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INTRODUCTION

The consequences of colonialism, of the world wars,
of the partition of the country intd two parts, and of the
internal unrest created by communist subversion, have greatly
burdened the future of the economy of the Republic of Viet-N
Naml. In addition to the coumon obstacles to economic
development faced by almost all under-developed ¢ untries
throughout the world, such as the backwardness of the peaple,
imperfection of the market, lack of industrial diversifica-
tion, population pressure, capital deficiency, foreign-trade-
oriented production, Viet-Nam confronts two other major
difficulties namely the big loss of the natural resources
and the industrial bases of the North, and the rushing in-
fiux of nearly one million refugees from the North as the
consequence of the 1954 Geneva Agreement.

Viet-Nam is primarily an agricultural country with
rice and rubber constituting more than 25 per cent of the
gross national product, more than 85 per cent of the total
export income and providing em; loyment for more than 80 per
cent of the total labour force. This high degree of dependen-

cy on rice and rubber as an export-capacity-to-import for

lThroughout this thesis, the terms Republic of
Viet-Nam, South Viet-Nam and Viet-Nam are used interchan-
geably, unless otherwise specified.
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consumption and for industrial development has caused a state
of great concern among the Vietnanese during and immediately
after World War II when the production of these two products
dropped dramatically from the pre-war levels due to the dest-
uction and deterioration of roads, buildings and equipment
and the political insecurity in the countryside.

In the following chapters, attempt will be made to
present and interpret facts in such a way as to point out the
great need of and rossibility for diversification and indus-
trialization in Viet-Nam. Though the national economic bases
will remain agricultural with rubber and rice occupying top
priorities, the pattern of expansion must be somewhat dif-
ferent if the economy is to develop with stability and the
standard of living is to be substantially improved.

Viet-Nam needs to renovate hz2> social and administra-
tive set-up, modernize t!'e methods of production, and reori-
ent the pattern of economic development.

A period of metamorphosis is painful under any
circumstances. In the case of Viet-Nam, dif 'icu:ties are
enormois. Jhether or not Viet-Nam will survive the battle
against communism and poverty will depend to some extent on
the understanding and help from the friendly nations. This
bring me to the consideration of the role of foreign aid in

the last part of this thesis.
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Finally, the role of the government will be dis-
cussed with special reference to the agrarian reform and

related policies.
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CHAPTER I

A GENERAL SURVEY OF THE PEOPLE AND ITS HERITAGE

The partition of the country in 1954 by an agreement
at Geneva between the Viet-Minh (Vietnamese communists) and
the French colonists, was in a sense the climax of an almost
unbelievable sequence of disrupting and destructive events
to which Viet-Nam has been subjected ever since the begin-
ning of World War II. The history of Viet-Nam has been one
of war; this is probably because of her smallness in size,
richness in resources, and of the unwillingness of her
people to yield to foreign domination.

Today, Viet-Nam's role and capabilities may be
summed up in the following lines of an American writer:

The Vietnamese are destined to play a decisive
role in the struggle for Asia. Lying between the
southwestern border of China and the Gulf of Siam,
Viet-Nam occupies the gateway both by land and by
sea between China and the vast region of Southeast
Asia, It could serve either as a jumping-off point
for communist attacks or as a block against Chinese
or Chinese supported communist aggression.

This the West has begun to realize., But only a
few scholars know that Viet-Nam has been thwarting
Chinese southward expansion for 2,000 years. Fewer
still know that the Vietnamese have defeated at
least half a dozen Chinese attempts to penetrate
into the riech rice bowls of the Indochinese penin-
sula. Much has been written about the hundred
years of western colonial exploitation which come
to an end only after one of the longest, most
cruel and politically most perplexing of all
colonial wars. But the Vietnamese had fought

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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against Chinese colonial exjloitation and jpolitical
domination for more than 1,0)) years before the
coming of the French. %ven the partition of their
country is not a new experience for them. during
the last 50) years the Vietnamese had lived through
two long period af a divided Viet-Nam and have come
out of them stronger and more united than before.

and on the same level, in the words of President Eisenhower:

into

Jtrtegically, South T7iet-Nam's capture by the
communists would bring their power several hundred
miles into the hitherto free region. The remaining
countries in Southeast Asia would be menaced by
the great flanking movement. The freedom of 12 mil-
lion people would be lost immediately and that of
150 million others in adjacent lands would be ser-
iously endangered. The loss of South Viet-Nam
would bring in motion a crumbling process that
could, as it?progressed, have grave consequences
for freedom.”

Brief Historical Background

Briefly, the history of Viet-Nam may be divided
five eras {See Appendix 1):
1. The early establishment of the Vietnamese nation:
2879-111 B.C.
2. The Chinese domination: 111 B.C.-938 A.D.
3. The great ms tional dynasties: 939-1883 A.D.
4. The French administration: 1883-1945 A.D.
5. The Post-sorld war II period.

1Joseph Buttinger, "The Small Dragon", A& Political

History of Viet-Nam, F.A. Praeger, New york, 1958, p. 57.

2pddress at Gettysburg College in April, 1959.

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA .- ECOLE DES GRADUES

A GENERAL SURVEY OF THE PEOPLE AND ITS HERITAGE 3

Under more than 1,000 years of foreign domination,
it is understandable that the economic development of Viet-
Nam had been directed largely to the objectives of foreign
political and economic policy, and certainly not toward
exploring the nation's maximum economic potential...
Perhaps, the period which has greatest effect on Viet-Nam's
economy and therefore interests us the most in the present
discussion is that beginning with the French domination.

Under the Nguyen dynasty, Viet-Nam came into con-
tact with the West, in particular with France, following
Western expansion to Asia in the 19th century. As with ma
Asian countries, Viet-Nam committed the error of ignoring
the scientific and industriasl revolution which had contri-
buted to the might and prosperity of the West. Like China,
Viet-Nam remained in the 'splendid isolation' of her
ancient civilization. Isolationism, based largely on
national pride, brought the Chinese colussus to repeated
defeats in her clashes with the western powers. Viet-Nam
suffered a similar fate when hostilities broke out with
France in the second half of the 19th century. After many
battles, the Vietnamese, overwhelmed by the gun power of
French troops, were forced in 1862 and in 1867 to yield
their southern provinces to France as a colony; and in 1884
to accept a status of a French Protectorate for the rest

of Viet-Nam,
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Active and passive resistance, however, continued
afterwards and the French had to suppress many revolts, the
most important of which were led by Emperor Ham-Nghi (1885~
1888), nationalist leaders Phan-dinh-Phung (1893-1895) and
Hoang~-hoa-Tham (1889-1913) and the nationalist Party in
1930,

This period of French administration was characte-
rized by:

1. The heavy exploitation of Viet-Nam by foreigners.
Viet-Nam was considered only as a provider of raw materials
and was not given opportunities for any significant indus-
trial development.

2, The exclusion of Vietnamese from the administra-
tion and defence of their country to such an extent that
when World War II broke out, there was not a single Viet-
namese as head of a province, of a city, of a battalion or
even as & police commissioner in Viet-Nam.

3. The absence of a Vietnamese entreprenseurial
class, and the emergence of a 'dual economy! with French and
Chinese monopolizing the export and import sector while
Vietnamese cultivated few scattered rice fields in the
country-side.

During this era, both the social pattern and the
economic structure of Vietnam were subjected to significant

changes. The French took over primary responsibility in the

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES
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operations of the government. They also undertook various
new forms of economic activity, especially in the development
of foreign trade, rubber plantations, and the expansion of
rice production. Currently with, and in consequence of, the
establishment of colonial dominance, Chinese immigration into
Viet-Nam increased, and the Chinese assumed important roles
in the economy. They were instrumental in distributing the
goods imported from France throughout the countryside, and
in collecting, processing and exporting rice which was the
main source of foreign exchange for the colonial government.
This foreign exchange was used in turn for imports from and
remittances to France by French colonial and business offi-
cials., Thus the Chinese, during the colonial period proved
to be able entrepreneurs, and the conditions were favorable
to their assumption of this role. Currently with the opening
up of new economic opportunities created by the French, the
social forces were working to discourage assimilation of the
Chinese into Vietnamese soclety, to establish them as a
separate group that not only could afford to deviate from
traditional patterns, but could actually enhance its status
through closer affiliation with the French. The Vietnamese,
on the other hand, sought refuge from the disturbance of the
new colonial presence by clinging to their accustomed activi-
ties and soclal relationships. At the same time, they found

that the structure of their economy was changing, that the

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES
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key roles were assumed by the French and the Chinese, who
cooperated closely with each other and within their own
groups to render Vietnamese increasingly dependent upon them
for the sale of goods, the purchase of necessities, and the
supply of credit.

All these made Viet-Nam an easy prey for communist
subversion toward the end of World War II when on March 9,
1945, the Japanese disarmed and removed the French adminis-
tration, the whole country was suddenly deprived of all its
public services, for all of them have been run by the French
for over 60 years.

The Tran-trong-Kim government was then formed on
April 16, 1945, in a desperate attempt to restore law and
order, to reorganize the country, and to give it a Vietnamessd
administrationja Vietnamese head.

But it was too late!l

As they were on the brink of defeat, the Japanese
had become more and more suspicious and more and more hesi-
tant to give back to a national govermnment the arms, money,
tools, services, and the buildings which they had taken from
the French and which the Vietnamese government needed to
keep law and order. The Tran-trong-Kim was thus forced to
resign and the communist-led Viet-Minh had only to step into
power under false pretenslion and conee aled names.

However, as soon as the Viet-Minh assumed power,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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they discarded their nationalist masks, purged and killed
most of their potential opponents and thus plunged Viet-Nam
into the most untimely and shameful communist revolution at
the time when Vietnamese only needed unity and order -- not
hate and anarchy -- to resist French reconquest and to
rebuild their country which has been ruined by four years of
Japanese occupation and devastation by Allied bombardment
which was so terribly effective that toward the end of the
war, it destroyed ell bridges and means of transportation,
cut off the overpopulated North from the granaries of the
South and indirectly caused a million deaths from starvation
in less than six months.

This communist revolution was contrary to all Viet-
namese needs and aspirations, but the Vietnamese people coulJ
not resist it for two reasons:

1. They had been deprived of all police, of all
administration, of all fire-arms, whereas the communist-led
Viet-Minh had been given arms during World War II by the
Allies themselves.

2. They had to face the French attempt at recon-
quering their country and most of them were inclined to join
their own government, even a communist one, and fight a
foreign army, rather than to join the latter and fight thelir
own countrymen.

All these French and Vietnamese errors led to the

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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torturing Indochinese War of 1946-1954, to the Viet-Minh's
victory at Dien-Bien-Phu on May 8, 1954, to the Geneva Con-
ference, and to the armistice of July 20, 1954, whereby the
French High-Command abandoned to the Viet-Minh approxi mately
half of the territory and almost 60 per cent of the popula-
tion of Viet~Nam.

During the years when other countries were reco-
vering from the ravages of war and making notable advances in
economic progress, Viet-Nam remained the prey of bitter and
exhausting warfare, Even at the present, internal strife
continues within the national boundaries.

Roads, bridges, rice mills and half of the inland
fleet that brought the rice to the market were destroyed by
war, The channel of commerce was disrupted as the result of
political transition and separation from the North. Manufac-
turing has been little developed below the 17th parallel and
industry which received a wartime stimulus, lost market with
the reduction of French forces. Meanwhile the great mass of
the population who continued to live by agriculture, still
applied methods that were century old with their consequenced
of limited productivity and income. During the war, thou-
sands of rice-growers abandoned the land and fled to cities
for safety, finding precarious or part-time employment or
s#giling the rank of unemployed.

After the partition of the country, the immediate

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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problem of readjustments were made still more difficult by
the inflationary pressure resulting from both defence and
investment outlays, and by the influx of refugees from the
North. A country of some 11 million inhabitants had to absorb
within less than a ysar a body of more than 800,000 new-
comers, a situation which in the case of the Unlted States,
would be the equivalent of admitting some 13 million dis-~
placed persons.

Production remains at a low level. Commerce and in-
dustry are slow to resume normal activity. A region that had
exported an annual average of 1,513,000 metric tons of rice
before World War II, exported less than 200,000 metric tons
in 1954, less than 100,000 metrlc tons in 1955 and practicall
nil in 1956. Since 1956 the trend is upward though slowly.

The government's expenditure devoted to military establish-

ment 1s substantially high, while more than half of the goverf-

ment's income comes from foreign aid, mostly from the United
Despite all these above disadvantageous and difficul
consequences of partition, of destruction from hostilities, of]
huge defence needs and of independence, Viet-Nam does have
the potentials for excellent economic progress. While the
country is blessed with a favorable supply of good land and
other natural resources, its greatest asset is its people.
They are hard-working and capable, and have demonstrated thei

determination and their capacity to suffer and to fight for

y

States.
t

high ideals and for freedom and independence,

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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The People

The Republic of Viet-Nam (that is South of the 17th
parallel) is still at the earliest stage of its economic and
above all its industrial development. As shown in Tables I
and II, the urbsn population constitutes less than 20 per
cent of the total population of over 14 millions, consisting
largely of Vietnamese who, from the ethnic point of view,
are highly homogeneous, and of an essentially Mongoloid type;

Smal ler suboriginal minority groups of Montagnards,
such as the Mois, Rhades, Mans, Thos, are the descendents of
the original population, who lived in the country many
thousand years ago. Some of them are heirs to once-
flourishing civilizations; some have fairly highly developed
cultures and yet others are still at a rather very primitive
stage of development.

The next largest ethnic groups are the Chinese and
the French who together made up the controlling power of the
Vietnamese economy prior to World War II.

There 1s hardly any business that is not practised
by the Chinese, except the growing and export of rubber, as
the ownership of the 'terre rouge' was denied to them by the
French. 1In the rice export trade, the Chinese have set up
a well-organized and integrated commercial structure. Their

relatives and agents in many Southeast Asian countries keep

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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Table I

Population of South Viet-Nam estimates
by regions in 1958

(round figures)

Main Cities Total
Highlands of Central Viet-Nam 75,580 533,800
Lowlands of Central Viet-Nam 407,870 4,248,800
South Viet-Nam 1,645,740 8,151,700
Total 2,129,190 12, 934,300

Source: Secrétariat d'Etat & 1'Economie
Nationale, Institut de la Statis-
tique, Annualre Statlstique du Viet-
Nam, Saigon, 1959, VII, p. 19-20.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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Table II

South Viet-Nam Distribution

by Regions and Nationality in 1958

—

———

Highlands Lowlands

South of

of C.V.N. of C.V.N. Viet-Nam  °&lgon Total
Vietnamese 162,378 4,028,552 6,932,194 10,771,184
Montagnard 253,815 211,777 41,238 e 506,830
European 601 362 980 cas 1,943
Chinese 1,785 7,682 77,321 e 86, 788
Other 21 432 232,401 e 232, 854
Total 6,932,194 1,219,500 12,934,262

533,763 4,248,805

% Includes the

population of Darlac,

115,163,

Source: Secrétariat d'Etat & l'Economie Nationale, Institut de la
Annuvaire Statistigque du Viet-Nam, Saigon,
VII, p. 17-18.

Statistique,

1959,

1T
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an eye on the export market and transact sales. They own am
operate a great number of rice mills for export trade. They
also act as the middlemen between Vietnamese farmers and
foreign traders. The whole system is conducted in such a waj
that outside unorganized competitors have but a slim chance
for success. The system is further consolidated by the fact
that these middlemen usually play the role of financiers who
supply credit at such a high rate of interest that loans can
never be repaid entirely and that every year the larger part
of the income goes to the lenders as interest payment and
not payment towards the principal.

Frenchmen in Viet-Nam were engaged in various pro-
fessions, notably the liberal professions, administrative
bureaux, banking, insurance, transportation, industry and
agriculture. They owned almost all the large-scale planta-
tions of rubber, coffee and tea and handled the trade of
their products. Most of large industrial enterprises were
French and all the administrative power was vested in or

controlled by the French.

Climate and Resources

Viet-Nam, stretching over one thousand miles from
North to South, wholly in the northern tropical zone, provides
a striking example of the profound influence of the climate

as a determining factor of its demographic characteristiecs,

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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the marked regional variations of its flora and fauna and
its agricultural activities. Its climate, rainfall and tempe
rature are determined by the monsoons and regional variationsg
conditioned by the Annamite Range, the backbone of Viet-Nam.
It may be said that, from the climatic viewpoint, Viet-Nam
offers excellent opportunities for exploring the introductior
of a wide variety of crop plants and also of a highly diver-
sified animal husbandry.

Ag far as the knowledge about the soil and mineral
resources of Viet-Nam is concerned, the scope is still very
limited and fragmentary. A systematic survey should be
undertaken,

With the exception of the Mekong Delta, where the
thickness of the alluvial deposits would appear to exclude
the mineral deposits susceptible of exploitation, past
findings in the Highlands and 1n the Central Viet-Nam sug-
gests the existence of a considerable number of such depo-
sits,

Among the important known resources, we should men-
tion the anthracite deposits at Nong-Son, the phosphate depo-
sits of the Paracel Islands, lignite at Uming (west of the
Delta), gold at Bong-Mieu, copper at Duc-Bo as well as other
metallic deposits which were formerly worked on a small scaldg
such as ilmenite at Cam-Ranh and molybdenum at Krong-Pha.

Finally, the working of high-quality silica sand for glass

UNIVERSITY OF OTTAWA SCHOOL OF GRADUATE STUDIES
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making is being made available for export; lime stone depo-
sits (for meking cement) of various qualities exist in varioj
parts of the country.

The lack of mineral fuels in Viet-Nam has not been
off set by the development of the country's resources of
hydrolic energy. The hydroelectric potential of certain
mountain streams has however been surveyed and extensive
efforts, both nationally and internationally, have been

undertaken to harness the Danhim and the Mekong rivers.

The Present Structure of the Economy

Economic development in Viet-Nam is taeking place in
this aforementioned overall framework of social, economic
and political structure. Socially, there exist the poverty,
suffering and backwardness of the large mass of peasants.
Economically, the country is underdeveloped; production and
investment are low; the standard of living is at a subsis-
tence level. And politically, injusticegtgxploitation reign
in the city, insecurity in the countrysidse.

Viet-Nam is essentially an agricultural country with
more than three-quarters of her population earning their
living from the land. The two principal crops of Viet-Nam
are rice and rubber; less important products are the coconut
palm, sugar cane, corn, beans, soya, tea, tobacco, coffee

and cotton.
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But if agriculture contributes substantially to the
national product, industry's quota in Viet-Nam appears modest
even for an essentially agricultural economy. It is curious,
however, to notice from Table III that the contribution of
commerce to the national product is quite high. This serves
to confirm quantitatively the predominant function of the
middle man in the economy of Viet-Nam and at the same time
to demonstrate the importance of export trade of foodstuffs
in a country where a greater part of the population is under-
fed.

Though the country is still in a state of disorder-
liness and insecurity, at lmast and at least, Vietnamese havd
acquired the right to think about the future of their own
country, to decide what course of action is to be undertaken
and in what direction to proceed towards developing their
economy. In short they are on the way to reconstructing and
building a nation, and developing an economy. The problem
now is how to plan for this development: towards agriculture
or industry? towards the production for a home market or
for export trade?

The prevailing trend for most of newly independent
Asiatic countries is to industrialize their economy, since
this 1s, as many Asian leaders including many Vietnamese

high officials would think, the best and fastest way to solve

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES
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Table III

Domestiec Production in Different Areas
of Economic Activity

(Figures are expressed in cuawrent prices)

19556 1956

et et 7 T
Agriculture 12,330 19 14.404 21 17 plus
Fishing 3.370 5 3.980 6 18 plus
Industry-

Handicrafts 6.804 10 7.832 11 15 plus
Commerce 19,030 30 20,516 29 8 plus
Construction 1.361 2 1.095 2 20 minus
Services 11.871 18 11,722 17 1 minus
Government 9.498 15 9.870 14 4 plus
Gross National

Product 67.264 100 69.419 100 8 plus

Source: The American Friends of Viet-Nam, Sconomic and
Financial Information, prepared by the American
Friends of Viet-Nam (4 West 40th Street,) New York
City April 1959, p. 1.

3 Throughout this thesis, unless otherwise stated,
all monetary terms will be expressed in the Vietnamese
plastre. The official rate is $1 U.S. = $35 V.N,
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the problem of under-employment, to increase wealth, and to
ralse the living standard of the masses.

A moment of reflection, however, makes one wonder
whether this is the true course of action for Viet-Nam. As
I have already pointed out, Viet-Nam is essentially an agri-
cultural economy. Agriculture constitutes the principal
occupation of over 80 per cent of the population, furnishes
its basic food supply and provides produce for export as well
as raw materials for many local industries.

Moreover, Viet-Nam, unlike many other Asiatic coun-
tries, does not suffer from the pressure of population on
resources, rather there is still good virgin land awaiting
settlement. We are not obliged to welcome industrialization
at all costs in order to care for a surplus population. Large
areas of rice land, abandoned for years because of war and
civil disorder, can be brought back into cultivation with the
maintenance of security and order and the restoration of
drainage and irrigation systems. Agricultural technique may
be improved. The temperate plateaux, so far largely unex-
ploited, offer promise for more varied types of farming, for
grazing and for further development of forestry.

Furthermore, the argument that agricultural special-
ization leads to poverty, does not mean that agriculture is
the cause of poverty, nor industrialization is the only way

to wealth, but rather simply implies that industrializsation
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usually yields higher productivity which, in the case of
Viet-Nam, may not be true because of the fact that Viet-Nam,
by her natural endowment, possesses &ll favourable conditilons
for a healthy agricultural economy.

It should also be mentioned here that the conditlons
in which early 19th century nations progressed, were diffe-
rent from those in the world and in Viet-Nam today, and much
more favorable and promising for industrialization: no compe-
tition, ample capital reserves, strong soclal structure.

In Viet-Nam, not only is the territory very favorably
endowed for agriculture, but agricultural specialization is
8lso, in the view of most experts, the most effective one in
rehabilitating and promoting development of Viet-Nam's war-
torn economy. In addition, the Vietnamese labour force
already possesses many of the skills necessary to carry out
such program. There are other reasons favoring agricultural
specialization in Viet-Nam, such as:

1. The capital-output ratio in the agricultural
industry is much lower than in industrial sectors, and there-
fore less initial investment would be needed.

2. It would be relatively less expensive for Viet-Nan
to catch up with the high productivity and high standard of
living of other countries by explolting agriculture than by

industrializing the nation.
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Qs
3. The Vietnamese people is undernourished; the 1lmprot

vement in nutrition resulting from agricultural development
would have a worth above and beyond economic value. No sub-
stantial economic progress can be realized without the active
participation of a healthy people.

4, Agriculture is also the pre-requisite for over-
all economic growth, economic development and industrializa-
tion itself because: (a) failure to expand food supplies in
pace with the growth demand can seriously impede economic
growth, (b) in early stage of development, expansion of
export of agricultural products may be one of the most pro-
mising means of increasing income and foreign exchange
earnings, (c) labour force for manufacturing and other
expanding sectors must be drawn mainly from agriculture
because in such underdeveloped countries like Viet-Nam, undert
employment is a problem of usual concern, (d) agriculture
could and should make a net contribution to the capital re-
quired for overhead investment and expansion of secondary
industry, (e) rising net cash income of the farm population
may be important as a stimulus to industrial expansion in a

later day.4

4 Bruce F. Johnston & John W. Mellor, "The Role of
Agriculture in Economic Development™", The American Economic
Review, September 1961, p. 571-572,
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Thus we see that specialization in agriculture in
early stages of development in most cases and particularly
in the case of Viet-Nam, will not be a wholesale industrial-
ization, but rather an industrialization generated by the
economy itself.

During the pre-war period, while her people was one
of the most undernourished in the world, Viet-Nam exported
one third of her rice, five-sixths of her corn, which
together made up the two main, almost the only two, food
crops in the country., While cotton can favorably be grown
and processed in the country, cotton fabrics constituted and
still constitute one of the largest items in the list of
imported goods; likewise, a prelatively large amount of
labour force is devoted to the production of coal and rubber
and yet only about one third of coal produced 1s consumed
domestically and practically all the rubber is exported.
Thus speciallzation is applied to the production and exporta
tion of foodstuffs for which a large and unsatisfied homse
market exists and to the production of industrial raw mate-
rials for which no home market is present. In brief, there
exists a "dual economy" and lack of a balanced growth.

Any realistlic assessment of a development program
must also take into account the competitive position of the
country in the world market. The prices of our products are

high compared with those of other countries. In order to
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export, subsidization from the government is unavoidable.
Within the country, retail prices are exorbitant, not only
for domestic articles and food but imported commodities as
well. The underlying reasons are: (1) The people's standard
of living is out of line with the production level. The latter
declined sharply during and after the war as the result of
destruction and deterioration of equipment; meanwhile avera-
ge per capita income went up due to the increased spending
of French forces, refugees and foreign aid. The general who-
lesale price index on the Saigon-Cholon warket, for example,
went from 160 in 1954 to 178 in 1955 (1949= 100), an increase
of 11 per cent. (2) There exists a maldistribution of popula-
tion between goods-producing and non-goods-producing sectors
of the economy. Because of the insecuriuvy in the countryside,
a large percentage of the population shifted to town to find
job in service or tertiary segments of the economy such as
business and utilities, and thus brought prices up.

In the long run it would appear therefore that if
living standards are to experience rapid improvement, great
efforts should be made to mitigate the old emphasis on exporté.
New investments should be geared to agricultural production
for domestic consumption and for industrial development. That
is to say, in planning ror agricultural production, weight
should be attached more to producing for domestic market than

to earning foreign exchange.
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CHAPTER II

THE AGRICULTURAL INDUSTRY

Unlike other countries, Viet-Nam emerged from the
war with a threefold problem of reconstructing, rehabilita-
ting and developing her economy.

On the one hand, the century-long colonial regime hag
deprived her of all means to economic maturity and self-
support: lack of trained personnel, of an entrepreneurial
class, of diversification, of a balanced growth, and the
existence of a dual economy. On the other hand, the world
wars and the Indochinese war have ravaged her people and her
social and developmental assets (schools, hospitals, bridges,
highway and such alike), while the partition of the country
by the Geneva Agreement of 1954 cut off the industrialized
North from the agricultural South and c aused the greatest
single exodus of people in the history of mankind within
such a relatively very short period of time.

Thus, among the most urgent problems faced by the
government of the Republic of Viet-Nam after the achievement
of political independence was the drawing up of a realistic
development programme which took into account the handicaps
of these prevailing conditions while aiming at the ultimate

goal of increasing Viet-Nam's national revenue and standard
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of living by a larger and improved agricultural production.
This meant a programme which would provide for more varied
production, for higher agricultural yields through additional
planted areas and improved methods of cultivation and for
better social and rural conditions by means of land reform,

cooperative and credit svstems.

Rice

about three-fifthe of all agricultural activity and
over 85 per cent of the cultivated land in Viet-Nam is devo-
ted to rice growing, mostly concentrated in the southern part
of the country. Table IV t=271s the story of Viet-Nam's rice
production prior to the regaining of independence of the
coantry.

It was estimated that over one million hectares of
rice-land were abandoned during the war. They are gradually
brought back into cultivation. A quick look at Table IV
suggests that much could and should be done for increasing
the yield which does not seem to keep pace with the increase
in tre cultivated area.

AS soon as tle present government assumed power in
1955, it provided an apricultural program aiming at limiting
the area of rice cultivation to 1,707,700 hectares, with a

production capacity of about 2,479,700 tons of paddy
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Table IV

Areag of Rice Cultivation and Production

South Viet-Nam Area Paddy product. Yield per hect.
1000 hect. 1000 met,tons metric tons

1935-40(average) 2,182 2,750 1.26
1942 2,303 35,179 1.38
1950-51 1,207 1,570 1.30
1951-52 1,288 1,893 1.46
1952-53 1,349 1,890 1.40
1953-54 1,541 1,976 1.28
1954-55 1,572 1,977 1.26

Central Viet-Nam
up to 17th parallel

1954-55 423 583 1,38

Total, Viet-Nam

|1 999
1954-55 $,955 2,560 1.28

Source: United Nations, Les perspectives du
développement économique du Viet-Nam,
Report de la Mission d'études économi-
ques dans la République du Viet-Nam,
New York, Auvgust 1956, p. 1l1l6-11%7.
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Table V

Paddy Production and Consumpticn, by Provinces
before the Second World War®

Estimated Estimated

Total Area Average Total local cor aurplus
area under yield yileld sumption yleld
rice and seoed
distilla-
tion &
met,.t, 1000 fodder 1000
Province (xm? )¢ (kmg) (k©) metot. (1000 met. mst.t.

tons)
Rach-Gia 6,199 3, 200 108 345 90 255
Chau dog¢ 2,630 1,313 113 143 65 83
Long Xuyen 2,573 1,475 136 200 66 134
Sadec 1,353 902 160 144 62 82
Can tho 2,161 1,811 178 322 104 218
My tho 2,263 1,602 154 246 102 144
Tan an 3, 687 749 142 106 38 68
Ha tien 1,723 61 82 5 7 -2
Soc trang 2,329 1,952 148 288 58 230
Vinh long 1,087 921 167 154 51 103
Cho lon 1,235 926 150 139 66 73
Bac lleu 7,211 2,704 110 297 75 222
Tra vinh 1,987 1,605 148 238 68 170
Ben tre 1,501 1,041 144 150 82 68
Go cong 584 462 145 67 29 38
Gla dinh 1,228 590 100 59 86 -27
Tay ninh 4,801 440 120 53 55 -2
Thu dau mot 4,723 265 86 23 20 3
Bien hoa 11,045 422 88 39 48 -9
Baria 2,215 136 74 10 16 -6
Total 65,130 1,188 -118

Salgon 118

g 308

ot o —

& Cpleulated from; Secrétariat d'Etat & 1'Economie Natio-
nale, Institut National de la Statistique, Annuvaire
Statistique du Viet-Nam, Saigon, 1951-1952, III, p. 21.

b Based on a rough population estimate for ths various
provinces in 1937,

¢ Square Kilometer.
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annually, of which 1,750 thousand tons were to be reserved
for local consumption. A surplus of 650,000 tons would
enter into foreign trade. The intention of the government
was to divert part of rice fields into the cultivation of
other crops.

Obviously, any elementary analysis would reveal that
such policy must have been based on very poor statistical
tools., First of all, given the average yield of 1.3 metric
tons per hectare (see Table IV), the allotted area 1,700,000
hectares would actually produce only 2,210,000 metric tons
of paddy instead of 2,400 thousand metric tons as desired.
Allowing 7 per cent of thls total tonnage for seed and
wastage, 1t only remains a net quantity of 2.055,300 metric
tons of paddy which is eaquivalent to 1,335,945 tons of milled
rice at an extraction rate of 65 per cent. This would allow
less than 95 kilogrammes per year to each of the more than
14 million people in South Viet-Nam which is hardly suffi-
cient to keep them alive, not to mention human dignity and
capability of resisting against communist infiltration.

A survey conducted by the Institute of Statistics
of Saigon in 1955 showed that the average per capita con-
sumption in Viet-Nam is 430 grammes per person per 4ay or
156 kilogrammes per year. Another independent survey found
that per capita consumption in the country ranges from 150

to 220 kilogrammes. If we take the average per capita
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consumption of 160 kilogrammes per year and multiply it by
the 14 million people in South Viet-Nem, we will find, as
shown in Table VI, that in order to have any rice for
export at all, the cultivated area must be increased to

3, 000, 000 hectares.

This, however, still does not yet take into account
the annual population increase which is estimated at a rate
of from two to three per cent. This means then that the
government cannot depend indefinitely on surplus land for
additional requirements resulting from the population
growth, provision far reserve stock and for export, but must
intensify its efforts to improve technological know-how,
cultural practices, and to encourage the use of fertilizer
and better seed.

Since rice is the staple food of the population and
the main source of revenue and foreign exchange, the govern-
ment should:

a) provide the people with an annual per capita
consumption of at least 160 kilogrammes of rice;

b) allot a minimum area of 3,000,000 hectares for
rice;

c) exerclse all possible efforts to increase yield
and therefore the level of production, not only to meet
domestic requirements but to allow for export and reserve

stock as well.
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Table VI

Quantity of Rice Available for Export
at different levels

of cultivated area

—

Total Allowance Balance Rice equi- Food reqjﬁr Quantity of o
paddy of 7 for avallable valent of at 160kgs rice available
Level Area produc- seed and paddy col. 4 at per head for export
1000 tion  waste 1000 65 extr. per year 1000 metric t.
hect. 1000 1000 metr. action 1000 (7)
(1) metr. metr. tons 1000 metr.
tons tons (4) metr. tons
(2) (3) tons (6)
(5)
1 2,000 2,600 182 2,418 1,572 2,240 -
2 2,500 3,250 228 3,023 1,965 2,240 -
3 3, 000 3, 900 273 3, 627 2, 357 2, 240 117
& Rate of allowance used by the Institute of Statistics in Saigon.
b

Average extraction rate in Viet-Nam is 65 percent; rate uselby the
Institute of 8tatistics in Saigon.

83
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General Features of Rice Growing

One of the unfortunate outcomes of the past years'
trouble is that the quality of the seeds has deteriorated and
seeds have become mingled, making it next to impossible to
obtain paddy that can produce pure long grain rice. The
varieties of grain groups are distinguished by their period

of maturity, generally as follows:

Group Growing period Percentage of area
in days occupled
Early 120-150 10
Medium 165-185 38
Late and
very late 200-225 50

The choice of different maturity group depends on
the location, the irrigation and(or) drainage facilities of
a given rice field, Wherever the growing of early-maturing
rice is possible, two annual crops are sown, the early matu-
rity group being followed by a medium maturity one. South

Viet-Nam has for its characteristic the late-maturing varie-

ties.

can be divided into three geographical zones. (See Map 1):

Long-Xuyen and a small part of Rach-gia. This region gets the

Broadly, the principal rice fields of South Viet-Nam

1. The first area includes the provinces of Ghau-docJ
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Region 1

Region 2
Region 3

XXXX Frontier

MAP I

Hydro-Agricultural Engineering Areas
in South Viet-Nam
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beneflit of silt deposited from the river. Floods of the
Bassac and of the Mekong are particularly strong here. The
higher water level often rises up to ten or twelve feet, and
floating and semi-floating rices are planted. The seed is
sown directly when the soil is dry in April and May. From
80 to 100 kilogrammes of seed are sown per hectare. The
rice is of an inferior quality, known commercially as feed
rice.,

2. This second area, lying south to the first one,
having its southern line of demarcation running from the
Bassac, through Phung-hiep and boarding the Quan-~lo canal,
reaching the edge of the Rach-gia and Can-tho provinces, is
characterized by the constantly wet soil and by the abun-
dance of rank vegetation during the off-season (mainly
grasses and sedges) which must be cut and cleared before
rice can be planted. Cultivation is carried out by single
or double transplantation requiring between 24 and 35 kilo-
grammes of seed per hectare depending upon the method of
transplantation. The large scale practice of double trans-
plantation, peculiar to South Viet-Nam, serves two objec-
tives: it provides the grower with sufficient time to clear
the weeds and to prepare the land and it also helps to stop
rapid early vegetative growth which may otherwise cause
premature lodging of the crop. The rice from this region

is of very high quality, often designated as Saigon rice.
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3. The third area, longing the sea coast, too far
from the Bassac to be floated with muddy water, is criss-
crossed by 'Rach' and canals carrying salt and brackish
water that are harmful to the rice plant and therefore has
to be cultivated with rain water which varies with the
pluviometry. Here we have the problem of irrigation. The
customary method of cultivation is by single transplantation
requiring about 35 kilogrammes of seed per hectare.

Difficulties in irrigation and drainage are the main
obstacles to short maturity rice seeds. Improvement in
irrigation and drainage could yield two rice crops annually
or permit the growing of some other crops in rotation with

rice, and also improve soil fertility and aeration.

Methods of Improving Rice Production

Improvement of strains: The improvement of rice in

Viet-Nam involves two important problems: a) to improve
yield, and b) to improve the quality of rice. The increase
in yield depends on technological advance, mechanization,
improvement in soil fertility while the improvement of the
quality of rice depends on the method of seed selection.
Traditionally, the Vietnamese used the mass selectior
technique. Records, however, showed that other methods such

as the pedigree selection, biological selection and
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mechanical selection have also been used. Nothing, however,
is known about why and when these latter mathods were
abandoned and mass selection resorted to.

Mass selection is no doubt suited for producing
immediate results and also has the theoretical advantages
that a mixed population of biotypes has a greater flexibilit}
than any pure strain in its adaptability to varying environmpntal
conditions. Nevertheless, in the long run, pedigree method
would be a better means of preserving the quality of rice.

Viet-Nam also should experiment varieties from other
countries like Philippines, Burma, Malaya, India. Some of
these varieties are of salt-resisting type with good grain
and short maturity period and could prove to be most
suitable to the Vietnamese soil.

Up until now, the seeds of recommended varieties
were distributed from provincial warehouses to seed farms.
Bach farm covers about 900 hectares of land and sometimes
receives over 1000 metric tons of seed of different varietieg
amually, of which only a small fraction is required for
each locality. Thus a waste of stocks, supervision and
management is almost unavoidable. It seems that a consolidat
tion of seed farms into fewer but larger units and a res-
triction of the number of varieties handled at each farm

to those most adaptable to the locality, is economical.
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Soil fertility: It is obvious that to obtain the

maximum benefit out of an agricultural progremme, the intro-
duction of improved varieties must be accompanied by the
use of fertilizers.

Fertilizer experiments have been carried out in
South Viet-Nam only since very recently. In the past, the
work has been undertaken in the northern part of the country,
To be of great value, such programme must include not only
analysis of soil and organic compositlon to determine the
type of fertilizer required for each particular area but
also a large scale simple demonstration on trail plots in
the farmers'! fields. This implies a better provision of
per sonnel and other facilities such as the re-education of
the farming population, the availability of soil fertility
experts, credit facilities and so on.

It is believed that an increase in production of
10 to 30 per cent, by means of fertilizer, is within imme-
diate possibility.

Method of Cultivation: 1In Viet-Nam, both methods,

transplanting and sowing, are practised. The latter one is
adopted in region where labour is scarce or where floating
rice is grown. Experience, however, shows that the former
method ylelds higher results. Whenever the transplanting
method is adopted, and if maximum yield is to be obtained,

great care must be taken for the method of raising in nur-
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series, the age of seedling at planting time, the spacing
between seedlings upon transplanting, the number of seed-
lings transplanted per hole, the control of weeds, and the
intervals between harvests. Field observers in Viet-Nam
noticed that the spacing allowed between plants are elther
too wide (40 to 50 centimetres, as in Can-tho and Soc-trang
provinces) or too narrow (10 centimetres as in Nha-trang);
also that seedlings are weak as a result of thickly sown
nurseries.

Much more research and experimental work should be
undertaken. Improved practices of cultivation should be
tried out and results brought to the notice of all farmers
by special handbills and demonstration plots, and this should
form an important activity of the demonstration agents.

As to the problem of weed control, in the case of
direct sowing, deep ploughing definitely has beneficial
effect. Arrangement therefore should be made so that
expensive eaquipment could be leased by government agencies
or non-profit cooperative scheme to farmers, Herbicides,
insecticides may also be feasibly used but tests and experi-
ments are requlred to determline the effectiveness of their
use.

Organized Research: Until presently, rice research

has been carried out on a small and decentralized scale.

The work has been of a demonstration rather than research
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type. The reason given was that coordinated research and
experimental works require too much money and staff. This
sounds paradoxical., We, however, cannot help thinking that
any new practice must be preceded by experiments and re-
search, Of course, research here should not mean basic or
fundamental research, but rather practical type which is
usually carried on at an experimental station.

There should be at least one well-equipped research
center and two sub-stations (one in Central Viet-Nam and
the other in the Long-Xuyen province) to deal with such
problems as breeding, soll science, pathology (entomology
and mycology) and rice technology. Since rice is the most
important crop of the country (which it actually is) and if
rice production is to be improved to any significant level,
extensive research and experimental works relating to selec-
tion, fertilizers, method of cultivation, pest, weed and
disease control, crop rotation, soil and organie composition
must urgently be undertaken with the following objectives
in mind:

a) to improve both the quantity and quality of rice
production and to reduce cost;

b) to determine the most suitable alternate crops

that may replace rice whenever possible.

Personnel Training: Besides training graduates of

agricultural colleges, the government should explore all
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possibilities for organizing short courses forming field
testing and demonstrating personnel. Here, however, many
difficulties will have to be overcome. The first one encoun-
tered will be the choice of trainees for this agricultural
staff. Most of the farming people who love the countryside
and therefore are capable of becoming efficient agents, are
usually illiterate and uneducated; while those who have a
certain amount of education or the urban people often have
the prejudice that rural life is primitive, uncivilized and
therefore try to get away from the villages to seek refuge
in cities and towns.

Nevertheless, whether we like it or not, the selec-
tion of a group of young men and women with a minimum level
of education for this purpose is urgent and important. But
this certainly will not be the solution for a long-run prografp-
me, because as I have & ready suggested, most frequently thesp
young people are far from belng content with the countryside
life, and if they ever come to these regions, they do it out
of necessity and obligation.

We now come to the most difficult problem which is
the formulation of the training programme, which should
include two parts: theory and practics.

For the peasant farmers, we could say that they
possess experience and practical knowledge though this know-

ledge may be the result of old tradition and custom of 'the
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sons succeed the fathers' type, rather than of systematic
Judgment or scientific understanding. Thus, for this agri-
cultural staff, the theoretical knowledge appears to be more
important. Theorétical knowledge here should not suggest vel
advanced principles or complicated theories but rather simpld
solution and explanation capable of reasoning out the secret
of farmers' daily successes or failures. Once they agree
with these simple reasonings, more advanced techniques and
theories can be introduced to assist them in the application
and utilization of modern equipments and chemical products
such as fertilizers and vaccines. Here applied knowledge

is carried out and thus the first degree agricultural staff
is formed and gradually more advanced courses will be
organized to enable capable persons to develop their talent
and abilities.

Rightly applying these above principles, we could
expect a satisfactory fulfilment of the national needs,
because such approach would (a) conform with the popular
spirit of liberty and equality of the Vietnamese people;

(b) stimulate and generate a sense of responsibility and

self-confidence among the peasants.

Marketing: Prior to the world wars, Viet-Nam was

the third largest rice exporter in the world market, compe~
ting favorably with Bangkok and Rangoon. Between 1935-1939,

her annual average export was 1,200,000 metric tons.

'Y
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The Second World War and the Indochinese War have,
howsver, transformed Cholon into a vast cemetery of ruined
rice mills and of junk barges rotting in the canals. The
port of Saigon where formerly ships come to and from over the
world taking away rice with them creating an impressive cen-
ter of attraction, now becomes lying dormant with times when
not even a single ship is in the harbor.

In 1956, rice exports from Viet-Nam were practically
nil, The figures for 1957, 1958, 1959 and 1960 can be found
in Table VII.

For the present, Viet-Nam has no real rice export
problem in the sense that it 1s not too difficult to dispose
of exportable surpluses under favorable conditions. The maiy
problem is how to increase yield in order to secure a larger
export surplus which could well be the surest and promptest
contribution to the recovery of a seriously impaired economy.
Experience, however, tells us that a shift from a seller's
market to a buyer's market (that is instead of producers and
distributors being sought out, purchasers were in demand)

did happen when some countries, for reasons related to cost,
price and organization, were reported to encounter difficul-
ties in exporting their rice surpluses. Though Saignn
exporters were used to competing against foreign rice trader#
all over the world and have never been up againstsuch

serious situations, measures must be designed to improve the
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Table VII
Viet-Nam's Rice Exports
1957-1960
Year 000 tons 000 piastres
19572 192,672 730,112
1958P 119,508 517,000
1959P 245, 000 818, 000
1960° 346,195 n.a.

& (Calculated from: Secrétariat d'Etat & 1'Economie
Nationale, Institut National 4 e la Statistique,
Annuaire Statistique du Viet-Nam, Saigon, 1957,
VII, p. 24l.

b The American Friends of Viet-Nam, Economic News
from Viet-Nam, prepared and dlstributed gratis
by The American Friends of Viet-Nam, 4 West

40th Street, New York 18. Series VIII, p. 8.

¢ Embassy of Viet-Nam, News from Viet-Nam, Press and
Information Service, kmbassy of Viet-Nam, Washington§
D.C., January 9, 1962, p. 1ll.
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quality of rice and to reduce the cost of production &f
Saigon exporters are to be kept in such a privilesged posi-
tion in the future.

Considering the point of view of domestic cost-price
relationship, field observation reveals that the prices of
paddy received by farmers vary from 1500 to 2200 piastres pen
metric ton which are somewhat cheaper than those in the
neighbouring Burma and Thailand. The cost of transportation
to Saigon, and of milling and conversion into rice were esti-
mated at 1,300 piastres per ton. The actual milling charge
in Saigon is only 22 plastres per bag or 132 piastres per ton
of paddy. This means that the transportation costs are
extremely high, apparently due to inadequate transport faci-
lities and the prevailing insecure conditions. Moreover,
export rice is subjected to various types of taxes which makg
Viet-Nam's rice more expensive than rice of comparable
quality from Burma or Thailand. This brings us to the
problem of competitive price in the world market.

Prior to 1956, the practice was to adjust Viet-Nam'g
export prices to the official exchange rates in order to
keep in line with the prices of rice elsewhere in the world.
The usual method adopted was the French system of "Exporta-
tion Frais Accessoires" (E.F.A.) accounts, & form of aid

to exporters.
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In 1956, in order to discourage the Hack market in
foreign currencies, the Vietnamese government established
what is called 'The Controlled Free Market' whereby foreign
currencies can be sold at higher rates than the official
exchange rates. The "Exportation Frais Accessoires" accounts
were closed but exporters were authorized to redeem 65 per
cent of their foreign currencies at official rates, and the
remaining 35 per cent at the controlled free market rates.

Rice is the staple food of nearly one half of the
population of the world. And despite the fact that many
countries are trying to become self-sufficient in the rice
production, and to increase the imports of wheat flour, it
is safe to predict a larger and increasing demand for rice
due to rapid population growth and fast improvement in
living standards. How much Viet-Nam shares in the world
export market will depend on the ability of the government

to increase production and to reduce costs.

Rubber

Another lmportant agricultural product is rubber,
imported into Viet-Nam in 1897 by the great French bacterio-
logist Yersin, cultivated in large plantations in South Viet-
Nam. The red soil in which rubber is grown covers a total

area of about one hundred and sixty thousand acres,
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stretching from the north-west edge of the Mekong delta
northwest-ward into Cambodia.

This vast red soil region, virtually unexplored,
malaria infested and inhabited fifty years ago, has become
by far the most important source of foreign exchange for
Viet-Nam. Indeed, rubber constitutes more than 60 per cent

of the total export value of the country. (See Chart I)

Today, it is estimated that nearly 100,000 persons are living

in this area; in fact, the population concentration was so
rapid that until very recently, there existed only a very
sketchy scheme of administration.

From 1919 to 1925, 25 per cent of the rubber area
in South Viet-Nam was planted; the remaining 75 per cent was
planted between 1925 and 1945. The area under plantation
had reached a peak of more than 108,000 hectares in 1945 but
it was in 1940 that the largest area was under exploitation
(almost 92,000 hectares).

The Franco-Japanese and the Second World War caused
serious damage to the rubber plantation and rubber industry
of Viet-Nam. The cultivated area dropped to some 60,000
hectares; many plantations were abandoned, processing plants
destroyed, replanting almost paralyzed. In 1945, the number
of workers employed was reduced by 40 per cent and tapping
area was reduced to some 24,764 hectares. This situation

was aggravated by the Indochinese war of 1945-1954, when

b
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CHART I
Relative Value of Viet-Nam's Principal Exports
1955-1959
(100 =1949)
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1960, p. 795,
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every large plantation had to maintain, for security reasons,
a private army, the cost of which ranged from one to two
plastres per kilogramme of rubber produced. During the
eleven years from 1945 to 1956, only about 5,000 hectares
were planted compared with 6,000 hectares for the year 1944
alone and the record of 12,500 hectares for the year 1931,

A recent survey estimated that a complste rehabili-
tation and reorganization of the Vietnamese rubber industry
would cost in the neighbourhood of 1,500 million piastres.
Since it takes seven years for a plantation to start produ-
cing, the rubber business is a very expensive and risky one,
and requires tremendous initial capital. It is estimated
that a cost of 60,000 piastres would be necessary for plantin@
and maintaining each hectare of rubber in an entirely new
area, that is the cost from the start to the time when rubber
trees begin to produce. Besides these, there is a host of
other costs and problems such as housing, school, hospital
and so on.

Ownership of the larger part of Viet-Nam's culti-
vated land was concentrated in the hands of a few big French
companies. In 1929, for instance, out of 63,000 hectares
planted in South Viet-Nam, only 5,700 hectares belonged to
Vietnamese. On the eve of the Japanese coup in 1945, there
were some 9,000 plantations of which only 556 were owned by

Vietnamese. There are many reasons for this. First of all,
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French companies have enormous capital and export rubber
directly to France thereby making large profits, while Viet-
namese borrowed loans at very high rates of interest
(ranging from 3 142 to 12 per cent per month) and freqiently
the selling of the product must go through the Chinese
middlemen.

Prench ownership was further enhanced by the fact
that their plantations have had a highly increasing produc-
tion because (a) thelr trees are selected grafted stocks
with high latex yield, (b) French plantations are better
cared for, with right amount of fertilizers while Vietnamese
planters, having been unable to become members of the rubber
Research Institute, could not afford to pay for trees, soil
analysis, and fertilizers. Each single analysis, for
example, covering 15 hectares and one of the species of
rubber tree, would cost 2,500 plastres; if there are three
different species planted in the same area, three analyses
are reqQuired. Fertilizers are likewise expensive - the
requirement of 1 1/2 tons of potassium sulfate for each
hectare of rubber land would cost about 6,000 piastres.

Moreover, large plantations are usually better
organized, tapping methods are carefully chosen to guarantee
high future yields. Small holders, on the other hand, nor-
mally tend to overtap their trees which will have detrimental

effect on future production.
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Market Outlet: Despite the fact that Viet-Nam 1s

an important rubber producing country, her imports of manu-
factured rubber products amount to three or four metric

tons per year. (See Table VIII). This state of affairs can
easily be avoided if efforts are made to diversify the coun-
try's rubber industry.

Graph I serves to compare the average yield at
different stages of development. We notice that due to the
increasing yield, total rubber production in Viet-Nam not
only has not suffered a great set back, but has in fact
exceeded pre-war levels during the last few years, despite
the fact that there is a great reduction in the area culti-
vated.

Since the war, there is a growing concern about the
future of natural rubber facing the threat of synthetic
product. Currently, the struggle between the two products
looms like a price war. A closer analysis, however, reveals
that the problems are far more complex than a matter of pric
which is but merely a facet of the whole issue involving
such factors as the lnherent properties of each product,
the capability of satisfying consumer's demand and financial
arrangements,

Generally speaking, Viet-Nam should not have any

fear of synthetic rubber - her economy is being gradually
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Table VIII

Rubber Production in Viet-Nami

Year Production
(metric tons)

1942 52, 638
1943 51,516
1944 42,933
1945 12, 000
1946 12, 921
1947 27,231
1948 28,753
1949 28, 059
1950 33,936
1951 37,279
1952 45,602
1953 53,258
1954 54,917
1955 65, 000
1956 59, 435
1957 59,379
1958 62,657
1959 65, 610
1960 76,611

% Prepared from: Secrétariat & 1l'Economie Nationale,
Institut de la Statistique, Annuaire Statistique
du Viet-Nam, Baigon, V N, Volumes I, II, III, IV,
V, VI, VII; and Evolution de 1l'Economis du Viet-Nam
en 1958, 1959 et 1960, Saigon, 1959, 1960, 1961.
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GRAPH I

.Exploitable Areas and Rubber Production
in Viet-Nam, 1935-1960%2
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diversified, her population as well as the population else-

where in the world is growing and growing fast, and most

significantly, there is something superior in the quality of
her rubber that produces favorable effects on its price and
on the choice of its foreign customers. The problem now 1s
how to keep up with technological advance, to cope with

rising costs, to mobilize more funds for investment both forpign
and domestic, and lastly howto deal with old foreign investerp,
mostly French who own more than four-fifths of the rubber

plantations in Viet-Nam,

Technigues for Improv ing Rubber Production: First

of all, something has to be said about the Rubber Research
Institute (Institut de Recherche sur le Caoutchouc de
1'Indochine - IRCI), with headquarters at Lai-Khe and affi-
liated with the French Rubber Institute of Paris, because
in discussing its objectlives and work, we study improvement
factors that could aid natural rubber in its struggle
against synthetic rubber.

The Rubber Research Institute is maintained by its
members, plantation owners, at the rates of $.20 ($ V.N.) per
kilogramme. Its aim is to study scientific ways and means
to increase yield and cover costs of rubber production
through better mathods of planting, grafting, tapping, re-
ducing initial investment, fertilizing plants and selecting

stocks.
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As has been pointed out, rubber plantation is a
risky, expensive, time consuming yet rewarding business.
Stock selection, for example, may take as much as twenty-fivg
or thirty years to give absolute confirmation of its resultq.
The first grafting operation made the yield climb from 400
to 700 kilogrammes per hectare and through subsequent
planting of the first_;elected grafts production soared to
around 1,500 kilogrammes per hectare. It is believed that
the eventual yleld of selected stock planted over the last
ten or fifteen years may be as high as 2,500 kilogrammes
per hectare.

Tapping method can also be greatly improved. The
use of stimulants, the treatment of old trees with hormone
preparations for example, enable trees to maximize yleld
while the quantity of notches and tapping is reduced. The
Rubber Research Institute also made great headway into the
physiological diagnosis and the possibilities for practical
application of rubber.

When consldering the future of the rubber industry,
the problem of replanting in old plantations must be taken
into account., The economic age of a rubber tree can be
divided into three stages: increasing, stable and decreasing
yield. When and how long the rubber tree gives highest
latex production 1s yet to be determined. Perhaps the best

informations available on this subject are those found in
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the report of the Mission in Enquiry into the Rubber Industr]
of Malaya, published in 1954. It appears that, in Malaya,
the rubber tree comes into production at the age of seven
years, increases its yield, on the average, up to the age of
17 years; stabilizes its yields till reaching the 25th year,
and then begins to diminish its yield; after the 30th year
tapping usually becomes uneconomical., As a general rule,
it has been accepted that, in order to maintain a plantation
at a uniformly high level, replanting should be done at an
annual rate of about three per cent of the existing trees,
so that a complete substitution of the trees may take place
every 30 or 35 years., If that procedure is adopted, each
plantation would, in thsory, show the following age distri-
bution at any given time:

a) 1 to 6 years (not in production)...... 17 per cent

b) 7 - 17 years (increasing prod.)....... 32 per cent

c) 18 - 35 years (stable and declining
prod.)...... 51 per cent

The last mentioned age group might further be subdivided,

especially in the case of well-cared for plantations, as

follows:
i) 18 - 25 years (stable prod.)..... Ceeeeen. 25 per cent
ii) 26 - 35 years (declining prod.)......... 28 per cent

Unfortunately, informationsof this sort are not available

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA . ECOLE DES GRADUES

THE AGRICULTURAL INDUSTRY 53

in Viet-Nam., Estimates of the present age of Viet-Nam's
rubber trees can be obtained from Table IX.

Assuming that the data in Table IX are reasonably
reliable, that no new plantations took place between 1944
and 1954, and that the reduction from about 108,000 hectared
to about 63,000 hectares of planted area in 1955 occurred
at random as far as age is concerned, we can see that the
present condi tion of the rubber production is not very
healthy - trees are reaching their old age and no young oneq
are ready for tepping.

The data in Table VIII, however, do not seem to
confirm what has just been said above., This is due partly
to lmproved yield and method of tapping and partly to the
overtapping of smallholders.

However, we should not be too optimistic about this
increased total production. Greater efforts should be mobi-
lized to study ways and means to improve the future of this
industry.

In a recent speech, Mr. Le-van-Ngoi, vice-chairman
of the Vietnamese Rubber Plantation Association, predicted
that "...in 1965 about 2,500 thousand tons of natural rubberp
will be needed, but, according to estimates of rubber
planters, the world annual production of natural rubber in

1965 will be approximately equal to the 1957 levels or
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Table IX

Area under Rubber in Viet-Nam
(1897 - 1944)

Area Age in 1955

Year (hectares) (years) Percentage
1897-1920 7,201 35-58 -
1921-1925 5,904 30-34 5.83 ) 20 4 )
1926-1929 34,074 26-29 33.66 ) °2+49 )
)
1930 5,214 25 5.15 ) )
1931 11, 357 o4 11.22 ) )
1932 6, 887 23 6.80 ) ) 71.4d
1933 3,230 22 3.19 ) )
1934 2,486 21 2.45 ) 31.91 )
1935 390 20 .38 ) )
1936 1,214 19 1.21 ) )
1937 1,507 18 1.51 ) )
1938 814 17 .81 )
1939 6,404 16 6.32 )
1940 4,636 15 4,58 )
1941 3,225 14 3.18 ) 28.60
1942 3,949 13 3,91 )
1943 3,703 12 3.65 ;
1944 6,229 11 6.15
Total 101,223 100.00

Source: Figures provided by the Rubber Research
Institute, Saigon.
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less than two million tons.":

What will be Viet-Nam's share in this grand total
will depend on how much:

a) the government can guarantee and authorize
foreigners to export a part of their income derived from
their plantations;

b) the govermnment helps Vietnamese to benefit from
the work of the Rubber Research Institute;

¢) the govermment can encourage the incorporation
of smallholders into the already existing ®Syndicat des
Planteurs de Caoutchouc";

d) the government can encourage local production of
chemical fertilizers which are too expensive to import;

e) the government can encourage planters by

i) providing land-clearing equipment;
i1) exempt planters from taxes (especially land
and regional security taxes), for the first
few years of investment in this industry;
ili) establishing schools to train extension
crews;
iv) furnishing the necessary credits for the
rehabilitation and re-exploitation of

abandoned rubber plantations;

1l The American Friends of Viet~-Nam, Economic News
from Viet-Nam, prepared and distributed gratis by the
American Friends of Viet-Nam, 4 West 40th Street, New York,
18, p. 13.
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) the government can foster the expansion of local
industry in order to reduce or eliminate imports of manufac-

tured rubber goods.

To realize these projects, the government must without
delay appoint a Commission represented by both government
and planters to study the problem into details and make
recommendations accordingly.

The Vietnamese economy is somewhat & lopsided one,
with the external trade and commerce sectors highly developed]
and the domestic market extremely limited. This leads us
now to the consideration of various possible ways of improvi&g
the national economic well-being. The enlargement of the
domestic market, the balanced growth and the national econo-
mic independence will be the main topics of discussion in
our next chapter on !'Industrialization and Diversification

of Viet-Nam!.
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CHAPTER III

INDUSTRIALIZATION AND DIVERSIFICATION OF VIET-NAM

Independence Versus Dependence

If I were to define our prime (economic) object-
ive for the man in the street, I would put it this
way: what we want is to be able to stroll through
the streets of Saigon or to travel about the coun-
try, and to find in shop display windows nothing
but current articles of home manufacture, without
encountering the familiar signs of "American aid"
except on the heavy machinery and equipment that

are serving to increase our production capacities.l

These words of Mr. Vu-van-Thai, administrator of
foreign aid, reveal clearly the position of the Vietnamese
government: to strive for the economic independence of
Viet-Nam.

Economic independence is the expressed hope and
ambition of many leaders in various parts of the world,
especially in countries where the direction of economic
affairs has been for centuries under the control of colonial]
regimes or where national income depends precariously on
the export of one or two products to the more highly indus-
trialized nations. This frequently leads to the

1 vu-van-Thai, "Viet-Nam's Economic Problems",
Marchés Tropicaux et Méditerranéens. Ed.: Christian Moreux
et René Moreux, 190 Boulevard Haussmann, Paris 8€,
Saturday, November 29, 1958, p. 71.
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unfor tunate pursuit of a policy of economic autarky, a
ruling out of the utilization of foreign investment, private
or public, in the economic life of the nation which are
contrary at the same time to the traditional international
trade theory of comparative advantage and to the accepted
modern philosophy that a high degree of international co-
operation is necessary for the well-being of the world as
a whole as well as for those particular countries themselves|
In the case of Viet-Nam, it is my hope that the
terms 'economic independence'! would be usefully conceived
to denote first, the improvement of the national budget
which requires that (a) current expenditures are met by
currently locally-raised revenue, except aid for military
emergency, and (b) locally-raised funds should constitute
the main part of the national investment in the national
budget; and second, the reduction of the distressing
disequilibrium in the balance of payments which requires
that (a) current exports balance the imports used for the
current consumption of the Vietnamese population and thus
(b) the net excess of imports over exports, except 1lmports
for military emergency, may be devoted to capital equipment
for developmental purposes to which foreign investment and
foreign aid make their contribution.

Viet-Nam emerged from the wars economically more de-

pendent than ever before. Thls can be estimated from TableX
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Table X

National Income, Gross Private Investments
Total Govermnment Expenditures, and Exportsi#

National Gross Total .
Income Private Gov. Exports Military
Investments Expend. Aid
Viet-Nam 102,019 5, 000 15,276 2,744 15,270
(195¢)
Percentage 110/ ly . 9% 14.7% 1.96% 14.7%

Source: Banque Nationale du Viet-Nam, Estimations
du Revenu du Viet-Nam en 1954, Salgon,
1956, p. 14.

% In thousands of Vietnamese dollars.
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Prior to Wworld war II, foreign capital (mostly French
and Chinese) enjoyed a monopolistic position in Viet-Nam.

The recent anti-Chinese reaction, for example, can be
explained by pointing out abuses created by the Chinese 1in
intermediary sectors: wholesale and retail trades, land and
river transports, rice collecting, and especially in the
practice of usurious credit 1lending. Furthermore, the
Chinese, possessing what is called the 'immigration complex!,
frequently find themselves, justifiably or unjustifiably,
exposed to malversations on the part of local authorities
and people, and thus bind themselves together into a solid
community where secrecy is a rule, and camouflage, bargaining
compromises or flight to other lands are defensive weapons.
The importance of Chinese capital is difficult to assess due
to the Chinese secret system of bookkeeping and accountancy.
One thing, however, is certain: it has permitted the Chinese
to play a dominating and determining role in Viet-Nam's
economy.

We, however, should not overlook the favourable
aspects of Chinese investments. For example, the Chiness,
once settled down in a country, have no plan for repatriatiorn
and thus create no such problems as income or profit trans-
fers,

French investment constituted about 78 per cent, in

average, of total private investment. Hence the magnitude

-
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and timing of investment were determined largely by condl-
tions prevalling in the Paris money and capital markets.

No conflict, however, existed between French investments on
the one hand and Vietnamese and Chinese investments on the
other. A division of work seemed to operate for these
different investments. French investments were concentrated
in the field of international and key sectors; the Chinese
monopolized wholesale and retail trades, river transport,
rural credit and some small industries; and the Vietnamese
laboured with the communal sector, small commerce and handi-
crafts both rural and urban.

Between 1945-1955, the progressive elimination of
French political influence and the political instability
within the country covered up Viet-Nam with a general feeling
of uncertainty susceptible of paralyzing the existing enter-
prises, of discouraging new initiative and most importantly
of causing massive withdrawal of foreign capital from Viet-
Nam.

This explains why the Vietnamese economy became so
highly vulnerable and dependent after the Geneva Agreement.
Domestic private investment contributed a negligible amount
to the gross national product (hardly 4 per cent). Exports
were less than one-sixth of imports and about two percent
of national income. Government expenditures, largely spent

on defence and financed by foreign aid which was not only
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large enough to cover imports but also to leave a substantial}l
surplus, became an important income generating factor.

Another factor which made Viet-Nam so highly depen-
dent was the degree of its export concentration., Rice and
rubber alone accounted for 79 per cent of the total export
value in 1953 and 81 per cent in 1954. The terms of trade
also caused great trouble. While the import prices were
largely independent of our demand, the prices of our exports
were completely beyond our control due to the fact that our
exports only contributed a negligible amount to the world
supplies. The drop of world price of rice in 1953, for
example, caused a general state of bewilderness among the
Vietnamese. Furthermore, there existed no advisory or
industrial control set-up for guiding and encouraging manu-
facturers by revalorizing their products for domestic con-
sumption. Protective custom tariffs cannot be used without
limit,

Internally, the economic dependency of a nation can
be seen through the high degree of monopolistic or monopso-
nistic power exerted by foreigners over industry, commerce
and transportation which, coupled with the concentration
of political power in the hands of a small minority, leaves
no chance of entry for natlionals and thus creates economic
dualism within the national boundaries. The argument for

monopoly based on the high level of saving and profit
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required for development could not be applied to Viet-Nam
because very often, saving and profit were transfered to
the mother country or to other hard currency nations.

Logically, economic dualism could not exist because
the expansion of one sector should generate that of other
sectors. In Viet-Nam, unfortunately, conditions were diffe
rent and problems were far more complex than what normally
would be expected. The trouble was that when the economic
lai ssez-faire policy was sponsored by a government which
was in favour of one group of people, a distinectly lop-
sided development was bound to occur.

Even in the agricultural sector, peasants became
virtually slaves of big land owners because of high rent
and usury. Peasants and labourers were furthermore sub-
jected to a number of direct and indirect taxes, some of
which like the corvee and the gabelle, were excluslvely of
an exploiting type. Public works were performed by Viet-
name se labour, pald for by Vietnamese taxpayers and built
on Vietnamese soil and yet, in the words of a French
authority, Paul Bernard, "the present interest of the net-
work of roads and railroads 1s much more political and
touristic than economic, and in any case, their extension
does not correspond to the state of parallel development

II2

of the private economy. Nationalists complained that the

2 Paul Bernard, Nouveaux aspects du probléme é&cone-
mique indochinois, Paris, Hachette, 1937, p. 1586,
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essential concern of the French was to make conditions safe
and confortable for themselves rather than to pursuit a
policy of improvement for Viet-Nam whether in the field

of science, medicine, or building of roads over which
Europeans might travel while Vietnamese lacked vehicles,
money and passport. Outside and independent observers
remarked that the savings and profits of Frenchmen in Indo-
china contributed little to the welfare of the Indochinese
because they were all sent back to France.

But perhaps the worse policy that the French have
ever formulated in Viet-Nam was the threefold monopoly on
salt, opium and alcohol, The fishermen were obliged to
sell all the salt produced by themselves to the French
administration and then bought back at higher prices what-
ever amount they might need for the conservation of their
fishes which constitute the main Vietnamese diet, In the
mother country, opium smoking was a criminal offence; in
the colony, 1t was one of the financial props of the colo-
nial government. To describe the conditions of peasants
let us use these words of Pierre Gourou: "There was a real
competition be tween man and beast. Animal labour is as
expensive as human labour, as a man does not earn much more

than what is strictly necessary to feed himself, and the
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feeding of an animal is as costly as the feeding of a man. "o

The dualistic tendency was further aggravated by the
fact that innovations did not come as the result of slow
development of internal forces within the country but rather
from abroad. The lack of the knowledge of French of the
large masses of people was also a great impediment to the
transmission of innovations and modern technique of produc-
tion to the common man. So also were the conservative
attitude of farmers and the lack of a Vietnamese entrepre-
neurial class.

Under the present conditions, the survival of Viet-
Nam, as a sovereign state, is underwritten by American aid
which depends precariously on the year-to-year American
Congressional reaction to a multitude of influences, many
of which are completely divorced from the Vietnamese facts
of life., A great percentage of this aid fund is used in =
manner that maintains an extravagant standard of living,
raised to its present level as a result of eleven years of
heavy foreign spending in Viet-Nam.

Political independence 1s threatened and shaken by
the lack of even a bare minimum degree of economic self-
sufficiency. Viet-Nam's independence and probably her free-

dom, in other words, 1is at the mercy of the United States

3 pierre Gourou, Land Utilization in French Indo-
china, Paris, Hachette, 1949, p. 224-225,
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Congress. These facts should be matters of embarrassment
to both nations because they have become solid base for
communist propaganda accusing the government of South Viet-
Nam as traitor selling out the country to another western
imperialist, the United States.4

It is obvious now that if Viet-Nam is to remain free|
not only of communism but of foreign aid, efforts must be
mobilized to formulate a realistic developmental programme
which takes into account not only the predominant position
of agriculture, but also the need of diversification and
industrialization which will determine the extent to which
the present standard of living can be maintained after
foreign aid is reduced or eliminated and Viet-Nam must

stand on her own.

Reasons for Industrialization

It is true that Viet~Nam is fortunate in her posses-
sion of an abundance of land and favourable geographic con-
ditions for an agricultural economy. It is also true that
strategically Viet-Nam is situated in the gateway to intra-

regional trade. Both the giant and prosperous neighbours,

4 Lawrence Morrison, "Industrial Development
Efforts", Viet-Nam: the First Five Years, ed.: Richard W.
Lindholm, The Michigan State University Press, 1959, p. 215.
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Japan and India, can supply Viet-Nam with manufactured goods
and they, in turn, import foods and agricultural and forest
products over which Viet-Nam has comparative advantage.
Nevertheless, unreasonable and exclusive concentration on
agriculture for export would be a very unwise policy. Thers
are products that can be locally produced cheaper than
imported. To ignore the national industrial potentialities
would be very bad economics indeed for the following
reasons:

1. Our exports consist almost exclusively of rice
and rubber. Any change in the prices of these two products
in the world market may cause great fluctuations in the
national income. Industrialization thus eliminates or
reduces the risk of instability caused by factors from
abroad. Fur thermore, since heavy imports of consumer
goods are responsible for Viet-Nam's chronic deficit in the
balance of payments, any improvement in this balance must
mean a partial substitution of some of domestic products
for imported finished goods.

2. There is the problem of unemployment and under-
employment which constitute the hotbed of political unrest
and dissatisfaction and can be alleviated only through the
creation of light industries.

3. There are industries which not only can be

produced 1ln Viet-Nam, but should be produced even at the
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expense of agriculture. Take for example cotton which Vietq
Nam can produce at a comparative advantage cost, yet half
of Viet-Nam's yearly total export income is devoted to the

purchase of cotton goods from abroad.

Obstacles to Industrialization

The building up of a viable economy would necessa-
rily require time, patience, energy and sacrifice. But
unless Viet-Nam grasps the opportunity while she can, 1t
would be much tougher, if not impossible, later on when
gratuitous ald is no longer available.

Considering the main obstacles to effective pursuit
of Viet-Nam's industrial development, we find that (a) his-
torically the Vietnamese economy is a complementary one
with the Southern part of the country endowed for agricul-
ture and the Northern part enriched with coal, mineral re-
sources and other industrial raw materials. The partition
of the country disrupted this reasonably balanced economy,
created distortions and caused great loss to both sides of
the demarcation line. Among the losses to the South the
most important ones are: the textile industry, the large
supply of coal upon which South Viet-Nam's electricity and
power heavlily depend, and the large market for its agricul-

tural products.
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(b) As has been and will be discussed again in the
next chapter, one of the biggest obstacles to industrializa-
tion is the lack of capital. This explains why development
programme must be carefully examined and planned to direct
investment into industries where favourable capital-output
ratio exists.

(¢c) The lack of technical know-how is another obs-
tacle to development. Not only does Viet-Nam lack well-
equipped industrial statistics centers and technical survey
bureaux, but also managers, technicians and supervisory
personnel.,

(d) Also there is the problem of excessive produc-
tlon costs resulting from (i) the discrepancy between the
artificially high standard of living and the low producti-
vity. The former remains high due to the increased spending
of foreign military forces and foreign aid, while the latten
continues to decline as a result of destruction and deterio-
ration of equ ipment by the wars, and (ii) the maldistribu-
tion of the population between goods-producing and non-goods
producing sectors of the economy caused by the political
insecurity in the countryside.

(e) Moreover, there are related difficulties con-
fronted by certain industries such as low tariff programs
and the lack of quality product control which put local

producers in a helpless competitive position with foreigners
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Prerequisite for Industrialization

Whether the Vietnamese leaders like 1t or not, two
things must be kept in mind while drawing up any develop-
ment programme for Viet-Nam: (i) South Viet-Nam is essen-
tially agricultural and (ii) the development of Viet-Nam
has been, is and will continue to be for some time to come,
heavily dependent on foreign capital and foreign techniciang
These two important facts bring us to the followlng conside-
rations:

l. Industries that are to be set up must be those which

(a) process agricultural products (e.g. sugar);

(b) utilize local raw materials (e.g. paper and

paper products);

(c) satisfy a large domestic market (e.g. cotton

goods);

(d) utilize available technical potentialj;

Lot
(e) have favorable capital-output ratio.

2. Policies designed to encourage investment must not
be based on historical resentment of foreign initiative and
control but rather must be realistic, direct, definite and
specific statements which would show the govermnment's inten-
tion to cooperate with both foreign and domestically owned

enterpri ses for the development of Viet-Nam.
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After the regaining of political independence in
1954, there was a great fear of expropriation and confisca-
tion of foreign ownership by the goverrnment which not only
caused substantial capital flight out but also prevented
others from getting into the country. In fact, certaln ente
prises have come to a virtual standstill because of the
uncertainty as to what, if any, punitive or restrictive
measures might have been taken by the government.

Consequently, on March 5, 19575, the government of
the Republic of Viet-Nam officially promulgated its invest-
ment policy, (1) reaffirming that "within the country, free
enterprise in the framework of a plan in which the role of
the State will be essentially to orient, coordinate and
assist private enterprise (and) in relations with foreign
countries, Viet-Nam desire to cooperate and increase exchang
with friendly countries";

(2) Listing all fiscal, monetary and administrative
advantages likely to be granted to new investments. These
advantages have been reaffirmed in a circular note issued
on September 11, 1957, by the Supreme Council of Money and
Credit presided over by the President of the Republic him-
self.

Furthermore, the Vietnamese government, within the
framework of the MNutual Security Act of 1951, signed with

the government of the United States an agreement by virtue

5 See Appendix II.
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of which the United States government guarantees American
investments against
(a) the risk of inconvertibility of currency;
(b) the risk of nationalization;

(¢) the risk of war.

In October 1957, an Industrial Development Center
was created to centralize all investment proposals in the
industrial field, to facilitate their implementations and to

help foreign investors find Vietnamese associates.

Financing Industrial Development

As has been mentioned, the regaining of Viet-Nam's
independence was followed by an exodus of many foreign enter
prises and personnel, an intensive repatriation of French
capital and a complete stoppage of new foreign investments.
This leads us now to the problem of investment financing and
related problems.

In dealing with the subject of sound development
financing, we have no choice, but to consider both short-
term and long-term problems involved. First, there is
inflation, the elimination of which i1s an essential precon-
dition to the implementation of a sound long-term develop-
ment programme. And next comes the choice of a government

spending policy which includes effective ways and means of
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securing necessary funds for short-term financing as distinct
from those adopted for a long-term programme.

Short-term Development Financing: In Viet-Nam,

inflation originated from the lack of direct controls during
World War II when considerable procurement demand of the
Japanese army caused large increase in the money supply and
rocketing prices. Between 1939-1945, for example, the cos?t
of living index rose thirty-three per cent and between 1945-
1948, this rate of increase was 9 per cent yearly. The
state of extrems insecurity, heavy military spending, deficit
financing by the national bank, all contributed to the
inflationary pressures.

A close analysis of both supply and demand will
reveal the main causes of inflation. On the supply side,
the level of production is low due to destruction and dete-
rioration of equ ipment by the war., Also, for security
reason, a great number of people move to towns and thus
create an imbalanced shift of population from goods-producing
sector to non-goods-producing ones. Supply shortage coupled
with the huge masses of refugees from the North bring prices
up far above the costs of production and thus raise the
profit margins of intermediaries of which one of the indica-
tors is the disparity in the movement of wholesale and retail
prices. For example, by 1955, the wholesale price index

had risen 30 per cent above 1939 while the retail price index
had risen as much as 70 per cent despite the decrease in
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the yield of indirect taxes.®

On the demand side, although all through the Second
World War and the subsequent hostilities and civil strife,
deficit financing of military operations by the central
banking authorities prevailed, a major part of these expen-
ditures were financed directly by France in the form of
purchases of Vietnamese piastres by the French treasury to
meet the needs of the French expeditionary corps. These
increases 1n foreign assets, however, did not provide Viet-
Nam with corresponding increased capacity to import for
domestic consumption for two reasons: (1) the continuing
currency depreciation and (2) the heavy outpayments for the
repatriation of profits and investments held by foreigners.

Furthermore, the partition of the country and the
dissolution of the Monetary and Customs Union of the former
associated States of Indochina at the end of 1954, certainly
have aggravated the inflationary conditions in Viet-Nam.
The transfer of both the bank deposits and the great bulk of
notes from the North has virtually doubled the per capita
money supply in the South. In 1955 and 1956, piastre counter

part funds7 continued to be generated by the United States

6 Bconomic Commission for Asia and the Far East
(ECAFE), Working Party on Economic Development and Planning,
Second Meeting, United Nations, Document No. DPW 2-13,
September 18, 1956, p. 5.

7 See explanation on page 79
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dollar aid and thus created a further expansionary influencsg
on money supply and income.

Actually, what is of a more serious nature is not
so much the problem of excess circulation of notes but
rather the extremely large volume of deposits and reserves
owned by foreigners and deposited with the central bank by
commercial banks., These large idle deposits create two
great concerns: the problem of latent inflation and the fear
that the funds, if put to improper use, will damage the
economy. Thus it is obvious that the excess ligqu idity must
be first absorbed either by the freezing or blocking of
bank deposits or by compulsory loans, or else, an unfavour-
able balance of trade must be resorted to, and then through
gradual reflationary methods (for example by means of the
sale of treasury bonds to the banks with the proceeds
credited to the development fund) the available assets

wlll be put into utilization for development purposes.

Long-term Financing: The speculation of some offi-

cials of the government 1s that development should be fi-
nanced through credit expansion. While this has been the
successful practice of some countries, it is my hope that
the Vietnamese govermment would not resort to it but rather
to those fiscal and monetary measures which not only

increase public and private savings to such an sppropriate
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level that may provide the State with funds to finance
social services but also leave to private initiative ade-
quate incentive and resources to keep up with the desirable
rate of investment, and thus generate confidence beyond
national boundaries and thereby creating a favourable climate
for foreign grants, foreign borrowing and foreign invest-
ments.

It is not my intention to discuss monetary and fiscal
policies here. A few words, however, should be mentioned
about possible measures that the government can take to
improve the nation's economic conditions.

First of all, 1t 1s the general belief that the pre-
sent system of taxation is too complicated and the adminis-
trative mechanism lacks skilled personnel. The multi-level
rice sales tax for example not only renders its enforcement
dif ficult but minimizes its returns. It is expected that
once the National Institute of Statistics secures the needed
informations, and the required minimum amount of personnel
is trained, more reliable forecasts of savings and invest-
ments could be developed to determine how much Viet-Nam can
really finance her development plan out of her own pocket
and how much must she rely on foreign assistance.

It should be stressed that in formulating fiscal
policies the government should not only seek to increase tax

revenue but also must take positive actions to encourage
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savings and channel them towards high priority projects.
Such actions should include:
(a) Measures to increase saving potential by Ilncreasing
agriculturel production:
(1) Regressive as opposed to the present progres-
sive tax on increased agricultural output.
(ii) Tax concession on land improvement and co-
operative efforts.
(1ii) Penalties on abandoned lands or failure to

replant rice or rubber.

(b) Measures to discourage luxury, conspicuous, and non-
essential spendings and to encourage spending on capital
goods.

(¢c) Measures to stimulate business investment and re-
investment:

(i) Higher allowance for depreciation charges on
capital equipment.
(ii) Tax concession on reinvestment capital.
(iii) Elimination or reduction of the regi stration
tax on newly formed and approved enterprises,
(iv) Lower custom duties and sales taxes on capital
goods,

(v) Measures to encourage farmers investing their

surplus income in industrial project.

UNIVERSITY OF OTTAWA .. SCHOOL OF GRADUATE STUDIES




UNIVERSITE DOTTAWA .. ECOLE DES GRADUES

INDUSTRIALIZATION AND DIVERSIFICATION OF VIET-NAM 78

(d) Measures to attract foreign capital: The government
of the Republic of Viet-Nam does not regard foreign invest-
ment as a necessary evil, but as a condition "sine qua non"
for economic development. It realizes that not only can
foreign investments provide the country with the needed
credit for the development of its natural resources but they]
also bring in technical know-how and business experience.
An influx of foreign capital also means new business trends
which will be introduced by foreign businessmen on behalf
of their own countries and of the country with which they
are dealing.

Besides fiscal policies, monetary policy with
its quantitative control can be very helpful in channelling
credit towards development purposes. Unfortunately, there
exist factors which impede the effective operation of the
National Bank. We find, for example, the lack of an
organized securities market, the foreign-trade-oriented
commercial banks and the prevalence of usurious money
lenders. To counteract these forces, the govermnment has
established the Industrial Development Center, the National

Investment Fund and other specialized credit institutes.
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The Role of Forelgn Aid

In the following paragraphs, I will concern myself
only with the analysis of the meanings and relationship of
foreign aid to economic development, not with the size or
quantitative aspect of aid., Though foreign aid, relating to
Lts existence, is overwhelmingly appreciated by almost every-
body everywhere, the form and use of aid frequently cause
controversy. Some say that it is too small; others, too
large; and still others complain that it 1s too much for
consumption and too little in the form of capital goods. A
closer analyslis of aid concept and procedures will clarify
some of these apparent misconceptions. Foreigh aid comes
under two forms: direct aid and commercial aid.

Direct aid, that is aid in kind either for consump-
tion or for investment, implies two things: first, the
material goods and second, the actual saving made by the
government from not-having-to-buy these goods. The commer-
cial aid, on the other hand, operates through a counterpart
fund, which is that amount of dollars credited to the Viet-
namese government's account by the American Treasury in pro-
portion to the value of goods purchased from the United
States by private Vietnamese 1importers with their private
savings., Or in other .words, whenever there is a purchase

of American dollars by private Vietnamese importers for

UNIVERSITY OF OTTAWA . SCHOOL OF GRADUATE STUDIES



UNIVERSITE DOTTAWA .- ECOLE DES GRADUES

INDUSTRIALIZATION AND DIVERSIFICATION OF VIET-NAM 80

importing American goods, the counterpart fund 1ls credited
wlth that amount by the United States Treasury. This fund
is in turn used to finance government outlays either on
current or investment accounts. Here again, we notice two
things involved: first, the goods bought with dollars, that
is the private spending; and second, the counterpart fund,
that is the foreign aid proper.

In the case of direct aid, there could be no room
for misunderstandings. Under the commercial aid program,
however, misconception and misinterpretation arise. It
should be understood that, just as taxation channels domestig¢
savings into the treasury, counterpart fund channels foreign
savings. Spending under the commercial program, that is
goods bought with dollars, represents merely private
spending, while only spending from the counterpart fund can
be considered as foreign aid proper.

As to whether aid is too large or too small, we need
profound examination and analysis. Foreign aid aims at two
objectives: (a) financing an external (foreign exchange)
deficit; and (b) financing an internal (budgetary) deficit.
The latter, under the counterpart scheme, 1s determined by
the former, in the sense that the counterpart fund is
generated by the private spending on goods and services
under the Commerclal Import Program. But if this is so,

then, how can it be said that the internal deficit is larger
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than the external deficit? The answer is that this can happ
when goods and services made available to flnance the

former tend to exceed the normal requirements of the latter.
This frequently occurs in countries where the external defi-
cit consists largely of so-called luxury goods and where

the demand for capital goods is weak.

In Viet-Nam, this trend to luxury imports can cause
serious damages to the economy by artificially raising the
standard of living and the propensity to consume, thus
leaving no room for savings and investments. But if luxury
imports create troubles, why could not we stop importing
them? The dilemma, of course, 1s how to generate the coun-
terpart fund and at the same time cut back luxury imports.

It has been suggested that instead of dollars, may
be gold can be sold to the public against piastres. This
suggestion, in my opinion, would not make Viet-Nam better off
because such approach would simply channel funds into
idleness or Asian typical way of hoarding or investing
money in unproductive wealth such as gold and jewelry.
Perhaps, a more productive solution would be to sell regis-
tered dollar bonds to the publie in lieu of dollars or gold.
Unfortunately, these are merely speculations or at most
desirable solutions; they are not applicable under the
present terms of American aid. A third solution, and this

again has to be negotiated with the United States government
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before it can be applied, would be to allow dollars to be
used for financing transfers abroad on current or capital
accounts., This move may not only cut back imports of luxury
goods and create additional resources for development, but
also encourage foreign investment.

Those who hold that aid is too small are thinking of
the counterpart fund and in the last analysis of direct aid
as contrast with those hereabove mentioned people who hold
that aid is too large and who, in this context, are thinking
of the Commercial Import Program. Those who complain that
aid is inadegmate in the form of capital goods, also have in
mind the Commercial Import Program which constitutes private
spending and over which the government has little, if any
at all, direct control.

During the period of 1955-1956, the role of United
States aid was to enable the Vietnamese govermment to restors
internal order and political stability, particularly by:

(a) Replacing French military expenditures

(b) Maintaining a strong armed force

(c) Assisting the Vietnamese government financially and
technically in the consolidation of its political
and administrative institutions

(d) Sharing the burden of more than 800,000 refugees frony
North Viet-Nam.,
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(e) Financing external deficit (a deficit of 80 per cent
of the total imports in 1955)
(f) Maintaining monetary stability and fighting inflatioi

(g) Creating a climate of confidence.

During the period of preparation for development
1957-1958, the role of United States aid was to enable the
Vietnamese government to:

(a) consolidate its political position, to suppress

Communist subversion, enforce law and order;

(b) reinforce the administration and train personnel;

(¢c) lay down a framework for development, establish
specialized developmental institutions for both
agricultural and industrial development such as
agricultural credit, cooperatives, agrarian reform,
agricultural extension, Commission for Agricultural

Development, Bureau for the Employment of Agricultur%l

Machinery, the Industrial Development Center, the

National Investment Fund, the Superior Council of

Money and Credit, and so on;j;

(d) reconstruct transport and public utilities facilitiei;

(e) stabilize the economic and financial situation;

(f) rehabilitate, modernize and expand developmental
plants such as electric power, transportation and

cormunications;
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(g) redistribute the working population, both within and
between regions;

(h) rehabilitate war veterans;

(i) initiate studies and research for new projects such
as outlined in the Day and Zimmerman report, the Jamep
and Machefaux report on water control, the Leerburger
report on electric power, the Lindholm study on
general budget control, the Carter Goodrich report.
Needless to say, without the United States aid during

this preparatory period, the breaking of bottlenecks and therd-
fore the opening of the way for a real economic growth would

have been extremely slow and difficult 1f not impossible.

The Vietnamese economy is still miles away from a sus
tained and balanced growth, Most of the projects begun so
far, will not bear fruit until a few years from now. Although
Viet-Nam is determined to become independent of United States
ald, she can achieve this goal only 1f the United States
continues to aid and make possible for a satisfactory rate
of new agricultural and 1lndustrial investment.

A complete discussion of forei