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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
July 1968

INTELLIGENCE REPORT

The Effect of the Vietnam War
on the Economies of the Communist Countries

Summagz

By mid-1968, direct outlays by Communist
countries in support of the war in Vietnam, plus
the cost of repairing damaged facilities in North
Vietnam, probably exceeded the equivalent of US $3
billion. Indirect costs -- consisting primarily
of a portion of rising Soviet military spending,
but also costs associated with the denial of
sophisticated Western technology -- could have
doubled these direct costs.

From early 1965, when the United States began
bombing the North, until mid-1968, the USSR, Com-
munist China, and the East European Communist
countries have furnished more than $1-1/2 billion
in military aid to North Vietnam. Before the
bombing, this aid was trifling. From 1965 to mid-
1968, the Communist countries sent $1 billion in
economic aid to North Vietnam (for data for 1965-67,
see Table 1l). Additional direct outlays by the
Communist countries -- for shipping costs, the
stationing of military and civilian personnel in
North Vietnam, and the maintenance of North Vietna-
mese students -- totaled about $150 million. In
North Vietnam itself, damage to economic facilities
from the bombing is estimated to be $300 million.

Note: This report was produced solely by CIA. It
was prepared by the Office of Economtc Research and
was coordinated with the Office of Strategic Research.
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Two major indirect costs of the Vietnam war
are mainly applicable to the USSR, although the.
trade control restraints have also had an effect
on the economies of the Communist countries of.
Eastern Europe: (1) Heightened East-West tensions
over Vietnam have strengthened the hand of the
Sov1et marshals and made 1t p0551ble for- them to
otherwise have been the case. 1In the USSR, mllltary’
spending in 1965-67 was 3-1/2 billion’ rubles greater
than if it had been maintained at the. 1964 level.
It is not possible to specify what share of this
“increased Soviet military spendlng was due to Viet-
nam, but if the fraction were appreciable, then
indirect military costs alone could be at least as
large as the direct outlays made to North Vietnam by -
the Soviet Union. (2) - The Soviet and East European -
support for the Vietnamése insurgency has slowed
down the reduction of trade barriers with the
Industrial West and partlcularly with the: Unlted
States. This; in turn, has effectively denied’
-access to some of. the’ Western world's- machlnery
embodying advanced technology as well “as access to
the technology itself -- for example, 'in ‘the- com—
puter, communications, and electronics- fleld - There
has probably been a widening in the. technological’
gap between the advanced Communist countrles and
the Industrlal West. :

Communist mllltary and economic assistance to
North Vietnam apparently has not limited- the scale
. 0of Communist aid programs in the Free World.

- Deliveries of aid to the'less developed countrles
of the Free World continued on the same géneral
level as in 1965-66, despite sharply stepped up -
deliveries to North Vietnam. The massive Sov1et
resupply of the Arab states after the latter's dis-
astrous war with Israel in June- 1967 illustrates
the USSR's ability and w1111ngness to sustain sub-
stantial’ unplanned costs in its aid programs if-the
political gains are judged to be adequate.
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Table 1

Communist Countries:
Aid to North Vietnam a/

1954-67
Total Total
1954-64 1965 1966 1967 1965-67
Military b/
USSR _ 70 210 360 515 1,080
Communist China 70 60 95 145 300
Eastern Europe Negl. Negl. Negl. Negl. Negl.
Total 140 270 455 660 1,380
Economic
USSR 365 85 150 200 435
Communist China 455 50 75 80 205
Eastern Europe 130 15 50 90 155
Total 950 150 275 370 795

a. Figures have been rounded to the nearest 85 mzi-
lion and may not add to the totals shown.

b. Data show the value at Soviet foreign trade prices
of weapons, other military equipment, and ammunition.
They exclude aid for the construction of military in-
stallations and defense-related facilities.
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IJ,_Introduction»g ;.

1. The. measurement*of the effect of the Viet--
nam war- on: the. economies. of the: Communist countries
presents. several difficulties.. In the: first place,
information. is not. complete. - A. great deal. of
effort has gone.into analyzing: avallable information,
however, . and. the: data: presented: in this report may
be regarded: as: reasnnahlerapprox1matlons to the
real. quantities:. , :

2., A second dlff1culty concerns the adoptlon
of a common unit: for- valuing- widely varylng items
which originate: in wholly different economic cir-
cunmstances. Current: US: dollars: is: the standard
used in this: report.. The: chartering of: a’ Greek
freighter for: the: Vietnam run may present no:prob-:
lem in: valnation:,. but: the:dollar- valuation: of - -
an: Qbsolescent:Soylet,Jet~flghter whose. original
ruble: cost: is: evern: in: doubt: or: the cost of shipping
goods. across: a: China: di:ssrupted: by polltlcal turm01l
present fbrmldahle;prphlemsu

L ;3,n Such problems are: also- related to the
question: of "opportunity: cost" -— that is; . the:
problem. of identi fying: the: best alternative: use.
of resources shipped:-to North Vietnam. In some:
cases, a Communist country may be forgoing: an impor-
tant economic: gain to:. support North Vietnam; in
other-lnstances, the: support. may represent. only a
minor burden: or evemr a net advantage: For example,
in dispatching antiaircraft: artillery units to
North Vietnam, the: Chinese: Communists would gain
some: advantage: because: the: alternative. use. of
these: troops: —— training within China -- polishes
their: skills: much less: effectively than does
service in a. combat:area. On the other hand, a
Communist: country that:. charters Western ships for-
goes: the use. of this hard currency for purchase
of_modern;machinery'in,the~Free World. S

4. The direct economic costs underwritten by
the Communist countries include the sending of
men, equipment, and materials to Vietnam, for
which no return is expected. For North Vietnam
itself, the destruction of capital plant by bombing
and the lowering of output are direct costs. The
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detailed discussion in this report' focuses on these
direct costs, which are more concrete and relatively
easy to measure. The indirect costs to the Communist.
countries are harder to pin down. They may be the
result of the soured international political
atmosphere -- for example, access by the Communist
countries to US technology has probably been delayed.
Or they may be the result of the preoccupation .of -
Communist leaders with the problems of supporting.
the war rather than with the problems of modernizing-
their domestic economies. : =

II. Effect on the Soviet Economy

5. The direct economic costs of Soviet aid
to North Vietnam include the cost of (a) the
military and civilian goods sent to North Vietnam:
(b) the'Soviet military and civilian advisors. .
stationed in North Vietnam; and (c) the Vietnamese
students attending colleges and universities -in
the USSR. The indirect burden on' the Soviet =
economy includes (a) the barriers to trade with.
the United States that might be removed if not for
the Vietnam war; and (b) the increase in. influence
of the military leadership in the USSR in the com-—
petition for scarce resources, ascribable to the .-
uncertainties and political atmosphere surrounding
the Vietnam war. - §

A.  Direct Costs

Military Aid

6. The value of military equipment and sup-
plies sent by the USSR to North Vietnam during 1965-
67 was approximately $1.1 billion. Almost one-half
of this total represented ammunition (small arms,
mortar, and antiaircraft), about one-fourth in-
volved surface-to-air missile (SAM) systems, and
the remainder included artillery, aircraft, radar,
armor, motor vehicles, and infantry weapons (see
Table 2).
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‘Table 2

‘USSR: Distribution of Military Aid
to North Vietnam
Total for 1965-67

Value
Tl (Million Percentage
__Type of Equipment US $)a/ Distribution:
Ammunition 509 ' 47.1
SAM systems 291 26.9
Artillery 143 13.2
Aircraft 86 8.0
~ Radar - - ) 28 2.6
. Armor - 10 0.9
‘Motor wvehicles 9 0.8
Small arms and infantry
weapons - 5 ' 0.5
Total - . ; 1,081 100.0
a. In-Soviet foreign trade prices expressed in

US dollars.

- - 7. Some of the military equipment sent to
North Vietnam is obsolete by Soviet standards and
is drawn from stockpiles that need no replenish-
ment. The fire control radar sent to North Vietnam,
for example, is patterned after US systems used
by the. USSR during World War II and is no longer
used in the USSR. The IL-28 light jet bomber,
the MIG-15/17 jet fighter, and the U-MIG-15 jet
trainer are in storage in the USSR; they are not
in current production and those that are sent to
North Vietnam are not replaced. The antiaircraft
artillery and much of the armor are similarly
obsolete and no longer used by the USSR. It is not
known whether ammunition is drawn from stockpiles
or current production.

8. Much of the equipment sent to North Vietnam
is not obsolete, however. The MIG-21 jet fighter,
the MI-6 helicopter, the 122-mm howitzer D-30, and
the Side Net radar are examples of Soviet equipment

- 7 =
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sent directly from current production to Noxrth
Vietnam. :All trucks and other motor vehicles, as
well as:.replacement missiles for the SAM :systems,
apparently are drawn from current production. Never-
theless, the quantities of such equipment sent to
North Vietnam have been too small as a fraction of
Soviet output to have any significant effect on the
‘rate ‘of ‘production 'in the USSR." "In the case of the
MIG-21 jet fighter,; for example, the USSR produced
an..estimated 2,000 units in 1965-67; the number of
such .. fighters sent to North Vietnam over the three-
year ‘period is  éstimated at 67, or about 3 percent
of total production.

‘9. 'The dollar value of the military aid cited
above :is ‘not a good measure of the economic burden
to the USSR because it is based on foreign trade-
prices expressed in US dollars. On the basis of
intermaltSoviettprices,~the total value .of military
aid to North Vietnam during 1965-67 amounts to -
about sone-half billion .rubles. That part .of mili-
tary =aid that Tepresents @ .claim on ‘current pro-
ductinn;amounts~tqsapproximately 2 percent of
Soviet;productionAof'military hardware in 1965-67.

10, During 1965-67 the USSR stationed about
2,000 military personnel in North Vietnam, pri-
marily “for training and Support purposes. The
number was .prebably -larger during the first half
of 1965, swhen Soviet technicians exercised opera-
tional «control -of sthe -SAM :system, .and in mid-1966,
when:theYatempopanily:resumed'control-of the system.
Inggeneralq;the:Sovietfmilitary'personnel stationed
in .North Vietnam sprovide assistance and training in
the use .of SAM.and:radar»equipment;,aircraft,:and
communications -equipment. The salaries of “these
personnel, .as well -as the cost of their maintenance,
are paid by -the .USSR. ‘Because of the small number
of military personnel involved, salaries and main-
tenance :probably ‘amount to less than 4 million
rubles .annually. Furthermore, the benefit from
their training in a combat area may well offset any
net cost of their assignment to Vietnam,

Economie A1d

11. 1In.addition to the distinctly military aid
discussed above, the USSR also provides North
Vietnam with economic aid, mostly in the form of
grants for which repayment is not required. 1In

- 8 -
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the three-year period 1965- -67, the USSR delivered

a total of $515 million of non—mllltary goods to
North Vietnam. Only a small portion of this . L
total -- about $80 million -- was offset by North
Vietnamese exports to the USSR, so that $435 mil-
lion of net economic-aid was involved. Of this .
total, in turn, about $300 million represented . .
grants-in-aid, and the remainder was delivered on

a credit ba51s, subject to repayment in goods or
hard currency. There is no evidence that North
Vietnam made any payments on this trade def101t
during the period under study. _

12. The economic ald consists of such products
as petroleum, trucks and other motor vehlcles, and
construction equipment as well as such consumer
goods as cotton and silk textlles and bulk - food— -
stuffs. Although designated as non-mllltary N
these goods often play a dlrect role in sustalnlng
military’ operatlons. -

13. Whereas much of the military aid is drawn
from" stockplles ‘that need no replenishment, the’
economic -aid in general is drawn from current
production and represents resources forgone in
the civilian economy. -In domestic prices, the
economic aid probably amounted to at least one-
quarter of a billion rubles. Some of the aid,
moreover, consisted of products that could have.
been sold elsewhere for badly needed hard currency.
The diesel fuel and wheat - flour shipped durlng :
1965-67, for: example, could have been sold in the
West for almost $25 million. :

14. As in the case of military goods taken out
of direct production, the civilian goods sent. to
Vietnam represent only a tiny fraction of Soviet
output of these items. The Soviet planners almost
certainly have not had to readjust their output
goals for any major civilian item as the result
of the Vietnam war.

Other Aid

15. 1In addition to the goods described and
valued above, the USSR underwrites three "service"
types of economic aid for North Vietnam -- that is,
the costs of (a) Soviet economic technicians '
stationed in North Vietnam, (b) North Vietnamese

SECRET
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students attendlng Sov1et colleges and un1vers1t1es,
and (c) the shlpment of goods from the USSR to’
North Vletnam """

16. The number of - Sov1et techn1c1ans in ‘North
Vietnam has been minuscule, -averaging only about-
130 per year durlng 1965-67, and the total cost of
their services probably was about one-half million
‘rubles. Part of this cost, moreover, may have been
‘assumed by North Vletnam., The number of North
Vietnamese students in the USSR increased from
‘about 2,000 in 1965 to 5,000 in 1967. The total
cost to the USSR, 1nclud1ng plane fare from Hanoi
as ‘well as tultlon,'room, and board, is estimated
at about '$25 million in the ‘three-year period 1965-
67. In addition to these costs of training and -
'”hou51ng forelgn students, there is an additional
““"cost" ‘involved for the USSR because these students:
'preempt -vacancies 'in colleges and unlvers:l.tles that
'would otherw1se be fllled by Soviet students.‘ '

Sh ptnq Costs

17 As for the Shlpplng costs of mllltary and
-economlc ald, the avallable price information per--
mits the valuation of shipments by sea in terms '
- of dollars and shipments by land in terms of rubles.
Shipping costs by sea for the period 1965-67 are o
‘estimated at about $13 million, and shipping costs
by land about 21 million rubles. If the OfflClal
~exchange rate is used for currency conversion,
“total shipping costs thus amounted to $36 million,
or 33 million rubles.

18. Although the USSR used its own ships for
practically all seaborne shipments to North Vietnam,
the diversion of these shlps made it necessary to
charter Western shipping in some of its other trade.
The ships involved, moreover, could otherwise have
been used on a charter basis to Free World coun-
tries. Thus the costs of the North Vietnamese run
are best represented by the loss in hard currency
of $13 million.

19. Shipments over land to North Vietnam in-
volved the use of the Trans-Siberian rail route
and subsequent transshipment across China. The
shipments represented a negligible fraction of

SECRET
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the overall capacity of the Trans-Siberian route,
and thus constituted no particular burden to the
Soviet domestic transportation system. Practically
all of the overland shipping costs represent the
costs of transshipment across China. The cost in
resources to China of running the additional trains
over its lines is quite small; thus the net cost of
transshipment to the Communist countries as a whole
also is quite small.

B. Indirect Costs

20. In addition to the direct costs of the
Vietnam war, the performance of the Soviet economy
is affected indirectly by the war because of
(a) continuing restrictions on trade with the
United States and (b) the increased preemption of
" scarce resources by the military establishment.
These indirect costs cannot be assessed in terms
of rubles and dollars, but they almost certainly
are more important to the USSR than the small
direct costs described above. For some years the.
USSR has been striving to buy Western machinery
embodying advanced technology as well as the tech-
nology itself as part of its effort to modernize
the Soviet economy. The United States has supplied
very few of these imports -- partly because of trade
barriers such as export controls and the USSR's
inability to gain most-favored-nation treatment in
its trade with the United States. More important,
the USSR has had to rely on medium-term and long-
term credits to finance its machinery imports, and
these credits have not been available in the United
States to the extent that they have been in other
Western countries.

21. The Soviet position in the Vietnam war
has restricted progress on reducing trade barriers
with the United States. Therefore, the USSR has
in effect been denied an important alternative
source of machinery and technology. If US-Soviet
trade were conducted on the same basis as West Euro-
pean trade with the USSR, the USSR would be able
to increase its total imports of machinery and, in
some instances, would have access to machinery
better suited to its needs.

- 11 -

S?CRET




SEQKhTﬁ

22. The United States has opened a well-publi-
cized "technologlcal gap" with Western Europe, the
gap between overall US and Soviet technology is =
even wider. Computers and their ‘auxiliary ‘equip~
ment are a leading example of Us technologlcal
superiority. Access to this technology would
appreciably benefit the Soviet economy even if-
only a few hundred million dollars were 1nvolved ,
each year. ' Such imports would be feasible only if-
existing US restrictions were considerably relaxed,
Other fields in which the USSR would benefit sub-
stantially from access to Western technology ‘are’
communications and electronlcs.

23. The most 51gn1flcant cost of- the" Vletnamese
war to the Soviet economy, however, may have been
its role in bolsterlng mllltary clalms in the
competition for economic resources. ~ Soviet mllltary
expenditures, after ten years of relative: stability,
increased by about 11 percent between 1965 and
1967, despite urgent’ needs for more 1nvestment in.
1ndustry ‘and agriculture and growing dlfflculty in
satlsfylng the demands of Sov1et consumers. '

24. Although much of the rlse in: defense spend—
ing had its origin in dec151ons made much earlier -
to upgrade the stratéegic attack and strateglc
defense systems, the outbreak of conflicts in. the.
Middle East and Vietnam has drawn the attention of
the Soviet mllltary to the need to devote more
resources to general—purpose forces capable of.
handling- limited war situations. Moreover, the‘
uncertainties and political atmosphere surrounding
the Vietnam war undoubtedly strengthened the hand
of the military leadershlp and its supporters 1n
the Soviet leadership in the decisions made on
resource allocation in 1966 and 1967.

25. The total cost of economic and military aid
~to.North Vietnam in 1965-67 was less than a billion
rubles; Soviet military spending in this same period
was 3-1/2 billion rubles greater than if spendlng
had been maintained at the 1964 level. It is not
possible to specify what share of this increased
Soviet military spending was due to Vietnam, but if
the fraction were appreciable, then indirect military
costs could be at least as large as the direct out-
lays made to North Vietnam by the Soviet Union.
Furthermore, whereas the direct Soviet support of
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the Vietnamese war involves a wide range of

resources in fairly adequate supply, the rise in
Soviet military spending takes high-quality
machinery and materials badly needed for the modernl-
zation of the general economy.

III. Effect on the Economies of Eastern Europe

A. Direct Coéts

26. The direct economic costs of the Vietnam
war to the East European Communist countries¥* -in
1965-67 totaled about $180 million. The costs’
include some economic aid, primarily in the form - .
of trade credits and shipping costs, and the costs
of training Vietnamese students. The total economic
burden was shared fairly evenly among the six East’
European countries, with no single country con-
tributing more than $35 million. Eastern Europe
has provided only token military aid to North
Vietnam.

Economic Aid

27. During 1965-67, North Vietnam imported goods
from the East European Communist countries valued
at about $195 million. These imports were offset
in part by exports amounting to $55 million, leaving
a trade deficit of about $140 million. Grants-—in-
aid amounted to about $15 million, so that net economic
aid was about $155 million. The trade deficit prob-
ably will be converted ultimately to grants-in-aid.
There is no evidence of North Vietnamese repayments
on credits during 1965-67, and trade credits in the
past have been converted into grants-in-aid.

28. Machinery and other heavy equipment, includ-
ing transportation equipment, seems to dominate East
European exports to North Vietnam. Other exports.
include cotton textiles, bulk foods, and medical
supplies. As in the case of Soviet support to North
Vietnam, the goods involved in economic aid often
play a role in sustaining military operations.

29. Some of the consumer goods could have been
marketed in the West for hard currency. The
machinery would have found a less ready market in
the West. The economic aid to North Vietnam, in any
case, was too small to have any significant impact
on rates of growth in any of the East European coun-
tries.

*  Bulgaria, Czechoslovakia, East Germany, Hungary,
Poland, and Rumania.
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Other Aid

30. The number of North Vietnamese studying in.
East European Communist countries - was about 6,000
in 1967, 2,000 in 1966, and probably less than
2,000 in 1965. The opportunity cost of this train-
ing is the training which could have been given to
the same number of native students. The financial
cost, using a figure of $2,500 per head per year
(a rough figure used for like students in the USSR),
was about $25 million in 1965-67., The cost sometimes
is handled through channels other than the state -
budget. In Czechoslovakia and East Germany, for -
example, contributions on behalf of the North Viet-
namese students are solicited from workers .in
factories and offices. _

31l. The shipping costs of exports from the East.
European Communist countries to North Vietnam amounted
to about $5-1/2 million in 1965-67. Although most of
the shipping is done by Polish ships, each of the
countries presumably pays its share of the shipping
costs. These shipping costs, as in the case. of the
USSR, represent a loss in hard currency earnings to
the extent that the ships involved could have been’
chartered for hard currency. Unless the other East
European countries paid Poland in hard currency for
delivering their aid to North Vietnam, Poland Sus-
tained most of this loss in potential hard currency
earnings. - o .

B. 1Indirect Costs

32. The indirect effects of the Vietnam war on
the East European economies bear most heavily on
the trade relations between the United States and
the East European countries. East European trade -
with NATO countries other than the United States.
increased by 14 percent a year in 1965-67, and NATO
countries provided the six East European countries
with about $1.9 billion of new medium-term and long-
term credits. During the same period, US trade with
Eastern Europe has remained stable at about $250
million.

33. Eastern Europe has an urgent need for
Western technology and capital goods, and its
expanding trade with Western Europe reflects this
need. The East Europeans would like to buy and sell
more in the United States but the development of

- 14
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Eastern Europe's trade with the United States haS'
been held back by difficulties (a) "in finding .
markets in the United States for East European
goods and (b) in obtaining medium-term and long-
term credits in the United States on the same
terms available in Western Europe. Even if US-East
European trade could not be increased significantly,
the East Europeans would benefit by involving
another powerful ‘trading nation in the competition
regarding prices of capital goods and the credit
terms attached to purchases from the West. -Because
of the Vietnam war, the political atmosphere in the
United States had not been favorable for the legis-
lation or administrative measures required to relax
export controls, grant most-favored-nation treat-
ment, or increase the availability of wedium and -
long-term credit to.Eastern Europe. Indeed, new
legislation prohibits the. Export—Import.Bank from
supporting sales to countries giving aid ‘to North
Vietnam and thus hamstrings new initiatives .the
United States might make, for example, with .regard
to its: economlc relatlons-w1th Czechoslovakla.

Iv. Effect QN the Economy of Communlst Chlna

.34, Communist Chlna s total .aigd :to North Vieta
nam in the period 1965-67 is estimated at :$505
million, including $300 million of military aid
(military end items only) and $205 million of-
economic aid ‘(both war—support items and consumer
‘goods) . ‘Aid for 1968 may :dincrease .somewhat above
the 1967 level. Since the start of the American
bombing of North :‘Vietnam, :China's aid has increased
sharply, as -shown by the following -tabulation:

Million US §$

Total
1954-64 1965 1966 1967
Military aid 70 60 95 145
Economic aid 455 50 75 -80
Total 526 110 170 228

35. In 1965-67, China has given North Vietnam
more aid in monetary terms than any country except
the USSR. 1In tonnage terms, China's contribution

- 15 -
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has far exceeded that of any other country. This
support has been of great aid to North Vietnam,
partlcularly in support of its subversive efforts
in the South. Yet 1t has cost the Chinese economy
very little. :

.- .36, China's greatest contributions have been.
in items that the Chinese can provide with the
least strain on the economy -- rail and sea trans-
port, small arms and ammunition, construction -
-materials, light machinery and equipment, food-
stuffs, textiles, and other consumer goods. 'In
addition, China has maintained 30,000 to 50,000
-engineering, antiaircraft, and radar troops for
~-use in the reconstruction and guarding of trans-
portatlon 11nes north of Han01.

37. Chlna s aid to North Vietnam could become.

- ‘a perceptible economic-burden if Mao's great

political rectification campaign -- the Cultural
~-Révolution -- continues. The growth of the
‘Chinese economy has already been ended by the
physical violence and administrative dislocations
. of ‘the Cultural Revolution, and any extension of

- these problems would intensify the already serious
.economic problems. Nevertheless, because of the
small cost of Chinese aid to North Vletnam, a cut
‘in aid on economlc grounds is unllkely in the near
.future. B

-A. Military Equipment

38. The increasing supply of small arms and
ammunition to North Vietnam would be the only
military aid having any real effect on China's
economy, and that effect would be small (see
Table 3). These items represent only a small pxro-
portion of the tonnage but more than half the value
of material sent by China during 1965-67. China,
however, can easily spare these materials from
available stocks or replace them by increasing
present production. For most of these items, the -
rate of supply to North Vietnam is probably no more
than 25 percent of China's domestic manufacturing
capacity. Only under sharply increased disturbances
from the Cultural Revolution would any needed
increase in production pose a serious problem.

39. Most of the other military items supplied

by China have been in token amounts. In 1965, China
supplied some 25 T-34 medium tanks and in 1967 some

- 16 -
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50 MIG-15 and MIG-17 jet fighters and a number.ef

artillery pieces. These items were either’ obsoles—
cent or excess equipment of- small-value to Chlna An
monetary or strategic terms . o

40. China has supplied Han01 with most oﬁ ltS
modern naval combatant vessels -- all patrol .qr. PT
boats -- but the number in this:period (10) has
not affected China's supply or production.  In 1968,
China could replace or increase the units. in North
Vietnam from its own operational unlts with no
appreciable loss to its own order of battle.

B. Military Manpower

41. The cost to China of malntalnlng the 30 000
to 50,000 troops it has in North Vletnam,ls merely
a matter of shipping costs: 'for the necessary .food ..
and other supplles for these troops. China would.
have to maintain these troops if they were Stlll
stationed in China; thus the real cost ‘to. China lS
a shipping cost of approx;mately $200,000. for.. the
estimated 12,000 metric tons of- supplles shlpped
each year. Even this amount may exceed the true net
cost, because these troops mlght otherwise be sta-.
tloned at distant posts in China that also entalled
long-distance" shlpment of supplies. : . o

42. An important offset to this cost for China
is the combat training acqulred by these troops.,
during tours in North Vietnam. China has. rotated
the troops periodically to spread the beneflt of
this training. The value of this experlence has
been particularly hlgh for the antiaircraft and
radar troops. The engineering troops probably
would be of value to China for construction projects
at home, but their loss is negligible in an economy
where the labor supply is abundant. :

C. Industrial Equipment and Materials

43. China has shipped substantial quantities
of construction materials such as steel, cement,
and railroad construction equipment as well as
trucks, spare parts, drugs and medicines, and other
machinery and equipment. Coking coal has also been
supplied for the Thai Nguyen steel works, which was
constructed by China for North Vietnam. Coal ship-
ments ended after the bombing of Thai Nguyen in
May 1967, and the total shipped in 1967 is estimated
at 65,000 tons, a drop of 100,000 tons from each of
the preceding two years.

- 19 -
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44. All of these materials have ‘accounted for
more than half the total tonnage of China's eco-
nomic aid for 1965-67 (1.8 million tons) but ‘prob-
ably less than one-half of the total value of the
aid for this period ($205 million). North Vietnam's
needs presumably will change with the changed
pattern of American bombing and the reduced need

for railroad reconstruction. The composition of aid

is expected to shift away from the bulk“items in
‘the industrial category toward the restoration of

plant and equipment.

- D. ‘Consumer Goods

45. Among consumer goods, China's most important
export has been foodstuffs. In 1967, more than
200,000 tons of grain and other bulk foodstuffs -
were identified in shipments to North Vietnam from
‘China by sea. Undoubtedly other food shipments
were among the estimated 300,000 tons of uniden- -
tified cargo shipped by China via rail and sea.
Thus the total food ‘shipments from China in 1967
probably were more than one-third of the economic
aid in tonnage and about one-half of the value.
Despite the small volume of identified shipments
of food in 1965 ‘and 1966, the ratio was “presumably
in the same proportion for these years, although
smaller in absolute numbers.

46. China had a good harvest in 1967, and the
shipments to North Vietnam represented only a
small fraction of 1 percent of. total domestic
food supply. Shipments are expected to increase
again in 1968 even though China's domestic output
of food probably will drop.

47. China also sends North Vietnam sizable qguan-
tities of textiles, both cloth and finished clothing.
The annual value in 1965-67 probably ranged from
$5 million to $15 million. More than 20 million
meters of cloth were shipped in 1967. Shipments
in 1968 would normally be expected to increase;
they would still remain less than 1 percent of
domestic production. Because of the Cultural
Revolution, which has led to a decline in textile
production and to slashes in cloth rations, any
additional supplies for North Vietnam would be at
the expense of an already short-changed populace.
Nonetheless, the amounts involved are small and
the inconveniencing of additional consumers within
China is not likely to be a decisive factor in
Chinese policy.

- 20 -
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48. . The - food .and-textile 'shipments to .North -
Vietnamtghovaerqmmay5have+beenﬁmade,fndtﬂatwthewfr
expense .of domestic consumption, but at the-expense
of exports to the Free World. This alternative is
discussed briefly under "Foreign Exchange Implica-
tions," below. Other consumer goods supplied by
China to North.Vietnam are minor in volume and
value. e i e TeaEl _ S

E. Shipping Costs

49, The cost to China of transporting goods
to North Vietnam ‘is small in terms of both money
and alternative opportunities. Costs of trans-.
shipment .of the'materials sent by rail from the
USSRﬁan&'théﬂEhétlEhrdpéan«Communist-cogntries
are borne by those countries. The Chinese rail
system has more than enough’ unused capacity to -
handle the additional burden. The Cultural Revolu-
tion, however, hasiplaced China's rail system
under a strain and has caused delays, bottlenecks,
and shortages of- raw materials, such as coal.
Special’ efforts have been necessary to expedite
goods bound for North Vietnam, both shipments and
transshipments.” These efforts are not to be re-
garded as an ecenomic cost of the Vietnam war but
rather as one attempt to straighten up the economic
dislocations caused by the Cultural Revolution.

50. “Total shipping costs for both economic and
military aid are minor- for®rail transport --
approximately $I2 million for 1965-67 -- particu-
larly since the’cost, is internal and does not
involve hard currency. Cost for seaborne shipments
for the entire period are estimated at $15 million,
but again most of the costs do not involve hard-
currency. The small hard currency costs inwvolved
are discussed below. '

51. ‘These costs are estimated from tonnages
shown in Table_ 4. = Miscellaneous and other cargoes
have been estimated according to the principal
commodities known to be supplied by China.. Rates
have been assigned according to the latest rates
available. Shipping points have been estimated
according to the type of commodity. Method of
shipment, where unknown, has been arbitrarily
assigned to fit the total tonnage estimated for the
commodity. The resulting shipping costs are
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reasonably good estimates for costs which in any
case are not subject to normal economic valuatlon
in the marketplace. : i

Table 4
North Vietnam:. Imports from China.
' 1965-67

1965 1966 1967

Volume
(Thousand Metric Tons):

Total (rounded) 520 665 . 710 -

VBy sea 247;8  305.9 501 .
Grain 17.1  37.2 213 .. -
Petroleum 13.4 - 56 a/ .
Miscellaneous 67.3 118.7 232, -
Other b/ ~ 150.0 150.0

By rail 270 360 210
Mllltary 13 15 25
Coal 165 le5 65
Other 92 180 . 120

Value

(Million US §)

Total 130 190 235
Military aid ¢/ 60 95 145
Economic aid 50 75 80 .
Other economic d/ 20 20 10-

a. Presumably transshipment of Soviet POL.

b. Estimated volume carried by Chinese and
North Vietnamese ships, most of which prob-
ably came from China.

e. Value of military hardware and ammunztton
excluding the value of military troops or
engineers, and their support.

d. Value of North Vietnamese imports paid for
with exports.
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F. Foreign Exchange Implications -

52. The most important” foreign exchange ‘implica-
tion for China is the presumed loss of -potential
hard currency earnings -- estimated at $35 million
to $45 million -- as a result of increased shipments
of food and cloth to North Vietnam. The . amounts
of cloth being sent to North Vietnam, however, are
far less ‘than the amounts formerly shipped to .the
USSR and Indonesia before those markets were lost.
China has had trouble finding alternative markets,
and these shipments .represent less. of a hard cur-
rency loss than it seems at first glance. In the
same way, the .largest item of food sent to North
Vietnam is rice -- at least 150,000 tons in 1967
worth ‘approximately $25 million -—- and the-increase
represented.here is much.-less than the decrease in
sales to Japan: - China probably could improve ‘its
hard currency pasition by sales of these materials :
to the :Free World, but not by ‘as much as the -total
possible value.. In.effect, this Judgment means
that the :food and cloth shipments :to ‘North Vietnam
are :partly  at -the:expense of the domestic .con~ -
sumer --.where they .are :a-drqp in the bucket -- and
partly at the ‘expense of foreign exchange earnings --
where they .could be used to . expand imports. of. -
machinery and materials from the Free World. -

53. Another 'potential hard currency cost to China
is the cost of chartering Free World vessels to ship
materials to North ‘Vietnam.. Almost all -of the Free
World shipping going. to North Vietnam in recent . ...
years has heen .chartered by China; but usually .from
firms in Hong Kong.that are believed to be controlled
by China. In essence, China has: been chartering ships
from itself; thus the real hard currency costs would
be in opportunity costs. Here, again, China's lack
of an adequate merchant fleet to handle its own
foreign trade means that the ‘alternative use of these
ships would have been in China's own trade with the
Free World. The real hard currency cost, then, is
the increased shipping costs to China in its Free
World trade-because these ships were not available.
These costs have probably been. about $10 million for
the period 1965-67 based on an estimated 100,000 tons
a year carried by these ships and using an average
freight rate for the types of cargoes carried.
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V. COCOM Effect and Effect on' General Economlc
Relations w1th the West

54. The war in Vletnam is' one, but only .one,. of
the factors that are rev1v1ng the issue of ‘a "China
di fferential® in economic defense arrangements.
China's support of North Vietnam. probably ‘has not
made an appreciable difference.-in China's ‘ability "
to import modern equipment and technology:: from- non—v
Communist industrialized nations.. China's: general
attitude toward trade with the West and toward:
admission of Western technicians has been more.
1mportant in determining changes in its economic
relations w1th the West than has the Vletnam war;q-

55. In any case, China 'is already rece1v1ng :
from Japan and Western Europe:.substantial: quantl-;‘
ties of machinery and equipment. directly or in-
dlrectly related to its- mllltary effort. “:Through
various means China already is getting techrology-
related to advanced weapons from.the West; and
China's support or lack:of support.of North :Vietnam
‘does not seem to affect ‘this-situation. Whereasrvﬁ
the USSR could profit from fuller access toq-US-
technology, Communist China is not .able to- absorb
‘all the opportunities now available for: technlcal
support from the Free World. : .

VI. Effect on the Economy of North Korea

56. North Korean shlpments of . materlal ald to;u
North Vietnam apparently have been only in: token
quantltles.. Accordingly, the costis small:-but,;
in the absence of detalled 1nformatlon, is not -
duantifiable with any precision. v

A. Military Aid

57. North Korea has shipped an unknown number
of light weapons -- mostly 7.62-mm semiautomatic
and automatic AK rifles, but also some llght
machineguns. North Korean ground forces in North
Vietnam number only several hundred men, and- they
are employed mainly in the capacity of -advisors..
About 35 North Korean pilots have served in-North
Vietnam since 1965 on a rotational basis, flying
combat missions in MIG jet fighters. The 175 North
Korean pilots, however, have probably gained more
in combat experience than they have contributed to
the war effort.
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“B. ECOnomiC'Aid

58. Economlc aid agreements weré 51gnéa W1Eh o
North Vietnam in July 1965, January and Séptéﬁbér
1966, and August 1967. No details oh améunts of
aid and commodities were publicized. Materials
shipped under these agreements probably ineludé
small amounts of’ flSh, steel produsts, farm equ1p—
ment, railroad equipment, diesel engineés, cemént; ]
fertilizer (ammonium sulfate), textiles, industrial
products, and medical supplles. Barges and llghters
have also been shipped in recent years, inecluding
20 to 25 in 1967 and 3 to 5 in the first quarter
of 1968.

VII. Effect on Communist Aid Programs in the. Fréé World

A. Military Aid Programs

USSR

59.. There is no indication that Soviet
mi li tary and economic assistance to North Vletﬁhm
has: limited the scale of Soviet military aid o
deliveries to less developed countries of thé’Ff'é
Woxrld or to: Cubé. Netw1thstand1ng the: J_n"breasedﬂ
amount. of aid channelied to North: Vietnar since the
start of the US bombing in: early: 1965, tHe- USSR
has consistently bieen: able: tor caryy out its programméd7
mi:litary: aiidi obiligations: tonﬁﬁe’lessﬂdevélopedi
cnuntrLes-and,even.expand'the‘list of-counﬁries
partlclpatlng‘Ln the- program. Barridg a drastic
increase: in: the: dimensions: of the: Soviet ald*prd—'
gram: in. North: Vietnam;, the' USSK will be able £o _
continue. fulfilling: its other military aid’ commit="
ments. for the: foreseeable future.

60... The: less déeveloped countries receiving’
Sovxet arms: aid:have: been: provided with practlcally
all of’ the: majoxr items of Soviet military equlpment
supplied! to: the: North. Vietnamese; including- MIG-21
jet fighters;. SA—2" surface-to-air missiles’, anti-’
aircraft artlllery, and. 1nfantry weapons,.: In” addl—'
tion,. the: USSR has: supplied: the- less: developed
countries: with. TU=16" jet medium bombers, SU-7
fighter-bombers, . Komar-class and Osa-class missile
patrol. boatsy . and®coastal- defense® cruise” missiles’,
items: not- yet idéntified in"the” North  Vietnamese’
inventory.. :
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SE,R‘ET '




SECKET -

61. The 25 percent decline in Soviet military
aid deliveries in 1965, compared with the annual
average of 1960-64 (see Table 5), is largely -
explained by the curtailment of the program in -
Indonesia after the abortive Communist coup of
September 1965. In 1965, Indonesia received. only
$50 million worth of military equipment -- about
a 70 percent decline from the $170 million average.
of annual deliveries in 1960-64. ' L

Table 5

Communist Countries: Military Aid-Deliﬁefies“
to. Less Developed Countries

1960-67
- Million US $
1960-64 o :
Donor (Average) 1965 1966 1967
USSR . | 448 336 450 373
‘East Europe 5 9 43 . 27
Communist China 2 © 3 46 L
Total o 455 348 539 400

62. 1In 1967 the value of Soviet military
deliveries to less developed countries rose .to $450
million, or the average annual level of deliveries’
in 1960-64. This increase was principally the
result of large-scale deliveries to India of $165
million worth of eguipment. .

, 63. The massive Soviet resupply of the Arab
states after the June 1967 war with Israel under-
scores the USSR's ability and willingness to sustain
substantial unplanned costs in its arms aid program.
Since mid-1967 the USSR has supplied the UAR,

Syria, Algeria, and Iraq with an estimated. $350
million worth of military equipment -- most of which
has been earmarked for restoring Arab military
inventories to pre-war levels.

64. In addition to its substantial deliveries
of military aid to the Free World in 1965-67, the
USSR provided increased amounts of military aid to
Cuba. Soviet military aid deliveries to Cuba grew




from September 1966 to December 1967 -to the :highest
level since the period prior to the missile: crisis:
of late 1962. ' During this recent period .the:USSR--
shipped. some 58,000 tons of military cargo.—-..
largely replacements for worn-out or obsolete equip-
ment. Among the items delivered were at least 27 -
MIG-21 fighters, six Komar-class guided missile
patrol boats, seven SO-l-class subchasers, and a-
number of 200-mm multiple rocket launchers.

Eastern Europe

65. Eastern European (mostly Czechoslovak)
military deliveries to the less developed .countries
have not been perceptibly affected by demands of - .
the Vietnam war. The Eastern European countries
delivered an estimated $79 million in military
equipment to those countries during 1965-67, ‘about
three times the total amount delivered in the T
pPrevious five year period. e

LCommunist China

66. Lack of information precludes any definitiwve
judgment on the effect of the Vietnam war on the- -
small Chinese Communist military aid program -in-the
less developed countries. The absence of any identi-
fied Chinese military aid deliveries in 1967, fol-~.
lowing substantial deliveries +to Pakistan in 1966,
may have been the result of the disruptive effects
of the Cultural Revolution on China's foreign
relations. Given the small size and scope of China's
military aid program in the less developed countries,
it is difficult to see how China's support of the
Vietnam war would rule this program out on economic
grounds. In any case, Chinese Communist military
deliveries to several less developed countries have
resumed in 1968,

B. Economic Aid Programs

General

67. Communist assistance to North Vietnam has
had no discernible effect on the Scope or character
of Communist economic aid programs in the less
developed countries of the Free World or on the
willingness of Communist countries to implement
aid previously committed to these nations.
Communist countries have continued to extend ad-
ditional aid to less developed countries where

SECJfET
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opportunities exist, in spite of their commitments
to the war effort in Vietnam. Both programs in
the aggregate are a tiny fraction of Communist re-:
sources and, moreover, they represent demand that.
is "spread out" over a broad area of the donor
economies. :

Extensions

68. In 1965 and 1966, Communist commitments of
economic assistance to the less developed countries
rose to record levels at the same time that support
of the war effort of North Vietnam was expanding
(see Table 6). Although new economic aid commit-
ments to less developed countries dropped in 1967
to a l2-year low, the decline is not attributable
to a change in Communist aid policy or to the diver-
sion of supplies to North Vietnam. Instead, it
reflects the reduced opportunities in 1967'for-»
extending additional aid to these countries, follow-
ing three years of record-high extensions. Recent
Soviet aid overtures to less developed countries
demonstrate the hlgh priority that the USSR continues
to assign to economic aid where.it may contribute to
the containment or reduction of Western influence or.
provide long-run economic benefits to the USSR.  In
1968, Communist extensions of economic aid to less
developed countries are expected to rise again and,
at a minimum, will exceed annual average extensions
in 1960-64. :

Table 6
Communist Countfies: Extensions of Economic Aid to
Less Developed Countries of the Free World
1960-67

Million US §

Eastern Communist

Total USSR Europe China
1960-64 Total 3,882 2,184 1,046 652
1965 1,404 650 635 119
1966 1,607 1,267 220 120
1967 214 90 75 49
_28_
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69, Im addmtlon to supporting: the lom;brm
development efforts of less developed cmnrt:r::nes,
the Communist countries ‘also have: continued to
deliver egquipment and to‘p:ov1de technical services
for current aid programs. It is deliveries, rather
than extensions, that would indicate any. immediate
impact of the Vietnam war. In 1966 and 1967 the
East European coutries;. andicnmmunist'Chlna.lncreased
deliveries of econamic aid tc the less developed
countries under grev:mus commitments. ZAIthough Soviet
deliveries declined in 1966 and 1967 (see Table 7) ”
this decline: was nmot caused by the diversion of:
resources to North Vietnam as the twe pzr:cg:::ame do not
compete for the same reseurces. The'bulk”of Soviet
econonic assistance to North Vietnam.cmmsmsts of
commodities and small, Yight i Ll aid agrieultural
enterprises, and North Vietmam's siivare of Soviet exports
of complete. plarts has changed very ]ILttJéez from: the
prehostilities period (see Table §) . 0. the other
hand, commodity assistance has acc@urhsi for Jess
thanr 5 percent of total Soviet aid to the develop-—
ing countries whtile approximately 70 percent of the
total value of Soviet aid to the less developed
countries has been allocated for inmdustrial use,
mos:tLy forﬁearvy‘lndustryr

70: .. 'the de:c:lme I ch::ezl: dehvemes czf: economic
aid to Iess developed couwtries since 1965 is
attributable chiefly to domestic proklems in the
recipient countries: which have limited thetr ability
to provide adequate: local rescurces to complement. .
Soviet aid. For example, the inability of India's
depressed econmomy to absorb scheduled Soviet aid
shipments for the construction of heavy industrial
plants resulted in a 50 percent dIOE»ln.déiIVEIIeS
in 1967 compared with I966. Recemt declines in
Soviet aid deliveries also are related to the com—
struction cycle for large projects:, Wherevmajor -
equipment: delLverles are concentrated im a shoxrt
period. o

Deliveries




Table 7

Communist Countries: Deliveries of Economic Ald
: -to Less Developed Countries of the
Free World and to North Vletnam
1960 -67

Million US §

1960-64 1965 1966 1967

a'e_Nerth Vletnam . 435 150 275 370

UsSR- . - 216 85 150 200
: Eastern Europe 62 15 50 90
S Communlst Chlna : . 157 50 75 80

;fLess Developed Countrles 1;723; 521" f506,_ 493

_-1;262- 350 .- 328 288
' Eastern E oo 343 90 - 93 110
Communlst Chlna : 118 © 81 - 85 - 95

‘Table 8
USSR: . Exports of Complete'Enterprises

~to Major Areas.
"1961-66

Percent

Less Other All
. Developed North  Communist Other
- Total Countries Vietnam Countries Countries

1961 100.0  39.0

| 3.3 57.6 0.1

11962 100.0 44.3 5.3 49 .6 0.8

1963 100.0 39.8 4.4 44.7 11.1

1964 100.0 49.2 3.1 47.6 0.1

1965 100.0 46.3 5.3 47.2 1.2

1966 - 100.0 38.1 5.2 54.0 2.7
- 30 -
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Economic Technicians

71. ThHe number of Communist technicians in the
less developed countries declined in 1967 as several
‘major projects, such as the Aswan Dam, neared com-
pletion and as political differences erupted with
. host countries -~ for example, the Chinese Communist
dispute with Burma. There is no evidence that
technicians were withdrawn from less developed
_countries because their services were required
either at home or in North Vietnam.

VIII. Effect on the Economy of North Vietnam

72. The effect of the war on the economy of
North Vietnam itself is the compounded result of
‘engaging in the war in the South and undergoing
massive bombing attacks at home. The war in the. .
South has. drained off many of North Vietnam's
_physically fit young males and has required the.
‘movement:through North Vietnam of weapons, ammunition,
food, medical supplies, and the like that come .
primarily from other Communist countries. The
bombing in the North has caused the diversion of
large numbers of workers to the repair of bomb
damage, ‘to civil defense tasks, and to transport
work and has also increased the requirement for
imports of construction materials, transport equip-
ment, consumer goods, and the weapons and ammunition
for air defense. The economy of North Vietnam, there-
fore, has been mobilized to act both as a source of
manpower for the battlefields in-the South and as
a funnel through which arms and supplies can reach
these battlefields. The remainder of this section
addresses ‘the ‘damage inflicted by the bombing attacks
on the North. ' .

73. ‘Damage inflicted by the bombing of North
Vietnam has caused substantial loss of output and
has reduced potential economic growth. At the same.
time, increased aid from other Communist countries
‘has permitted the North Vietnamese to prosecute the
war effort without serious deterioration of their
standard of living despite major disruptions to
economic activities. Cumulative measurable damage
through April 1968 is estimated at more than $440
million; the rate of damage reached a peak in 1967,
as shown in the tabulation below. In addition to
the measurable losses, there are other losses to
the economy and the military establishment which
cannot be measured but would be valued in the tens
of millions of dollars.

_31_
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Million US §

Jan-Apr

Facilities and Equipment 1965 1966 1967 1968 Total
Economic 36.2 93.3 158.1- 17.6 305.2
Military 32.7 _20.3 78.1 5.5 136.6

' Total 68.9 -113.6 236.2 23.1 - 441.8

A. Economic Damage

Industrial Facilities

. 74. A large part of North Vietnam's small.
industrial sector is out of operation because of.
direct bomb damage or a shortage of electric power.
Cumulative measurable damage to industrial facilities
is estimated at $60 mllllon, as shown ‘in the folloW1ng
tabulatlon~ : :

1965-Apr 1968
(Million US §)

Electric powerplants 33.1

Manufacturing plants 18.2
Petroleum supplies and -

facilities - 7.8

- Shipyards 0.9

Total 60.0

75. The bombing of large plants has forced the
North Vietnamese to adopt a policy of decentraliza-
tion and to emphasize development of local industry.
A number of small manufacturing plants have been
built, and some larger plants in areas subjected to
bombing have been dispersed. Industry has not con-
tributed substantially to North Vietnam's military
capabilities, however, and the damage apparently
has had little direct influence on the war effort.

76 . Most of the damage to industry was inflicted:
during the first half of 1967. A decrease in the
level of strikes during the latter part of 1967 and
the first part of 1968 allowed the North Vietnamese
to restore some capacity to operation. For example,
at the end of April 1968, about 45 percent of. the
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national electric generating capacity was operational,
compared with about 20 percent from: June through::
October 1967. Repalrs and an. increase in.the: electric
power output have also permitted operatlons to-resume
at several manufacturing plants, including parts-of:
the Viet Tri Chemical Complex and much of the coal-
process1ng facilities at Cam Pha and Hon Gai. -An::
extensive system of dispersed POL sites has:offset-.
the destruction of fixed petroleum storage fac;llties
in 1966. Damage to shipyards has not significantly
hindered the production of boats or the fabrication
of barges.

Transport Facilities and Equ@pment

77. Heavy damage to the transport system has
increased the cost of moving goods and has: forced
the use of less efficient alternative facilities and
methods. The flow of imports and domestic-.supplies,
however, has not been seriously restricted, :because.of
(1) extensive and rapid repair work, (2) .the- construc—
tion .of new rall lines, roads, and: bypasses,‘and ~
(3) the infusion of substantial amounts of fore:.gn
aid.  Both transport capacity and equzpment 1nventor1es
have been maintained or increased, Cumulative damage
to transport facilities and equipment :is as follows'*

..1965—Apr31968".u.“;.x
(Million US $):.z:i - i

- Transport equipment - 81.8 . e
Bridges - 38.2
Railroad yards and shops . 6.6
Ports . _ 1.8
Other (including road and :
rail cuts) 2.4
Total 130.8

Indirect Losses

78. In addition to the direct physical damage,
the economy has suffered considerable indirect loss.
Although agriculture and fishing have not been
targeted for attacks, their output has been cur-
tailed because of the air and naval bombardment.
agricultural production has suffered from (a) dis-
ruption of work routines resulting indirectly from
the bombing, (b) disruptions to the supply and
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distribution of fertilizer, and (c) a weakenlng of"
" economic- administration in- rural areas. The fish
catch has decreased because of the threat of air
‘and naval attacks: against watercraft and the seed-
'ing -of MK-36 influence bombs* in waterways. The
cumulative loss in rice production, including an -
unknown share of losses as a result of adverse
weather, and 1n the flsh catch is estlmated as

ffollows-”‘ N |
| 1965-Apr 1968
(Million US §)
‘Rice production: . , 60.5
FlSh catch : _ 12.8
Total '.?'J -*jj- 73.3

: ifv79; Both of the rice crops in 1967 are belleved
".to have been below average, but the shortfalls.

© probably did not cause more than localized food

- shortages. -Some of: the decrease in rice output has
‘been offset by ‘incréased production of subSLdlary
~crops. Increased imports of bulk food in 1967 and
- 1968 have been greater: than the estlmated decrease
in-rice productlon.» = '

80. -Exports of bulk products that make up about
20 percent of:-the value of North Vietnam's exports also
-have been_d;s;upted,by bomb damage and by increased
costs of domestic transport. Cement output was cut off
in mid-1967 by bombing of the Haiphong Cement Plant.
‘Coal output was curtailed drastically by damage to
electric power and processing facilities in mid-1967.
Output of pig iron at Thai Nguyen was halted in
April 1967, and exports by sea of apatite were cut-
off in mid-1965 when interdiction of the Lao Cai rail
line raised transport costs. The cumulative measurable
loss in North Vietnam's seaborne exports attributable
to the bombing is shown in the following tabulation:

* The MK-36 1s a modified bomb that is mechanically
armed 25 minutes after delivery and is detonated by
any magnetic disturbance generated by ferrous material
or objects.
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1965-Apr 1968
(Million US §)

Apatite 17.6
Coal 17.4
Cement 4.1
Pig iron 2.0

Total 41,1

8l. Although substantial in terms of volume,
measurable export losses each year have been 1less
than" 20 ‘percent of the value of annual exports prior
to the bombing, and have been minor compared with
contributions of economlc aid from other Communlst
countries. ‘

B. Military Damage

.Fixed Faeilities

82. The cumulative value of damage to fixed
military facilities is estimated at about $75 mll—
lion, as shown in the following tabulatlon' ‘

1965-Apr 1968
(Million US $)

Barracks 31.2

Ammunition, supply, and
motor vehicle depots 16.3

Air defense system (air-

fields and antiaircraft

artillery, a/ SAM, a/
and radar sites) 15.0

Other (including naval

bases, dispersed storage
areas, truck parks, and
communications sites) 12.2

Total 74.7

a. Including equipment.
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83. Heavy damage to the military establishment
throughout the air campaign has forced the. North
Vietnamese to disperse military facilities: for men
and supplies but has had little effect on North.
Vietnam's economy. Attacks against JCS-targeted.
barracks, the most important barracks complexes
existing before the air campaign, destroyed about
20 percent of the national barracks capacity and
forced the abandonment of an additional 7 percent.
The North Vietnamese have not attempted to repair
this damage, and the men have been dispersed to
temporary shelters or civilian housing. - Dlspersal
of ammunition, supply, and vehicle depots has in-
creased logistic requirements, causing temporary. -
local shortages but not seriously restrlctlng the ~
general movement of military or economic goods. ::::
Destruction of supplies has been offset by 1ncreased
1mports.

84. The cost of damage to air-defensé-related
facilities such as airfields and antiaircraft:
artillery, SAM, and radar sites has had little effect
on the North Vietnamese economy. Most of the build-
ing material is obtained locally, .and equlpment is
imported from Communist countries, probably as
grants. The air defense system has been gradually
expanded since 1965 despite the heavy damage in-
flicted. - Communist China has contributed to this
expansion by furnishing antiaircraft units and
engineering construction battalions. The antiair-
craft and SAM systems presently operate from a.
large number of temporary as well as- fixed sites.
Mobility is stressed and equlpment is belng made
less wvulnerable to attack.

Military Equipment

85. The air campaign has destroyed a substantial
amount of military equipment which was provided by
the USSR and Communist China. Most of the value of
damage, estimated at nearly $62 million, resulted
from destruction of MIG's and helicopters as shown
in the tabulation below. (Estimates of antiaircraft
and SAM eqguipment destroyed and damaged have been
included with the value of fixed facilities.)
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1965-Apr 1968. -
(Million US $)

Aircraft - ’ , 47.6
Radar 9.5
Naval craft 4.8

Total 61.9

86. The North Vietnamese have lost about 119
jet fighters since the beginning of the air campaign,
of which 84 were lost in 1967. Replacements of .
MIG-21's from the USSR and MIG-17's from China ‘have
been more than sufficient to replace these losses.
North Vietnam's small navy has been maintained
through replacements from China, and modern equip-
ment for the early-warning and ground—control-
intercept systems has been provided in abundant
quantities from both China and the USSR.

C. General Impact on the Economy

87. The war and the bomblng have eroded the
North Vietnamese. economy, making the country in~
creasingly dependent on foreign aid. However,
because the country is at a comparatively primi-
tive stage of development and because the bombing
has been carried out under important restrictions,
damage to the economy has been small. The basic
needs of the people are largely satisfied locally.‘
Imports from Communist countries have enabled North
Vietnam to make up for losses in 1ndustrlal production
and to take care of new needs created by the war.

88. The overall level of economic activity
probably did not change much in 1965 and 1966, but
went down in 1967. Agricultural production dropped
in 1966 and again in 1967, partly because of poor
weather., Most of the important industrial plants
and powerplants were not made targets of the bomb-
ing until 1967. Loss of industrial output, there-
fore, has been incurred largely since mid-1967.
Some consumer goods have been in short supply, and
the price of some of them has risen beyond the
reach of the average consumer. The official rice
ration has been maintained, but imported foodstuffs
are being substituted to an increasing degree in
the urban ration.
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89. Significant losses to North Vietnam's
economy that are not entirely offset by outside
aid are (a) the almost complete hiatus in develop-
ment since 1965, (b) the actual losses in manpower,
and (c) the 1oss of man-hours of workers diverted
to defense, to repair of bomb damage, and to the
movement of goods. The disruption of normal work
routines, the separation of families, and the
physical anguish from the repeated bombings have
taken an unmeasurable toll in productivity. Bombings
have required the diversion of up to 200,000 workers
to full-time repair of lines of communication and to
transport tasks. Another 300,000 to 400,000 have
been taken frequently from their normal work to
perform parttime tasks related to' the bombing. -
Several hundred thousand young and old have been
evacuated from urban areas. :

90. The bombing has resulted in casualties over
the past three years totaling about 76,000, of whom
one-third may have been killed. Approx1mately
100,000 troops have been tied up in air and coastal
defense. - For the past three years, increased
military manpower requirements have taken most of
the estimated 120,000 physically fit males reachlng
draft age annually.

D. Postwar Rebuilding Costs

91. The direct costs of restoring North
Vietnam's damaged economy will be borne primarily
by Communist aid donors. About $130 million in
foreign economic assistance will be required to
reactivate industrial capacity and to repair
damage in the non-industrial sectors. In addition,
aid in the form of consumer goods and raw materials
will be required for several years until output of
industry and agriculture can more nearly meet do-
mestic needs. Foreign technical assistance will
be needed in almost every sector of the economy.
The present general level of economic assistance
probably will be maintained during the immediate
reconstruction years. The following tabulation
shows a possible distribution of direct reconstruc-
tion costs among economic sectors:
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‘Million US - $

| Manufacturing - | ' .- 20

Fuels and power : .30
Transportation 50
Military , 30

Total . 130

92. The North Vietnamese .almost certainly will
make a concerted effort to restore the economy o
rapidly to the state that existed before the
bombing. This could be accomplished in two to three
years. High priority will be given to restoring
the transportation network, particularly bridges, -
and parts of the electric power industry.. Repair..
of severely damaged equipment in the electric power
industry may be deferred in favor of completing
work on the Thac Ba Hydroelectric Powerplant which
was being built with Soviet aid. Under an acceler-
ated construction schedule and with .an investment
- of $15 million -- about one-half the cost of re-
storing all damaged power facilities -- this power-
plant could be put into service within 18 months,
thus making available more generating capacity than
has been damaged by the bombing. '

93. Essential industries to be rebuilt will
include chemicals, construction materials, and
textiles. Among these a large effort will be needed
to restore the Haiphong Cement Plant and the Nam
Dinh Textile Plant. Concurrently with restoration,
relocation of some dispersed industries will take
place and production lines will be reoriented from.
wartime requirements. Earnings of foreign exchange
could rapidly regain prewar levels. Even now, coal
exports are approaching normal levels, and exports
of handicrafts have been generally sustained during
the past three years. Seaborne shipments of apatite
could be resumed as soon as through rail service
from Lao Cai to Haiphong is resumed. Exports of
pig iron cannot be resumed until the Thai Nguyen
Iron and Steel Complex is repaired, probably with
Chinese Communist assistance. .

94. The amount of commodity credits required-
in the postwar period will depend largely on con-
ditions in agriculture. Substantial imports of
food and of fertilizer probably will continue in
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the immediate postwar years. Although agriculture
has not been a target of the bombing program, it-
has been disrupted by a combination of unfavorable
weather and indirect effects of the bombing,:

95. North Vietnam probably will not initiate
construction of new basic industries in the
immediate postwar period since much of the country's
industrial capacity had barely been assimilated into
the economy when the bombing began. Several large -
plants -- for example, the Phu Tho Phosphate Fertil-
izer Plant, the Thai Nguyen Iron and Steel Complex,
and the Bac Giang Chemical Fertilizer Plant -=.either
had just begun partial operation or were not yet'in
operation. North Vietnam had already negotiated ™
for a number of small specialized plants which -
probably will be constructed in the immediate post+-
war years to increase regional self-sufficiency. - .
Nonetheless, the postwar effort will consist prim-
arily of restoration of existing facilities. =~ .-

E. Sources of Postwar Aid

96. On the basis of past economic assistance,
it is estimated that the direct reconstructio '
costs will be distributed as follows: . o

Million US $

USSR 45

Communist China 65
‘Eastern Europe . 20

Total 130

The USSR probably will provide a greater portion of
the commodity aid. Communist China will play a key
role in reconstruction because many of the major
industrial installations in North Vietnam were
Chinese aid projects. China also provided electric
power equipment for several of the large powerplants
including those at Thai Nguyen, Bac Giang, and Viet
Tri. In addition, the heavy assistance by Com-
munist China in construction, particularly of roads
and rail lines, probably will be continued in the
immediate postwar years. Among the European Com-
munist countries, the principal postwar donor for
reconstruction probably will be Poland, with
Rumania and Hungary following in that order.
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IX. General Appraisal of These Costs

97.. ‘The short-term costs of supportlng the
Vietnam war -- as descrlbed in the precedlng
sections -- are small, especially in comparlson
with the vast polltlcal and military issues involved.
Since the start of the US bombing, military aid by
the Communist countries has amounted to more than
$1.5 billion and economic aid to about $1 billion.

A portion of these sums does not represent a net
loss, either because the best alternative use of the
resources is unimportant or because the aid brings
with it some offsettlng advantages, such as the-
training of antlalrcraft units under combat con-
ditions.

98. The type of support furnlshed by each of
the Communist countries usually has represented
areas of economic strength. For example, China
can readily furnish manpower and basic construction
materials and the USSR can make use of its large
stockplles of- obsole501ng weapons. A further factor
in easing the burden on the Communist economies is
that shlpments are "spread out" over a variety of
fairly standard items. Thus the aid apparently
created no severe bottlenecks for any major com-
modity or transportation line, nor has it required
any major changes in overall economic plans.

~ 99. The indirect costs are pertinent especially
to the USSR, although they also have had an effect on
the economies of Eastern Europe. The strained
political atmosphere has postponed the lowering of
barriers in US-USSR trade and has thus delayed Soviet
access to the world's foremost source of advanced
technology. Furthermore, if the rise of 3-1/2 billion
rubles in the Soviet military budget since 1964 can be
partly attributed to the Vietnam war, this would con-
stitute another reduction in high-quality resources
available to modernize Soviet industry over the long
run.

X. Costs in the First Half of 1968

100. Information on Communist military aid to
North Vietnam in the first half of 1968 suggests
that it is continuing at about the same rate as in
1967. Information on economic aid suggests a rate
for the first half of 1968 about 20 percent higher
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than in 1967. Thus; in'Table 1, if the first half
of 1968 were added to the period 1965-67, the total
figure for m:.l:.tary ‘aid would be J_ncreased from
$1.38 billion to $1.7 billion and the total figure
for economic aJ.d would- be raised from $795 mJ.llJ.on
to $l 0 bllllon. '
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