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Import Level

Clearest link of import level to aid receipts is on p. 12; Staff Report:

"For 1974, the amount of foreign aid estimated by the Vietnamese
would help to finance a total level of imports of US$910 million,
which would be 14 per cent higher in dollar terms than in 1973."

and two major uncertain ties regarding aid and oil price:

"Pending further policy decisions, it is difficult to assess the
precise impact of these developments on the 1974 balance of pay-
ments outcome,"

There is no statement in the Minutes or the Concluding Observations that
the IMF mission has "agreed to an import forecast." There are, of course,
many statements concerning excessive credit for import financing.

Also Briefing Paper, p. T:

"The level of foreign aid receipts, supplemented by Viet-Nam's
own exchange receipts, will effectively determine the feasible
import value during 1974, even though this may imply a decline
in imports in real terms."

Frequency of exchange rate adjustments
There is never any mention of specific time periods but reference to:

--periodic adjustments (Staff m-u;

~-adjustments from time to time (Letter

- ustments as required to avoid any significant loss of reserves
Staff Report)

From September 6, 1973 to January 6, 1974 there were six exchange rate
adjustments, i.e., an average of one ever two and a half weeks,

From December 30, 1972 to September 5, 1973, there were five adjustments,
i.e., one every six and & half weeks: on this staff commented that:

"During the middle months of 1973, exchange rate adjustments may
not have been as large and timely as would have been desirable
under the circumstances; however, in recent months wore frequent
adjustments have occurred." (p. 13, Staff Report).
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Tomasson, Banvina, Saigon (Viet-Nam)

[ We advise against proposal of your 18. Compulsory margin deposit
v oy F

m requirement‘ on letter of credits already issuec’&\ constituteg multiple

LW currency practice subject to Fund approval. Moreover, retention of

present subsidy for CIP imports and introduction of margin deposits on
et
CIP licensesA contradictory policies.

D peash
2. With reference to discussion between ssion agd guthorities on
Y

Y Ml e
{ - the rationale for a CIP subsidyx and its pragmatic adjustmentf we advise
? v)?/v\nf / instead that amount of subsidy be reduced from VN$85 per US$1l of custom
value of imports to about VN$10-20 per US$1. Ia—aééd.t.tgn./, import demand

at sustainable level reguirTes m
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MANAGI NG DIRECTOR AT ROME IMEETIMG. GOVERMOR ALSO
RENEVED INTEREST IN FOSSIBELE STANDBY ARRANGEMENT EITHER
AS SUPPLEIMENT TO BORROWING UNDER ANY SP?CIAL.FACILITY
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FOR PREPARING OFFICER
D Night Letter

D Full Rate
D Code

SPECIAL INSTRUCTIONS
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ETR

Drafted by J""Q?Odley +to

Der \ent Asian

7 " signature

/[s/ J. Woodley
[

Second Signature When Required

FOR CODE ROOM

Time Received — L0000 R M,

Time Dispatched—L.liy D 3g

Number of Words —(—le—r&n.—}ﬁasi

log—e—Ss i pa- bt ha——

RosT WUT;ThX

Operator ____Wﬁj___

INTERNATIONAL _MONETAFQ FUND
WASHINGTON D.G. !

Tomasson

‘5& /
5/
To: ‘Z/‘p. ‘), Y,
. I *(T \ ‘ 7
BAVVINA, Saigon (Viet-Nam) n’ \-
No. 24

Re your letter. Your suggestion for mission

beginning May T will be considered, but presently

we expect somewhat later date, probably early June.

Will inform you as soon as possible. Regards

Tun Thin

" DO NOT TYPE BELOW THIS LINE
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Office Memorandum \iek - Naw...

de Looper / pate: February 26, 1974

FROM : Alki Jacobs . %

" i

susecT : Information Rééuested by Mr. Evans on Viet-Nam's Exchange System

The information I have been able to gather indicates that Viet-Nam
initially maintained regulations applied while it was still under French rule.
However, it gradually modified these regulations so that by the time it joined
the Fund, in September 1956, it could be described as having its own foreign
exchange system. I have listed below the relevant orders and other legislative
provisions which trace the principal developments in Viet-Nam's exchange system
until the time of Fund membership.

1

| des Changes,

2.

3.
of Viet-Nam.

4.

The Convention of December 29, 1954 eliminated the Office Indochinois
and transferred its responsibilities to the Government of Viet-Nam.
& s Wl S

Decree No. 168-TC of December 31, 1954:

th\,\ eX.C, Negs. afplicatie un V- at 6, e .,() cinclation o} G
a. Provisionally maintainedAinsting regulations; 0.T.d& C.
b. Established an "Office National des Changes" to %egulagg«dx(LM:iéw1:f;;
foreign exchange transactions. - ’

Order No. 48 of December 31, 1954 established the National Bank _“oNdd o

,,/\;rmdx'ﬁ h(f\;é"
Bef o vn Tees . i o
The bilateral Monetary Agreement with France signed on Decembé& 30, J "

1955 was denounced by the Government of Viet-Nam, and as of January 1, 1956 the
Vietnamese piastre was removed from the franc area.

5.

6‘

Order No. 36 of June 30, 1956:
a. Created a limited free foreign exchange market;

b. Instructed the National.Exchange Office to determine conditions
of the functioning of this market;

c. Repealed a number of existing regulations contrary to this
order, including some relating to transfers between Viet-Nam
and France and other countries in the franc area.

Instruction No. 2 of the Director General of the National Exchange

Office dated July 1, 1956 defined rules applicable to this foreign exchange market.



OFFICIAL
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Full Rate

[ code
SPECIAL INSTRUCTIONS
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[ in code ]

Cleared by Legal

AUTHORIZATION

Wil

Signature .

W. John R. Woodley

Second Signature When Required

FOR CODE ROOM

Time Recelved_mn__
Time Dispaiched_ﬁ,_he_?_l__
Number of Words_(.é,_m_
Log B . §
R
Operator —PD ?

SEC-17
4.18-73

OUTGOING MESSAGE

OFFICIAL

INTERNATIONAL MONETARY FUND
WASHINGTON D.C.

cc: ASD !
LEG
ETR
L ———
No. 23

1. In responding to your cable 19, we start from basic aim,

which we hope is shared by authorities, of establishing a viable,

-

continuing Ly:hnao rate mta_a_]mieh will ensure ufﬁeimt(.mhng-

rate depreciation(in an orderly way. As was mdc clear in Fund staff
rocsmmendation for approvel of [suehangs systen, this st could be
achieved by &mm adjustments as was the case under the
system in operation during the latter part of 1973. Alternatively,
if a new system along lines of your 19 has political attractiveness
for authorities, we would be prepared to support it with following
modifications: .

(a) Ve see no reason to mt&!ylky imports and invisibles

from bidding procedu
should be channeled through free ma

In particular, all

: jexcept for cip imports,

ge transactions

PL 480 imports and official capital tramsactioms.

(b) Regarding your point 9, we think it would be unrealistic
to envisage a situation in which underlying market forces would
provide justification fm:'[;n upward rate We seriously

doubt that|intervention policy should aim at upward movemen

DO NOT TYPE BELOW THIS LINE
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OUTGOING MESSAGE

INTERNATIONAL MONETARY FUND
WASHINGTON DC

N

o R

{c) Under new system, we sae N0 reason to cmmmgiaar
waselk mguixemeﬁgj during which letters ef%emdif:f may be opened, and
would suggest change to reguire ageuiagiiﬁatmm of credit
Tnmedintely upon successful b:{g%ggﬁ

2 Inder new system, Stope afLﬁamanal Bank interwention and
tharefore control over and execution of forelgn exchange budget
would be crucial o actual exchange rate path. Who will prepare
and vevise Foreizn exchange budget =nd on what basis; and vho will
execute daily, weekly, monthly, intcryention in the market on the
banis of the forelgn exchange bn&gm;z} Ve ’miaje: &hese; questions in
order that they be carefully cousidered by autherities before they
make decision to cmbark on such a new eystem. We think it isportant
that they have full understanding of implications and have no /
ijlusions that a change in the method of achieving (depreciaﬁian’
=11, per a@%;f;%{ig iess vespomailbility for decision making by am
Mﬁhﬁﬂtiﬁﬁj

3. If naw system dntroduced, it would need to be deseribed to
rxecutive Board in short staff paper.
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Mr, Tomasson, ‘ ~ B
To:

BANVINA, Saigon, Viet-Nam

No. 22

1. Ve advise against proposal of your 18. Corpulsory margin
deposit requirement on letter of credits already issued would
constitute multiple currency practice subject to Fund approval.
Morcover, retention of present subsidy for CIP imports and
introduction of margin deposits on CIP licenses would be con-
tradictory policies.

5, With reference to discussion between December mission and
suthorities on the rationale for a CIP subsidy and its pragmatic
adjustment in light of actval demand pressures, we advise instead
that amount of subsidy[;e reduced from VN$85 per US$1l of custom
value of imports to about VN$L0-20 per US$1J Also, import demand
at reportedly unsustainable level appears to us to be an addi-
tional reason for returning to practice of[?requent exchange rate

adjustmentsJ

Vioodley,
Interfund
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? GOVERMNOR |1 COMSULTATION WITH ECONOHIC i1 iISTERS HAS

ASKED ME TO ENQUIRE ABOUT POSSIEILITY FOR VIETHAM TO

)

G EORROY FROM FUND UNDER SPECIAL FACILITY PROPOSED BY

& ‘ B n ,

@ MANAGING DIRECTOR AT ROME MEETIMNG. GOVERNOR ALSO EXPRESSED

» RENEWED INTEREST IN POSSIBLE STANDBY ARRANGEMENT EITHER
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= AS SUPPLEMENT TO BORROVING UNDER ANY SPECIAL FACILITY
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WHICH MAY BE APPROVED BY EXECUTIVE
ALTERNATIVE.
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MINISTER OF TRADE CALLED TODAY TO ASK i1Y VIEWS ON PROPOSAL

TO LET EXPORTERS AND [iPORTERS MNEGOTIATE EXCHANGE RATE

FOR GVN EXCHANGE AND TO LET ALL OTHER EXCHANGE TRANSACTIONS
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LETVIEEN DEIAIID AMD SUPPLY VIHICH JOULD NOT BE THC CASE AT

PRESENT | ITHOUT 1IATIONAL BAl'K | TCRVENT 1O, VITH SUCH

|NTERVENT 104 HOVEVEP THE POLITICALLY SEMSITIVE QUESTION

VOULD STILL aPISE AS TO ' HO SETo THE RATE 1 1UISTER ASKED
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Letter No. 12 Bangkok, February 18, 1974‘ 2y )
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Dear Mr. Tun Thin: |
The resignation of the Vietnamese Cabinet on Saturday presumably is the 2

beginning of a political rearrangement whose purpose would be to strengthen

the President's position in dealing with the difficult economic problems ahead.
Earlier in the week, the Prime Minister told the Minister of Trade, according

to the latter, that the Government as a whole should increasingly assume res-
ponsibility for dlfflcult decisions on economic policy rather than permit

these to become a basis for attacks on individual ministers of a Cabinet. There
is now full awareness of the serious economic outlook and the Government has
apparently concluded that most of the solutions must be sought within, while
outside assistance may remain inadequate.

A basic objective of the political reshuffle is likely to be the creation
of a stronger centralized mechanism for a decision making in the field of
economic policy. Leadership on economic policy matters has not been strong
in recent months with each of the various parties involved concerned to main-
tain most of their own prerogatives vis—-d-vis their colleagues. The Commissioner
of Information, Mr. Nha, has increasingly played a role in economic policy
behind the scenes much to the dissatisfaction of such people as the Minister of
Finance and the Commissioner-General for Planning. The Commissioner-General is
in his early 30s and is related to President Thieu. He is not an economist,
but made a good reputation for himself when he represented the President in
many of the most delicate negotiations with Dr. Kissinger on the case-fire. As
economics become a more important element of the overall political struggle,
the President has increasingly depended on Mr. Nha for policy guidance in
economic matters. Mr. Nha is a controversial figure and many Vietnamese are
envious of his influencial position in addition to resenting his stepping on
their toes. On the American side, Mr. Robinson, Director of U.S. AID, told me
the other day that he had no. channel of communication with Mr. Nha on matters
concerning economic policy. ‘

If Mr. Nha comes out on top as a result of a present political reshuffle,
I would expect him to take over the responsibilities of the Commissioner-
General for Planning, in addition to maintaining his present post as Commissioner
of Information. Routine operations of the Commissariat-General for Planning,
however, would probably be left to a Deputy Commissioner. The present
Commissioner-General, Mr. Ngoc, would presumably be removed from the Government
or given a nominal position. Another indication that Mr. Nha had come out on
top would be the appointment of our former colleague, Mr. Hung, as President
of the National Economic Development Fund. The present Minister of Finance have
lately expressed some desire to be relieved of his job, but I would not be



(

surprized 1f the Prime Minister were to persuade him to continue, but the two
of them are on very close terms I am more concerned about the position of the
Minister of Trade who although he 1s on good terms with Mr Nha has come under
very strong critisism over basic economlc policy 1ssues The Minister 1s the
strongest advocate of realistic economic policies within the present govern-
ment and his removal would probably indicate a decision by the President to
adopt more interventionist economic policies The possibxlity exists, of course,
that Mr Nha's opponents will be strong enough to prevent him from assuming a
key role on economic matters However, I rather believe that the President
would not have made his move at this time 1f he had not been fairly confident
that agreement could be reached on giving significantly stronger power to

Mr Nha

I had a long meeting with the Minister of Trade last Friday less than 24
hours before the resignation of the Cabinet He gave no indication that the
resignation would be taken place the following morning which suggests that the
decision was one taken jointly by the President and the Prime Minister In
our discussion, the Minister expressed serious concern that the present and
prospective economic difficulties would be blamed on the system of laiberal
economic policies which would, therefore, be replaced or seriously modified
1n a direction of greater controls and direct government intervention  Earlier,
the Governor had told me that he did not consider the probability of the long-
term survival of the present exchange and trade system higher than 60 per cent
For his part, the Minister of Finance 1s increasingly uncomfortable with the
system and now reportedly regrets that he alone sagnad the letter to the Fund
of January 14 The unusually speed with which the Governor and the economic
team proceeded to consider the 1dea of introducing a bid system for managing
the exchange rate reflected this concern over the viability of the present
system I did not seek to influence their position on the subject one way or
another, leaving them to judge for themselves the political realities As 1t
turned out, however, the realities were even less favorable than they had
thought since the Board of Directors of the National Bank opposed the introduc—
tion of the baid system on the grounds that speculators would be able to buy
most of the exchange at the expense of genuine 1importers However, one would
distinguish between the two groups For the time being at least, the bid system
1s no longer under consideration, but the same basic attitude which influenced
the position of the Board of Directors applies equally to the present flexible
exchange rate which supposedly 1s moved as necessary to maintain equilibrium
between demand and supply of foreign exchange

In view of the above, I would not be surprized i1f out of the present
political reshuffle would emerge a demand that the exchange and trade system be
modified I have reason to believe that Mr Nha would favor in principle the
1dea of a flexible exchange rate, but suspect that he would be more inclined to
holdback import demand through direct restrictions and licensing The pro-
ponents of the present exchange and trade system, therefore, may soon be faced
the decision whether or not to agree to certain compromlises as a means of
salvaging the more 1mportant elements of a system rather than to have it
replaced partially or completely In essence, the question will soon have to
be faced whether the prospective shortfall of foreign exchange resources should
be fully reflected in depreciation of the exchange rate with the accompanying
inflationary pressure on the prices of all imported items, or whether the short-
fall to some extent be offset through direct restrictions In our meeting last
Friday, the Minister of Trade asked me for my views on this question I suggested
that he and his colleagues should not accept any compromise unless and until they
were literally back against the wall and had no alternative Under such circum-

stances, I suggested that suspension of imports of certain i1tems might be
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preferable to a system of generalized quantitative restrictions Subsequently,
as and when foreign exchange resources became more adequate, the suspension
could be gradually reduced and eventually eliminated However, 1n the case of
a prolonged period of inadequate resources, the suspension could be lifted

from time to time on specified 1tems to prevent unduly disruptive supply
shortages On a related matter, I also suggested to the Minister last Friday
that a decision to grant a temporary subsidies to exporters of fish products
might be interpreted as the first retreat from the principles from the present
exchange and trade system which might give encouragement to demands for other
and more significant changes i1n the system The Minister agreed and was goling
to discuss with the Minister of Finance an adjustment of exchange rate to VN$600
per US$1l, which the Minister of Trade would then claim, had been effected in
recognition of the temporary difficulties of exporters of fish products Our
discussion, of course, was just before the Cabinet resignation and the Minister
may now have other more pressing problems to deal with

The economic ministers and the Governor were scheduled to begin discus-
sions with the Natfional Assembly today on economic policies, including exchange
rate policy and on the economlc situation in general In a meeting which I had
with the Minister of Finance less than two weeks ago, he asked me to write him
a personal letter explaining the need for a flexible exchange rate i1n the present
circumstances of the Vietnamese economy This, I did, 1n a letter dated
February 7 (Attachment 1 The Minister 1s not an economlst but he 1s a serious
and a responsible man who 1s concerned to do that which on balance may be con-
sidered best in any given situation On the exchange rate issue, he told me
that he would support the principle of a flexible exchange rate 1n the dis-
cussions with the National Assembly on the basis of the arguments outlined 1n
my letter Concerning the procedure for adjusting the exchange rate, the
Governor and the Minister of Trade now both tend to favor more frequent and
relatively small adjustments, and such a policy may scon be implemented, pro-
vided that the Minister of Finance will agree (which I expect him to do) and
that they all retain theair present positions In addition to agreement on the
prainciples of exchange rate adjustments, a political agreement 1S also needed
on how those principles are to be translated 1nto actual exchange rate adjust-
ments So far, the economic team 1S agreed that the exchange rate must be
moved as necessary to achieve a certain specified objective 1in terms of ex-
change reserves However, changes 1n reserves over 4 short period such as one
week or one month are not relevant for judging the need for exchange rate
adjustments, and therefore an agreed conceptual framework is required so that
the necessary adjustments can be made without being challenged on the grounds
that they are arbitrary  Recent craticism of the exchange rate adjustments
has primarily been on the basis of arbitrariness Tt was such a framework
which I described in my cable No 13 Needless to say, someone will have to
interprete the implications of the quarterly and annually foreign exchange
budget projections for the rate at which the exchange rate 1s depreciated
Since this respomsibility will most likely be assumed by the National Bank, I
do not think that one should worry that monetary factors would be 1gnored in
any assessment of the need for exchange rate depreciation

As I have already cabled, the economic team has now agreed that interest
rates must be raised substantially Earlier, the Minister of Finance had
opposed any 1interest rate adjustment and the Governor suggested in this
connection that I go and talk to him about the matter This, I did, on
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February 6, carrying with me a memorandum on interest rate policy of the same
date (Attachment 2) This memorandum 1s probably the bluntest which I have
submitted to the Vietnamese authorities and I was careful to tell the Minister
of Finance that I realized very well the pressures exerted on him over the
interest rate question and that my memorandum was designed to help him place
the opponents of an increase 1n interest rates on the defensive I saw the
Minister again two days later and was pleasantly surprized when he told me
flatly that he had decided to support the proposed increase in interest rates
under which, for example, the interest rate on 1l2-month time deposits would be
increased from 24 per cent to 35 per cent per year He told me also that
presidents of four commercial banks had called on him separately in recent days
to argue against higher interest rates Earlier in the day of our meeting,
the President of the Banker's Association had seen the Minister  The Minister
told me that he had told the president of his new position on 1nterest rate,
the Minister added that he expected heavy pressure from interested parties
duraing the next few days, but he had made up his mind to support an increase
in 1nterest rates and his position would not change

In response té the worsening balance of payments outlook, the Governor
proposed to the economic team that bank credit for financing imports be
restricted as I have already cabled Before submitting his proposal to the
team, the Governor discussed with me the details We agreed that prohibition
of bank credit for imports in categories C and D, and a ceiling of 50 per cent
1nstead of the present 80 per cent on bank loans for most other import would
represent a very significant squeeze on 1mport finamcing In a situation where
import credits represent a major part of total bank credit one can expect such
a selective credit policy to be more effective than under other conditions We
recognized, therefore, that the proposed changes in credit policy were perhaps
somewhat on the restrictive side, but agreed that initially that would be
better than to make the change too lenient In approving the tighter credit
policy, the Board of Directors of the National Bank expressed 1ts view that
1f needed to be supplemented by an early decision on higher interest rates and
that exchange rate adjustment would also have to be sufficient so as mot to
impose too heavy a burden on any single policy instrument such as bank credit
An interesting side 1ssue 1n connection with the tightening of bank credit 1is
that the Chief Economist of U S AID, Mr Sharpe, learnt about 1t from local
bankers at a cocktail party on the eve of its application, although i1t had
been approved by the economic team, including the Commissioner-General of
Planning a week earlier Mr Sharpe called me early next morning to inquire
whether "I had had anything to do with the decision " T explained the back-
ground to him and he concludéd by suggesting that perhaps we should get together
from time to time

I have been cooperating with the Administrator of the National Food
Administration, Dr Minh on the preparation of the official rice program for
1974 1 am attaching three memoranda concerning the rice program and related
policy 1issues (Attachments 3, 4, and 5) Attachment 3 1s a translation of the
original NFA program which was submitted to the President and the members of
the Cabinet My memorandum for files of February 8 (Attachment 4) describes
the difficult political struggle of the Minister of Trade and Dr Minh, the
NFA Administrator, over the 1974 NFA program, while my memorandum of February 15
to the Minister of Trade (Attachment 5) presents the financial implications of
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the 1974 program and provides estimates which are relevant for evaluating the
contribution of PL 480 rice imports to the overall econmomic program The

1ssue of PL 480 rice imports has become a major political 1ssue as described

1n my memorandum of February 8 Briefly, the Minister of Agriculture has taken
the position both in meetings with the President and publicly that rice 1mports
w1ll not be necessary in 1974 and that the domestic harvest 1s sufficiently good
to permit exports of perhaps 50,000 tomns of rice On the other hand, the
Minister of Trade has responsibility for assuring adequate official rice stocks,
and therefore takes a cautious position on the question of continuing rice
imports Finally, U S AID 1s planning for imports of as much as 300,000 to
400,000 tons of rice under PL 480 in 1974 T am not certain on what basis such
quantities have been arrived at, according to my calculations (see memorandum
of February 15), PL 480 rice imports are not likely to have any significant
net effect on monetary expansion in 1974 (a finding which surprise me), but
will require exporters of perhaps US$20 million 1n free foreign exchange for
frexzght and other costs on 1mports of 215,000 tons as presently planned by NFA
Accordingly, PL 480 imports of rice in 1974 would have to be justified in terms
of overall supply jrequirements plus whatever counterpart resources the United
States wishes to have at 1ts disposal I do not intend to become involved in
the debate over continuilng rice imports beyond presenting to the authorities
the financial implications of such imports and emphasizing the importance of
maintaining an adequate level of security stocks at all times I find 1t
ironic, however, that at a time of severe limitations on overall economic aid
to Viet-Nam the United States 1s urging Viet-Nam to accept perhaps US$150-200
million worth of rice imports, the need for which the Vietnamese themselves
either do not accept or about which they are uncertain Moreover, since the
value of PL 480 rice imports would be included 1n any calculation of total

U S aid to Viet-Nam, 1t would be that much easier for congressional opponents
of such aid to argue that Viet-Nam 1s by no means being short changed

Work 1s progressing well on the review of the financial prospects for
1974 which I recommended to the authorities following the recent changes 1n
the balance of payments and foreign aid outlook Representatives of the
Ministries of Finance and Trade, the Commissariat-General of Planning, and the
National Bank have been working with me during the past ten days and further
work sessions are planned for later this week I have been very much impressed
with the caliber of some of these people, especially two young men from the
National Bank and one each from the Mimistry of Trade and the Commissariat-
Ceneral of Planning The National Bank fellows are among the new recruits
which the Governor has been actively seeking from foreign universities and
institutions One of them,.Mr Luong, 1s the de facto leader of the Viet-
namese side during our meetings and I coordinate the work through him He 1s
probably 30 years old, educated 1n France where he was teaching at a school
among whose distinguished alumunae are the Governor himself and Paul Chabrier
Mr Luong 1s very bright, articulate, and engages one 1n challenging discus-
sions When I remarked on this to the Governor, he told me that Mr Luong
will soon replace Mr Bao as Director of the Research Department, but the
latter 1s soon leaving for the United States to take his master's degree The
Governor added that he wanted Mr Luong and his other associate from the
National Bank, Mr Cuong, to become familier with all the aspects of financial
planning and coordination since he considered them as promising candidates for
the next generation of economic policy makers in Viet-Nam
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Concerning the substance of the review, the monetary outlook 1s considerably
worse than projected in December and January, mainly because of higher overall
expansionary affect of the official rice program and the lower level of imports
We are building an assumption of 40 per cent 1nflation into the estimates,
although in fact the present provisional monetary projections would place the
increase in total monetary liabilities in 1974 somewhere between 60 and 80 per
cent The exact figure would depend on the Government's position on the level
of official foreign exchange reserves, but the Board of Directors of the National
Bank took the position the other day that reserves should not decline by more
than US$20 million in 1974 The question of reserves w1ll be an important one
where my own inclinations would perhaps be somewhat different from those of
Covernor 1n that I would be prepared to recommend acceptance of a higher loss
of reserves simply because of the sharp curtailment of general imports which
would be implied by a reserve loss of only US$20 million A combination of
monetary expansion of the order of magnitude of 80 per cent and a reduction of
some 20-30 per cent of general 1imports in real terms from the 1973 level would,
1n my judgment, almost certainly result i1n hyper—inflation.

, -

qually, I am attaching a copy of memorandum from U S AID to me on the
government budget receipts in 1973 (Attachment 6) and my reply dated February 7
(Attachment 7) It appears that the revenue data provided by the authorities
to the Fund mission last December seriously overstated domestic budget receipts
1n 1972 and thus understated what appears to have been an impressilve 1lncrease
in such receipts in 1973 Hopefully better revised estimates for 1972 will
have been prepared before the arrival of the next Fund mission

With best regards

Yours truly,

Gunnar Tomasson

Attachments
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MINISTER OF TRADE HAS’BEEN UNDER HEAVY PRESSURE BY FISHING
INDUSTRY BECAUSE OF RECENT LARGE INCREASE IN THEIR FUEL
COSTS. I'N ORDER TO AVOID HALT IN FISHING AND FI1SH EXPORT
OPERATIONS AND TO RELIEVE F9L1T1¢kaHEAT‘HE.HAs.AGREED TO
CONSIDER SOHE TRANSITIONAL RELIEF TO FISHING INDUSTRY. HIS
PRESENT THINKING 1S TO GIVE ADDITIONAL SUBSIDY TO EXPORTERS
OF SHRIMP, FISHMEAL AND FISH AT TIME OF EXPORT DECLARATION.
AMOUNT OF POSSIBLE ADDITION REMAINS TO BE DECIDED, BUT A
SCHEDULE FOR PHASING IT OUT OVER SAY SIX MONTHS WOULD BE

AGREED TO IN ADVANCE AND WOULD BE A PART OF THE COMPROMI SE.
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NUMBER 12

ONE. FURTHER TO MY CABLE NUMBER 11 PARA THREE, | HAVE
DISCUSSED EXCHANGE RATE POLICY WITH MINISTERS OF FINANCE
AND TRADE AND GOVERNOR. A.Bdijé CONCERN OF ALL THREE HAS
BEEN HOW TO CUT BACK |MPORT DEMAND TO AVAILABLE RESOURCES
WITHOUT RESORT TO‘INCREASED RESTRICTIONS. IN VIEW OF
INCREASING POLITICAL CHALLENGE TO RECENT EXCHANGE RATE
ADJUSTMENTS, THE GOVERNOR AND MINISTER OF TRADE HAVE BEEN

CONSIDERING POSSIBLE ALTERNATIVE ADJUSTMENT PROCEDURES. AT

GOVERNORS REQUEST, | PREPARED MEMO ON THE SYSTEM INTRODUCED
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IN KHMER RPIOLIC IN OCTOBER GPOUQ FOR ETTING RATE ON BASIS

OF BIDS SUBMITTED BY IMPORTERS AND OF AVAILABILITY OF
RESOURCES AS SHOWN IN FOREIGN EXCHANGE BUDGET VWHICH VOULD
BE REVISED AND UPDATED REGULARLY. COPY OF MY MEMO WILL BE
AIRMATLED FPOM OANGKOK MONDAY. GOVERNOR IS INTERESTED IN
ADOPTING THIS SYSTEM AND PLANS TO SEEK APPROVAL OF
MINISTERS NEX WEEK.

TWO. | HAVE MADE REV(SED ESTIMATES OF 1974 BALANCE OF
PAYMENTS OUTLOOK AFTER REVIEWING AlID PROSPECTS WITH USAID
STAFF AND ASSUMING NO 1DA CPREDIT IN 1974. ACHIEVEMENT OF
1974 |IMPORT LEVEL PROJECT;E LAST DECEMBER WOULD NOV 1MiPLY
LOSS OF RESERVES OF 211 REPEAT 211 MILLION DOLLARS AS
COMPARED TO MY JANUARY 17 ESTIMATE OF 108 MILLION. =28))
ATRMAIL MONDAY.

THREE. | HAVE STARTED FULL REVIEW OF 1974 FINANCIAL
PROSPECTS ON BASIS OF CHANGED EXPECTATIONS. MINISTER OF

FINANCE WILL CONVENE MEETING OF MINISTERS AND GOVERNOR

AND MYSELF NEXT WEEK TO DISCUSS AND AGREE ON AGENDA FOR
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COMPRLCHENSIVLC POLICY REVIEW. THE OBJECTIVE WOULD BE TO

HAVE DEVELOPED COMPREHENSIVE POLICY OPTIONS BY END OF
FEBRUARY.

FOUR. MINISTER OF TRADE HAS ASKED WHETHER FUND STAFF

WOULD OBJECT IF IMPORTERS USING CIP WOULD BE REQUIRED

TO PAY PIASTER COUNTERPART AT EXCHANGE RATE IN EFFECT AT
TIME OF EXCHANGE PAYMENT ABROAD. AT PRESENT, SUCH IMPORTERS
MAKE PIASTER PAYMENT WHEN PAYMENT 1S MADE ABROAD, BUT TH@/

EXCHANGE RATE 1S THAT WHICH PREVAILED AT TIME OF LC OPENING,

PLEASE ADVISE.

- -

FIVE. FOLLOWING FRIEDMANS ARTICLE IN NEWSWEEK THE OTHER

DAY, VIETNAMESE OFFICIALS HAVE ASKED THAT | OBTAIN FROM

HE
DQUARTERS ANY AVAILABLE INFORMATION ON BRAZIL!|AN

INDEXING SYSTEM. PLEASE SEL WHAT IS AVAILABLE AND SEND

IT TO ME.
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Transcribed from tape 2/25/74/hs

INTERNATIONAL MONETARY FUND
WASHINGTON. D.C. 20431

Letter No. 12 Bangkok, February 18, 1974

Dear Mr. Tun Thin:

The resignation of the Vietnamese Cabinet on Saturday presumably is the
beginning of a political rearrangement whose purpose would be to strengthen
the President's position in dealing with the difficult economic problems ahead.
Earlier in the week, the Prime Minister told the Minister of Trade, according
to the latter, that the Government as a whole should increasingly assume res-—
ponsibility for difficult decisions on economic policy rather than permit
these to become a basis for attacks on individual ministers of a Cabinet. There
is now full awareness of the serious economic outlook and the Government has
apparently concluded that most of the solutions must be sought within, while
outside assistance may remain inadequate.

A basic objective of the political reshuffle is likely to be the creation
of a stronger centralized mechanism for a decision making in the field of
economic policy. Leadership on economic policy matters has not been strong
in recent months with each of the various parties involved concerned to main-
tain most of their own prerogatives vis-3a-vis their colleagues. The Commissioner
of Information, Mr. Nha, has increasingly played a role in economic policy
behind the scenes much to the dissatisfaction of such people as the Minister of
Finance and the Commissioner-General for Planning. The Commissioner-General is
in his early 30s and is related to President Thieu. He is not an economist,
but made a good reputation for himself when he represented the President in
many of the most delicate negotiations with Dr. Kissinger on the case-fire. As
economics become a more important element of the overall political struggle,
the President has increasingly depended on Mr. Nha for policy guidance in
economic matters. Mr. Nha is a controversial figure and many Vietnamese are
envious of his influencial position in addition to resenting his stepping on
their toes. On the American side, Mr..Robinson,. Director of U.S. AID, told me
the other day that he had nbwchannélﬂof communication with Mr. Nha on matters
concerning economic policy. o

If Mr. Nha comes out on top as a result of a present political reshuffle,
I would expect him to take over the responsibilities of the Commissioner-
General for Planning, in addition to maintaining his present post as Commissioner
of Information. Routine operations of the Commissariat-General for Planning,
however, would probably be left to a Deputy Commissioner. The present
Commissioner—General, Mr. Ngoc, would presumably be removed from the Government
or given a nominal position. Another indication that Mr. Nha had come out on
top would be the appointment of our former colleague, Mr. Hung, as President
of the National Economic Development Fund. The present Minister of Finance have
lately expressed some desire to be relieved of his job, but I would not be
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surprized if the Prime Minister were to persuade him to continue, but the two
of them are on very close terms. 1 am more concerned about the position of the
Minister of Trade who although he is on good terms with Mr. Nha has come under
very strong critisism over basic economic policy issues. The Minister is the
strongest advocate of realistic economic policies within the present govern-
ment and his removal would probably indicate a decision by the President to
adopt more interventionist economic policies. The possibility exists, of course,
that Mr. Nha's opponents will be strong enough to prevent him from assuming a
key role on economic matters. However, I rather believe that the President
would not have made his move at this time if he had not been fairly confident
that agreement could be reached on giving significantly stronger power to

Mr. Nha.

I had a long meeting with the Minister of Trade last Friday less than 24
hours before the resignation of the Cabinet. He gave no indication that the
resignation would be taken place the following morning which suggests that the
decision was one taken jointly by the President and the Prime Minister. In
our discussion, the Minister expressed serious concern that the present and
prospective economic difficulties would be blamed on the system of liberal
economic policies which would, therefore, be replaced or seriously modified
in a direction of greater controls and direct government intervention. Earlier,
the Governor had told me that he did not consider the probability of the long-
term survival of the present exchange and trade system higher than 60 per cent.
For his part, the Minister of Finance is increasingly uncomfortable with the
system and now reportedly regrets that he alone signed the letter to the Fund
of January 14. The unusually speed with which the Governor and the economic
team proceeded to consider the idea of introducing a bid system for managing
the exchange rate reflected this concern over the viability of the present
system. I did not seek to influence their position on the subject one way or
another, leaving them to judge for themselves the political realities. As it
turned out, however, the realities were even less favorable than they had
thought since the Board of Directors of the National Bank opposed the introduc-
tion of the bid system on the grounds that speculators would be able to buy
most of the exchange at the expense of genuine importers. However, one would
distinguish between the two groups. For the time being at least, the bid system
is no longer under consideration, but the same basic attitude which influenced
the position of the Board of Directors applies equally to the present flexible
exchange rate which supposedly is moved as necessary to maintain equilibrium
between demand and supply of foreign gxchange...

In view of the above, I would not be surprized if out of the present
political reshuffle would emerge a demand that the exchange and trade system be
modified. I have reason to believe that Mr. Nha would favor in principle the
idea of a flexible exchange rate, but suspect that he would be more inclined to
holdback import demand through direct restrictions and licensing. The pro-

N

ponents of the preseant exchange and trade system, therefore, may soon be faced

the decision whether or not to agree tO certain compromises as a means of

&

salvaging the more important elements of a system rather than to have it
replaced partially or completely. In essence, t

be faced whether the prospective shortfall of foreign exchange resources should
be fully reflected in depreciation of the exchange rate with the accompanying
inflationary pressure on the prices of all imported items, or whether the short-
fall to some extent be offset through direct restrictions. In our meeting last
Friday, the Minister of Trade asked me for my views on this question. I suggested
that he and his colleagues should not accept any compromise unless and until they
were literally back against the wall and had no alternative. Under such circum-

he question will soon have to

stances, I suggested that suspension of imports of certain items might be
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preferable to a system of generalized quantitative restrictions. Subsequently,
as and when foreign exchange resources became more adequate, the suspension
could be gradually reduced and eventually eliminated. However, in the case of
a prolonged period of inadequate resources, the suspension could be lifted

from time to time on specified items to prevent unduly disruptive supply
shortages. On a related matter, I also suggested to the Minister last Friday
that a decision to grant a temporary subsidies to exporters of fish products
might be interpreted as the first retreat from the principles from the present
exchange and trade system which might give encouragement to demands for other
and more significant changes in the system. The Minister agreed and was going
to discuss with the Minister of Finance an adjustment of exchange rate to VN$600
per US$1l, which the Minister of Trade would then claim, had been effected in
recognition of the temporary difficulties of exporters of fish products. Our
discussion, of course, was just before the Cabinet resignation and the Minister
may now have other more pressing problems to deal with.

The economic ministers and the Governmor were scheduled to begin discus-
sions with the National Assembly today on economic policies, including exchange
rate policy and on the economic situation in general. 1In a meeting which I had
with the Minister of Finance less than two weeks ago, he asked me to write him
a personal letter explaining the need for a flexible exchange rate in the present
circumstances of the Vietnamese economy. This, I did, in a letter dated
February 7 (Attachment 1). The Minister is not an economist but he is a serious
and a responsible man who is concerned to do that which on balance may be con-
sidered best in any given situation. On the exchange rate issue, he told me
that he would support the principle of a flexible exchange rate in the dis-—
cussions with the National Assembly on the basis of the arguments outlined in
my letter. Concerning the procedure for adjusting the exchange rate, the
Governor and the Minister of Trade now both tend to favor more frequent and
relatively small adjustments, and such a policy may soon be implemented, pro-
vided that the Minister of Finance will agree (which I expect him to do) and
that they all retain their present positions. Tn addition to agreement on the
principles of exchange rate adjustments, a political agreement is also needed
on how those principles are to be translated into actual exchange rate adjust-
ments. So far, the economic team is agreed that the exchange rate must be
moved as necessary to achieve a certain specified objective in terms of ex-
change reserves. However, changes in reserves over a short period such as one
sek or one month are not relevant for judging the need for exchange rate
djustments, and therefore an agrgeg-eonceptual»framework is required so that
‘he necessary adjustments'%an be made without being challenged on the grounds
that they are arbitrary. Recent criticism of the exchange rate adjustments
has primarily been on the basis of arbitrariness. It was such a framework
which I described in my cable No. 13. Needless to sa will have to
interprete the implications of the quarterly and annually forergn exchange
budget projections for the rate at which the exchange rate is depreciated.
Since this responsibility will most 1ikely be assumed by the National Bank, 1
do not think that one should worry that menetary factors would be ignored in
any assessment of the need for exchange rate depreciation.
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February 6, carrying with me a memorandum on interest rate policy of the same
date (Attachment 2). This memorandum is probably the bluntest which I have
submitted to the Vietnamese authorities and I was careful to tell the Minister
of Finance that I realized very well the pressures exerted on him over the
interest rate question and that my memorandum was designed to help him place
the opponents of an increase in interest rates on the defemnsive. I saw the
Minister again two days later and was pleasantly surprized when he told me
flatly that he had decided to support the proposed increase in interest rates
under which, for example, the interest rate on 12-month time deposits would be
increased from 24 per cent to 35 per cent per year. He told me alsc that
presidents of four commercial banks had called on him separately in recent days
to argue against higher interest rates. Earlier in the day of our meeting

the President of the Banker's Association had seen the Minister. The Minister
told me that he had told the president of his new position on interest rate;
the Minister added that he expected heavy pressure from interested parties
during the next few days, but he had made up his mind to support amn increase
in interest rates and his position would not change.

In response to the worsening balance of payments outlook, the Governor
proposed to the economic team that bank credit for financing imports be
restricted as I have already cabled. Before submitting his proposal to the
team, the Governor discussed with me the details. We agreed that prchibition
of bank credit for imports in categories C and D, and a ceiling of 50 per cent
instead of the present 80 per cent on bank lcans for most other import would
represent a very significant squeeze on import financing. In a situation where
import credits represent a major part of total bank credit one can expect such
a selective credit policy to be more effective than under other conditions. We
recognized, therefore, that the proposed changes in credit policy were perhaps
somewhat on the restrictive sjde, but agreed that initially that would be
better than to make the change too lenient. In approving the tighter credit
policy, the Board of Dire LtOLS of the National Bank expressed its view that
if needed to be supplemented by an early decision on higher interest rates and
that exchange rate adjustment would also have to be sufficient so as not to
impose too heavy a burden on any single policy instrument such as bank credit.
An interesting side issue in connection with the tightening of bank credit is
that the Chief Economist of U.S. AID, Mr. Sharpe, lezrnt about it from local
bankers at a cocktail party on the eve of its application, although it had
been approved by the economic team, including the Commissioner-General of
Planning a week earlier. Mr. Sharpe called me early next morning to inquire

whether "I had had anything to do with the-decision:" I explained the back-
ground to him and he concTuded by, suggesting that perhaps we should get together
from time to time.

ating with the Administrator of the National Food

inh on the preparation of the official rice program for
three moranda concerning the rice program and related
chments 3, 4, and 5). Attachment 3 is a translation of the

1y which was submitted to the President and the members of
jnet. My memorandum for files of February 8 (Attachment 4) describes

icult political struggle of the Minister of Trade and Dr. Minh, the

NFA Adijnistlator, over the 1974 NFA proor“ while my memorandum of February 15
to the Minister of Trade (Attachment 5) pre nts the financial implications of

fi
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the 1974 program and provides estimates which are relevant for evaluating the
contribution of PL 480 rice imports to the overall economic program. The

issue of PL 480 rice imports has become a major political issue as described

in my memorandum of February 8. Briefly, the Minister of Agriculture has taken
the position both in meetings with the President and publicly that rice imports
will not be necessary in 1974 and that the domestic harvest is sufficiently good
to permit exports of perhaps 50,000 tons of rice. On the other hand, the
Minister of Trade has responsibility for assuring adequate official rice stocks,
and therefore takes a cautious position on the question of continuing rice
imports. Finally, U.S. AID is planning for imports of as much as 300,000 to
400,000 tons of rice under PL 480 in 1974. I am not certain on what basis such
quantities have been arrived at; according to my calculations (see memorandum
of February 15), PL 480 rice imports are not likely to have any significant
net effect on monetary expansion in 1974 (a finding which surprise:. me), but
will require exporters of perhaps US$20 million in free foreign exchange for
freight and other costs on imports of 215,000 tons as presently planned by NFA.
Accordingly, PL 480 imports of rice in 1974 would have to be justified in terms
of overall supply requirements plus whatever counterpart resources the United
States wishes to have at its disposal. I do not intend to become involved in
the debate over continuing rice imports beyond presenting to the authorities
the financial implications of such imports and emphasizing the importance of
maintaining an adequate level of security stocks at all times. T £ind it
ironic, however, that at a time of severe limitations on overall economic aid
to Viet-Nam, the United States is urging Viet-Nam to accept perhaps US$150-200
million worth of rice imports, the need for which the Vietnamese themselves
either do not accept or about which they are uncertain. Moreover, since the
value of PL 480 rice imports would be included in any calculation of total

U.S. aid to Viet-Nam, it would be that much casier for congressional opponents
of such aid to argue that Viet-Nam is by no means being short changed.

Work is progressing well on the review of the financial prospects for
1974 which I recommended to the authorities following the recent changes in
the balance of payments and foreign aid outlook. Representatives of the
Ministries of Finance and Trade, the Commissariat-General of Planning, and the
National Bank have been working with me during the past ten days and further
work sessions are planned for later this week. I have been very much impressed
with the caliber of some of these people, especially two young men from the
National Bank and one each from the Ministry of Trade and the Commissariat-
General of Planning. The National Bank fellows are among the new recruits
which the Governor has beemactively seeking from foreign universities and
institutions. One of them, Mr:”Luong, is the de facto leader of the Viet-
neetines and I coordinate the work through him. He is

o

namese side during our g
probably 30 years old, educated in France where he was teaching at a school
among whose distinguished alumunae are the Governor himself and Paul Chabrier.
Mr. Luong is very bright, articulate, and engages one in challenging discus-
sions. When I remarked on this to the Governor, he tol Mr. Luong
will soon replace Mr. Bao as Director of the Research Departme but the
latter is soon leaving for the United States to take his waster's degree. The
Governor added that he wanted Mr. Luong and his other associate from
National Bank, Mr. Cuong, to become familier with all the aspects of a
planning and coordination since he considered as promising candidates ror
e ec

the next generation of

et—-Nam.



Concerning the substance of the review, the monetary outlook is considerably
worse than projected in December and January, mainly because of higher overall
expansionary affect of the official rice program and the lower level of imports
We are building an assumption of 40 per cent inflation into the estimates,
although in fact the present provisional monetary projections would place t
increase in total monetary liabilities in 1974 somewhere hetween 60 and 8/ per
cent. The exact figure would depend on the Government's position on the’level /
of official foreign exchange reserves, but the Board of Directors of the Nationa
Bank took the position the other day that reserves should not decline by more
than US$20 million in 1974. The gggqfinnfnf reserves will be an important one )

where my own inclinations would perhaps be somewhat different from those of
Governor in that I would be prepared to recommend acceptance of a higher loss

of reserves simply because of the sharp curtailment of general imports which .
would be implied by a reserve loss of only US$20 million. A combination of
monetary expansion of the order of magnitude of 80 per cent and a reduction of

some 20-30 per cent of general imports in real terms from the 1973 level would,

in my judgment, almost certainly result in hyper-inflation.

Finally, I am attaching a copy of memorandum from U.S. AID to me on the
government budget receipts in 1973 (Attachment 6) and my reply dated February 7
(Attachment 7). It appears that the revenue data provided by the authorities
to the Fund mission last December seriously overstated domestic budget receipts
in 1972 and thus understated what appears to have been an impressive increase
in such receipts in 1973. Hopefully better revised estimates for 1972 will
have been prepared before the arrival of the next Fund mission.

With best regards.

Yours truly,

Attachments.
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THE 197+ PAD DY RICE POLICY

I. OBJECTIVES
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production, the favmsrs? income will be higher and thus thelr
living standard will be loproved. &t the ¢ me time, we could

reduce the volume of rice ilmport to reach self sufficiaency

b To encomr:ge farmers in thelr production, the price

1d have to stay at a level that cmld gusrantee farmers

a o thelr labor and thelr capitals, thus
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If the total percentage of loss In 16 &, the loss in
1973 reached 960,000 tous of paddy or 570,000 toas of vice.
ancinted to VES 79,8 billion. Campared with the velune of rice

1m could reach the stage of
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¢. Since thelr objJective ls to colloct rice to transport
to the bordes or to the enncny areas, socuvrlty agents will
have to tight the blockade and conbrol measures to be applad

to these areas. Thus the role of inta..}."...gex 9 service is very
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b. The INatlconal Pecd Agency will purchsse the maximum amount
of rice in cxcess to ba abls to regularize rice supply to serviceac
civil sewvvents policeaen and at the same time to increase the
volume in the stovage to 200,000 to H50,000 tons instead of about

100,000 tons as bsfore. With this woluae In stock, the National
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selling through agents prese:

the rice nmarket.
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a7 Storing play a very important role in
regularizing the supply. The Hatlonal Food Agency advocalbes s
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- The checklng all storages in Saigon, Cholon, Long-La
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