Thursday, October 5, 1967
10:25 a.m.

Mz, President:
Herewith the message, redrafted,

as requested, for both the Prime
Minister and the Foreign Secretary.

W. W. Rostow
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Thursday - 9:00 am
Cctober 5, 1967

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Disaster Assistance to Mexico

The helicopters you sent to Acapulco
will wind up oporations today and return
to the US tomorrow.

Before taking this decision, Charge
Dearborn chacksd with Foreign Secretary
Carrillo ¥lores who gave the OK,

Carrillo Flores told Dearborn that a

high ranking officer of their Defense
Secretariat would go to Acapulco to
axpress President Diaz Ordaz' thanks

to the helicopter team. President Diaz
Ordaz will also zend a message of appre-~
ciation to you.

W, W, Rostow

(refer: Mexico's 1469,10/3/67)
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—SECRET Thursday, October 5, 1967 -- f /,&
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MEMORANDUM FOR THE PRESIDENT
SUBJECT: Situation Report: Selling Wheat to Pakistan

As you look ahead to decisions on the full range of food aid, I thought
you would want to know the specific considerations we have to take into
account in a case like Pakistan's.

The Paks calculated their food import requirements for FY 1968 at
2.25 million tons of wheat. We have already provided 1. 25 million. They
purchased another 200, 000 tons. They're getting 66, 000 tons from Canada
and Australia. That leaves 734, 000 tons for them to get.

Of this 734, 000 tons, we have told them we will provide 500, 000 tons
under PL 480. As you instructed, we have offered to provide half of the
final 234, 000 tons if the Paks would match it with cash purchases. This
means we sell them 117, 000 tons for about $9 million.

When the instruction to sell the 117, 0G0 tons went to Ben Oehlert, he
cabled back his deep concern. (His cable i3 at Tab A.) The AID economists
share his feelings. The argument goes like this:

-- The Paks have already bought 200, 000 tons, and they have squeezed
their foreign exchange budget to the bone. (Pakistan's foreign ex-
change now stands at $166 million -- enough to finance five weeks of
imports. Most countries are very uncomfortable with anything less
than enough foreign exchange for four months' imports.) In the last
two years they have tripled their cash food buying in world markets.

-- Their wheat reserves are dangerously low. Their target is a
reasonable 950, 000 tons. They are now at 300, 000 tons. With
scheduled imports -- including our 734, 000 tons, if they get it
all -- they will only raise reserves to 500, 000 tons by June 1968,

-- If we play our cards well, we have a good chance of a big package
of wheat for Pakistan -- purchases and PL 480 -- for the whole of
calendar 1968. The total might run over 3 million tons ($195 million).
With that kind of bait, we might get them to agree to a much higher
level of purchases, starting within the next three months. If we use
the time between now and the abundant new Pak harvest (December)
wrangling about this small portion, we may lose the opportunity for
the large deal which would really help our dome stic wheat price and
our balance of payments.

SECRET
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-- The Paks will need every penny of foreign exchange to back up the
import reform planned for January 1968. AID and the IMF have
encouzaged this reform. The Paks badly need to devalue. They
need to simplify import controls to let market forces work freely
and take up slack in the economy. They also need to provide more
incentives for exports. The hard fact is that our forcing even a
‘small additional outlay (the $9 million we're asking them to spend
on our wheat) might strengthen the factions in the GOP who oppose
reform so that the January package would be cancelled.

-- Finally, we must look at the wheat bargain in terms of our overall
negotiating position with the Paks.

Despite these concerns, Oehlert is carrying out the instruction we have
given him to try to work out a sale and will see Ayub Friday morning. We
have given him firm instructions along the lines you directed (Tab B). Judg-
ing from Ben's effectiveness so far, we just might do it -- however adamant
the Paks (below Ayub) seem, aad however reluctant Ben and people here in
town are about this particular deal. Ayub might well conclude that even a big

sacrifice now -- and helping you when you need it -- will pay dividends in the
long run.

Meanwhile, we have been playing the same tune with the Pakistan
Finance Minister who is now in Washington. I told him Wednesday &bout the
staggering load you carry with the budget, and how important even small

wheat sales are to your ability to go on financing programs in the poor coun-
tries.

We certainly have to look carefully at this whole range of questions be-
fore we come to you for focd decisions. I am not convinced, for example,
that Pakistan should devalue right now. I have commissioned a study to
examine this problem in a new light. Maybe the Paks will just put us off
until 1968, taking only 617, 000 tons now with a promise to buy the 117, 000
in next year's deal. They just might take that rigsk with their food stocks.

—SEGRET.




I take your time with all this because it is reasonably typical. I've
got the ''sell wheat' message loud and clear, and I think the bureaucracy
is getting it too. But I thought you would want to know what kinds of
judgments are involved. I will have papers to you within the next few
days looking toward a ‘NSC meeting on the whole food outlook. The meet-
ing is now scheduled for next Wednesday (October 11).

W. W. Rostow

EKH/RM/vmr
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Rawalpindi 1074 7

MESSAGE FROM AMBASSADOR OEHLERT (PAKISTAN)

September 29, 1967
7S

1. It is now clear to ‘me that if we are to bring Pakistan to make a com-
mercial purchase of U. S. wheat this can be done only if I make direct
approach to President Ayub. I am of course prepared to seek an
appointment to do this as soon as possible following Ayub's return from
the Soviet Union on October 4. I fully understand the rationale behind
my instructions to seek a commercial purchase and recognize that final
judgements on such instructions can be made only in Washington. In
good conscience, however, I believe I should point out the effect which
this action could have on U, S. economic objectives in Pakistan and
more broadly the possible influence it might have on our critically im-
portant political interests here.

2. By now you must have seen our joint message Rawalpindi 1058 which
summarized adverse implications for GOP if it necessary dip further
into foreign exchange to finance part of wheat import requirement be-
yond = 500, 000 tons proposed in State 3894l. As you know, Pak Foreign -
Exchange position is on the precarious side (their current reserves will
finance only about five iweeks! imports).

3. Import liberalization in Pakistan is a major U. S. economic objective
and we have pressed Paks toward a major move in this direction when
they announce their new import policy next January. If they can suffi-
ciently ease import licensing controls, market forces can work freely
and pick up slack in economy. Under-utilization of capacity can be replaced
by incentives for exports with resulting greater earning capacity.

4. Even assuming Paks apply cash to only 117, 000 tons, with matching
increment added to PL 480 agreement, this to us small amount of
around ten million dollars in foreign exchange looms large in Pak
financial eyes. All indications we get from GOP officers suggest they
will defer any cash purchases at this time because of their fears over
availability sufficient foreign exchange to support their planned libera-
lized import policy. (Anticipated $140 million U. S. commodity loan
this FY is, of course, an extremely important factor in this equation. )
As of now the import liberalization advocates in M. M. Ahmad's Planning
Commission are still having their way, This is good. However, by de-
fe rring further imports above 500, 000 tons, they are taking a risk both
with respect wheat supply next Spring, as well as total anticipated
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availability upon which to embark January policy. It is a risk which
would appear be out of proportion and would be unnecessary if we
could pick up whole 734, 000 ton need under PL 480 and let Paks out
of this bind.

. What worries me most is the inconsistent position which we are taking

with our closest friends in the GOP, We are urging them to conserve
their resources for essential economic reforms and then persuading
them for a second time to take an action which will deplete their re-
serves. Our AID relationships have always been the steadiest aspect
of our relations with the GOP because they are based on confidence on
both sides that we are both sincerely interested in Pak development.
My concern is this relationship may now suffer.

You may feel that, on balance, we still should hold out for some cash
purchase. In that case, my suggestion would be that we up our PL 480
figure now to pick up half the 234 thousand ton shortfall, I.E., immediate
negotiations for 617 thousand tons wheat, telling the Paks that they may
defer the remaining 117 thousand purchase if they wish but that they should
not expect it to be picked up next year under PL 480. We would of course
be seeking an unwritten but clearly understood commitment that any addi-
tional amounts necessary until next harvest would be purchased commer-
cially from U.S. This procedure -- which I am not recommending -- '

- would preserve the structure of our original position but would ease some-

what the burden on the Paks.

Let me repeat that I understand that the final judgement must be made in
Washington, and if instructed, I shall proceed to take up the question
with President Ayub. '
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CABLE TO AMBASSADOR OEHLERT (PAKISTAN)

October 5, 1967

1. As suggested your 1103, we have not forced commercial purchases

issue with Pakistan officials here and are awaiting your report

on conversation with Ayub in your meeting October 6.

. In conversation with Uquaili yesterday (septel) Walt Rostow

described enormous problems President faces in trying to sustain
whole Aid program and stressed importance to U. S. of commercial
purchase now being discussed.

Full consideration being given your 1058 and 1074, Proposal para 6.
of your 1074 for 617, 000 ton PIL. 480 offer may help later. At this
time, however, you requested to stick to 500, 000 ton offer as layed

out State 38941, which remains your basic instruction,






4%

PROPOSED MESSAGE TO SENEGAL

PRESIDENT SENGHOR

Dear Mr, President:

Mrs. Johnson joins me in expressing our warmest personal
regards on the occasion of your birthday. We share with all Americans
the fervent hope for your continued well-being and for the growing

prosperity of Senegal under your wise leadership.

Lyndon B. Johnson
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Thursday, October 5, 1947

TCONEIRENTAL—

MEMORANDUM FOR THE PRESIDENT

Phil Habib of State is planning to go to Saigon next week for a
look at the political situation. It has been recommended that Bill Jorden
accompany him, I think these two old Viet-Nam hands can do a useful
job. Two tasks are of immediate importance:

(1) Help the Vietnamese in designing a really first-class inaugural
address for Thieu -- one that will both appeal strongly to the Vietnamese
people and have a positive impact on world opinion. Phil and Bill both know
some of the people who will be working on this and they can weigh in
effectively behind the scenes.

(2) Get Thieu and Ky and others #tirred up about beginning to form
a broadly based and representative national political party, This is going to
be essential if Viet~Nam is to develop any kind of orderly political progress.

Also, as you know, Bill has long experience with the press, and I
would like him to take a hard look at the situation in Saigon. What is wrong
with the press corps? What's wrong with our own information setup? What
can be done to improve things? Bill can give us a better fix on this than
anyone I know, and it is badly needed.

On his way back from Saigon, I would ask Bill to stop for a few days
in Manila, I have a strong feeling that there is real deterioration there, and
we just haven't had a good picture of developments from the Embassy.
Through his American and Filipino friends, I am sure Bill can give us a far
better picture than we now have of what is happening, why things seem to be
going sour, and what if anything we can do about it.

If you approve, I would suggest that Bill leave here on or about the
12th (next Thursday) and return in two weeks. You may also have additional
matters you want him to take a look at, either in Viet-Nam or the Philippines.

W. W. Rostow
Approve Jorden trip as :
outlined

Disapprove
See me —CONFIDERTFAE——
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Thursday, October 5, 1967

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Possible Sale of Surplus Rubber Stockpile
‘ to the Malaysians

As you know, Malaysian Finance Minister Tan Siew Sin
has come to Washington in the hope of seeing you in connection
with the rubber problem (prices dropped again to a 19 year low).
We indicated such a meeting was not desirable unless it could
produce positive results.

The Mzlaysians at first suggested suspension of our stock-
pile salesg, but Bill Bundy told them this was out of the question.
They then indicated an interest in buying our stockpile surplus
and taking on themselves the responsibility of how and when it
would be sold on the market.

For the past week informal and very tentative discussions
of this idea have been held. At a meeting this afternoon, we should
get a good feel of whether the Malaysians are serious and whether
a deal is feasible.

I thought you should know that these talks are going on. If
anything concrete develops, we will lay out the issues for you.

V&f. W. Rostow

ERF:MMW:mst
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=SHORET Thuraday - October 5, 1967
MEMORANDUM FOR THE PRESIDENT

SUBJECT: Latin American Puarchase of Supersonic Aircraft

The Peruvians have contracted to buy French Mirages despite our re-
peated warnings of the consequences. The story broke publicly in the

New York Times yesterday morning.

Peru's action ~- unless we can turn it around -~ threatens a super-
sonic aireraft race among the larger South American countries. It
also means serious trouble for us with Congress on MAP and Alliance
for Progress appropriations. For Peru it will result in no program
assistance at a time when Belaunde is in critical need of help for his
stabilization and develepment programs.

Bolaunde finds himself in this bind because of hie weak political posi~
tion. The military looms large in the political structure and they have
been pressing hard for modernization of old equipment. The opposition-
controlled Congress has played pelitics by authorizing, on its own
initiative, a substantial amount for military purchases. Belaunde was
unable to block Congressional action, and he has not folt strong enough
to order his military to drop the Mirage deal,

There is a possibility that we can turn this situation around if we do two
ti;ing H :

- renew our offer to negotiate a $40 million program loan which you
authorized last May {Belaunde was then unable to meet gur condi-
tions, Now, with increased taxes, spending limitations, IMF
standby and devaluation, he is close to doing so, provided he stops
the Mirage deal.)

- tell Belaunde what we told Costa e Silva last July -=- that we would
allow Northrop to soll them F-5's for delivery in 1969-70.

Covey Oliver and Bill Gaud recommend that you approve negotiation of

the program loan based on the substantial sconomic self-help measures
taken by Belaunde since Mery (Tab A), On the basgis of previous reviews

of the loan package, BOB and Treasury have no problem with the substance
of the proposal.

RV
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A condition for the loan would continue to be no Mirages. I believe
there is 2 chance of Belaunde making the military backtrack if he cant

- demonstrate that their action is &epriving the nation of vital
economic assistance.

==  offer them the alternative of F~5'as by 1969/70.

Before proceeding further in our offer of F-5's in Latin Amenca, the
SIG believes that we should touch base with ﬂongrass. SIG proposes:

-~ a frank discussion of our military policy toward Latin America.

- a detailed explanation of how little of Latin American military
expenditures goes into hardware (most goes for nalarias and
allewa.nces)

.- the serious consequences for the Alliance for Pragreas‘ if we do
not provide a2 reasonable alternative to limited modernization of
military equipment, specifically F~5'a,

SIG (Katzenbach, Nitze, Gaud and myself) has approved the scenario
and talking points paper at Tab B for the handling of the F-5 issue,
Secretory McNamara and Secretary Rusk concur. Everyone recognizes
that consultation on selling F-5's may adversely affect foreign aid
legislaticn while the hill is pending in Congress. However, the conse-
quences of doing nothing about the Peruvian purchase, or offering our
own supersonies behind Gongress's back are far more severe,

I am convinced that unless we help Belaunde reverse the action taken
by his military, we will be in deep trouble in Peru, and our ability to
support the Alliance for Progreas seriously weakened,

I strongly recommend that you authorize consultations with Congress
along the lines of the scenario paper and that subject to the results of
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these talks, you approve renegotiation of the program loan on the
basis of the conditions in the Gaud memo.

- W. W. Rostow

1. Approve consultation
with Congress

Disapprove - -
See me .
2. Approve program loan

renegotiation, subject
to Congressional talks

Disapprove

See me

Attachments
Tab A - Olivér/ Gaud recormmaeandation.

Tab B - Scenaric and talking points.
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DEPARTMENT OF STATE }0
AGENCY FOR INTERNATIONAL DEVELOPMENT g

WASHINGTON, D. C. 20523

OFFICE OF
THE ADMINISTRATOR
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October 4, 1967
MEMORANDUM FOR THE_PRESIDENTA

SUBJECT: Program Loan for Peru

On May 30, 1967, you authorized the negotiation of a $40 million
program loan to Peru from FY 1967 funds on the condition that the
Peruvians make a major effort to increase tax revenues by $L57
million. Additional conditions were that the Peruvian Government
agree to limitations on military expenditures in the 1968 budget,
refrain from buying expensive supersonics, reach a standby agreement
with the IMF, and not impair the status of the International
Petroleum Company. The Peruvian Executive was able to obtain
Congressional approval of some tax measures (about $90 million)
before the Congress adjourned in late May. Subsequently, I requested
your approval of an offer of a $15 million program loan to assist

the Belaunde Government during a difficult period in which it would
be seeking Congressional approval of the remainder of the tax package,
with the understanding that all other conditions of the original loan
offer continued to apply. While discussions of this proposal were
being carried on, Peru experienced a major balance of payments crisis,
which precipitated a devaluation and opened up new opportunities for
U.S. influence on Peruls economic and military spending policies. I
am therefore now requesting you to authorize me once again to
reactivate with the Peruvians a $40 million program loan proposal,
subject to some changes to meet the new situation.

The Peruvian Government devalued the sol on September 1 and con-
stituted a new cabinet after the resignation of the government officers
concerned with the devaluation. Since the devaluation the exchange
rate has moved from 26.82 soles to the dollar to the range of 37-38,
or about 40 percent. This is a sizeable change, painful to the
Peruvians, and it took considerable courage to carry it out, particu-
larly in view of the fact that it had to be done in opposition to
those who proposed to resolve Peru®s deepening foreign exchange
crisis by means of instituting a system of exchange controls. The
Peruvian Central Bank has not yet intervened in the exchange market,
awaiting instead for market forces to determine an equilibrium rate.

GRQUP 3
Downgraded at l2-year intervals;
not automatically declassified.
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The Government of Peru entered into a standby agreement for $42.5
million with the IMF on August 18 and has since drawn $22.5 million.
This fulfilled one of our conditions for program assistance. Peru
also requested permission to draw the remaining balance, and in
addition wishes to negotiate a new standby for a larger amount.

The new cabinet which took office after devaluation is now discussing
the changes in the 1968 budget which will be necessary. The new
Premier, Edgardo Seoane, in a major speech to the Congress on
September 19, endorsed the taxes on property, net worth and income
which had been submitted by the previous cabinet in an effort to raise
nev taxes and comply with a major condition of our loan offer. Seoane
also cited the need to come to an early agreement with United States
mining companies on large new investments in expanding copper produc=
tion.

It is clear, however, that additional tax action is necessary for the
1968 budget, and Seoane?s position on this is not yet clear. He and
other key members of the government are undoubtedly still assessing

their budgetary problem in the aftermath of the devaluation, weighing
their strategy in light of further pressure they can expect from

powerful groups clamoring against any tax increases. An offer by the
United States of a $40 million loan at this time will give him and

others in the government strong incentive to raise the level of tax
action required and get it through Congress. In fact, Ambassador

Jones and Assistant Secretary Oliver believe that our loan offer may

be the indispensable element making this possible if the offer is made now,
before it is too late. The first tranche of $20 million would be dis-
bursed after assurances were received on the conditions discussed below
and would assist the GOP in dealing with a serious 1967 budgetary problem.
It would be made clear that a major condition of disbursing the second
$20 million tranche of the loan would be further tax action to reduce

the 1968 budget deficit (which we believe may be on the order of $L00
million) to manageable proportions in the context of a financial program
worked out with the IMF, the IBRD, as leader of the Consultative Group
for Peru, and the U.S.

Disbursement of the loan also would be contingent upon the government
making an effort to limit military spending., While military expendi-
tures as a percentage of central government expenditures declined from
19.4% in 1960 to 14o.5% in 1966, the opposition controlled Congress voted
a large increase in the regular military budget for 1967 and later added
substantial multi-year authorization for purchases of new equipment,
bringing the 1967 share back up to 19.4%. We have told the Peruvians
that the 1967 increases are in conflict with what we are trying to
achieve on the economic side.

CONERiemmp—
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We will seek to have the Peruvian government agree to limit military
spending to substantially less than has been authorized in 1967 and
to continue with such a lower spending level in 1968. In any event,
we would consider that any increase in the 1968 military budget in
real. terms would disqualify Peru for disbursement of the second
tranche of the program loan.

The devaluation has the effect of reducing the dollar-purchasing
power of the equipment authorizations voted this year by the Congress
and it is likely that the military will seek to have some or all of
this reduction restored by future appropriation bills. We will seek
the Government?s agreement to try to hold such adjustments to sub-
stantially less than the full effect of the devaluation., In this
regard, as in the case of our attempts to limit the overall military
budget, Belaunde?s fears of a military coup before the end of his
administration in mid-1969 will hamper our ability to achieve our
objectives.

Although the Peruvian Congress did force nationalization of the sub-
soil rights of IPC, the Jersey Standard subsidiary, President
Belaunde has acted to protect IPC!s overall status, and negotiations
are continuing on a solution to this problem., A continued under-
standing that IPC's status will not be impaired would be a condition
of the program loan. On a separate issue of interest to a major U.S.
company, the GOP has signed a concessional contract with the ITT sub-
sidiary which satisfactorily resolves that long-standing issue.

We will tell President Belaunde that this offer of U.S. assistance is
conditional on his assurance that Peru will not acquire supersonic

jet aircraft (Mirages) from France or other countries. Prevention of
Mirage sales in Peru would delay the introduction of a sophisticated
aircraft with greater military capability into Latin America. We
believe the Peruvian Air Force already has contracted to purchase
Mirages and that the risk is high that it will insist on going through
with the deal. The program loan offer, however, would give Belaunde
an argument to use with the military in view of Peruls obvious
financial problems.

Earlier, the Peruvian military expressed a preference for F-5's over
any other aircraft. We do not wish at this time though to make a hard
offer of F-5 sales as an alternative to Mirages, believing that such
negotiations would soon become public. Therefore, we propose to
inform Belaunde now only that the U.S. is prepared to see Peru begin
negotiations with the Northrup Aircraft Co. on F=5!s as soon as

OO
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possible this year. This position would be consistent with the policy
we are following with respect to Brazil. If this indication to
Belaunde is not sufficient to get the military to reverse its position
on Mirages now, as it would not know the terms of F-5 availabilities,
program loan negotiations would have to be delayed. We wish to be able
to make a conditional offer of the loan, however, and see how far we
can get, putting the burden on the Peruvians.

In sum, we believe that an offer of U.S. assistance in the critical
period now facing Peru is justified on financial grounds and by the
need to seek early influence over Peruvian plans for tax action and
military expenditures. Successful negotiation of the program loan
also would help the Country Team deal with a range of other matters,
including the status of IPC, Peruvian actions regarding Latin American
integration, and treatment of U.S. fishing boats within Peru?s 200~
mile limit. An indication of U.S. support for the Belaunde Government
at this time also would decrease the possibility of a military coup in
future months and subsequent bitter attacks by Belaunde against the U.S.
If the Mirage sale cannot now be killed, the U.S. at least would have
indicated its willingness to help Peru.

With respect to the U.S. balance of payments, the loan will be admin-
istered in the same way as stated in my original request. That is,
United States assistance dollars will be used exclusively for the
purchase of goods and equipment in the United States. Financial
incentives for selected groups of commodities will be agreed on with
the Peruvian authorities which will make AID dollars attractive for
importers, thereby improving the U.S. market position.

RECOMMENDATION: I recommend that, in accordance with the framework

and on the terms described above, you authorize negotiations with the
Government of Peru for U.S. economic assistance of $40 million.

Nt P/

William S. Gaud




DEPARTMENT OF STATE
WASHINGTON '

OdtoBer.S, 1967 - -

MEMORANDUM FOR THE PRESIDENT

Subject: Arms Policy and the Sale of F=5

Aircraft in Latin America

. The SIG has just completed a review of our Latin
American arms policy and worked out a procedure for
dealing with the touchy F-5 problem.

The principal SIG conclusions are:

- presence in Latin America¢ Specifically, can we

We| have been fairly successful in limiting the
spread of sophisticated weaponry in Latin
America, But we are rapidly reaching the point
wh?ré—-at least on aircraft--we will have to
agree to sell U.S. equipment or resign ourselves
to! the entry of France as a major arms supplier
in| Latin America.

Welmust continue to encourage the Latin American
military to take on a greater role in counter-
insurgency. -

We must continue to encourage them to take part

'in OAS and UN peace-keeping operations.

We must take a hard look at our own military

reduce the number of people we have there?™

307
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-- On F-5s, we are all agreed that we should do
nothing until we have consulted with the key
people on the Hill about our reasons for
authorizing discussions of commercial sales to
certain Latin American countries,

We realize that this is a difficult time in terms of
the Congress. But we see no way to put off moving now.
Nor--barring any extreme Congressional reaction=--do we see
any way to avoid talking with the Latin Americans. As
“you know, we are committed to the Brazilians. Further, the -
Peruvians are apparently well on the way to a final Mirage
deal (one squadron) with the French. In short, if we
don't act in the next week or two, Peru will certainly go
ahead and will probably be followed by others.

On Peru, we believe we should be prepared to authorize
the sale of F=5s if they will cancel the French deal. We
will also have to be prepared to negotiate a $40 million
program loan., Bill Gaud wants to go ahead with such a 1oan
if our other conditions are met.

At Tab A is a scenario of the steps we propose to take.
At Tab B are talking points we would use in our Congressional
consultations, (We plan to talk with the Foreign Affairs
and Foreign Relations Committees, the Armed Forces Committee,
and key Congressional leaders. Bill Macomber, Covey Oliver
and perhaps Paul Nitze would do most of the work on the
Hill.) Dean Rusk and Bob McNamara have approved both
papers.

What we need now is authority from you to go ahead with
the consultations. Once we know more about reactions on the
Hill we will come back to you for a go-ahead on talking to
the Latin Americans about aircraft sales.

Go ahead with consultations

No T R

See me before you do anything

4L ol

Under Secretar




—CONFIDENTIAL™
SCENARIO
For Handling Acquisition by Major South American Countries

of F=5 Aircraft

I. Background

A. Brazil. Brazil has been given assurances that
U.S. manufacturers will be permitted to discuss, after
October l,[l967, sale of F-5 aircraft to Brazil for de-
livery after July 1, 1969. No details on quantities of
planes, or|terms and conditions of sale were included in
the assurances. Our planning has been on the basis that:

l.| U. S. Government role would be limited to
granting export license for a squadron of 12 to 18 planes
at this time with the possibility of a second squadron
later.

2. Negotiations would be between manufacturer.
and Brazilian Government.

3. Financing would be arranged through commer-
cial channels without any participation by U.S. Government
or any of its agencies. o

4. Sales might be made through manufacturer's
Canadian subsidiary with Canadian Governmer* assistance.

o
B. Other Commitments. The United States Government
commitments to cooperate with other large South American
Governments on aircraft modernization are as follows:

Argentina
Chile
Peru
Venezuela

.
=



—CONEIDENTTAT— 2

1. Argentina. . » . We have assured Brigadier
Favre (Chief of Staff of the Argentine Air Force) that
we do not object to the sale of F-5 or comparable air-
craft to your government beginning in 1970, subject of
course to the economic ability of Argentina to finance
such a major purchase . . .'" DEF 2707, 241954Z May 65..
(Letter from Secretary McNamara to Minister Suarez.)

In addition, the U.S. is committed to sell 25 A-4B's
to Argentina. These aircraft are part of the sale of
50 A-4B's which were deferred because of Southeast. Asia
requirements. They will be available for delivery in
July 1968.

2. Chile. Various high-level Chileans have been
told by various high-level U.S., officials that we had
agreed with certain other Latin American countries not to
sell the F-5 until 1969 and the U.S. planned to hold to
this decision. They were also told that we would consider
the question of F-5 if and when we received a 3 to 5 year -
tri-service acquisition plan. We have not received, such
a plan to date. The Chileans, no doubt, have assumed that
they are included with the others in terms of availability
of the F-5. in CY 1969. e

d

3. Peru. '"#%% U,S. willing to sell 16 F-5's for de-
livery in CY 1970 to replace Hawker MK4. If helpful in
your negotiations, you may inform GOP there may be pos-
ibility of advancing delivery to CY 1969 *%%'" DEF 4245,
182255Z June 65. Our Ambassador informed GOP accordingly.

4. Venezuela. '"***% I am prepared to make them (F-5's)
available for delivery in CY 1969 following the satisfactory
conclusion of the above necessary credit arrangements''.

DEF 3948, 152125Z June 1965 (Letter from Secretary McNamara
to Minister of Defense.) The credit arrangements in ques-
tion were concluded.

The immediate problem is Peru, which has reportedly ,
contracted for 14 Mirage aircraft, of which two are trainers,
at a cost of $28 million. The trainers are to be delivered
in 1967. '



II. Proposed Actions

A. Congressional Consultations. Assistant Secretary
Oliver should review informally with the Latin American
Subcommittee of the Senate and of the House, and with
Chairmen Fulbright and Morgan, and Senator Church, our
overall security policy for Latin America as approved by-
IRG/ARA on September 20 and amended by the SIG on Septem-
ber 28. 1In this context he should discuss the F- S/A -4B
issue. (See attached talking points.)

It is recognized that the foreign aid legislation may -
be adversely affected if consultation takes place while
this legislation is pending in Congress. However, there
are two overriding considerations:

1. The possibility of turning the Peruvians
around on Mirages is probably not 50-50. Further delay
in making firm proposals to Peru will make it even less
" likely. Once the Mirage system is introduced, it will
also be acquired by Argentina, Brazil, Chile, Venezuela
and probably Colombia. Such acquisitions involving as
they do the acquisition of missiles also will have the
most serious -consequences for the Alliance for Progress
and arms control,.

2. Congress may feel we have acted in bad faith

once it becomes clear that we developed a firm policy dur-

ing August and September 1967 and. did not consult in a
timely manner.

B. Negotiations with Peru. As soon as Congressional
consultations are completed, we should authorize Ambassa-

dor Jones to inform President Belaunde that we are prepared:

1. To negotiate a $40 million program loan, and

‘ 2., To authorize the manufacturer to discuss the
sale of F-5 aircraft.




—

“CONFIDENTRAL— 4

As one of the conditions of U.S., cooperation, Peru must
cancel any arrangements it may have for acquisition of
Mirage or similar aircraft, )

A firm commitment to Peru that we will permit the
U.S. manufacturer to negotiate as soon as possible after
October 1 will give Peru the same commitment we have al-
ready given Brazil. ‘

C. Press Briefings. The policy paper 'U.S. Regional
Policy Toward Latin American Security Forces' should~be
sanitized and used as a basis for briefing key editorial
writers, editors, etc. , A
N

Such briefings should also take place in October but
after Congressional consultations.

D. Authorization to U.S. Manufacturer

1. As soon as the two Congressional Subcommittees
have been consulted, we should inform Brazil and Peru that
we have authorized the U.S. manufacturer to initiate nego-
tiations with Brazil and Peru.

2. At the same time, our Ambassadors in Argentina,
Chile and Venezuela should be authorized to notify these
governments that we are prepared to permit the U.S. manu-
facturer to sell F-5 aircraft. Since they have recently
acquired reasonably modern jet fighter aircraft, however,
we should encourage them to delay acquisitions as long as
possible.

E. Other Countries. At the same time, we will notify
ti.. governments of Canada, Sweden and the United Kingdom
of our policy and purpose of actions with regard to the F-5.
This is necessary because we have made representations at
various times to each of these countries to forestall sales ,
of supersonic aircraft to Latin America. We have also com- .
mitted ourselves to keep them informed of any change in
our policy. - - '
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LTI T TALKING POINTS FOR
N CONGRESSTONAL CONSULTATION

On Sale of the F-5 Aircraft to Selected Latin American .
Countries '

A. The Problem

1. We have come to a critical point in our military
policy toward Latin America on which we want to consult
the Congress.

2. It involves the acquisition of modern fighter air-
craft by the larger South American countries.

3. For the past two years we have succeeded in get=-
ting them to hold off purchases of this expensive equip-
ment. Now we confront a situation in which certain
countries will obtain the expensive and highly sophisti-
cated supersonic Mirage weapons systems from the French
unless we can make a reasonable counter-offer of Northrop
F-5's, a less expensive fighter of lower performance '
capability and more suitable in counterinsurgency situa-
tions. ?

|

4. The seriousness of the situation is magnified by

the inter-relationship between:

-- purchases of unnecessary military equipment.

-- our continued ability to provide economic
assistance to governments which make such
purchases.

-- the political and economic viability of govern-
‘ ments caught in this squeeze.
v
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-- the consequences for the Alliance for Progress
and Latin American economic integration of
curtailment of U.S. aid and the reaction it
will produce in the country concerned and else=-
where in the hemisphere. :

5. We ¢an make no counteroffer and let nature take
its course with these consequences:

== Peru and Brazil will almost certainly acquire
Mirages and touch off a supersonic aircraft
race.

. - - -== the inter-action political-economic forces
o described in 4 will be set in motion.

-- the French will make an important penetration
into key Latin American establishments and
we will lose influence with the Latin American
military. - -

T 6. Or, we can make a counterproposal which we hope
e the Latin Americans will accept. If they do, we can nego-
tiate sales: o

-~ closer to the lower scale of their appetlte for
- hardware, and

-~ == - == more in line with their capacity to finance;

-~- and we will avoid or minimize most of the ad-"
verse consequences of Mirage purchases.

B. Peru as an Example

1. Belaunde represents a new generation of democratic,
progressive, technically-oriented leaders caught in the
classical Latin American bind of an uncooperative, opposition-

~controlled Congress and a strong military impatient with in-
decisive civilian government.
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2. He needs large-scale assistance to carry out his
stabilization and development program and has asked for
our help.

|

3. Wel are prepared to give it under certain condi-
tions involving commitments affecting his military esta-
blishment.

4. Buﬁ the military leaders are determined to r : 2rnize
their Worlb War II and Korean War vintage equipment, and
the opposition-controlled Congress, on its own initiative,
has given the armed forces the money to do it.

5. The Peruvian Air Force has negotiated with the
French for delivery of Mirages. Acquisition of these
planes will inevitably touch off an expensive supersonic
aircraft race involving most of the other larger South
American countries, with the consequences already mentioned.

6.. In the case of Peru,these consequences would prob-
ably mean: o
-- the economic situation would rapidly deterioraté,

forcing Belaunde to curtail hisAlliance=-oriented
development plans. o

-- a sharp swing away from the present free, pri-
vate enterprise economy, friendly to U. S.
investment, toward tight government controls
with strong nationalistic overtones.

-- Belaunde may be forced out of office in the
process by a military tired with civilian in-
ability to provide effective government.

7. 1f Belaunde is to persuade his military chiefs not
to proceed with this transaction he needs our support in
two ways:
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a. Alliance for Progress assistance to carry
out his stabilization and development plans.

b. A counteroffer on aircraft that we will per-
mit Northrop to sell him F-5's for delivery in 1970.

8. Without this bargaining power, he will not be able
to gain military acceptance of our conditions. Peru will
go supersonic with French Mirages. We will not be in a
position to give him the economic assistance he wants. The.
economic situation will quickly deteriorate. Constitu-
‘tional government in Peru will be in jeopardy. The Alliance
will suffer a serious setback. And we will get the blame.

C. Our Militarvy Policy

1. TUnderlying the entire range of our policies toward
Latin America is the general political objective of main-
taining a friendly, cooperative attitude by the Latin
Americans.

2, Latin American military forces are still a major
cohesive element in the political structure of most coun=-
tries, and U, S. interests are served by retaining the
good will of present and future military leaders.

3. A major political objective of the U. S. is to
encourage the Latin American security forces to foster
social/economic development and to support constitutional
government and modern democratic societies.

4. Our strategy should assure that Latin American
countries possess the capability to maintain internal
security of our southern flank in a period in which Com-
munist-supported ''wars of national liberation'' constitute
the principal threat to Latin American security. Civic
action remains an important instrument in achieving this
objective, as well as our politico-economic objectives in
~Latin America, and should be encouraged within reasonable’
Jlimits. - v
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5. Our strategy must recognize that the larger Latin. -
American countries also feel they have a military role
to play on the world scene. We should aim at inducing
Latin American countries:

a. To assess their security roles realistically
in the light of the world situation;

b. To prepare rational plans for forces and
equipment corresponding to such roles and to what is real-
istically_available to them, and

c. To adjust their concepts of "professionalism"
to fit these factors.

6. Our strategy recognizes that the likelihood of a
general war with massive attacks on South American mari-
time lines-of communications is relatively low in the
threat spectrum, and maintenance of forces for this pur-
pose 1is 51m11arly of low priority. T~

7. a. We should cooperate with Latin American coun-
tries in carrying out the strategy in paragraph &4, including
advisors, training and the provision of equipment on a
credit basis. If the country canmot afford the necessary
equipment, assistance should be on a grant basis.

b. Our cooperation with respect to paragraph 5
would be limited to advice, training, and credit if feasible.

c. In either case, the emphasis would be on pro-
viding the minimum essential equipment and using our in-
fluence to prevent the diversion of scarce resources to
non-essential -purposes. -

8. Latin American expenditures on hardware are small

compared to their overall budgets and the amounts other
countries spend on military hardware. (Cite figures.)

~<EONFIDENTTAL
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D. How We Intend to Proceed on F-5 Aircraﬁg

1. In 1965 we told the larger South American countries
that we would be prepared to see the sale of jet fighter
aircraft of the F-5 type in 1969/70 to replace the jet
fighters in existing inventory.

2. Given the 20 month lead time for deliveries of
F-5's, we intend to tell Argentina, Brazil, Chile, Peru
and Venezuela that we are prepared to authorize Northrop ;
to sell aircraft on these conditions: .

a:. Direct negotiations between U.S. manufacturer :
and the Latin American Governments;

b. Financing arranged through commercial or other °

non-U.S. Government sources;

c. Acquisition limited to one squadron (12-18 air-
craft) , depending upon individual country needs, financial
capabilities, and other factors which may be pertinent.

(We recognize that one or two countries may seek a second
squadron later.)

——CONFIDENTIAL



Thursday, October 5, 1967

Mr. President:

Attached is a draft birthday
message to President Luebke of
Germany who will be 73 on
October 14. You' ve sent him

your good wishes on every birthday
since 1964.

W. W. Rostow
Approved
Disapproved

Speak to me
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DRAFT MESSAGE

Dear Mr. President:

Mrs. Johnson and I want to join your many good friends
in Germany and abroad in sending you warm wishes on your
73rd birthday. We wish you many long years of good health

and continued service to the German people.

Sincerely,

Lyndon B. Johnson



Wednesday, October 4, 1967
8:45 p.m.

Mr., Pres’ " nt:

Herewith Bill Bundy's report
on his dealings with Percy, which
I summarized earlier this evening,

W. W. Rostow

WWR ostow:rln



Laté Note for the President's Evening Reading

Duriﬁg the day, we learned that Senator Percy plané to
Lnrroduce a ”sense of the Senate" rebolution, probably

) tomorrow, on the subgect of additional Asilan contrlbutions in
Vietnam. We have had the text read to us by the Senator.

_h -+ after the usual wheezes, the operative paragraphs say:

a. The US mugt not go on bearing an increasing
part of .the burden in Sourh Vietnam. | o
: b Aslan countries should do a lot more inumllitory;

}éiil:} - ‘and other respects.
c. Thergreoident Should make a "greater"_efforr to

get Asian countries to do so.

udependenLly, Paul Nitze ~- acting at Secretary McNamaLa s -

direction -~ and William Bundy have been in touch with Percy
Both have told him that your Administration has been making |
;rery effort‘ali along on thls matter and in particular h?s
at'least four pending additional military contributions io
advanced stageé of negotlation. Both Nitze and Bundy told‘
Percy that the introduction of his resolution might have é
aignificant adverse effoct on the internal political situétions
.of these countries, since.it could well be interoreted asiUS
pressure. Bundy added that the resolution, as worded, apoeared

to call for'troops from the Republic of China, and that Percy




Branch. ‘ ;

- must be well aware that there were major policy reasons

égainst.this.

With both Nitze and Bundy, Percy seemed a little taken

aback by these practical arguments, but equally determined

to'go ahead,with-his resolution «- which of course follows

i
|

a lbng-stahding oratorical line of his. He did agsure‘both-
Nitze gnd Bundy that he did not really mean at this point
to press the matter to hearings or a voﬁe, and he categor-
ically assured both chat he would not in fact press for

hearings without further consultation with the Executive

|

. ~ a
In line with our reaction to the resolution, we have

responded to Senator Gale McGeev-- Whorspézﬁfically raééd

the matter with us -~ that we would strongly urge his ﬁot

joining in sponsorship. We have asked him to pass the%word

to any others who may be approached by Percy, and to m%ke‘A

it clear that the Adwministration regards the proposed reso-
lution as counter-productive to its own serious: efforts in

this area. Needless to say, the paragraph about your making

Ngreater" efforts would alone make the resolution uawise and

untrue,

-




At the Secretary's direction,
back to Percy with further points
Lao and Thai efforts in their own

plus the fact that the percentage

have to keep applying the water.

EA: W. P, Bundy:bmm 10/4/67

|
!
|
E .
Bundy will be going%
about the size of}tﬁe i
Internal security, o

of non~American forces

in Vietnam is in fact greater than it was in Korea. But

the reéolution remains wnother grass fire, and we shall




Wednesday, October 4, 1967
8:20 p.m.

Mr. President:

Herewith the two dr-"s you
requested.

Sec. Rusk thinks a private
messages to Prime Minister Wilson is

a good idea. He has already sent one
to George Brown,

W. W. Rostow

WWRostow:rln

'\J
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October 4, 1967

From the President

To the Prime Minister

I want you to know, old friend, how heartened I was by your
success in holding the line so well at Scarborough. With what I
::;nfront every day, it wasn't hard for me t§ reconstruct what
you and George faced. I think you understand how much it
matters that the government of the country which means most
to me, aside from my own, is lending its support for what we

both know is right, despite the storms around us both,

45



THE WHITE HOUSE

WASHINGTON

October 4, 1967

Dear Professor Kissinger:

Walt told me of his conversation with you this
morning,

M‘Yrou should know how greatly I respect the skill *

and dedication with which you are seéking the
road to peace and how much I value your support.
Both are a source of comfort and strength to me,

Sincerely

Professor Henry A, Kissinger
Center for International Affairs
Harvard University

6 Divinity Avenue ‘
pambridge, Massachusetts

|
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Wednesday, October 4, 1967 -~ 6:10 p.m.

Mr, President:

On the basis of this plece of monkey busineas, Sec. Rusk
recommends no meeting until we have the follow-on report referred to
in the last sentence.

Sec. Rusk and Sec. McNamara will hold themselves available;
and you can either have a brief session tonight at, say, 7:00 p.m. to
take stock of this affair; or, leave it over until morning.

W. W. Rostow

Short meeting at 7:00 p. m. tonight

Hold till morning

95

WWRostow:rln
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Kissipger/Read Telecons October &, 4:15 DeMe . . L

L . ‘ o
M called K to say that M had taken the communication .

" received by K in the mail this morning for .confirmation

of paragraph (b). Bo had read the document and said

that he had still not received word from Hanoi about the
accuracy of M and A's understanding of his July talk with
Pham Van Dopg, so Bo could not comment at thls time on the

'. formulation eventualltles (b) and (c).

Bo did- conflrm the accuracy of the opening paragraph
of the communication, the formulation of eventuality of
(a) and the paragraph of description .of eventuality (a),

except Bo said he had not used the words '"'solemn

engagement''. M took strong exception with Bo, saying

'that M's own notes and clear recollection of thelr

October 3 conversation on this point were very clear.

M said to Bo that if he (M) was capable of such mis-
understanding M's usefulness was at an end. Bo ‘energetically
denied that M's utility was at an end and expressed the view
that the channel was of definite continuing utility. Bo

and M discussed what phrase should be used in place of
"solemn engagement'' without reaching a firm conclusion.

When M reported the above conversation to K, K said that
he was aware of M's meticulous care in keeping notes of
conversations and that in light of this fact Bo's backing
away from the phrase ''solemn engagement' would be viewed
here as a serious substantive change. K told M that he should
understand that this change will make it extremely difficult
for us to take actions based on communications in this
channel, and it was K's personal view that it would have been
better to receive no communication than one in which a key
point.had been retracted.

4:30 p.m. o

M called K to say he had phoned Bo with K's initial
reaction as reported above, and Bo had i“structed M to come
over to see Bo immediately. K asked M 2 addition to the

—SFCRET/NODIS /PENNSYLVANTA
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point stated above to confirm with Bo tonight-K's

understanding that the formulation of eventuality (a)
and the part of the explanation of eventuality (a)which
_Bo had confirmed could be interpreted to mean that a US
accredited person could meet with Bo prior to cessation
of bombing if a decision on cessation had been made and

communicated to the DRV. K asked M to make Bo understand |

that ‘there must be no jockeying for position on these

matters at this time in view of the seriousness with -

. which we view the changes noted above. Klexpects to hedr
from-M-on-his.-present meeting with Bo by 5:30.p.ms ‘

—POP—SFEREF/NODIS /PENNSYLVANTA




Wednesday, October 4, 1967
5:05 p.m,

Mr, President;

This report is interesting and
probably true; although with the Soviet
bill building up over $700 million a
year, there may have been just a bit
more pressure than suggested.

W, W. R.

Attached: Intell, Note 785, dated Qct. 3, 1967

75
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Subject: Moscow and Hanol on the vuuuucs. oi tpe yiegnam War:d  SAUNDERS
Agreement to Disagree R

— .
A secret Romanian report provides inslight into differing
Soviet and DRV views on the Vietnam war. The information in this
| report is at least second hand and may reflecf Moscow!s interest |
in demonstrating to Bucharest that it does not interfere in the
internal affair5~of other sociallist states. Nevertheless, the

account contained 1n this report appears plausible.

Soviets Advise Pham Van Dong. According to this report, based

on materlials pfepared by the Romanlan Embassy in Hanol, Pham Van
Dong'!s visit to the USSR in early April was devoted to a discussion
| of North Vietnam's aid needs and to a discussion of the political
aspects of the Vietnam war, To meet the DRV's needs,‘supplementary_
military and economic ald was extended by the USSR, During thelr
discussion with Pham Van Dong, Brezhnev and Kosyglin stated that a
military solution in Vietnam 1is impossible and advised the DRV to
’?sseek a means for ending the war. In offering this advice, the
Soﬁiet leaders assured Dong that the USSR would continue to supply
ald, despite 1ts differences wlth Hanol <o “he wisdom of continuing
the'fighting. The report suggests that the Soviets have on several

occasions expressed their reservations on this question, but that

CROUP
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other agencies at the working level, apwnoT ading &
it-has not been coordinated elsewhere.
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";Hangi has resisted Soviet advice and that Moscow has gone ahead

providing aid despite its reservations.

Advice, Not Pressure. It 1s highly plausible that the Soviets T

would feel that the DRV should show a greater degree of flexibility.

Moscow's attitude i1s probably conditioned by a highér regard for

" what can be achleved by diplomacy as well as a concern that a

continuation of the war enhances the risks of Soviet involvement,
The Soviet leaders probably calculate that.their majer ald contril-
butiens to the DRV war effort entitle them to advise North Vietnam
on how to conduct 1ts diplomacy. Nevertheless, as.this report
indicates, the Soviliets have not used their aid as a means of pres-
suring Hanol to accept thelr views. As the Soviets themselvesv
almost certaiﬁly recognize, such pressure would be~se1f—defeating;lm
cosﬁiﬁg Moscow much of what 1t has gailned politically as a result

of 1its reinvoivement in Indochlnese affairs after the ouster of

Khrushchev in late 1964,

'y
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SEGRET/NODIS

Wednesday, October 4, 1967

5:00 p. m.

Mr, President:

The reputation of generals in history
depends on one or two key decisions they
make right or wrong amidst the fog of
battle. So with Ambassadors.

Ellsworth's account of the situation
he faced just before the validation vote
and what he did( at the beginning of this
report) indicates you picked the right
man.

The rest of the report will also
interest you.

W. W. Rostow

SECRET/NODIS-

Attached: Saigon 7619

S
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SSEERET/ NODIS
Wednesday, October 4, 1967
FOR THE PRESIDENT FROM BUNKER (Saigon, 7619)
Herewith my twenty-third weekly telegram:

A. General.

The political pot which was simmering the week before boiled over last
week with thF approach of the Assembly vote on validation October 2. Political
infighting, attempted extortion, and blackmail reach a high crescendo. Some of
the groups, notably some members of the Democratic Alliance Bloc, formerly
supporters of General Ky, carried their efforts right down to the wire. Factors
in these maneuvers were the prospective loss of jobs and income on the part of -
Assembly members, disaffection among the forty-eight Assembly members who
were defeated candidates for the Senate as well as three defeated Presidential
candidates, also Assembly members, and claims of broken promises and lack
of support during the campalgn '

!

On the afternoon of September 28, four members of the Democratic Alliance
Bloc, who were members of the Special Election Committee of the Assembly, and
whose spokesmen were Le Phuoc Sang and Colonel Dam Van Quy, sent for a CAS

" contact and informed him that they wished me to transmit to General Thieu as a
conditi’in for voting for validation of the elections the following demands:

‘A. Ky to have the right to name the Prime Minister and three other Cabinet
members (Sang and Quy indicating that they would expect Cabinet posts);

B Ky to control the reorganization of the Armed Forces and the admin-
1stra+1ve organuatmn, )

C. Each member of the Democratic Aliiance Bloc to receive 300,000
piasters.

They were considerate enough to add that they would wait until noon the next
day for my answer. On Friday morning, through my liaison contact with Ky, I had
the above information relayed to him saying that I thought he would want to be aware
of this attempted blackmail tc which, ¢f course, I had no intention of responding;

~ and that I was sure he was aware what the repercussmns would be should this
become public knowledge. ‘

SESRET/NODIS
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Bui Diem came to see me Friday evening to say that he and General Ky
were very concerned about the situation. While Ky had talked to some of:the
Democratic Alliance Bloc members, he thought it important that General Thieu
should talk to them also. The Democratic Alliance Bloc had expressed concern
about Thieu's feelings toward them and were apprehensive on two accounts:

(A) that he might take some reprisals against them; and, (B) that he might attempt

to fill up the Government with Dai Viet members. I recalled to Bui Diem that Ky
had twice given me definite assurances, and as late as three days before, that

the members of the Democratic Alliance Bloc would vote for validation and that I
need have no cause for concern. Iwas, therefore, relying on him. I told Bui

Diem of the blackmail attempt on the part of Sang and Quy and their colleagues

and asked him to inform Ky that if the members of the Democratic Alliance Bloc
persisted inl|their threat to vote against validation, I intended to make public this
attempt at bl:ackmail. I added that they were playing a dangerous game in carrying
this right down to the wire and I wanted it understood that they could not play fast and

- loose with us. I said that if Ky thought Thieu-should talk to members of the

Democratic Alliance Bloc, he should say so to Thieu himself, but that I would
undertake to see Th1eu Saturday morning and urge him to get ‘together with Ky on
the problem :

I talked with Thieu the following morning and told him of Ky's concern
about the attitude of Democratic Alliance Bloc members, that I thought it was of
critical importance that certainly a large majority of the Bloc should be lined up
in support of validation and urged him to get together with Ky and the Bloc members.
He promised to get in touch with Ky and did so immediately after my leaving him,
and that afternoon he and Ky together met with all the Democratic Alliance Bloc
members. Thieu talked exceedingly well and persuasively to them. "I think this

may have been the turning point in lining up a substantial number in support of
validation.

Duririg a meeting which took place concurrently at Independence Palace,
attended by Thieu, Ky, General Cao Van Vien, Chief of the Joint General Staff,
and General Khang, Third Corps Commander, Khang took Ky -aside and told him
privately that he did not know whether Ky had allowed the validation crisis to
develop for his own political advantage, but if he had then he would have only
himself to blame if the situation got out of hand, and he would lose the support of the
Armed Forces. Ky angrily denied having engineered the crisis for his own political
advantage. Khang said he believed Ky and he had no evidence to the contrary, but
he felt that he should let Ky know that such rumors were circulating and the military
would not condone such activity. Ky's explanation to me was that he did not wish
to talk with members of the Democratic Alliance Bloc without Thieu's permission

‘since if, in spite of his efforts, things should go wrong, he would not want Thieu

to feel that he had doublecrossed him. I am inclined to take Ky's word and as I

SECRED/ NODIS
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have previously reported, I think there is good evidence that he and Thieu are .
working together well,

"Thieu kept on talkmg with other members of the Assembly all through
Saturday and into the early’ hours of Sunday. All through the day Sunday, he also got in
touch with individual members. The vote was taken shortly before midnight Monday,
when the Assembly validated the election by a vote of 58 for, 43 against, and 5
invalid ballots. The struggle for validation, and the efforts of students and Buddhists
to influence the Assembly through demonstrations, I shall touch on in greater detail
in the political section.

I will suffice it to say here that the chief result of the demonstrations was
to snarl up the traffic. While the press displayed considerable interest in them,
the general public attitude was manifested in distinct apathy and lack of interest.
This was also true of the demonstrations in Hue and Danang. Both Thieu an
have expressed the view that Tri Quang and his militant Buddhists have lost a great
deal of influence since the struggle movement of 1966. Then they had the support of
some elements of the Armed Forces, now the latter have kept completely aloof
from the politics and the religious questions involved. In my view, therewas nothing
in any of the demonstrations to warrant what seems to me the exaggerated attention
given to them:by the American press, especially the UPI report that these represented
the most serious disturbances in the last four years. This was certamly a v
fantastically exaggerated evaluation, unfortunately typical of a good deal of the
report1ng here.

I i'eported last week that I had transmitted to Thieu suggestions for a
Government program which he might incorporate in a2 State of the Union message &t
the time of the inauguration. The document is headed Democracy, Peace, and ‘
Social Justice. We have felt, however, that it is highly important that he should
address the country before then with a shorter, more dynamic, hard-hitting speech
to arouse the enthusiasm of the people for their new government, call for their
support, and outlining a program of specifics. Taking as a base the longer document,
Ambassador Locke has prepared an excellent short version. I have put this in
General Thieu's hands. He has said that it has come at an opportune moment, for
he wants to make such a speech at the time of the installation of the new Senate,
which has now been set for October 12.

While the struggle over validation of the elections has quite understandably
.engaged the energies and attention of General Thieu and General Ky,. they have
not lost sight of the next step down the road, which is the appointment of a Prime
Minister and designation of a Cabinet to work with the new National Assembly.
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On September 30, when I saw Thieu, he told me that he and Ky have.agreed that
the Prime Minister will be Nguyen Van Loc, Chairman of the People's Army
Council, a lawyer, and essentially Ky's nominee. Loc is rather colorless in
personality, a considerable contrast with Ky. However, he has been active on the
Board of the Bar Association, has a good reputation, and is well and favorably
disposed tc the United States. It was also announced officially on October 2 that
General Nguyen Duc Thang, former Minister of Revolutionary Development, has
been named Deputy Chief of Staff of the Joint General Staff, with responsibility
for the Regional and Popular Forces. General Nguyen Bao Tri, Minister of '
Information, will temporarily fill in for General Thang in the Ministry of
Revoluationary Development until a permanent replacement is named.

Thiey said this morning that he and Generd Ky have prepared a list of
names of the most competent available people whom they hope to include in the
Cabinet. He remarked that unfortunately competence is in short supply and it was
not a very large list.

I have reported previously that Thieu has three times offered the post of
Prime Minister to Tran Van Huong, and that Huong each time has declined. He now
proposes to offer Huong a post in the Inspectorate (the Constitution provides that
one-third of the members be appointed by the Executive and one-third each by the
Senate and Lower House). Thieu feels that Huong will be most prestigious member
of the Inspectorate and as such it can be arranged that he be elected Chairman.
If Huong can be induced to accept this, I think it would be an excellent thing for the
. new Government.

I believe that there is a feeling of general relief on the part of the public
that thei problem of validation of the elections is out of the way and that there is a
spirit of hopefulness that the new Government will carry on more vigorous programs
in all fiélds_, military, economic, and social, and take decisive action to end the
widespread corruption.

4 j’r‘eparatiohs are going ahead for election of the Lower House on October 22.
Thieu expressed to me the view that there would be considerable interest in the
elections in the provinces where the candidates are well known to the local
populatlon, but he expects a falhng off in interest in the more sophisticated centers,
espec1a11y Saigon, where he believes many people have become punchdrunk with a
plethora of elections.

In connection with our own relations with the new Government, I believe that
these may be more sensitive and perhaps in some ways more difficult than they
have been with the present military government. During the past week, ten separate
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editorials dealt with the theme of American interference in Vietnamese affairs.
For example, the military-oriented Tien Tuyen newspaper, replied to an article
by Everett Martin appearing in the September 25 Newsweek, criticizing what it
called his ''brazen proposals.'" I imagine that we shall have to be more alert

to Vietnamese pride and sensitivities and apply pressure and leverage in more
subtle ways. This may require greater pat1ence on our part, but in the end I am
sure will be more productive of results. yd

In the midst of the alarums and excursions over the validation of the elections
(and simultaneously with a Buddhist demonstration at the other end of the street),
we dedicated our new Embassy Chancery the morning of September 29. It was a -
beautiful day with soft white clouds against a blue sky, and the brilliant sunshine
that always sets the flag off so well. It is a most attractive and convenient building
which has been commented on most favorably by many Vietnamese. As "'y'ou :
intended it would be, it is a fitting symbol of our detei‘mination to. stay thw.
in Vietnam. In my brief remarks at the ceremony, I renewed our dedication to the
goals we share with the leaders and people of Vietnam: a permanent end to aggressmn,
a just and durable peace, reg1ona1 security, order, and expanding economic
progress. I noted that this building stands as a symbol of our commitment to the
Vietnamese people, but no less impressive are hundreds of smaller buildings,
schools, hospitals, and other structures which we have built in time of war and
dedicated to the cause of peace. In his remarks, General Thieu commented on-the
beauty of the building and the fair prospects in the longer range for international
cooperation in Southeast Asia. However, he spoke also of more immediate problems,
including the need to make clear to the Communists that they face a widely-respected,
sovereign government in Vietnam which will play a major part in international
~discussions related to Vietnam. He also spoke of the need to increase the effort
being made to gradually make South Vietnam economically self-sustained.

General Thang reas signed: Climaxing two months of jockeying over the
vigorous General Thang's future role, he on October 2 formally turned over the
Revolutionary Development Ministry to General Tri as caretaker till the new
Government is formed. Thang is taking up a newly-created Joint General Staff
slot and Deputy Chief of Staff, where he will be in charge of Regional Forces and
Popular Forces as well as the Revolutionary Development teams. :

Bob Komer finds Thang genuinely excited about the possibilities of his new
job. Acdording to Thang, he will have much more influence than he would have had
as Deputy Prime Minister. He will probably run the Regional Force/Popular
Force (as a 300, 000-man territorial security force), 30, 000 Revolutionary
Development cadre, the political warfare directorate {to which all military province
and district chiefs will be assigned), and the military security service (which he
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intends to use to help clean up corruption in the prbvince s). I regard this as a very
promising development, which will surely benefit the pacification effort by

bringing the biggest local security forces under a vigorous and pac1f1cat1on-m1nded
chief,

General Westmoreland and I are pleased with the rapport between Komer
and Thang. They agree on raising the 1968 Revolutionary Development hamlet
goals from 1,100 to more like 2, 000, on raising the Revolutionary Development
budget from three billion piasters this year ‘to five billion, and to assigning highest
pacification priorities to Fourth and Third Corps where the people are. Thang also
intends to give personal attention to selecting good province and district chiefs and
then giving them special training for these difficult jobs. Now that he controls
them, Thang favors gradually drawing together Regional Forces/Popular Forces
and Revolutionary Development teams into a much 1arger and better-trained
pac1f1cat10n force.

Shaping the next Government of Vietnam budget: As a means of increasing
our leverage, I have proposed to Thieu and Ky a joint review of the 1968 budget.
Since we subsidize much of it via counterpart, we are entitled to a larger say in
how it is spent Ministry by Ministry. Vietnamese sensibilities being what *hey are,
we may encounter d1ff1cu1ty But I intend to push on this.

The big victory’ and the great task by General Vo Nguyen Giap: Careful

- reading of an article entitled "The Big Victory and the Great Task' by General

~

Vo Nguyen Giap, North Vietnam's Deputy Premier and Minister of National
Defense, which appeared in both the Lao Dong (North Vietnam's Communist Party) .
newspaper and the North Vietnamese military newspaper on September 14- 16,
leads us to believe that there has been a serious and fundamental change in che
strategy of the insurgency which merits careful and concentrated analysis.

Giap calls for a continued military and political offensive, and drops the-
eariier Le Duan/Central Office for South Vietnam call early 1966 for '"major
victory in the shortest possible time.'" He says that '"in protracted struggle our
people are able and determined to gain time.'" He seSs, in the prolonging of the &
war and in the U, S, need to develop a democratic system in the South, circumstances
which provide opportunities for a further intensification of the political struégle,
exploiting divisions in Government of Vietnam circles to overthrow the
administration.

What we may expect in