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CeRfieel'ltial 
N11 1'll1°aip11 JJi.~·'""' 

Th~ Economic Situntion 
Ill South Victnmn• 

May 1974 

..

SUMMARY 

Largely lwcauso of rising food i.:o:ilS, price'.'! m South Vietnam con.tinuecl ro 
edge upwMd this month. although more slowly than earlil~r in the year.. 

In contrast to tlw fir:lt quarlC'·f or 1974. So11!h Vktn;p11's ror~ign L'XC!rnnge 
position i inproved ~omewha t in April as :i resu It of an uncxpcckd in flow of 1)rivu k 
shorr.-Jen · ic:1riral :111d the recovery of US piaster purchase:;. Slackening impnn 
licensing 11 the same pc rio<l lc:ss1.:ncd somcwha t the bh·\ak ou llook for reserves in 
coming 1 onrlls. ·' . 

Al th• lUgli sharply i1]t.:rcasell prices for key imports have spurred several 
irnport-Sl! ~sritut·e inctw;tries, overall rn:rnufacturing Olltpllt has ralkn to about tilt.: f 
1969 lev· I. With foliing, rcill incomes. tighl credit conditioni;:, :ind gowrnment 
llll\l~\11\:s to redun: i~npons. r llere is little likelihood or an ind11sti:ial )\;viva! i11 
llw w.:ar ·ulurc. 

A fl'. rilizer shortage will acid to South Vietnam's trade problems and· may 
reduce ric1: production. 

Note: 'comments and queries rcgun.ling Lhis report an:. wckomcd. They may l)L' 

Jin:ct..::d to I..._______.I or' die orrice or Econolhic Research, Cod(• 14:1, 

Exrcnsioll <i71(1. 

Withheld under statutory authority of the 
Central Intelligence Agency Act of 1949 (50 
U .S.C., section 3507) 

Eoilfido11tial May 1~74 
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-,.,~·. . . .. : .. · · DISCUSSION 	
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. ,·, ' y. 

Mar~ct Conditi~ng l .. 

'. 	

',. .· I.·::· Th~oush n~id-.May; pricos'•;continued to edJ,,re ·Up\\tard, although"at··a
!':·::soincwhat ilowl:'r pace' than in curly.1974; For. the fou.r weeks ending on.13 May
· .' thl.l Saigon pricu. indl;li ·rose ·2.4%· to' reach·~· level 26% above th" sturt 

wen:: off slightly early Muy' \Vitii..the · holid3ys for 
of tiv;"yi:ar::.-=

' Markets in Bm.Jdha1s · birtlulay,
~ut prices moved up. again· 1atcr on.- Food was the -principal .source or contini.1itig
·inflation~ with priCes· 'or meat, pqultiy; anq :fish up sharply~"A . .'19% increas~ ·in
the official . price . of cunned milk in the we:ek 9-15 May also· maq# asigqificant
impact. Ri~ prices· remained. relatively stable, but reflected a slight seasonal up~ard

·movemenL,Consumers have· ·atr~ady felt. the price boosts" for .. imported. ricei

>,.·peirol~um'products,·and other, key commodities, but the main indirect impac~.or
higher '_i~pott pfi~s'. of productic,m inputs. such as cbemicals is yet to . come.2·-~.>

~ . . . . . . . ... . 	
·'· ... 

. . 2: : Gold· m1d .. iHegaL~um:ncy mark~t;··were relatively. in.activ~ this month
The ·price· of. black 1narket 

was·. raised· to 
dollars. remained at or bdow the official .·exchange ·rate~,'

-~·which. ~20 piasters per US $1 in ·1ate April."· Gold prices declined
.:sJightly';"'&rU,i 3': May.gold sold for $ i 49 per. troy ounce, down abouL$4 per ounce
froffi:.a: ini'.>nth earlier. . .. - . .. .. . .·

)~::·/:·;~;~;:\:}~)·~·~·.-~;~~:~:~ :: • • 	 • t .!' • • 	 ••' • :~"<-
FOi-e.ign.:· ExChilnge Re~erves :J.nd Import~ LiCensing 

 :· ''·". ·::~.~ -~~~~~":.~~-~~; .•.. ,_ • • • • . ~. ';_ :.;/ -~ •.-: >,.,; .... . .. 

·. 3~::'." So.uth; Vi~tnam's foreign exchange.position.improveg/~omewhat'di.trit1g·
April, re:vcrsing · the~.trcm.l ·of· thl! first quarter. Dollar and gofr.r reserves rose by
 nearly $10 milliqn';: bringing holdings lo $124 million, compared 'with $154.inillion
at the end oF 197~3, One apparent factor. leading· to the increas~ was a rise in
inflows of· private-. .short-term :capital.3 Another f:;i.ctor was $11 -.milliori .'in US
purchases· of· piasters from. the Natiomll .Bank. These· purchases had· dropped

	dramatically in previous JllOnt.l:).s,:totaling·pnly 
year. . . · ".· : · ·, , . 

$4.6 
. 

million 
. 

in 
· 

the first 
. . 

three 
· 

months
of the :~ · ·. ·. _;;

... '

~/;. 4: ':·The capital· h:flow is believed to reflect mainly the .repatriation of funds
by· businessmen· who am feeliqg ·the. squeeze of exceedingly tight monetary and
credit conditio!ls.4 Since last fall the has government encouraged holders of foreign

,. 	 - ! . 
. 

J. 

. ' 

1. Charts showing major economi.: indicators and the government budget· follow the text. 
2. During the year ending in mid-April,· tl1c imported commodity price index rose 93%, compared to 79%
for Suig<m relall prices. The cllrnp<1mbl~· figures for the period fonu;iry to mid·Aprlf were 15% and 23W1
respectively. Because rnughly half uf thll highur priced imports of 1973 were producers' goods, however
their imP'.u:t un retail prices m:turally lagged the· movements in the import price index. · 

3. Payments transactions that. :ire· effectively shorl•tcrm capital. movements uppear scattere} throughout the

 current and capital accounts reported by the South Vietnamese. In. the compacted accounting available a
irregular intervals through the year, many of them arc subsumed under the heading "invisibles," whi~h covers
a vari~tY of rei:cipts of 'unknown ori!lin. . 
4. Another sourci: of sudden inflows has been Communist purchases of Vietnamese piasters for loca
procun:mcnt requirements. There i.~ no indication, ho"Yever,. that such purchases played a role in th~

 uncxP"clil<lly la~gc receipts <)f the National Bank last month. 

{

2·.. 
Cc'"fielent!al 

http:impac~.or
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currencies, ~cgurdlcss qf" th~ legality of th~ir source,' to..makc\~ch~~ges .th~~ugh ..._:~:..
official chani1els with the as~urance tllere. would be no legal action taken. Moreover, . ··: 
repeated. devaluations of t~e. piaster, coupled i.yith tight credit «cond{tions, have ;·- ·

 prevented a black market premium for dollars and have· induced use. of the banking . ; ·
system to dispose· <?f hard currency .. .. · .: , . 	 : · ·..~ ".~ · · · · .... ~: ·4

.. - ~ " . . 
·.;'·.' 

5. · Another recent . 
.' 

development th.at may .a~·gu;· some~hat less pressur~ on· . »·. 
South Yfotnam's. slitl1 reserves in corning months is· the recent decline in import ..
liccnsi.ng: Related to both specific government 'measures t<;} ·curb demand5. and the 

 continuing business· recession', this pattern deepened· considernbly in April. We~kly · 
import licensing rates for gQo.ds financed under the 1-!.S C~mmercial Import Program 
(excluding petroleum products and fertilizer) averaged just under $2 million, down 

 from about $5 million per week during the Jan~ary-March pepod. Simila~ly, Jhe. ";.:.
weekly !}verage of orders for. goods financed by government s~urces :declined in ... '. .: 
 Ap'ril ·an(ji tho .fil"Sr two weeks in May to· about $3 rililliort', down from some $4:5 · .,· 

· millior1 during J~muury-March and $6 rnillion du,ring J973,.':" ,.' . · " . . .

6. · Althougi1' the:: .Ap·A~ .: ~~rf~rmam.-:e· ·r~lieve.s .;o~e··~f t;1i.. ~cu!e )r~ss~1re' oi1 · · ·· 
South Vietnamese.. officials to devise. ways to cope with international payments · ._: 

' problems,. it provid~s· little encouragement for ·~n early recovei:y from the recessi.ori 
· that hasn:ilagued the econpmy for th~ past two years. With· commodity" ·stocks 
 stiil low'·<Jnd iqdustry operating substantially below capacity·~ imports will de·arly 

 have, to _rise sharply for any res~rgence~· . . :··:·>. , . . . .·. 
. • :-r· :. ~ ·:... .-: ~·· . . ... ··. 

'w' ··,·~·· .. 

. Industrial Conditions 	 . .... .
-: 

... : : 
·: .,_ ':. ); 	 . ' ... 

.
" 

... ,• . . ' ,) ~ ~ 	

. 7. · Manufacturing. q.qtput has sagged since :j 972. iargely' _because o( slack . 
'"consumer demand for less·essen'tial goods and, 'particularly over the past year, 

shortages.and high~r costs e>f ir~ported raw-materials.The limited available evide~ce 
•suggests' that production had>picked up somewhat toward the end of 1973 but 	
:«was· stili'only: at ·about I969 levels., ..There are no signs of further revival .so far . 
 	 in 1974;. with. falling real incomes," gov.ernmcnt measures· to reduce imports, and 

tight credit 
•• 	

conditions; 
f 

the overall outlook 
... . .. . 	

• 

for 
• 

industry is 
! 
not good. 

·" ~ , / 

8. · ·. The i~i>act 
' 

of the continuing' recession has ~en uneven. By lute. :1973 
and 	early 1974, there. were· a few bright spots ·in textiles and ceme"nt, although 
evc11 these ·were well below pre-l 972 output levels. Other industries suffernd 
particularly sharp declines and have since shown virtually no recovery; These include 
soft drinks, tobacco, glass bottle rnanufactur1ng, sugar processin1£, and ~onstruction 	
activity. 	



L

,. 	 5. These measure5 ~e d.escribed in ER IR. 74-S, The Economic Sl(uatl'on In South Vietnam, February H>74, . 
CONFIDENTIAL/NO FOREIGN DISSEM. 
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· . 9. Sharply increased ·pric_es ror. key ,i~pq~s have" fed, nonet!J.eless~;. to)~!!

expansion~ erncrgenc'~; or· reap'peiiruncc of scvefiil domestic. industries ·prod\icins
s11bstitutes: M_osc · ryp~~bly, cb.arcoa('pr9dui;,tion. reportedly .flad: ~inci::l. suclJ
momentum in· recent riloiiths ~h~t :the.'i\'larke~.became gluttep. and price~ dropp~d
QY as much ;,is 50% sinct! the· start of the y~ar. Over the· same pei:iod, ~e.rosei1e
consumption is estimated ·to huh~ .dttclined by 80%. 'Another» outgrowtli ·af high
import costs is :iCCO in th~ papc~ industry, w'1.cr". it hm'\ :11~w l?eco~10· ecoilomicul
to use domestic raw materials rather than imported wooCi pulp. :As a .result, .the
two stat1:-Qwncd pupcr m:Uli1facturors buw~ ba'gun puipl.ns'rice stn~w,:uid pihe logi:
Other developments in. iinport-:mb.stifution, industries include '.a. proliforntiof.l .of
bicycle manufoc:tL\rers; in~reasing collectiort: anp recyc'um(of', Ju bric.a ting oils; ant
government encourag~mcnt for small,·· artisan. sugarci:me-proccssing ·..~s~ilities. · 

For~.$ F.i~· Ti~i -~~rtil~r Market ',: •· :C .:"_·) .'.f ,, .· ;.
)~, ~~;Id ;llo\'tllges 31;d h~n:.r ~,;.;.;; ~f fenili~Or ~;I h~J~~~ .;,Jou• im~ac;>ci~ S~uth Victn~mcsc 'imports; and 'co.u!d w~ll affect dome$.tic riii~J~o.d~ctipn. i..~st

year, South Vietnam iniporte<l: .s~µtc 450,000 · metric, tqns pf -fertilizer· at a .9.o~
of S50 millton-$60 million,.. ~lll financed under the' US Cofi1mercial lmpqrt-Pr~gram
With recent price ;·bids: for delivery of urea. at abo4,t ,$380 "a ton'_'compared with
$150 last ye~r -·ffiafching last ye¥'~ fertiliz~r .importk wo'.uld cosf.,an.additionul1
$75 mill~~n:~ 1~~. m~:ll~~n. S~uth ~i.etnam will ~: u~arle :to ac~.iev~ :s~~:~. ~. ~argt;~-

i'L ·Redt;·c~d. ~or~ign aid and the· tight exchang~ re~erve~ sit~1.~t~~n 'limit 'the
ex.tent to which· Sou~h Vietnam. can deal· with. the fertiliz~~ problem. The Unit~d
States will finance substa1itially, '1ess fertili~er this year ttlim last.:. The total US
.·purchase af .fertilizer _for aid dis~i~ution to LDCs wil! pr<?bably amount t~ abo9.t
350,000 tons, of which only 50,000-100,000 tons w'ould go to South Vietnam
;·For South Vietn~m to obt3in. the 'same· quantity as l~st year would ·require•la~ge
disbursements from . its o~n ·roreign .exchange holdi~gs,' :which ~e already nea
record lows; While other foreign spending .could be reduced. there is. little room
to tri:qi imp~~ts .without rcd.ucing do~estic .availabHitie~ of key raw materials, food
aud other ·essential 'cominoditi~s. · 

12. · 'fherc. arc some indications that large fertilizer sto.ckpiles in-com)try could
substantially cushion the impact of reduced imports,· buf there is. considerable
disagreement~c of these stocks.· Estimates range from 120,000 to 350,000
tons. ~vith thc~wcr en~ of the r?nge ~cing more li~cly. Even. these fig~res are
deceptive, however~-ror-the forms m which the stocks an; held. v;ary con:~1derably
and in ways that significantly affect whether they vJ.~u .be drawn 'into· use thi

_yt:ar. Some· are sca'tteted around the country in small batches; others are in large
hQards.6 Commercful importers - who !n prin'ciple are authOFized to sell only to

. I 
. . . . . . I . 

6. Fertilizer hoarding is not a now PJOblem.. A. ~ecent knQwledgeable visitor reported ,lhat synu: of til
fortilizer now being marketed carries labels indicating it was impurted in the· middle and late 1960s. · 
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I 

licensed. dealers and farm organ!izations -· f!:1ve. been · !1ccused of S!.!llins J'or· later. 
resale large amounts to intlmmtial persons nnd organizutions who. had no need 
for fertilizer at all. . · '. . .. .... · . ~- · . 

;. . 	 . 
13. .The govt'.lrnment is attacking the problem primurily u.t the wholesale level. 


In mid-May the government mmounced that it would take ovet the importing or 
fertilizer. If this occun::, the government will huvc direct control .of, initial fertilizer 

di!1tribt1tio11, eliminating the commcrciul importer und giving the gowrnn1cnt a role 


• fo fertilizer :similar to its present control of the sale of imported rice. The Prime 

Minister also ordered a check on all warehouses and called for maintenance of 
official prices. The latter is impractical, however, given the myriad import prices·
that have prevailed over time ,iri the. constantly changing world market and the 	
need for reasonable profit margins for legitimate retailers. 	

.... 'i4. . df1 in >spite. of all efforts, fertilizer use is subst~~1tial1y: b·~lo~ last. yc·a~15 
rak, the resulting impact on rke output could b~ quite strong. The high-yielding . "-..~ 

rice varieties now. being used on one-tflird of the area (about 900,000.
hectares) have. been largely ·responsible for the fr1creasc

pfant.ed 
 in paddy· production from 


4.4 millit?n· t01.1s. in 1968-69 co· an estimated 6.5 million tons in .l9?3-74.. These·
ne~ strains a.r7 highly fertilizer-responsive and in Vietnam · yielq about 4 tons. of 
paddy per h~ctarc, whereas traditional varieties that are not. fertilized yield only 

'. ..·:· 
· · ·· _·

. ' 
; ... . .. 

... ... 

. ; l :• 

. 
"· 

about ~ ~ 7 tons. At typical application rates, a one-ton decrease in fertilizer on 
-fields: planted to high-yielding vari((tics would result in ·a .7-ton decline in output; 
·on traditional vurietics that arc fertilized, a one-ton reduction· in fertilizer wou.ld 
reduce. output ·by about 3 tons. 
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Vietnam: Economic· Indicators'.·.
'
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