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Mr. President: 

Wed.sday, October 18. 1967 
6:10 p.m. 

I laave marked & Rumber of interestta, 
paa.a, •• ba Amb. Baker's weekly report to you. 
My lmpres.lolU are: 

We are really fipUR, two campai,. .. 
oae ba I Corps aader pre •• ore at the DMZ. which 
Is DOW aboat half the total _1'; the other campalp 
ba II, m aad IV Corp.. which 1. ,oba, ... n but 
.low1y with reduced contact. aad c •• waUle. _ 
both aidea. Thl. comes oat clearly ba the 
populatloa control filscu.s" oR,..e 5. 

•• OD the '!Vhole Thieu .eelld to be dealba, 
with hi. political problems iateUlgeatly. althH&h 
we may laav. & cri.b over the Prime Mbal.ter yet. 

The ac.ROmic alt_tloa Is lmphvlag 
markedly with a farther clrop I.a pricea. 

On the whole, the Vletaam. enterprise 
la a ,OlD, coacerD. If we CaD bu.y time for it ba 
U. S. pol1tie •• 

W. W. K.stow 
Salloa 8875 
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Wednesday, October 18, 1967 

FOR THE PRESIDENT FROM BUNKER (Saigon 8875) 
SANITIZED 

E.O. 12356, Sec. 3.4 
/ NLJ 9;' fI1f 

Herewith my twenty-fifth weekly telegram: 

A. General By '"if . NARA. Date/ol·~j·~f 

The politi.cal side, the past week, has been a relatively quiet one. While Thieu and Ky have been wrestling with the problems of forming the new govern-' ment, the campaign for the Lower House has been picking up momentum. The list of candidates has bEoen gradually whittled down from some 1,650 to about 1,200 or an average of a little under nine candidates for the 137 seats. The distribution, however, is uneven since there are, for example, some 217 candi­dates for the 15 Saigon seats. Our guess is that the voter turnout will be lower than in the Presidential elections with percentage some'.d·.ere in the low seventies. There is a build-up of interest, however, in the provinces outside of Saigon. Thieu told me yeBterday that he thought the voter turnout in the provinces might turn out to be as high as 80 percent of the registration, but he believed that . Saigon was suffering from a more jaded appetite for elections and anticipated a considerably lower percentage here. 

General Thieu has been largely preo ccupied with the problems of putting togethe= the new government during the past week. While he confirmed to me on October 13 that his choice for Prime Minister remained NguyenVan Loc and intimated this again yesterday when I saw him in company with Phil Habib and Bill Jorden, he made it clear that he has run into some opposition by some of the Southern Vietnamese to Loc's appointment. Loc has encountered some dis­favor among some of these elements since, although a southerner himself, he supported Ky in the struggle with the southern bloc and is thereiore considered something of a renegade. Thieu intimated that Loc might find difficulties in putting together a cabinet and he himself would have to make the appointments. He did not '",ant to have the same old faces in the new government. It must show a new face to the people. Probably because of this situation, other names, in­cludingthat of Nguyen Van Bong, Rector of the National Institute of Administra~ion, and Truong Thai Ton have cropped up again in the gossip. I believe, however, that Th~au will 0-0 ahead with the Loc apDointment since he has made this the o • 
touchstone of his relationship with Ky. I have told hiln that I fed strongly that this is ,;he most inlportant factor to keep in mind in the formation of the new governrnent and that if he considers the appointment of Loc essential to this, we "vould :support it. It is encouraging to nota that Ky coomented. to the press on Octobe!: 14 denyL'lg tt-.. e existence of any disagreements bet\veen him and 
Genera.l T11ieu. He specifically accused foreign ne\Vsm.en of fabricating "these storieS ~.vit:"! the pu:::-pose oi c!'eating disagreement and dissension within the Army 0: the: Repuclic of Vietnam. II He stressed that " no thing can divide the 
ArnlY· " 
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Regarding the cabinet, it appears likely that Thieu will retain 
Tran Van Do as Foreign Minister, although perhaps with a good Deputy as 
Administrator; General Nguyen Van Vy as Minister of Defense; General 
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Nguyen Duc Thang as Deputy to the Chief of the Joint General Sta.ff, with authority over Regional and Popular Forces and Revolutionary Development training. I again mentioned to Thieu the high opinion we held for Nguyen Huu Hanh, present Minister of Economy, and my hope that he could be persuaded to continue in this post. Incidently, Hanh, who has just returned from the United States, expressed to Bob Komer his extreme irritation at reports which had been circu­lated during his absence that he was a candidate for the post of Prime ?vlinister, that he had American support, and that he had submitted to Thieu a proposed cabinet list. He attributed the circulation of these rumors to Ky and Loan and expressed strong resentment of whal: he considered an effort to undercut hinl. Like Thang, however, Hanh is inclined to be somewhat emotional and I hope that this tempest too will blow over. I also expressed our good opinion of 
Pham Kim Ngoc and suggested that he might be a very good choice as Minister of Agriculture; and that a suitable cabinet post for Dr. Phan Quang Dan would help broaden the base of the government. I also e><pressed the hope that Tran Van Huorgcould be persuaded to accept the Inspectorate position an.d Thieu indicated that it was his hope that Huong \vould accept the appointment and that it would be possible to have him elected Chairman. 

In my talk with Thieu on the 13th, I noted that in his speech to the New Senate, he had referred to the need to emphasize the role of the political parties and to respect the right of the opposition as a political reality of democracy. I asked him how he envisaged the development of a party system here. He replied that he thought this would have to rome in stages, given the present party frag­mentation and the highly individualistic character of the Vietnamese. He thought the first step would be the formation of what he called "groupings" such a.s those now being developed by Tran Van Don and his associates and by Huyen Van Cao and Nguyen Gia Hien who have announced the formation of the Nltional-Democracy­Society Bloc (Quoe Dan Xa). Thieu indicated that he rather favor"d the group being formed by Cao and Hien. He said also that Ha Thuc Ky <j.nd Tran Van Huong were considering another "grouping". He thought that after the Lower House elections and the organization of the National As s embly, the s e "g roupings" would gradually take form and begin to attract other elements to them. 

In answer to my query as to how he anticipated marshalling support for government policies in the new Assernbly, he said he anticipated that when the government program was announced it would draw support of s orne of the grol1!,S being formed \\ithin the Assembly. This might be the beginning of the formation of a larger party and the same process might be followed in the formation of an opposition party or parties. He thought, however, the process could not be forced 
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and that it would take some time. He remarked that the new administration had been elected for a four-year term, which gave time to work toward the develop­ment of parties on a sound basis. To force the issue too rapidly could result in the formation of alliances with little stability. It would be Fr~ferable to see first how the "groupings" took shape and to work a little more slowly but perhaps more soundly toward the eventual coalescence into larger parties. 

Regarding the Buddhist problem, which I have discussed at some length in previous weekly tel egrams, Thicu told me he was continuing to work through intermediaries with both sides and felt that some progress was being made. He said yesterday that he hoped to be able to meet personally with the two main Buddhist factions perha!,s today or tomorrow. I noted that the issue had been defused for the present. Tri Quang has been very quiet and the funeral in Can Tho on October 8 for the Buddhist nun who burned herself to death was very orderly and resulted in no serious problems. Buddhist protest activity elsewhere in the country, stimulated by the extremist An Quang Pagoda cro\vd, has been handled with su.itable finesse by the local authorities. Thieu said yesterday that Tri Quang had remarked that the religious problem could be easily settled, but it was the political problem with which he was concerned; an observation, Thieu remarked, which indicates Tri Quang still harbors resentlnent against the government and has designs against it. 

In my conversations with Thieu on October 13 and 17, we reviewed the prospects for further reinforcement of the Thai contingent in Vietnam.and the announcements by Australia and New Zealand of the increase of their contingents. 

Thieu said that naturally he was greatly pleased with the prospects of additional aid, but that the Government of Vietnam also must and would step up its own efforts. He said that additional manpower requirements for military needs in 1968 would come to 206,000 which included covering an additional 65,000 men for the armed forces, casualties, desertions, and other losses. In order to meet these requirements, it would be necessary to draft IS-and 19-year classes. to extend the service of those now in the Republic of Vietnam Armed Forces, and to recall some men who had been demobilized. (General Westmoreland has pointed out the serious deficiencies developing in leadership, particularly in the rank of captain.) Thieu said he proposed to take these steps before the inauguration of the new governrnent in order to avoid running into protracted debate) in the new National Assembly. He added that active steps would have to be taken to root out corruption in the military and civil administrations and that reorganization of both the armed forces and of the civil administration must be tackled promptly. The new govermnent would have to show through its efforts that it was deternlined to do its full part to shorten the war. He emphasized again yesterday the irr..­patience of the people to see things move ahead and the fact that they were looking to the ne\v gO\"ernlllent for action. 
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In my talk with Thieu yesterday, we referred to his statements about an approach to Hanoi and had a brief discussion on the matter. I shall report on this separately in more detail. Phil Habib explained that Secretary Rusk had wished him to say that our determination had been clearly expressed and would continue to be so expressed, but we also had kept all the doors to peace open and would continue to do so, but as of today there had been no response from Hanoi. Thieu responded that on their part they would like to show that even though this country is invaded, it is anxious for peace and wants to keep the door oren. The question is how an approach is to be made. It is clear that his views are still indefinite. He sees hvo pos sible approaches: 

A. An expression of desire for peaceful settlement and for direct discussions to achieve that end. If this produced a favorable response, Thieu would ask us to halt bombing. We would assume that reciprocal action would be forthcoming from the other side. 

B. A halt in bombing to be followed immediately by a mes sage to Ho propos ing immediate talks. 

The first of the two proposed alternatives seems to me clearly preferable. I told Thieu I would report his views immediately and would come back to him with our reactions. We emphasized the fact that it was important to have the very closest consultation and collaboration on any approach and that it was also important to avoid anything in the nature of an ultimatum. Thieu agreed on both counts and I am satisfied that he will not take action without close consultation and approval on our side. 

Regarding t:,e National Liberation Front, he made it clear again that he felt a change of administration offered an occas ion to renew the offer of recon­ciliation. The Governmen t of Vietnam had channels to the National Liberation Front and while a coalition was not acceptable, offers could and should be made to individuals, especially under the National Reconciliation Program. Thieu felt that the front perhaps was in a position to understand better than Hanoi the dislnal prospects offered by continuation of the war, that its ability to maintain action for long periods has broken down, that it is unable to mount large scale attacks, had lost momentum and been obligated to disperse into smaller units resorting to harassment and te,rror as a substitute for the capability which they had previously possessed. 

This past week we have particularly benefited from the opportunity to meet and talk at some length with Phil Habib and Bill Jorden. They have put forth very frankly the picture of Vietnames e developments as seen in Washington and have made clear to us, as no written message can, the problems you face at home. For our Dart, as I think this series of messages has shown, we are urging, 
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encouraging, pushing, persuading, and suggesting to the Government of Vietnaln areas in which its performance should be improved. We continue to anticipate real progress, but, in all honesty, we must say that we don't think the progress can be as dramatic as we would like it to be. As I note below in the political section, we are encountering increased criticism in the Vietnamese press 
(uncensored since July and increasingly making us e of its new freedom) that we are trying to dictate to the Government of Vietnam. We will need to pick the areas where we exert our influence fairly carefully in orde:.· not to overload the circuit. We shall be discussing priorities with Phil Habib and Bill Jorden this week. But we will do all that 've can to get the absolute maximum of which the Government of Vi.etnam is capable under present circuInstances and do our best to improve its future capabilities. 

We also have with us a three .. man, top-level delegation from the AFL-CIO, including Joseph Keenan, AFL-CIO Vice President and Secretary of the Inter­national Brotherhood of Electrical Workers; Richard Walsh, AFL- CIO Vi ce President and President of the Alliance of Theatrical Stage Employees; and Irving BrO\v-Il, International Representative of the AFL-CIO. They are accornpanied by George Delaney, Special Assi.stant to the Secretary of State for Labor Affai.rs. The purpose of the visi.t is to discuss a union-to-union aid program with officers of the Vietnalnese Confederation of Labor. However, we feel sure we will get some strong statements of support for our whole Vietnamese policy position, which should be of real benefit. 

B. Pacification 

The lnodest but consistent upturn in population and hamlets under Government of Vidnanl control, as shown by our new hamlet evaluation systeITl, continued increasing. Secure popuhtion increased 92,500, upping the percent of total population secured to 69 percent. Sb:ty-four hamlets were added to the secure category while Viet Cong- controlled hamlets decreased by 51. 

Approximately equal increases in secure population occurred in the Second, Third, and Fourth Corps. First Corps showed a 6,300 decrease, reflecting continued enemy large-unit activity in. the northern pTovinces. In Quang Tri alo:1e there was a decrease of 4,000. Enerny pressure in Quang Ngai resulted in the loss of 6,700 people from the secure categories of hamlets. In the Second Corps, Binh Din.." showed the greatest improvement with an increase of 23, 300 people in the higl:est or "A" cateJory hamlets. Armmd Saigon in the Third Corps, the!'·e was a gain of 25,800 peolOle in secure hamlets in Gia Dinh Province and 7, &00 ,n neighboring Binh D.1ong. Most notable improvement in the Fourth Corps took place in Vinh Long and Kien Giang Provinces. :\'owhere in the Second, Third, and FO'_lr::-_ CorlOs was there any sig"ificant loss of population control. 

gf-iGRET /N015I:S 

COpy lBJ LIBRAi{Y 

-------------------------T--
__________ .. _._. __ OM ___ _ 



SEGRE'f I1w:erg-» -0-

Refugees -- The Senate Hearings and a concurrent set of adverse news 
articles seem to have given a negative cast to the growing U. S. /Government 
of Vietnam refugee e:fort out here. As in almost every other field, we still 
have a long way to go in cranking up the Gove rnment of Vietnam to adequately 
care for its refugees. But this should not be allowed to obscure the more 
important fact that we have come a long way, especially in the last six months. 
We and the Government of Vietnam have steadily increased the amount of dollars, 
piasters, commodities, and effort employed in refugee care. Once again, the 
problem is one of the press accentuating the negative and ignoring the positive. 
In this case, the chief culprit was UPI. 

C. Military 

The military situation was somewhat less active during the past week. 

The enemy has failed in his objectives at Con Thien and paid a tremendous 
price in the process. General Westmoreland reported that during the past ITlonth 
the greatest concentration of conventional fire power in the history of warfare was 
applied to the enemy in this area. He attacked last week with one battalion, 
probably in order to save face, but was driven off. Shelling has been reduced, 
but Intelligence indicates that he is still trying to get in supplies and alnmunition 
although fux:ther hampered by the flooding of the Ben Hai River. 

The ITlilitary situation was not particularly active in.the rest of the cou:ttry 
except for a heavy action yesterday half-way between War Zone C and D on the 
boundary between Binh Long and Binh Duong Provinces, in which 61 U. S. and 
mort than 100 of the enemy were killed. This appears to be a major base area, 
stockpiled with rice and ammunition. 

A further draITlatic development during the past week has been the capture 
of a.large arms, aITlffiunition, and ITledical cache by the Ninth Divis ion east n[ 
Saigon at the botmdary intersection of Bien Hoa and Phuoc Tuy Provinces. The 
hill included 75 MM. howitzers and recoiles s rifles, 57MM. ;recoiles s rifles, 
60MM. and 831vH..1. mortars, 159 ITlachine guns, nearly I, 000 small arms, large 
quantities of anlmunition, and medical supplies. 

Yesterday a group of North VietnaITles e soldiers on the Bong Son Plain, 
Binh Dinh Province, Central Coast, flagged down a U. S. helicopter and 
surrendered. They led the Ainericans to another group of six North Vietnamese 
soldiers who surrendered. They were part of a group of 200 North VietnaITlese 
whose base camp was subjected to U. S. air strikes, killing 50 and scattering 
the rest into the jungle. This is interesting becaus e: 

A. The group, on surrendering, displayed a psychological warfare 
leaflet dropped by American planes. 
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B. The incident reinforces statements of prisoners of war and in captured docUInents about hardships of North Vietnamese soldiers and weakened morale. 

C. The flagging down of a U. S. helicopter with a white flag is more risky to the surrerderers and greater evidence of hardships and weakened morale than the occasional individual North Vietnamese Hoi Chanh or prisoner of war's surrendering on the battlefield. A clipping of Saigon news story is being pouched. 

General WestInoreland has moved a brigade of the First Cavalry Division to Quang Tin Province so that Marines could be moved further north to counter the threat to Quang Tri. 

D. Political 

I 3- ) I have mentioned Prime Minister disagreements between ~b-)i..5 him and General Thieu. According to a Ky on October 9 indicated that he envisaged for himself a major ro e In e ectlng reforms in provincial administration, while looking to the future PriIne Minister to concentrate on econ.omic and educational matters. Ky indicated that he saw a need to remove about 30 of the existing province chiefs and their staffs, replacing them with about 150 of the most highly regarded majors and lieutenant colonels in the Army, who would first be assigned to a four- or five-week training course in early December. This would, I feel, be a major shakeup, since there are 44 provinces in South Vietnam. It is encouraging to see Kyo addressing himself to a major problem --the quality of. provincial administration -- which is directly related to the potential effectiveness of the whole pacification program. 

I have referred to the fact that the Lower House elections campaign is attracting increased public interest as election day, October 22, approaches, especially in the provinces. By contrast to the Presidential and Upper House elections, when people in the provinc.!s did not know the candidates at all well. in many cases they know the candidates for the Lower House and see in the outcome a direct relationship with their interests. On the whole, I get the iInpression the elections are going well. Of the more than 1200 candidates for 137 seats, almost 300 are government officials, about 200 are school teachers, 150 are military officers, 150 are businessmen, 125 are professionals (doctors, lawyers, etc.), about 100 are members of provincial and village councils, and 40 were members of the constituent assembly. Only about 70 are farmers, but this is typical of an under-developed country, where a "farmer" is a "peasant," having had little opportunity for education in the past. 

Although 1200 candidates is a large number for the 137 seats, this represents a substantial reduction from the 1650 who originally filed for the elections. Many withdrew, and a number were challenged by local election councils. One candidate, an Army of the Republic of Vietnam captain, was assassinated by the Viet Cong in Long An Province on October 12. Of those challenged under the law, a total of 152 were reviewed by the Central Elections Council in Saigon, and 54 were found qualified to rUl'l. I have the iInpression that considerable care was exercised in this process. The people will in 'lny case have a substantial range of candidates to choose fr·:lr.'l. 
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Following the inauguration of the Senate on October 11, which I mentioned in my twenty-fourth weekly telegram, the first working session was held on October 12. Deputies were appointed by cons ensus to as s ist th e Acting Chair:man, who is the eldest Senator and who has not previously presided over a legislative body, and the Acting Secretary General, who is t!,e youngest Senator and a Montagnard whose knowledge of Vietnamese has some li:mits. Messages are· being drafted to be sent to the nation as a whole, to the U. N., and to the parliaments of friendly nations. In addition, there was inconclus ive discussion of a possible resolution calling on the government to a:mnesty a considerable number of prisoners in celebration of the election of the Senate. Finally, tenlporary comlnittees on validation of the election of the Upper House and 011 rules were appointed. At the request of General Tran Van Don, who is one of the main candidates for Chairman of the Senate, we provided a copy of the U. S. Senate rules and procedures for the use of the Vietnamese Upper House. All in all, the Upper House is off to a good start, has a good and effective member­ship, and gives promise of turning in a good performance. 

Stimulated in p<..rt by the Martin and Perry articles in Newsweek (discussed in my twenty-fourth weekly telegram) and in part as a. result of greater press freedom since the abolition of press censorship in July, there has been a growing number of articles and editorials in the press critical of alleged U. S. infringement on Vietnamese sovereignty. Wbile many of the articles refer specifically to the Martin and Perry articles, assuming them to have been officially inspired by the U. S. Government, other articles take off on· other irritants in U. S. - Vietnamese relations. The critical themes focus on the following allegations: 

A. The U. S. intends to decide on peace negotiations without cor,sultation with the Vietnamese, despite the fact that it is the Vietnamese who should have the ultimate say in any negotiations. 

B. The U. S. 
seeking to control all 

is increasingly following in the footsteps; of the French in internal affairs of Vietnam. 

C. U. S. policies cause the war to be prolonged by giving the enemy encouragement to continue the struggle and by sowing dissension among an'.:i­Co:mmunist Vietnarnese. 

I do not believe anti-Americanism has reached a level of intensity which could be considered critic"l. \Ve must expect, however, that such allegatiellS are almost certain to be heard wi;::, increasing frequency with the development of open political activity, including an elected Natienal As sembly, and with an uncensored press to originate and stimula.te discussions on many of them. State­ments by prominent Arnericans on Vietnam get extensive play in the Vietnanlcse 
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press, particularly those which are more critical of the Vietnamese. We have seen quite a few such statements from prominent Americans outside the Executive Branch of our government in recent weeks. It does only limited good to make clear, as we have, that these statements do not represent the views of the United States Government. The Vietname se know very well that they have plenty of defects and shortcomings and have a long way to go before they have a govern­ment that functions to their own satisfaction. Understandably, they do not appreciate being criticized as sharply as they have been recently by some prominent Americans, and the articles critical of the U. S. in the local press are a reflection of this resentment. It is part of a natural and healthy process, but it adds a new dimension to our relations. 

Considering the problem we have had with the American correspondents here and the critical articles they have written, which have, in turn, stimulated same of the adverse comments on the Vietnamese in the United States, it was ironic to read that R. W. Apple of the New York Times blamed the critical articles in the Vietnamese press on the Embassy. Apple, who has been a firm advocate of using U. S. leverage with the Government of Vietnam, claims that we make a practice of going in and hitting the Vietnamese hard on all manner of issues, stimulating Vietnamese irritation and sensitivity. We have commented publicly to the press, in response to questions, that our relations with the Govermnent· of Vietnam cover a wide range of common interests and that they are excellent. 

Another reflection of our press problems was the effect created by an unfortunately sharply-edited UPI report of a Thursday ni.ght press back-grounder held at the Juspao Director's home on October 12. The UPI report alleged that there is extensive graft and corruption in the Vietnamese administration of the refugee program. The AID official briefing the reporters at the back-grounder acknowledged the validity of some of the correspondents' accusations that there was profiteering on the part of an unspecified number of district officials. The statements attributed to him by UPI and distributed in the U. S. on October 14 were not accurate, however. We released a statement on October 15 noting an intensification of our activities in the refugee field with the anticipated arrival of 20 experts in the field of refugee this week. A CBS television interview of October 13 and a longer and more detailed study of the refugee problem by UPI, now underway, should help to place this important problem in better perspective. 

The attacks against prominent Chinese continued with an unsuccessful attempt made on October 11 on the life of Deip Van Hung (Chinese name is Yeh Wen Hsing), a member of the outgoing National Assembly and a candidate for the Lower House. The Chinese Ambassador, Hu Lien, told 
Arnbas sador Locke on October 3 that recent rash of attacks on the Chinese carnmun ity is part of a Viet Cong effort, begun about a month ago, to infiltrate and control the Chinese community. 
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The Viet Cong radio and the Hanoi-controlled Vietnam News Agency 
reported the Second Congress of Viet Cong Heroes and Fighters was recently 
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held in South Vietnam. The announcement is of interest as containing a reference to the Viet Cong forces as the "Peoples Liberation Armed Forces", possibly a new name which will become standard usage in the future .. There is nothing new about the attacks on the armed forces and people of South Vietnam, whose tragic results are set forth below in the section on Vietnamese Killed. 

E. Economic 

The Saigon Retail Price Index dropped five points to 290 compared to 295 the prec eding week, with prices of protein foods and vegetables declining due to increased arrivals on the market. The Intported Commodity Index rose from 218 last week to 219 this week, with most prices remaining stable. 

The Government of Vietnam tax collection for September totalled more than $1. 5 billion compared to $0.9 bi.llion in the same period last year, an increaee of 72.6 percent. Total tax collections in 1967 will probably exceed by one-hali billion piasters the $17.1 billion predicted for 1967. Income tax collections for the first nine months of this year have slightly doubled over those for the same period of 19.66, and these taxes represent a significant 17.5 percent of all taxes collected by the Government of Vietnam. 

As part of our anti-inflation program, tight piaster expenditures ceilings for 1967 were imposed on the various elements of the U. S. Mission late last year. The results of this piaster control program have been very gratifying: A Military Assistance Corrunand, Vietnam, ceiling of $42 billion was set -- we now estimate Military Assistance Command, Vietnam, piaster expenditures for 1967 will be only around 37 billion; a civilian piaster ceiling of $16 billion was established. We now estimate expenditures of 16.7 billion piasters, only slightly above the ceiling in spite of unanticipated heavy spending for housing the greatiyincreased number of official U. S. personnel. Counting another 1 billion piasters for er.'lergency handling of cargos during the port crisis, this means total U. S. expenditures for the year of less than 55 billion, compared to the 
ceiling of 58 billion. 

Next year, we intend again to carry out an effective U. S. piaster control program·, although total expenditures will have to increase by several billion 
piasters. 

Government of Vietnam spending next year will increase substantially, largely because of increases in milita.ry and pacification personnel and because of the further exnansion and intensification of the pacification program. This increase in spending will result in further inflationary pressures, though we think 
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they will be manageable. But it is essential that the Government of Vietnam take effective action to inc reas e its tax revenues at a faster pace. We intend to press the government hard on this matter, and hope to see some results. In particular, I want to try to persuade Thieu and Ky to take action now to increase sharply taxes on gasoline and other petroleum products. This is the quickest and simplest way to provide some increased revenue. Automobile gas sells here for only 31 cents a gallon and is far too cheap for an underdeveloped country, let alone for a country at war. 

An interesting item and an indication of progress is the fact that high profits earned by vegetable farmers in the Dalat area have enabled them to purchase modern agricultural equipment despite high credit costs.. Two-wheel, Japanese-made tractors have been particularly popular. Eighty of the 100 Kubota tractors imported by the vegetable cooperative in Tuyen Duc Province have been sold. IT credit restrictions were eased, the Government of Vietnam and AID area officials estimate tractor sales could reach 500 per year. 

F. Chieu Hoi 

Returnees during the reporting period were 288, lower than the 1966 figure of 315 for the same period last year. The lower rate may in part reflect the continuing uncertainty on the Government of Vietnam side pending formation of the new government, which Il1ay have haIl1pered activity designed to increase the flow of returnees. There is a question as to whether we will Il1atch in 1967 the spectacular rise that took place in the last two months of 1966. 
However, the GovernInent of Vietnam administration of the Chieu Hoi Program continues to improve without los s of momentuIl1. Starting this week, the first 10 Army of the Republic of Vietnam reserve officers hired and trained to replace ineffective Chieu Hoi leaders will start work. A total of 25 of these officers will enter on duty this month, and an additional 25 ne"ft month. The total nUIl1ber of Chieu Hoi returnees so far this year is 23,906'. 

G. Vietnamese Killed 

During the week ending October 14, the eneIl1Y killed 103 Vietnamese civilians, wounded 143 and kidnapped 55. Among the dead were three Village Chiefs, 1 Village Council Member, Four Hamlet Chiefs, one policeman, and one newspaper editor. During the week the eneIl1Y killed 230 Vietnamese military personnel. Since January I, 1967, the Viet Cong have killed a total of 2,710 civilians, wounded 5,409, and kidnapped 3,737. 
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