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The Economic Situation
in South Victnam

May 1974

SUMMARY

Largely beeause of rising lood costs, prices in South Victnam continued to
edge upward this month, wthough more slowly than earlier in the yeur,

In contrast to the lirst quarter of 1974, South -Vietnam's loreign exchange
position improved somewhat in April as 1 result of an unexpected inflow of private
short-fern - eapiral and the recovery of US piaster purchases. Slackening import
licensing n the same period lessened somewhat the bleak outfook for reserves in
coming 1 onths. C

Although sharply increased prices for key imports have spurred several
impore-suostitute industries, overall wanufacturing output has fallen to about the
1969 lev: ). With fulling rcal incomes. tight credit conditions, uand povernment
measures fo reduce imports, there is fittle likelihood of an industrtal revival in
(he near ‘ulure. )

. A fe.tilizer shortage will add to South Vietnam's trade problems and may
reduce rice production.

'
»

Note: Comments and querics regarding this report are. wetcomed. They may be
directed  to ljl of the Office of Economic Research, Code 143,

Extension 6716,

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

—~—Corfrdemtiot— May 1974
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Throubh m;d—M.xy pnu.,q commued to edge upward althoug,h at e

1,-

petroleum ‘products, and other, key commodxtles, but the main indirect impact of

2. Gold and’ 1]16;:,.11 wrrcm,y markets were retatwely mactwo tms month'

from a month earher. ' . o Sl

. LN
“

e

s
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Thc capxtal mﬂow is behwud to reﬂect mam]y the repdtrxatton of funds

L.

. © L (.harts showing major Lwnoms«. mdimton and the govemment budget follow the text.
’ 2. During the year cading in mid-April,. the imported commodity price index rose 93%, compared to 19%

for Suigon retail priccs. The comparable figures for the period January to mid-April were 15% and 23%, .
ruspectively. Because roughly hall’ of the higher priced imports of 1973 werc producers’ goods, howcvcr. .

their impact on retuil prices nuturally la&,ged the -movements in the import price index.
© 3. Payments transactions thut are effectively shortsterm capitul movements appear scattered throughaut the

‘ current and capital accounis reported by the South Vietnamese. In the compacted accountmg available at

irregulur intervals through the year, many of them ure subsumed under the heading “uwxslbles which covers
a variety of receipts of unknown origin.

4. Another source of sudden inflows has been Commumst purchases of Vietnamese piasters for local . ..
procurement requirements. There is no indication, however,. that such purchases played a role in the .~

- unexpectidly targe receipts of the National Bank last month.

2
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\ wm;.whd( slower pace’ than in carly. 1974; For the four weeks endmg on 13 May, - "
the Saigon price. index Tose 2.4%10 reach a’level 26% above the start of the year. ™ ;, 7",
" Markets were of :;hi.,htty in carly May with .theholidays tor Bnddha ‘birthday, -7
but prices movcd up aguin later on.- Food was the -principal source of contmmn_g. A
inflation, with prices 'of meat, poultry, and ﬁsh up sharply."A. 19% increase in ...
the ofncm -price ‘of canned xmik in the week 9-15 May also madé a sxgmfxcanti;

i zmpact Rice prices remained. relatively stable, but reflected a slight seasonal upward K

. movement.. .Consumers have ‘already felt the price boosts’ for..imported - rice,

}u&,her impott prices’ of- productlon mputs such as chemicals is yet to come2

'I‘hc price of black :mrkct dollars remained at or below the official exchange rate,.®
Wthh . Was raised’ to 620 piasters per US §$1 in late April.-Gold prices declitied = - :.
iy shghtly, on'“-_13 May go]d sold for $l49 per. trey ounce, down dbout $4 per ounce L

S 3w South V:ctlmm 5- foreign cxchdnge pOSltxou unproved somcwhat dlmng‘ :
_ Aprzi reve.rsmg, the trend - of -the first quartér. Dollar and gold reserves rose by L
i - nearly $10 million; _bringing holdings to $124 million, compared with $154 million
) .j . at the end of: 39?3 One apparent factor leading to the increase was a rise in -
*:, inflows of private. short-term -capital.} Another factor was $11 million:in US " .
purchases of  piasters from the National Bank. These purchases had - dropped - |,
A dramamally in prewous months totaling’ only $4.6 million in the first three months i )
of the ywr — TR - . RTINS
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. N by busme.ssmcn who are feeling' the  squeeze of exceedingly tight monetary aud_,“ff o
o crcdlt condlt;tons 4 Smce last fall t,he govemment has encoumgcd holdcrs of forelgn .
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“currencies, regardless 6f'thé legality of their source, to make: “'i;'x‘cl-uiﬁges through ”f,f‘j.
official chaniels with the assurance there would be.no legal action taken. Morcover, .
repeated. devatuations of the pxaster coupled with tight credit .conditions, have

.. prevented a black market premium for dollars and have mduccd use, of the bankmg S
..+ System to dxspose of lmrd currency L ;

5. Anothcr rccmt dcvclopmcnt that may dugur somewhat less pressurp on .t
South Vietnam's slim reserves in coming months is ‘the reccnt decline in import .

hcmsmg Related to both spcmﬁc government ‘measures to curb demandS und the

. continuing business recession, this pattern deepened consxdembly in April. Weekly = © .
import licensing rates for goods financed under the US Commercial Import Program .

(excluding petroleum products and fertilizer) averagcd just undér $2 million, down

" million durmg January-March .md $6 million durmg 1973

& 4 -

A : -’ i ,A»;

7 6. AIthough the Apnl performance roheves some of the acute preasure on.'

~ South Vlctnamesc officials to devise ways to cope with international payments L
g problems, it provxdes little encouragement for- an early recovery from the recession -

< that has:plagued the economy for the past two years. With' commodity stocks

* have to rise sharpIy for nny resurgence

Industnal Candltnons L %

If: tE

consumer demand for less-essentml goods and, partxcularly over the past year,

txght credxt wndmons the overall outlook for mdustry is not good

8. " Thc im'pact of the continumg recession has bcen uneven. By latc 1973
and early 1974, there were a few bright spots-in textiles and cement, although
even these were well below pre-1972 output levels. Other industries suffered
particularly sharp declines and have since shown vxrtually no recovery. These include

_ soft drinks, tobacco, glass bottle manufacturing, sugar processmg, and construction
) actmty R : ‘

-~

I3

ot

3. Tnesa measures ar¢ descnbcd in ER IR 74-5, 'x“he Economic Si;uaﬂon in South Vteimxm, Febmm;v i1 074 .

CONFIDENTIAL/NO FOREIGN DISSEM.
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1. Mdnufacturmg output has sagged since . 1972 largely because of slack .

“shortages and higher costs of Imported raw.materials, The limited available evidence °
- suggests’ that productnon had’-picked up somewhat toward the end of 1973 but .
- was still only-at about 1969 levels. There are no signs of further revival so far
in 1974; with. fallmg real incomes, government measures to reduce xmports and :

B

- from about $5 million per week during the January-March period. Similarly, ‘_thcu’"; ,:-;_-":
.+ weekly average of orders for.goods financed by government sources ‘declined in"" .-
. April ‘ang the first two weeks in May to about $3 million, down from somc $45 ol

- still low and mdustry operating substannally below capa(:lty, 1mports wm clearly " L
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9, . Sharply mcreased pnccs lur key lmports have }ed nonetheless to the
.- éxpansion, emergencs; or’ ruappcamme of swmdl domestic- mdustnes producmb
A spbst:tuteg ‘Most nombiy, charcoal - productmn reportedly ~ had - gained such ..
' momentum in’ recent months that ‘the arket .became gluttep and prices dropped,
by as much as 50% since the start of the year. Over the same period, kcroscnu .

-~ consumption is estimated "to h.J/L daclined by 80%. Another- outgrowth ‘of h1g11 L
“ <. import costs is scen in the paper mduatry, where it has, now become econdmidul
" 10 use domestic raw materials rather than 1mportcd wood pulp As ia- reault thx,

" two state-owned paper manufacturers have bagun pulp ng rice stmw and pine iogs
- Other developments in, 1mp0rt—aubst1tutmn mdustnc; inglude'.a. prohteranon of
i E bicycle mnnuf.lutqrers, increasing collection’ and rwychng of 1ubncatmg oils; and S
‘ govemmcnt cncouragemcnt for small,’ artxsan sugarcane~processmg famlmeg. "

Farmets Face Taght Femhzer Market

10 Worfd slzormg,es .md hu,her pru,es of fermmer wxll thb 4 scrmus mlpact
- on South Victnamese' imports' and could well affect domesne rice, produatmn Last

23

: 'f.. S year, South Vidtnam iniported some 450,000 metric tons of - fertxhzer at a gost’ N ;%é
H of $50 miliion- $60 million,"all financed under the US Commerudl lmport Pr@gr&m R
T . With recent prlce ‘bids’ {or dchvery of urca.at about 3380 a ton' compared with g

0 8150 last year,’ matcmng last ycars fertilizer xmports would cost. an. additional : g

“on 8§75 mxllnon—$100 mﬂhgm South \z’zetnam will be unable ‘to achieve such a target. %{
11' Reduced forelgn md Jl‘ld the- txght exchange rcscm, s;tumon hmxt the! . I %
extent to which South Victnam can deal- with. the ternhzer problem. The United - ' 2

62
.

‘States will finance substantially less fertilizer this year than last.. The total US’ ‘
-'purchase of fertilizer for aid distribution to LDCs wil | probably amount to about™ - ™!
.+ 350,000 tons, of which only 50, 000-100,000 .tons ould go to South Vietnam.

. i "For South Vietnam to obtain the 'same- quantity as last .year would require: large )
_ * disbursements. from - its own foreign exchange holdmgs, ‘which are already near - - -
“. record lows; _While other foreign spending could be reduced, there is. little room K .

‘to trim 1mports without reducing domestic dvaﬂablhtxes of key raw matermls foad R
and other essennal commodxtscs : I '

R

:4_

e 12 There. are some indications that large fertilizer stockpﬂes m-country could L
= . substantially cushion the impact of reduced imports, but there is. considerable " . .

? disagreement_on the sizc of these stocks. Estimates range from 120,000 to 350,000

tons, with tm of the range being more hkbly Even these figures are ‘
dec«.puve however;~for-the forms in which the stocks are held.vary considerably
and in ways that significantly affect whether they w1ll be drawn ‘inté use this;
year, Some are scattefed around the country in small batches; others are in ldrge
hoards.6 Commercgal importers ~ who in principle are authorized to sell only to '

+

- 7 -

]
i

6. Futxhzer hoarding is not a new problem A_recent knowledgeable visitor rcportt.d .th.xt wmc of tha .
fertilizer now being marketed carries labcle mdzcatmg it was impurted in the: xmddlc and late 1960s.

N¥ 37324 Docld:31328994 Page 6 - o : C




B T

I " licensed dealers and farm organizations — have. been accused of selling for later ) -
. ©~ resale large amounts to influential persons and organizations who hdd no nu.d e
: for fertilizer at all, : : : )
13. fMe@%mmmtﬁﬂh&hgmemMMmpmMMymﬂmWNMmbmmL
In mid-May the government announced that it would take over the importing of
fertilizer. If this occurs, the government will have direct control .of initial fertilizer
distribution, eliminating the commercial importer and giving the government a rote
_ in fertilizer similar to its present control of the sale of imported rice. The Prime -
Minjster 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 in the constuntly changing world market and the
need for reasonable prof'it ma;rgms for legltlmatc rctmlcrs T X
"’.'14. sIf insspite, of all cfforts, tertilizer use is substanhaliy below Iast yuars e
rate, the resulting impact on rice ocutput could be quite strong. The hlgh-ytcldmg ; ‘-'
ricc varieties now being used on one-third of fhe planted arca (about 900 ,000 -
hectares) have becn largely responsible for the increase in paddy production from
4.4 million  togs in 1968-69 to an estimated 6.5 million tons in 1973-74. These
) new strains are highly fertilizer-responsive and in Vietnam 'yield about 4 tons of . .
) R paddy per he ctaro, whereas traditional varictics that are not fertilized yield only .
' about 1.7 tons. At typical application rates, a one-ton decrease in fertilizer on
"~ fields; planted to high-yiclding varietics would result ina.7-ton decline in output;
L . -on traditional varietics that arc fertilized, a one-ton reduction-in fertthnr ‘would
- o rbducc output ‘by about 3 tons. . .

Te
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South V:etnam' Economlc lndtcators
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.- South Viet‘nam&',c’i?ygmmen/t Budget

Foreign Aid ang
Import Taxes**

pomestic ' -
Taxes

i A
*Residual. Financed primarily by bf:rrowlgg from the Naticnal Bank. )
. “*Includes customs duties and other import taxas, counterpart funds generated - - '
- % by US-financed imgfort programs, and profits from foreign exchange transactions. *
. - A mafor result of the November 1971 reforms was to make explicit a greater share .

Of US aid 10 the hudget that earlier took tha form of high custems duties on aid-financed imports. +
. DR . Lo e . .o oo s
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