, through some combination of military
and political action, to take advantage of Saigon's
economic troubles. But economic deterioration of

the sort that might provide such openings is not likely

to occur in the next year or so.

SCHOOL B: This school holds that under the Low Option the GVN
would run an unaccepmable risk of serious adverse
political reactions in FY 1225 “These reactions . reactions could
cause instability, weaken the control of the central
government, and encourage Hanol to advance its timetable
for another large-scale military offensive in the south.
Even under the Medium Option there would be some risk

of such developments.

37. Analysts who support the School B case argue as follows:

A. The present government in South Vietnam has enjoyed a high

degree of political stability since the late 1_960'3._;’ It has also
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established a relatively effective administration from Saigoh down

to the village and hamlet and has been succesiful at erod1ng Commun1st
) == dh %er ap3 d Lrge papt--,
potitical control in the countryside. k;;ﬁzﬁ?_t Vs p011t1ca

Aowever,
achievement%Lupeuha;s—#ﬁﬁ%ﬁunhaa*ge-puﬂ¥é3must be attr1buted to the

economic stability of the period and the economic opportunities
enjoyed by a rather large segment of the population. This in turn
wgs made possible by regular 1afge doses of US assistance over the years,
South Vietnamese society has undergone a significant transformat1on in
the last decade. The dramatic shift in populatfon from rural tourban
areas has created a new situation {n which it is very difficult to judge
the impact of economic privation. Belt tightening, the traditional
Vietnamese reaction to hardship, may have new 1imits under these
circumstances. ' o

ZB,In the past two years the economic situation has begun to deteriorate,
and South Vietnamese society has experienced a rather severe decline in |
Hving standards. Those hardest hit have been urban residents and those
‘1iving on fixed salaries, mainiy the military and civil service. Thus

far there has been 11ttle overt political reaction, and President Thieu's

-3 -
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control of the‘po1it1cal scene remains intact. However, virtually all
Vietnamese government officiéIs,start1ng with President Thiey appear

to be greatly concerned about the economic situation and the potential
political dangers. The Communists also appear to be counting strongly

- on the possibility that economic problems will weaken the GVN.

C. Short Term Imgﬂications of the Tow Option: Under the Low

Ald Option, it is likely that in FY 1975 the GVN would start fo face serious

political reactions. The reactions might take several forms, each of
which would have the effect of weakening central government control and
creating political instability:

-= With continuing inflation and rising unemployment, unrest

in the hard hit urban areas, espéc1a31y‘jn the cities in Central
Yietnam, 15_11ké1y to increase. There is a significant possibility
of strikes by organized labor and of demonstrations led by veteran

" groups and veligious and political oréanizaﬁ1ons in Central Vietnam
and Saigon. . '
--.The-morale and combat efficiency of ARVN will decline. All
military commanders admit that this problem is significant, although
it has yet to have a debilitating impact. It 1s impossible to
predict if there is a critical point at which a breakdown 1n combat
effectiveness will occur,and it is likely that ARVN will continue
to fight if its back.is to the wall. RVNAF's capability to protect
ﬁura1 areas and to conduct offensive éndicounter-offensive operations,

however, could bhe seriously reduced.

-32 -
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== Corruption 1s likely to become a serious political problem
for the GYN. Saigon will almost certainly iustitute more government
controls which will result in a growing black market and widespread

A1legal payoffs. The GVN will not be able to increase civilian
and military salaries adequately to keep pacé with inflation; the
resulting decline in real wages will result in.more corruption.

- Thera have recent]y been an increasing number of reports of !
'troops selling their equipment and in some instances even selling
ammunition to the other side. Thére_are also increasing incidents,
especially in MR I, of arﬁed'robbery by ARVN troops. Continued
corruption could begin to {mpact serfously upon the morale and
combat efficiency of ARVN,
== Declining militahy and civil service morale and growing corruption
will adversly affect the implementation of GVN prograws at a?f
levels. | '

-= There is 1ikely to be increasing critiéism of GVN economic
policies and further cabinet changes in the economic ministries,
producing a loss of confidence and uncertain policy direction.

=~ The Communists could make some psychologically important
political gains by taking advantage of GVN vulnerabilities.
Recruitment_of Communist sympathisers in the cities and rebuilding .
of the rural infrastructure might be easier, and Increasing numbers

of South Vietnamese might opt for a neutral stance,
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D. Hanoi's Reaction: The North Vietnamese are counting on Saigon

having major economic problems this year. They are certain to exploit the
subversive

situation in some form., Communist cadre will step quities if

there is rural economic dislocation and urban disorder. Indications that the

GVN was seriously weakened by economic and political problems could

' dttackys
encourage Hanol to advance its timetable for military\bébacheﬁﬁ:

the south.

E. Long Term Implications: While the Thieu government will
probably survive the political consefjuences of the adverse economic

situation in F?&?ﬁ a low lavel i

of aid could set in motion a process which ultimately might threaten

the existence of the government. Such a prbcess may be dffficult‘to

reverse even with increased US assistance in FY 76. |
F. The South Vietn;mese police and rank-and-file military men, who

will be called upon to control demonstrations, strikes, and rioting, are

some of.the”péop]e,who have been hit hardest by economic problems.

 The situation would become critical for the GVN 1F elements of the

police and army were to participate in demonstrations and strikes or

to engage in their own organized protest measures. Incidents of -police

and military fnvolvemenf in ¢ivil disorder occurred 1In thé mid 1960's

1n South Vietnam most notably fn MR I in 1966. There would be Tittle

the Thieu government could do to Tessen the economic plight of these

°

groups.
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G.\ Any real domestic challenge to Thieu's position would probably
come from his major political base ~- the military. While there are no

signs of unrest in the militany at this time, the political

; * “'-- +end developments outlined above.
could dur1ng FQ}%&’/;eate dissension within the officer corps. Middle
~ grade officers, caught between the declining morale and discipline
. of their men and the unabated corruption and jneffective performahce
of senior ARVN officers.and poIHticans, could pose a serious threat to
‘the present goverument. A "Colonels’ coup,” designed to establish an
: austere, di§c1p11ned. nationalistic South Vieinam prepared to continue

the struggle against the Communists, seems unlikely now, but after ¢

A period of severe economic dislocation it could become a serious

posstbilfty. | |

H, Ihe Medium and High Assistance Options: Under the High £id

Option, it is unlikely that there would be any major political
'Eg;*ﬂtrqﬂiéﬂﬂfpe4*%#eé§‘consequeﬁées; There might be a period of
several months before the impact of the h1gh Tevel would be felt.
During this initial period there could be winor political probiems.
but the GVN would certainly be able to arrest these before they became

E serious,

I. Under the Medium Aid Option, the consequences would be more

difficult to assess. There would be continued economic stagnation

pvbiyy at this Tevel which would |
be a major problem for GVN policy makers. While there would probably %
\

. be political reaction, the Thieu government would probably be able to

’-
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ANNEX Z

The following assumptions'underlie all of the economic

projections which are made in this memorandum.

The security situation will remain the same (no'mérked ,
improvément over conditions prevailing.sinée the cease-
fire agreement in January 1973).

No demobilizétion of the GVN armed forces will occur.
The 1974—1975_ﬁarvest will be.at leas£ as good as
1973—1924, and therefore PL-480 requirements will not
increase significantly in real terms.

There Wili be no change in the distribution of population
(no significant outfloﬁ from urban to rural areas)..
Impdrt_prices wiil rise by'35_percent-in dolilar terms
dﬁring CY 1974 and by_lo percent duriné the first half
of 1975. |
Inflows from third-country aid will not exceed an annual
iate of $100 million in CY 1974 and $200 million in

cY 19]5, slightly less than half of which will be avail-

able for general' imports -- i.e., not earmarked for

specific projects.
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e:(ctﬁf- wuneler the High 0#2"!#:.)
The private sectgzﬁaszigctually useAthe available

aid; i.e., South Vietnamese businessmen will overcome
their own uncertainties and will use available capital.

Otherwise the economic situation under any of the

‘postulated scenarios would be bleaker than described

herein. | ‘

The aid pipeline (the unutilized porﬁion of past funding)
will not change significantly during the pefiod.

The tlmlng of aid for 1mport flnan01ng will c01nc1de
directly with the period for which the aid is |

authorized.
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