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DEPT PLE/\SE PASS USCINCSO QUARRY HTS PN 

E. 0. 12 35 6: DECL: OADR 
T/\GS : P GOV, EFIN, BL , E /\ ID 

NL .. -

BY f2JJ 

SUBJECT: IMP ENDING CAB INET CHANGES; SLIDING CONFIDENCE 
IN GOVERMENT DUE TO SLUMP IN PESO 

l . (C- ENT I RE TEXT) 

IMPENDING CABINET CHANGES 

2. I CALLED SENATE PRESIDENT GONZALO S ANCHEZ DE LOZADA 
FOR A PRIV ATE MEETING LATE J ANUARY 10 TO USE HIM AS AN 
INTERLOCUTOR WITH PRESIDENT PAZ ESTENSSORO ON THE 
POSSIBILITY OF S IGNIFI CA NT CA BINET CHA NGES. I DID NOT 
WAN T TO T ALK DIRECTLY TO TH E PRESIDENT BE CAU SE OF THE 
EVER-PRESENT TELEVISION CREWS THAT SURROUND HIM. WHEN 
I SAW S ANCHEZ DE LOZAD A HE IMMEDIATELY TOLD ME THAT THE 
PRESIDENT HAD ASK ED HIM TO GET HOLD OF ME TO DISCUSS 
THE SAME SUBJECT. 

3, THE PRESIDENT WANTED MY PERSONAL OPINION ON THE 
LIKELY IMPACT ON INTERN ATIONAL FIN ANCI AL ATTITUDES 
TO WA RD BOLIVIA IF SIGNIFICANT CABINET CHANGES TAKE 
PLACE SOON, I HAD TWICE IN THE L AST THREE MONTHS 
IMPRESSED ON THE PRESIDENT THE IMPORT ANCE OF TAKING 
EXTERNAL VIEWS INTO ACCOUNT. 

4 . I TOLD SANCHEZ DE LOZADA THAT THE IMF HAS NO CONFI­
DENCE IN THE PRESENT MINISTER OF FIN ANCE GISBERT. ON 

~ 
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THE OTHER 11 1\N D, PL /\ NNING MI NI STER B E DR[G /\ L H/\S BECOME 
ll-lE SY MI-IOL OF FJERCE /\tW TNTELL_IG E NT DET ERMJ N/\T ION TO 
C/\ ll RY TII E J: CO NOMI C llEFDHM P l<OG r?/\M TO /\ SUCCE_S S FU L 
CON CLUSION. FROM Tl-IE U.S. POINT OF VIEW, INTERIOR 
MINISTER B /\ RTH E LEMY I S EXTREMELY IMPORTANT JN THE 
/11--.JTI -- N/\r,coTI CS r• J'lOGl</\ M. 

!, . S/\ 1--.J Clll , Z DE I OZ/\D/\ '.;/\ TD TIII S JNF OPM /\ T fO N I :, EXTR,~~[LY 
111:1 PF- UL. I-IE ~,/\ JD 'Tl-1/\ T 7 1-11: l'lE /\ f?E 71-ffiEE MJ'Nl ~i TI RS WHO M 
lHE PRE S ID E NT I S OETERMJNED 10 KEEP: BEDREG/\L, 
!3 /\flTH EL E MY /\ ND DEFEI--J S E MINI S TER VALLE (/\LTHCJUGH V/\ LLE 
1S " E XTlil: ~.~J:L Y WL/\ 1•, /\NO ~; JMP L Y <, IVES lll f /\ RMY I Vl~ IIYTI-IJNG 
JT 11s ,-. s F Oil," S /\I D 13/\ NCl·IEZ DE LOZ/\0/\). THE RE /IR E FO UH 
MHH S TE r~s Wf-lOM THE l"f1ES JDENT WISHES TO Dl"? OP: FIN/\NCE 
MI I--JI STER GISBERT, FOREI GN MINISTER /\ R/\OZ (BEC /\ USE HE 
L/\CI\S INlTI/\TIVEj, MINI S TER OF AGRICULTUl'l E /\ND C/\MPESINO 
/\F F /\ IRS M/\M/\ NI /I ND MINISTER OF MINES C/\BREH/1. 

6. THE 1·'1,E~3IDENT E XPECTS TO M/\1\ E JU /\N C /\ RRIAG/\ , 
THE PRIVAT E B/\ N~ OF F ICIAL WHO ACCOMPAN IED S/\NCHEZ DE 
LOZAD/\ ON HI S DECEMBER IMF T /\ L~; S, MINISTER OF FINANCE. 
IN PRINCIPLE, P/\Z WOULD LIKE TO M/\K E BEDREG /\ L MINISTER 
OF F OREIG N REL/\TION S (WHICH GEDREGAL WA NT S), /\ ND 
SANC HEZ DE LOZ/\D/\ OR FERN ANDO ROMERO UUST RESIGNED 
/\S PRESIDE NT OF PR I VA TE E NTR EPRE NEURS FEDER/\TION AND 
ONE OF THE ARCHITECTS OF THE NEW ECONOMIC PROGRAMj 
MINISTER OF PL/\NNING. HOWEVER, ROMERO H/\S S AID HE 
C/\NNOT ACCEP T A CABINET POSITION BECAUSE IT PUTS HIM IN 
/\N AWKWAR D POSITION WITH HIS PARTY (A□ Nj AN D HIS FAMILY. 
/IS FOR SANCHEZ DE LOZ ADA, THE PRESIDENT HAS TO KEEP HIM 
AS HEAD OF THE SE NATE OR ELSE HE RISKS HAVING A COMBINA­
TION OF IRRE SPONS IBLE LEFTISTS (INCLUDING THE MAOIST 
SECOND VICE PRESIDENT OF THE SENATE ZAMORA) MAKE A 

SH AMBLES OF THE GOVERNMENT'S LEGISL ATIVE PROGR AM A 
CRITICAL FACTOR SINCE T HE GOVERNMENT IS /\BO UT TO PRESENT 
ITS BUDGET AND TAX REVISION PROPOSALS TO THE CONGRESS. 
IN EFFECT, THE PRESIDENT MAY HAVE TO KEEP BEDREG/\L IN 
PLANNING FOR ANOTHER MONTH OR SO FOR LACK OF A SUITABLE 
SUBSTITUTE, EVEN THOUGH BEDREGAL HAS ACCUMULATED A HEAVY 
LOAD OF NEGATIVE POLITICAL BAGGAGE BECAUSE OF HIS SOME­
TIMES ABRAS IVE EXECUTION OF THE GOVERNMENT'S ECONOMIC 
PROGR AM. 

7. TIMING AND COMMENT: I WOULD EXPECT TO SEE C ABINET 
CHANGES ANNOUNC ED BY THE END OF THIS MONTH . GIVEN THE 
WAY THE PRESIDENT IS APP ROACHING THE PROBLEM, I EXPECT 
THE CHANGES TO BE ALL TO THE GOOD. IT IS FOR TUN ATE THAT 
S ANCHEZ DE LOZ ADA I S NEEDED SO B ADLY IN THE SENATE , 
BECAUSE HIS RECORD AS /\N EXECUTIVE IS INDIFFERENT. 
BT 
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EX DIS 
DEPT PLEASE P/\SS USCIN CS O OU /\R RY HTS PN 

E. 0 . 12356 : DECL: 01\DR 
TAGS: PGOV, EFIN, BL , E AID 
SUB JECT : IMPENDING CABI NET CHANGES; SLIDING CO NFIDEN CE 

PA NIC OVER PLUMMETING PESO 

8. IN SEVERAL SEPTELS WE HAVE RE CORDED THE SH ARP DROP 
I N THE VALUE OF THE PESO ~ - 5 MI LL ION PESOS TO THE 
DOLL AR I N THE P ARALLEL MARKET THE AFTERNOON OF 
JA NU ARY 10). AS WE HAVE MENTIONED SEVER AL TIMES , THE 
BOLIVI AN PUBLIC WA TCHES THE EXCHANGE R ATE AS A B AROMET ER 
OF THE GOVERNMENT'S SUCCESS OR F AILURE . THE E XA CT 
REASONS FOR THE S T ART OF THE PRESENT SEVERE SLIDE 
(33- 1 / 3 PERCENT DROP IN TWO WEE l-<.Si ARE UNCLE AR. IT 

IS CLEAR , HOWEVER, TH AT TH E BOLI VIAN PUBLIC HAS P ANICr; ED 
AND STAR TED TO RUSH TO BUY DOLL ARS WI TH EVERY LIQUID 
ASSET TH AT CAN BE MUSTERED, THEREBY ACC ELLER ATING THE 
P LUNGE. AS A RESULT , OVERA LL CONFIDENCE IN THE GOVERN­
MENT AND ITS POLICIES HAS BEEN SERIOUSLY ERODED. 
SA NCHEZ DE LOZAD A TOLD ME TH AT THIS WAS ONE OF THE 
FACTORS DRI VING THE PRESIDENT TO MOVE SOONER THAN LATER 
ON CAB INET CHANGES. 

9. S ANCHE Z DE LOZ ADA S AID THE PRESIDENT HAD ASK ED HIM 
TO SEEK MY VIEWS ON RE AS ONS FOR THE SLIDE AND WHAT TO 
00 ABOU T IT . I TOLD HIM THAT THE RE ASONS ARE COMPLEX, 
BUT THAT OBVIOUSLY THERE HAS BE EN SOME POOR ADMINISTRA­
T ION IN THE FINANC E MINISTRY, THE CENTRAL BANK AND IN 
THE MANAGEMENT OF THE BI-WEEKLY FOREIGN E XCHANG E 
AUCTIONS. FOR E XAMPLE, SINCE MID-DECEMBER THE CENTRAL 

P. AN r-t n J; MT I A I 
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PAGE 02 OF C12 LI\ f'/\Z 03 1 2 DTG: 1 023 4 0Z J/\N Bf, 

BANK HAS BEE N OFF ERI NG ONLY T WO MILLI ON DOLLARS PER 
WEE I·'. TO THE /\ UC:TTONS. NOF~M/\ L O[M/\ f,JD Rl/NS /\ OOU T f'"OUR­
F ! VE MlL L J ON Ll0LL/\R!3 1-'EI~ WEE!\ , WHICH I S /\ L EVE L TII /\T 
BOL IVIA'S ClJR TlE NT RESERVES COULD SUSTAIN E/\SI LY. 
SA NCHEZ DE LOZ/\ D/\ /\GREED VI GOROUSLY WITH MY COMME NT S ON 
F'OOR /\ DMINI S Tll/\TfON /\NO ~;/\J D THE PPE S IDE NT EMPH/\ T TC/\L L Y 
S l·l/\flE S Tl !E M. HE S/\ l D THE P R!:: SI DENT P L /\ NS TO DI RE CT I\ 
MORE RE/\ S ON/\B I.E OFFE R /\T THE AUCTION S , BUT WI LL CO NTINUE 
TD LF: T TI ii r· rir:E M/\R I E.:T S [ T lHI: E XC I I/\NG E R /\ l E. 

NEW NATION/\L '., T /\OI L IZA T ION COUNCI L 

1 0. S ANC II E Z DE LOZADA S /\lD PflESIDENT PAZ PLANS TO F"OR M 
/\ NEW N/\TlON/\L "' ST/\ 13 ILIZATION CO UNCIL"' , PR OBAB LY NEXT 
WEEK. S UCH/\ COUNCI L WAS RECOMME NDED BY H/\RV/\RD ECON O­
MIST SACHS DUflIN G HIS VISIT IN E/\R LY DECEMB ER . THE 
COUNCI L IS DESIGNED TO BRI NG THE VIEWS OF/\ NUMBER OF 
I NFLU E NTIAL SEC T OR S TO BE/\P ON THE EVOL UT IO N /\ NO 
EX E CUT ION OF THE ECONOMIC RECOVERY PROGRAM. IT WILL 
HAVE NO L ESS T H/\N T HREE NOR MORE T!-1/\N NI NE ME MBERS -­
PROBAB LY SEVE N. SANC HE Z DE LOZ /\ 01\ /\ND FERNANDO ROMER O 
WI L L BE T WO OF IT S MEMBERS. 

/\O N OPPOSTION TO THE "FORCE D LO AN" (LA P/\Z 285 ) 

11. THE PRESIDENT IS E XTRE MELY PERTUR BED BY HIS 
DEMO CR AT IC RIG HT ALLY'S STERN OPPOSITION TO THE FORCED 
LOAN. HE ASKE D HOW I RE/\ D THE PRO BLEM. I TOLD S ANC HEZ 
DE L OZADA THAT MY EMBASSY IS CONVEY I NG TO ITS /\ ON 
CONT AC TS THE VI EW TH AT THE AON H/\S TO COME UP WITH /\ N 
EQUALLY EFF ECT IVE AN D QUICK WAY TO FILL THE GOV ERNMENT ' S 

I MMEDIATE FIN ANC I AL G APS, OR ELSE BACK AWAY FR OM TRYING 
TO BLOCK THE FORCE D L OAN. IT IS CLEAR TH AT WITHO UT THE 
INCOM E REPRESE NT ED BY THE LOAN, THE GOV ERNMENT WOU LD HAVE 
TO RESORT T O UNBACKED CURRENCY EMISSIONS TH AT COULD 
WRECK THE RECOVERY PROGR/\M. I ADDED THA T I HAV E THE 
IMP RESSION TH AT GENERA L BANZER HIM SEL F WA S NOT IN VOLVED 
IN SETTING THIS PART I CUL AR AO N POSITION. SANCH EZ DE 
LOZ ADA SA ID MY COMMENTS WER E EXTREMELY HELPFUL. 

AGREMEN T FOR NEW BOLIVI AN AMB ASS ADOR 

12. PRESI DENT P AZ AL SO HAD ASK ED IF I COULD GIVE NEWS 
BT 

PSN: 035339 
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EXDIS 
DEP T PLEASE P ASS USCINCSO QUARRY HTS PN 

L 0 . 1 235 6: DECL : 0/\DR 
TAGS: PGOV , EFIN, BL , E AI D 
SUBJECT: IMPENDING C ABINE T CHANG ES; SLIDING CONFIDENCE 

ON AG REME NT FOR AMB ASSADO R - DESIGNATE FERN/\NDO ILL ANES . 
THE PRESIDENT IS E XTRE MELY ANX IOUS TO GET A NEW, EFFEC­
TIVE BOLIVI AN AMBASSAD OR TO WASHI NGTON AS QUIC KLY AS 
POSSIBLE. I TOLD SANCHEZ DE LOZ ADA TH AT I UNDERSTOOD 
TH AT THE P AP ERS PROPOSING THAT AGREMENT BE GRANTED AR E 
NOW IN THE WH ITE HOUSE . I COULD NOT PREDICT WH EN T HE 
WHITE HOUSE WOULD AC T , BUT I THOUGHT IT WOULD BE SOON. 

U. 5 . ECONOMIC ASSISTANCE 

1 3. THE PRESIDENT ASK ED S ANCHEZ DE LOZ ADA TO CONVEY 
THE PRESIDENT'S CONCER N OVER THE DE AR TH OF U.S. 
ASSIS T ANCE IN THIS CURREN T CRITICAL POLITICO-ECONOMIC 
PERIOD IN BOLIVIA. SA NCHE Z DE LOZAD A S AID HE TOLD THE 
PRESIDENT THAT FROM HIS OWN E XPERIENCE IN WASHINGTON, 
HE KNEW TH AT THE U.S. IS VER Y SHORT ON RESOURCES FOR 
AID. HE SAID HE WAS S URE THAT WAS ONE REASON WHY THE 
U. S. IS SO VIG OROUSLY E NGAG ED I N SUPPORTING QUIC K AC TION 
BY THE INTE RNA TION AL FIN ANC IAL INSTITUTIONS ON BEHALF OF 
BOLIVI A. I TOLD SANCHEZ DE LOZ ADA HIS ANSW ER WAS 
CORRECT . I ADD ED THAT I HOPE TO HAVE SOME GOOD NEWS 
ON ESF VERY SOON, AN D TH AT THERE IS A PR OSPECT OF 
ADDITIONAL PL-480 RE SOUR CES TH AT MIGHT BE MADE AVAILABLE 
DURING THE JANUARY-FEBRUARY CRUNCH. 

COMMENT 
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14. Tiff P/\Z ES T E f'J S ,;OR O COV[' f?NME NT r s MOVING INTO/\ 
f> E rnoo OF SC VEFIE POL. IT J C/\L Cr i /\LL[ N GE. THE MINE WOF11, 1:RS' 
R/\DIC/\L L EFT LE ADERS HIP IS RAP ID LY REGRO UPING FORCES. 
IN AD DITI ON TO D E MONSTR/\T I DrJS THIS WEE I\ , I Ul~DERST/\1\JD 
MORE 1\1,E [ IEl f'JG PL./\Nl'JUJ 17 0 11 tJEXT WEEK. THE S L.J OE IN ·1HE 
PESO H /\S BEGU N TO S J CiNIFI C/\l'JTL. Y JNCFlE/\SE. T H E co ~; T OF 
LIVING, FURT HER S QUEEZING TIIE /\LFl E /\ D Y-I MPOVER I S HED 
LOWEr, [N C 01v1r· c;r:CTOR,;. I\JIJMnr:R~·; Or: UNCMPI. DYED /\l~E' 
II\JCIHAi; Jt-,JC IU I P I DI . Y ] f'J ~;u c 1-1 I EY C JTIE S AS LI\ f'/\Z, Of<U ll O 
/\ND POTOSI. T/\NG l BLE S UPPORT I S N O T COM ING FAST ENOUG H 
FROM Tl~E I NTERNATJO~JAL FIN A NCl/\L IN S TITUT IONS -- THEY 
S J.Ml' I Y /\ R[ 1-IOT Gi ' /\RE:D TO DC/\L OUJCl<L. Y w 1 ·11-1 DIF F JCULT 
SITU /\ TION ~; . 1 Ul l G E 11\J s ·,nor·JG[Sr TERMS rr· I /\T T l-IE UNITl:D 
STA T ES IMMEDl/\TELY RELEASE ESF /\N D PL - 480 TITLE 3 
MONIES /\ LLOC/\TE D TO BOLIV I A. THIS T/\NGIBLE SUPPOR T IS 
NEEDED NOW RPT NOW. ROWEL L 
BT 

CONI= I nrNT I Al 

PSN:03534 1 



I. I . L, L L. u L L L L L L L L L L L L L L L L L b L l. L L L L L L L L L L L L L L L L 

~ 
NATIONAL SECURITY COUf~CIL 

SECRETARIAT 
PAGE 01 
EOB622 

LA PAZ 05 56 

AN005 4b7 
DTG: 1800141 JAN 06 P,N:046992 

TOR: 018/0125Z CSl1: HCE4lb 

DISTR l 6UTIOIJ: BURG -OJ HllGH -01 IIORT-01 RAY-01 ~ 
/Oll 5 A2 

MHTS ASS I GNED DIS TRI BU TI ON: 

SI T: 

EO B: 

OP I MMED 

STU 8286 
DE RUEH LP #0556/01 0 18002 0 

0 l 800l4 Z JAN 36 

FM AMEMBA SSY LA PAZ 

TO USCINC SO QUARRY HE IGH TS PN I MME DI ATE 

IIIFO SECSTAH \./ASHDC 0049 
JCS WASH DC//J5// 

AMEMBASSY ASUNC ION 4102 

SECDEF WASHDC//ISA// 

S~CTION 01 OF 04 LA PAZ 00556 

USCINCSO FOR SCCS/SCJ5/SCJ2// 

L 0. 12356: DECL: OADR 

TAG S: PG OV, PREL, Bl , US MAS S, HILi , OVIP, SNAR 
SUBJECT: USC I NCS O VI SI T TO BOL !V I A: BAC KGROUI-IO 

AIID OBJECTIVES 

RE F: LA PAZ 461 (D TG 152306Z JAIi 86) 

I. S~- EN TIRE TE XT 

SECT I ON I . BAC KG ROUIIO 

INTRODUCTION 

2. TH E FI VE-MONTH OLD PAZ ES TENSS ORO GOVERNMENT HAS 

PRODUCED SOME DRAMAT IC TU RNAROUNDS IN BOLI VIAN 

POLI TI CAL AND ECONOMIC LIFE, BUT THE COUNTRY I S 

STILL FAR FROM RECO VE RI NG FROM BEING THE FOURTH 
WOR ST CASE OF HYP ERINFL ATION IN RECORDE D HIS TOR Y. 

!TH E THRE E 1/0RST: GREECE 1946; \IE !MAR REP UBL IC 

1923; AIW RUSSIA AFTE R 19 17 REVOLU TION.) PAZ 

ESTENSSORO, HAS REll'IPOSED EXECUTIVE AUTHORITY AN D 

CREDI BIL IT V, AND HAS DRAMATICALLY REDUCED THE POWER 

OF BOLIVIA ' S OMII I BUS LABOR CONFEDERATION, THE 
BOL !V I Ail WORKER S' CE IHRAL (COB ) . PAZ ESTEN SS ORO 

LAUNCHED A FRE E-MARK ET ORIENTED ECONOMIC REFORM 

PROGRAM DES IGNED TO CURB INFL ATION -- OVER 20,Bfffl 
PERCE NT FOR THE 12-MONTH PERIOD ENDING SEPTEMB ER 

1985 -- AND BRAKE TH E PRE CIPI TOU S DECLINE I N THE 

VALUE OF THE PESO. FOR THE F IRST TI ME I N YEARS, 

THE GOVERNMENT HAS PRODUC ED A FORMAL BUDGET. 
THOU SANDS OF PUBL I C SECT OR AND STA TE ENTERPRI SE 

EMPL OYE ES HAVE BE EN OR \/I LL BE LAID OFF IN AN EFFOR T 

TO BALANCE THE BUDGET, AIID TH E REMAINDER HAVE HAD 

SALARIES HELD TO STARVATI ON LEV EL S. Iii TH E AREA OF 

COCA ER ADICAT ION AND I-IARC OTIC S CONTROL , PAZ HAS MP.DE 

MORE PROGR ESS THAN ANY PREVIOUS AOM I IIISTRAl l OH BU T 
THE PROBL EM I S STILL OVERUHELMIIIG. TH E GOVERNMEIIT 
HAS :IGIIE D FORMAL AGREEMENTS TO COMPENSA TE PE ftSftllTS 

FOR VOLUNTARY COCA CROP REDUCTION AIID IS ~UR VEYI NG 
COCA FIE LDS FOR FUTURE. ICE IISIIIG OR ER.~DICI\TION . 

3. PAZ ES TEN t SORD HAS ACHIEVED A RELATION SHIP OF 

MUl UAL RE SPE CT AND SUPP ORT MITH THE BOLIV I P.11 IIRl1ED 
FORCES, DESP I TE lHE H ! STORY OF TENSE RELAT I ON S THA T 

DAT E TO PAZ'S F I RS T TE RM (1952-55) DUR I IIG 1/HICH TH E 

BOLI VIAN MILITAR Y \./AS PRAC TICALLY DE STROYED. THE 
L EHIJER SH IP OF THE BOL IV I All ARMED FORCES SUPPORTS 

THE DEMOC RATIC PROCESS ANO, HE BELIE VE, I S 1/ l l l lllG 

TO DEFEND THE PAZ ESTE IISSOR O GOVERNMENT IF TH E 

EC ONOMIC CRISIS SHOULD PROVOKE POPULAR DI STURttAUCES. 

THE III L ITARY IS MORE RE LU CTANT TO AS SUME A ROLE IN 

THE STRUGGL E AGAINST NARCOTICS TRAFFICKING, BUT 
THEH E IS A GROWltlG REAL I ZAT ION TH AT IT MAY BECOl1E 
NEC ESSARY FOR THUi TO PLAY A ROLE IN THE UNEQUAL 
STR UGGLE AG AI NST THE POWERF UL DRUG MAFI A. THE 

C0tll1AIID ER OF THE ARIIED FORCES, ARtlY GENERAL LOPEZ 

LE YTOII, HAS TOLD PAZ THA T LEFT-RIGHT DI VISIONS IN 

THE ll ll l TA RY HAVE FADED I ll S!G IIIFICAII CE, AND THE 
l{EY SPL IT IS PRO - AND AN TI-NARCOT ICS. 

4. BOL IVIA'S FRAGI LE POL I TI CAL AND SOCIAL PEACE 

COULD BE BRO l{EIJ P.T ANY T !ME BY ANY ON E OF A NU MBER 

OF FACTORS, AIID lH I S COUNTRY'S NASCHIT PROGRESS 
AL ONG THE ROAD TO A TR ULY REPRESENTAT I VE DEMOCRAT I C 

SYS TE M AN D ECOIIOl'I IC PROGRESS COULD BE I RR EPAR IIBLY 
DAMAGED. TH E MA IN POTEN TI AL THR EATS TO SURVIVAL 

ARE: 

BT 

PH YS ICAL I NCAPACITAT I ON OR DEATH OF THE PRES IDENT ; 

ANY ONE OF A VARI ET Y OF !I ll ITARY INTERVENTIONS 

TRIGGERED BY ON E OR MORE OF TH E FOLLO\./IMG: 

REVIVAL OF Ni l ! TANT OPPOS I TIOIJ TO THE 
GOVERNMENT BY THE COB, El-lHANCED SUB STAIITI ALLY 

WERE I T \./!TH TH E SUPPOR T OF ORGANIZED 
PEASANl S (COCA ERAD I CATION GREATLY I NCREASES 

TH E RI SI{); 

DI!'" a -~ F~ED 

,1 /1?1, 5~ r;I/'- / .7:Dl
1
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SUBJECT: USCINCSO VI SI T TO BOLIV IA: BACKGROUND 

SUBSTANTIAL CORRUPTION OF THE ARMED FORCES, 

THE POL I CE AND NAT I ONAL I NS TITUTIOIIS BY 

l·IARCOT I CS TRAFF I CHERS ; 

A DRMIATIC DECLINE Of PR I VATE SE CT OR 

SUPPORT FOR AND PU BL IC COlff I OENCE IN PAZ 
ESTENSSORO AND HIS ECONOMIC PROGRAM; 

DI SS OLU TION OF THE POL IT I CAL PACT BETWEE N 

THE MNR AND THE ADN; AND/OR 

FAIL URE Of BOLI VIA'S FRIENDS TO RESPOND 

IN A TI MELY AND AD EQUATE FASH I ON TO TH E 

COUN TRY'S DIR E NEE D FOR ASSIS TANC E. 

THE JUL Y-AUGUST 1985 DEMO CRA TI C TRANS I TI ON 

5. THE JULY 14 , 1985, EL ECTIONS PRODUCED THE F IRST 

PEAC EFUL, CONSTI TU TIONAL TRANSI T ION TO AN 

OPPOS I TI ON 

POLI TICAL PARTY Ill BOL I VI AN HISTORY. PAZ ESTE NSSOR O 

\/AS ELE CTED IN A SECOIW-ROUN D COIIGR ESSIONAL VOTE 
BECAUS E HIS PARTY -- THE NAT I ONALIST REVOLU TI ONARY 

MOV EMENT II1NR) - - tlANAGEO TO CAPTURE MOR E SUPPOR T 

FROM I11IWR LEF TIS T PAR TI ES I N CONG RE SS, EVEN 
THOUGH TH E CEN TER-R I GH T NATIONAL 1S T DEI10CRATI C AC TI ON 

(AON) PARTY OF PRES I DEN T HUG O BA l·IZER SUAREZ 

OUTPOLL ED THE HI-IR IN THE POP ULAR VOTE BY T\10 PER CE NTAG E 

POI NTS. GENERAL BANZER'S RESPE CT AN D SUPPOR T FOR 

THE DEl'IOCRATIC PROCESS tlADE POSSIBLE THE \llAUGURAT I ON 

Of PAZ ON AUG UST 6. 

6. SUBSEQUENTLY, THE I1IIR AND THE ADll SIGNED A PACT 
PLEDGING EAC H PARTY TO SUPPORT THE DEMOCRATIC 
PROCESS , ANOTHER F I RS T IN BOLIVIAN HIS TORY. TM E PAC T 
II~.S HAD S0l1E ROCliY MOI-IEIITS I ll ITS BRIE F HI STORY, 
BUT IT REl1AINS I I/TACT AN D THEORETICALLY GIVES THE 
EXEC UTI VE 111-IP LE SUP PORT 11·1 COI-IGR ESS FOR I TS FREE l·IAR liET-

ORIEHTED ECONOM I C RECOVERY PROGRAM. THE 

PROGRAM IS LARGELY 6ASE D ON STUDI ES AN D PROPO SALS 

PUT TOGETHER BY THE ADl1, BUT I T DI AMETRICAL LY 
OPPOSES TRADITIONAL MNR PH I LOSOPHY, 

SHAli l llG THE RELIAB I LITY Of THE I1I!R COIHI NGEN T IN 
COIIGRESS. 

ECOHOl1 I C 

7. GROSS DOMESTIC PRODUCT (GOP) DROPPED 18 PERCENT 

OVER THE P/1ST THREE YEARS, EXPORT S DEC L INED FOR f I VE 

COIISECUT I VE YEARS, THE BUDGET DEF I CIT HAD 

REACHED 28.5 PERCENT OF GDP IN I1ID- 1985, Alm 

ARREARAGES IN SERV I CING THE FOREIGN DEBT AMOUIIT TO 

OVER A BIL LION DOLLARS. THE AUSTER I TY PROGRAM HAS 
BROliEN THE HYPERINFLA TIONARY SPIRAL BY REDUC I IIG 
INFLATION FROM A 1'/ -MONTH LEVEL Of 23,447 PERCrn T 
I\S OF LAST SE PTEI IBER TO All AIINUAL RATE OF APPROXI ­

MATELY 100 PE RCENT OVER THE LAST THREE MONT HS Of 

THE YEAR. FOR THE FIRST TIME IN FIVE YEARS A 

FORMAL BUDGET HAS BEEN PRESEU TED TO THE CONGRESS 

WHIC H AI MS TO REDUCE THE BUDGE T DEF I CI T TO A 
MANAGEABLE 5. G PERCEN T OF GDP . THIS IS TO BE 
ACHIE VE D BY REDUCING THE NUMBER Of PUBL IC SECT OR 

EI-IPLOYEE S, HOLDIIIG SALARY INCRE AS ES TO ON LY 30 

PERCENT THROUGH THE FIRS T HALF OF THE YEAR AN D 

SHARPLY RESTRICTING PUBL I C IIIVESTl1ENT. 

3. NOT\IITHST AN Dll!G SOl1E IN I TI AL SUCCESS Iii ECONOl·tl C 

STAB ILIZAT ION, THE GOVERNIIENT FACES FOR ti I DAB L E 
ECONOM I C Al-ID SOC I AL PROB LEtlS OVER THE co11IIrn YEAR. 

DURING THE PAS T SIX MONTH S THE PURCH AS I IIG POIJER OF 
\/AGES HAS FAL LEN BY 67 PERCEUT ACCORDING TO A 

RECE NT STU DY. SEV ERE DEPR I VA TI ON 
liRACliS THOUSANDS OF PEO PL E, PAR TI CULAR LY IN KEY 

URBAN AND COMMUNICATIONS CENTERS . PRESS URES FOR 

BT 
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SUB JECT: USCINCSO VI SIT TO BOL I VIA : BACKGROUND 

SUBSTANT I AL BUDGET-BRE AKING WAG E INCREASES ARE 

TREMENDOUS. THE COLL~.PSE OF THE INTERNATIONAL 
TIN MARKE T HAS EXACER BATED UNEMPLOYMENT AIID SLASH ED 

IBY DOLS. IJJ0- 150 11I LLIOH) EARll ltlGS FROtl BOL IVIA'S 

SECOND MOST IMPORTANT EXPORT COMMODITY . UN DER TH E MOST 

FAVORABLE CI RCUl"IS TAliCES, BOLIVIA Wi ll REQUIRE 

AT LEAST 224 MIL LI ON DOLLARS IN NEW EXTERNAL 

FINANCING TO PROVIDE FOR THE MIN IMU M AMOUNT OF IMPORTS 

ES SEN TIAL TO ECONOMIC RECOVERY. 

NARCOTICS CONTROL EFF ORTS 

OM THE TOU GH ECONOMIC PR OGRAM AN O POLI TI CAL 

OPPO SI TION IT FACES ARE RELEVANT BECAUSE 

PAZ ALSO VOWED TO BE EQU AL LY FORCEFUL 
WITH HIS SECOND PRIORITY, CONFRONTING BOL IV I A'S 

NARCOTICS PROB LEl"IS. IN MID-NOVEf!BER, THE GOVERl·lf!ENT 

EIIBARKED 011 I TS OWN FOUR-COIIPONENT /\tHI - NARCOT I CS 

PROGRAM: 

IA) A VOLUIHARY COCA ERADICATION EFFORT; 

18) A TOPOGRAPHICAL SURVEY TO DEFIMITIVELY PROV IDE 

THE BASIS FOR A LATER STAGE OF INVOLUNTARY 

ERADICATION; 

IC) AUGMEI-ITED I !HERO I CT I ON OF COCA PROCESS I NG 

. LABORATORI ES BO TH FOR PASTE AND HYDROC HLOR IDE; 

AND 

ID) EDUCATION EFFOR TS TO EIISURE BOL I VIAN PUBL I C 

UNDERSTANDING OF THE COUNTRY 'S OWN DANG ERS 

ENCOUNTERED FROM INCREASED DRUG ADD I CTION AND 

THE CORRUPTING I MPAC T Of TRAFFICKING. 

TH [ IIIIT IAL LOCATION FOR THE ER•DI CAllON AIIO COIITR OL 
EFrORT WAS THE CHAPARE WHERE USA ID HAS A 111\JOR 
IN/1RCO TICS- ASSO CI ATEO) OEVELOPIIENT EFFORT TO 

PROV IDE AN ALT ER"A TI VE TO TH E COCA-BASED ECONOMY. 

10. SINCE 1983 , USG STRA TEGY HAS TREATED CONTROL 

Ai'/D DEVE LOPIIEIH AS ESSEN TIAL C011PI El'IEIHS FOR 
EL I I1II/AT ING ILLEGAL COCA CULTIVAT ION AND HAL TING 
DRUG TRAFF I CK ING IN BOL I VIA. Ill THIS CONTEXT, J.S. 

'.:i THATEGY El1PHP.SIZES THAT THE USAIO / BOLIVIA CH~.PARE 

DEVE LOPl'l[N T PROGllAM CAN Olll Y BE SUCCESSFUL IF 

COIITROL EF FOR TS ARE EFFEC TIVE. ESS ENTI AL LY THIS 

ECO"OM IC STRA TEG Y PRESUPPOSES THAT AS CON TRO L EFFORTS 
SUCH AS ARRES TS, SEI ZURES AND DESTRUCT I ON OF 

PASTE-l"IAI\ ING FACIL ITIE S, COCAINE LABORATORIES AND 

VEHICLES HAVE THEIR II·/PACT, MARI\ET PRICES FOR COCA 
LEI1V ES Wil l FALL SHAR PLY AS THE PR ODUCT BECO l·IE S IN 

OVERSUPPLY. IN AD DITION, WHEN EFFECTIVE ERA DICATION 

PROC,RAl"IS ARE IIIPLEt-lEIITED, COCA FARIIERS WILL I NC UR 
THE RISI( OF LOSI NG THEIR PRIMARY SOURC E OF INCOl·\E 

ENTIRELY. THE RISKS OF COCA GROWIIIG AND PROCESSING 
HAVE TO BE HADE HIGHER TH AN THE ECONOMIC INCENTIVES. 

11. TRADIT I ONALLY THE PR ll"IARY POLI TI CAL BASE OF 
THE FOUR-DECADES OLD MNR PARTY OF PR ESIDE NT PAZ 

ESTEN SSORO HAS BEE N IN TH E NON-URBAN, PREDOM I NA"TLY 

CAIIPESINO IP EASAIITl AREAS OF BOLIV IA. TH I S WAS 

TRUE IN THE 1985 ELECTION. THIS FACT Will COIHINUE 
TO AFFECT THE COUNTRY'S APPROACH TO NARCOTICS CONTROL. 

DATING FRO M BEFORE THE 1912 REVOLUT I ON, THE HIGHLY 

POL IT IC I ZED SOL I V I AN CAf\PES I NOS HAVE CONST I TU TEO A 
MAJORI TY MEMBERSHIP IN THE NATIONAL LABOR CONFEDERATION, 
THE COB, WHICH HAS OFTEN OPERATED AS AN AUTONOMOUS 

POL I TICAL FORCE IMMUNE TO DROii/ARY LAW. FAR MORE 

POL I TICALLY SOPHIS TI CATED THAN MOST ANDEAN INDIAN 

GROUPS AU D REPR ESEN TING 60 PERCENT OF THE BOLIV I AN 
POP UL ATION, CONCER TED CAMPESINO OPPOSITION HAS 

TOPP l ED MANY BOL IV I AH GOVERNMENTS, I !.CL UD I NG S0/-\E 
WHICH DI D NO T DEPEND ON CAMPES I HO SUPPORT FOR TH EI R 

ARRIVAL IN OFFICE IN THE flRST PLACE. A BOLIVIAI/ 

GOVERNMEIIT WHICH FINALLY TAK ES A TOUGH STAND 

BT 
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SU BJE CT : USC I NCSO VIS I T TO BOL IVIA: BACKGROUl·ID 

AGAINST 11ARCOT I CS THUS WI LL F IND CONTR OL AND 
INT ERDI CTI ON A POL I TI CALL Y tlORE SUSTAINABLE APPR OAC H 

THAii CONCENTRA TION PRIMAR IL Y ON ERADI CA TION - -

AN D CONFROIHA TI ON WI TH TH E CAl1PESINOS. 

HEY 

12. I N ITS FI VE MONTHS IN OF FICE, THE PAZ 

ESTE NSSORO GOVERNMEN T HAS TAKE N SI GN IF I CANTLY 
ASSER TIVE NARCOTI CS - RE LAT ED AC TION IN CONT RAST 

TO ITS PASS I VE PR EDECESSOR. I T HAS MANAGE D TO 
PUT A BOL I VI AN STAMP ON THE STRUCT URE OF THE AN TI ­

NARC OTI CS EF FO RTS IN THE COUN TRY, AN D IT ENV ISIONS 
IN VOLUNTARY ERAD I CATION I N NON- TRADI T IONAL COC A 

GR OWi NG AREAS 111 1986. WE ARE EIICOURAG ED BY THE 

PAZ GOVERNMENT 'S EFF OR TS TO DATE . IT I S NO\./ 
IMP OR TANT TH AT THI S MODE ST BE GI NNING GA IN MOME NTUM 

AUD TH AT INTERDICT I ON, CON TR OL AIIO ER AD I CA TION 
EFF OR TS BE SUBSTANT I All Y I NCREAS EO IN THE \./EEKS 

AN O MONT HS AH EAD. TH E GO VER NMENT RE COGNIZES THAT 
THERE IS NO PAINLE SS WAY TO AC HIE VE SUCCESS EI TH ER 

It! COC A ERADIC AT ION OR NARCO TI CS INTERDI CT ION . 

FROH OUR SI DE, THI S GOVERNME NT ALSO UNQUES TI ONABLY 

REPRES ENTS THE BE ST HOPE THE USG HAS EVER HAO TO 
ATT AIN ITS AIITI- NARC OTI CS OB JECTIVES IN BOLIV IA. 

YOUR VIS I T PR OVI DES AN ID EAL OPP OR TUNITY TO RE INFORCE 

OU R MESSAGE AT THE HI GHE ST LE VE LS HERE . 

SEC TI ON I I. U. S. OBJE CTI VES 

13. U. S. TI ES \./ I TH THE PAZ EST ENSS ORO GOVERN MENT AR E 

CL OSE Al-ID COOP ERATI VE, DESP ITE THE LATE NT HOS TIL IT Y 

INHERENT IN SUCH AN UN BALANC ED, DE PENDE NT RELATION-

SIIIP . PAZ 'S RECOG lil T ION TII AT EC ONOl11 C RE COVERY P.IW 

O[ VELOPI IE IH DEPEIID TO A LP.RGE DEGRE E OM U. S. ASclSTAIICE 

Al1D GDOO\./lll, Al1D 011 THE 111 PLE IIEMTATION OF A fRE E­

IIARI\ET ECOIJOl·I IC POL I CY tlORE IN HARMONY ~I TH U. S. TEIIETS 
AIID \./ORLD REALI TY HAS l·IAOE I T FAR EAS IER TO \./OR I\ \./IT H 

TII IS GO\IERIIMEIIT 1HAII \./I TH I TS PREDECESSOR. \.IE ARE 
FRUSTR ATED, HO\IEV ER, OY THE PAUC I TY Of HUtllsll AND IIATER-
1 Al RESOURCES AT TH IS GOVERN11EIIT' S COl111AND, Al-ID BY TH E 

RE STRA I NTS ON OUR AB IL I TY TO PROVIDE QUICK ASS I STANC E 
FOR PROGRAMS OF CLEAR AN O I Ml1ED I ATE IIIHREST TO OU R 

MOcT IMPOR TA IH GOALS. THO, E GOALS ARE 1·1UTU/\LLY IIHER-
l 111 1\ED. FAILURE ON ANY OIIE Wi ll SER IOUSLY JEOPARDIZE 
THE REST. OUR TOP PRIOR I TIE S: 

-- SUSTAIN AND STREIIG THEN BOL I VI A' S DEVELOPl"IEIH AS 

A COUS T I TUT I OIIAL DE IIOCRACY ; 

-- PROMOTE ECONOM I C RECOVERY AIID SO UND ECON OtllC 

DEVELOPIIENT ; AN D 

- - ANT I -NARC OT I CS ; IIEAII I NG STRENGTH Ell NARCO TI CS 

I IHERD I CT I ON, PROS ECUTE TRAFFICKERS AllD SLASH 
COCA LEAF PRODUCT ION. 

14. REFTE L (LA PAZ 461 DTG152306Z JAN) OUTL ll1ES TH E 

OBJECT I VES OF YOUR VI SI T. THE PROGRAn ES TAB LISHE D 

FOR THE VI SIT \./ IL L CONTR I BUTE SIGIIIFICAIITL Y TO rn-
HAIIC IHG U.S. INTER ESTS I N UOL I \I I A. WE LOOK FORWARD 
TO SEE I MG YOU ON JANUARY 23 . (DRAF T: PO L:\./LOFSTROM: 

ECON: W\./EST) ROWE LL 

BT 
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SECRETARIAT 
PAG E 01 
E OB 64 8 

LA PAZ Ob I fl 
ANOU678 2 

DTG: 212219Z JAN 66 PSl·I : !153354 
TOR: 022/11371 CSt·l: HCE643 

DI STRIBUTION: BURG-Ill HUGH -fll NORT -lll RAY -fll TILL -ll l 
/005 Al 

WH TS ASSIGN ED DIS TRIB UT ION : 
SIT: 
EOB: 

OP I Ml1ED 
UT S67 91 
DE RUEl1LP rn6l 0/ 01 1)'22 11 23 
0 2122 19Z JAN 86 ZDK DU E TO NUM ERO US SVCS 
FM MIEl1BASSY LA PAZ 

TD SECSTATE WASH DC lf-111EDIA TE 0075 

IHfO AMEM BASSY ASUNC ION 41 12 
Alff 11 BAScY BOGOTA 4339 
AME 11 BAS ,Y BRgS IL IA 4550 
At!E 11BA SSY BUEN OS AIRES 7361 
AME MBASSY CARA CAS 52 07 
Ar!E 11BASSY l I MA 2535 
AME 11B ASSY QU !TO 427(1 
At!E 11BASSY SA NTIAGO 6718 
USM ISS ION USUN tlEW YORK 3438 
DI A WAS HDC 
USAFSO HOWARD AFB PN// LAI // 

ZDI{ RETRANS 

USC INCSO QUARRY HEI GHT S PN //J2/ INTAF /SC J2-PLOPS// 
24Cot1PW HOWARD AFB PN // DO I // 

C ~ SECTION 01 OF 02 LA 

DIA FOR IR BRANC H; USC IN CSO AL SO FOR POLAD 

E.O. 12 356: DECLAS:DADR 
TAGS: PGOV, BL 
SUB JECT : CAS I NET CHANGE S 

PAZ 00610 

1. (C ) AT A MEETING WITH THE AMBASSAD OR AND EMBOFFS 
LATE JANU ARY 20, AON CHIEF GEN ERAL HUGO BANZ ER GAV E THE 
AMBASSA DOR A RE SUME OF HI S TALKS EARL IE R THAT DAY WITH 
PRESIDENT PAZ ESTE NSSOR O. BANZER SA ID THE CABINET 
CHANG ES WOULD PROBAB LY BE ANNOUNCED BY THE MID DLE OF 
THI S WEEIL MAJOR ELE ME NTS: 

MINI STER OF PLA NN IN G: GONZAL O SANC HEZ DE LOZADA 
(CURRENTL Y PRESIDENT OF THE SENATE) ; 

MINI STE R OF FIN AN CE : JU AN CA RIAG A (C UR RENTLY 
PRES IDENT OF THE BANK OF SAN TA CRUZ); 

MINI STER OF FOREIGIJ AFFAIRS: GUILL ERMO BEDREGAL 
(CUR RENTLY MIN ISTER OF PLANNING) ; 

-- Ml N ISTER OF TR ANSPDRTA T I ON OR OF COMMERCE AND 
lt-lDU STR Y: CARLOS MORALES LANDI VAR !CURRENTLY 
PRE SI DE NT OF THE PRIV ATE EN TREPRE NEURS CONFEDER A­
TION I. 

(COMMENT : SANCH EZ DE LOZADA TOLD THE AMB ASSA DOR FRIDAY 
NIGHT, JANUARY 17, THAT PRES IDENT PAZ HAD IN SISTED THAT 
AFTERNOON TH AT SANCH EZ DE LO ZADA TAK E THE PL ANNING 
MINI STR Y AND BEORE GAL THE FOREIGN MI NISTRY.) 

2. (L OU I STRUCTURA L CHANG ES: 

A. BE DREGAL WIL L CR EA TE A NEW UNDER -SEC RE TARY FDR 
ECONOl11C AFFA IRS IN THE FOREIG N MINI STRY. HE Will TRY 
TO MAIIAGE MOR E ACTIV EL Y BOLIV IA'S FOREIGN ECO NOM IC 
RELA TIONSH IPS, INCLUDING SOLICITAT IO N OF CRED IT AN D A 
MORE ACTIVE COMMERC IAL PR ESE NCE IN KEY COUNlRIE S. 

8. THE PRESE NT MINISTRY OF INTEGRAT ION IS TO BE 
FOLDED INTO TH E MINISTRY OF PLANN ING UNDER AN UNDE R­
SECRETARY FOR IN TEGRATION. 

C. TH E PR ESE NT MI NISTRY OF AERONAU TICS IS TO BE 
FOLDED IN TO TH E MIN ISTR Y OF TRANSPORTATION. 

3. (Cl MAIIAG I NG CONGR ESS WI TH OUT SAN CHEZ DE LOZADA: 

ASKE D HOW THE GOVERN MEN T AND /OR THE ADN-MNR ALLI ANC E 
WOULD CONTROL THE CONGRESS WI TH SANCHEZ DE LOZADA GONE 
FROM THE '.ENATE PRESIDEIICY, B/1NZER SAID TH,\ OIIL Y HAV E 
TO GE T THFOUGH A VERY SH ORT PER IO D -- THE REMAINl~G FEW 
WEEKS OF THE CURREN T SESSION. ONCE THE PROGRAM11ED 120 
LEGISLATIVE DAYS !INCLUDltJG PRED ICTAB LE 30-DAY EXTEN SION) 

HAVE ENDE D -- 84 DAY S HAVE ALREADY PASS ED -- THE CONGR ESS 
WI LL RE CE SS UNTIL ITS NE XT SESS ION STAR TS AUG UST 6. AT 
THA T TI ME A NEW SLATE OF OFFICER S WI LL BE ELECTED. 
PRESIDEN T PAZ HAS AGR EED THAT STARTING IN AUG UST THE AON 
WI LL HAV E THE PRESID ENC Y OF ONE OF THE TWO CH AM BERS . 
ICOMnE IH : WE ASSU ME THI S Will PROBA BL Y BE THE SHIA TE. I 

4. IC) COM MENT: 
WE UNDERSTAND THAT VICE PR ESIDENT JUL IO GARRE TT AY LLON 
WO ULD CHA IR THE SENATE FOR TH E REMAINDER OF THE CURR ENT 
SESSI ON . THIS COUL D BE A MI XE D BLES SING. HIS MAIN 
TASK WOU LD BE TO PASS THE GOVERNMENT 'S PRIORI TY LEG ISLA­
TIVE AGE NDA IN THE SHORT TIME REMA IN ING IN THE SESS ION. 
HE HA S THE POLITICAL AND LEG ISLATI VE SK ILLS TO 00 TH AT. 
ON TH E OTHER HAN D, SANC HEZ DE LOZADA HAS COMME NTED MOR E 
THAN ONC E THA T "GARR ETT IS AN UN GUID ED MIS SILE" AN D "NO 
ONE CAN CONTROL HIM" . HIS FIRST PRIORITY APPE ARS TO BE 
PERSONAL -- TO GROOM HIMS ELF AS AN EV ENTUAL SUCCES SOR TO 
PRESIDEN T PAZ. HE OFTEN AC TS WITH OUT CONSUL TI NG THE 
PAR TY OR THE PRE SI DENT, SOMETI ME S LAUNC HING OUTRAGEOUS 
ffiUT POPULARLY ATTRAC TIV E) INI TI ATIV ES ON THE SPUR OF 

BT 
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DISTRIBUTION: BURG-01 
/ 005 A l 

HUGH-01 

WHTS ASS IGNED DISTRIBUTION: 
SIT: 
EOB: 

OP I MME □ 

STU4443 
DE RUEHLP tt06 1 0/02 0212223 
0 212219Z J AN 86 
FM AMEMBAS S Y L A P AZ 

NOR T -0 1 

TO SECSTATE WAS HDC I MMED I ATE 0076 

INFO AMEMBASSY ASUNCION 4 1 13 
AMEMBASSY BOGOTA 4340 
AMEMBASSY BRASILIA 4551 
AM EMB ASSY BUENOS AI RES 7362 
AMEMB ASSY C ARACA S 5208 
AMEMB ASSY LIMA 2536 
AM EMB AS SY QUITO 4271 
AMEMB ASSY SANTIAGO 6719 
USMI S SION USUN NEW YORK 3439 
DI A WA SHDC 
US AF S O HO WA RD AFB PN // LAI// 

RAY-0 1 

USCI NCSO QU ARRY HEIGHTS PN // J2 / INT AF / SCJ2 -PL OPS // 
24COMPW HOWAR D AFB PN// DOI // 

T I LL - 0 1 

c--0-P,i-F ~D E I~ 'f ~ /: 1'.'." SECTION 02 OF 02 LA P AZ 006 1 0 

DI A FOR IR BR ANC H; USCINCSO AL SO FOR POLA □ 

E . 0. 12 3 56: DECL AS : OADR 
T AG S : PGOV , BL 
SUBJECT: CABINET CHANGES 

THE MOMENT -- FOR E XA MPLE, A U. N. S TRI KE FORC E TO DE AL 
WIT H THE NARCOTR AFFICKERS, AND A PROPOS AL TH AT INDUSTRI AL 
NATIONS BUY ALL THE WORLD'S COCA OUTPUT . RO WELL 
BT 
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DISTRIBUTION: BURG-01 HUGH-01 NORT-01 RAY-01 TILL-01 

/ll0S A4 

WHTS ASSIGNED DISTRIBUTI ON: 
SI T: 
EOB: 

OP I MMED 
UTS8191 
DE RUEHLP #0637 0222040 
0 2220402 JAN 86 
FM AMEMBASSY LA PAZ 

TO SECSTATE WASHDC IMMEDIATE 0099 

INFO AMEHBASS Y ASUNCION 4122 
AMEMBASSY BOGO l ~ 4348 
AMEMBASSY BRASI LIA 4558 
AMEMBASSY BUENOS AIRES 7369 
AMEMBASSY CARACAS 5216 
AMEMBASSY LIMA 2549 
AMEMBASSY QUITO 4279 
AM EMBA SSY SANTIAGO 6726 
USMISSION USUN NEW YORK 3445 
DIA WASHDC 
USAFSO HO WARD AFB PN/ / LA I/ / 
USCINCSO QUARRY HEIGHlS PN // J2/INTAFF/SCJ2-PLOPS// 
24COMPW HOWARD AFB PN / /DO I// 

~LA PAZ 00637 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356: DECL: OADR 
TAGS: PGOV, PINR, BL 
SUBJECT: BOLIVIAN CABINET RESIGNS IN PREFACE TO 

SHUFFLE 

REF: LA PAZ 61ll 

I. IC) AS ANTICIPATED JN REFTEL, PRESIDENT PAZ 
ESTENSSORO'S CABINET RESIGNED EN MASSE ON THE EVEN ING 
OF JANUARY 21 IN A STANDARD PREL UD E TO WHAT PROBABLY 
WILL BE A MA JOR SHUFFLING OF MINISTERS. THE WHOLE­
SALE WITHDRAWAL PROVIDES A COVER FOR REARRANGING 
THE CABINET RATHER TH AN lHE POL lllCALL Y MESSIER 
APPROACH OF TARGEllNG INDIVIDUAL MIN ISTER S FOR 
REMOVAL. OVER THE PAST FEW DAYS PAZ HAS BEEN 
CON SULTING WITH HIS OWN MNR PART Y LE ADERS AS WELL 
AS OPPOSITION AON CHIEF HUGO BANZER TO LAY THE 
GR OUND WORK FOR THE MOVE. 

2. !Cl ACCORD I NG TO EMBASS Y SOURC ES, PAZ INTENDS TO 
REMOVE CABINET DEADWOOD AND STRENGTHEN HI S ECONOMIC 
TEAM. THE GOVERNMENT'S TOUGH ECONOMIC POLIC IES HAVE 
EIICOUNTERED PROBLEMS RECENll Y, IN PART DUE TO 
MANAGEMENT SLIPPAGE AT THE POLITICAL LEVEL. PAZ ALSO 
AIMS TO DEFUSE THE PUBLIC SPAT BETWEEN ECONOMIC CZAR 
GUILLERMO BEDREGAL AND SENATE PRE SIDENT GONZALO 
SANCH EZ DE LOZADA. BEDREGAL WILL REPLACE GASTON 

ARAOZ AS FOREI GN MIN IS TE R AND BEEF UP THE MIN IS TR Y'S 
ROLE IN FOREIGN ECONOM IC AFFAI RS. SANCHEZ DE LOZADA 
WILL REPLACE BEDREG AL AS MINISTER OF PLANNING. 
THE NEW CAB I NET 
ARRANGE MENT WILL NOT SIMPLY BE VERSION OF MUSICA~ 
CHAIRS BUT LIK EL Y WILL FEATURE NUMBER OF FRESH 
FACES IN KEY PORTFOLIOS. 

3. IU) WE WILL PROVIDE MORE DETAILED REPORl AND 
COMMENTARY ONCE EXACT ASSIGNMENTS ARE KNOWN. 

(DRAFTED BY: FFOULGER) ROWELL 
BT 

BY 
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/005 A2 

\/HT S ASS l 6NED OI STRIBUT ION: 

SI T: PUB S ,IT 
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Ftt AMEHB ASSY LA PAZ 

TO SEC STATE ~ASH OC IMMEDIAH 0134 

IIIFG 111\l/-ilsa,1 ":;UI/CI Gl·I ,i ':Y 

.L.11E~i81\ :~, Y BO(;OT=-1 4JJ'.l 

AIIENSA:cv BR A, I L I /\ 45bG 

AttEMBASS Y BUEN OS AIRE S 73 77 
AMEMBA SS Y CARAC AS 5224 

AttEMBA SS Y LIMA 256a 

Al1EMBASS Y MONTE VIDEO 21 54 

AttE MBA SS Y QUI TO 4 2&9 

AMEMBASS Y SANT I AGO 6734 

U.MISS ION USUN IJE\/ YORK 345 2 

DI A 1/ASHOC 

USAFSO HO~ARO AFB PN/ / LAI // 
USCINC SO QUARRY HEIGHTS PN// J2 / INTAFF/SCJ2-PLOPS// 

24COMPII HOI/ARD AFB PN // DOI // • 

1!> 9 ti F I BE ti T I ~-t""'SECTION 01 OF 03 LA PAZ 0ll68 8 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

LO. 12356: DEC L: OADR 

TAG S: PGOV, PI IJR, BL 
SUB JECT : Nm BOL I VI AN CABINET: PRE SIDENT PAZ FOR GES 

A STR ON GER TEAM 

REF : LA PAZ 637 

1. W) PRESIDEN T VI CT OR PAZ ESTENSSORO ON THE EVENING 

Of JANUAR Y 22 SWORE I N HI S RECON STITUTED 18-11EMBER 

CABINET. THERE ARE 11 NEW FACES, FIVE MINI STER S \/HO 

REt1AIH IN PL ACE AND mo \/HO CHANGED PORTFOL JO S. 

2. (C) MAJOR Cl1ANGE S Of INTERE ST TO THE U.S. INCLUDE : 

GU ILLERMO BEDRE GAL : TRAN SFERRED TO FOREIGN 

MIIII STRY FROM PL ANNIIJG . THE FORCEFUL BEDREGAL 

SHOUL D PROVE MORE AC TI VE THAN HIS PREDECE SSOR 

GASTOM ARAOZ, PART I CUL ARL Y 011 I SSUES SUCH AS 

BOLIV IA'S NEED FOR FOREIGN ASS ISTANCE AND DEBT 

REL I Ef. COIHRO VERS I Al BEDRE GAL MAY HAVE BEEN 

KICKED UPSTAIRS AWAY FROM DOMESTIC ECONOMIC 

MAttAGEMENT . 

GOlllALO SANCHEZ DE LOlADA: THE FORMER SENATE 

PRESIDENT REPL ACE S BEDRE GAL AT PL ANN I NG, \,/HERE 

HE FACES TOUGH ECONOMIC CHALLENGES. SANCHEZ DE 

LOZADA \/AS PUBLICLY CR IT I CAL OF BEDRE GAL ' S 

BT 

:; TYLE I M IMPLE11ENTING TH[ GOVE RIH1[ NT' S AUSTE RE 

fCO NOMI C PLAN AND NO\/ \/Ill HAVE THE CHANCE TO 

TRY HI S OWN APP ROACH. HE FIR MLY BELIE VES IN 

lHE EXI STING ECO~OMIC PROGRAM ANO I TS VALI DI TY . 

f ER NANDO SARTHE LEM Y: REM AINS AT IN TE RI OR . 

BART HELEMY I S A KEY PLA YER IN BOLIV IA' S REC EttTLY 

I NI T I ATED ANTI - NARCOT I CS EFFORT. TH E EMB AS SY 

HAS EMPHAS I ZED THE IMPORT ANC E OF A SUSTA lttED 

AND RIGOROU S EFFORT TO PRESIDEttT PAZ. 

OCCAS IONS . 

JUAN CAR I AGA O, OR I 0: A IJEW MAIi ~.T FI NANCE , 

REPLAC I NG THE RELATIVELY INEXPER IENCED ROB ERTO 

GISBE RT. THOU GH YOUNG 14lll, CAR I AG.A HOL DS 

I MPRESS IVE CR EDENTIAL S: GENER AL MANA GER OF BANK 

OF SA/H A CRUZ ILA PA Z BR ANC H) ; GOV ERN OR FOR 

BOL I VI A AT LATI N AME RICAN FEDERATI ON OF BANK S; 

VICE PRES IDENT OF THE BOLI VI AN BA/11\ING 

11;.,oC!AilOIJ ; CHl-l.~ GE A1 bOL l i.J1 1•i LI ID .-'.,.;. I 111 in L 

II c. (1'76-7:;); 1'.1/D /·I ORf. Ht , CO'Vi'~Nl, 

:;oFT- 3POlirn AIW fa. FR l[IW or TII[ l. S. HE WI L. 

HEED TO BE TOUGH, HOWEVER , TO STAII E OU T HI S 

TERRI TOR Y AND DEAL ON AN EQU AL FOOTING 111 TH 

HAR D- HITTING BEDREGAL , \/HO INTEJrns TO ESTABL IS H 

AN UNDER- SECRETARI AT FOR ECONOMIC AFFAIRS AT 

THE FOREIGN MI NI STRY . SOME OBSERVERS FEAR HE 

LACKS TH E TOUGHNES S TO STAND UP TO PAZ I F THE 

PRESI DE NT WANTS TO AUTHORIZE SOME BU DG ET­

BUST IN G EXPE NDITURE S AS ALLEGE DLY HAP PENED 

EAR LY I N JAN UAR Y ON SOME MILIT ARY PROP OSALS. 

FERNANDO VALLE: RECOIIF IRMED AS DEF ENSE Ml lll , TE R. 

OR I GIN ALLY CON SIDERED A LIGHTWEI GH T, VAL LE HAS 

SET TLED COMFORTABL Y l tt TO THE DEFE~ SE PORTFOLIO . 

HE DOE S NOT TRY TO BE A COMMAND I tJG GENER AL AflO 

APPAR ENTLY MANAGES THE MINISTRY AC CEPT ABL Y. 

HE SEEMS TO HAVE GOOD RAPPORT WITH THE OFF I CER 

CORP S, PERH APS BEC AUSE (AS ONE OF PAZ'S CLO SE 

CON F I DA/HS TOLD US I , HE DOE S \./H AHV ER TH EY 11, I( 

AttD PAZ APPR OVE S. 

ROBERTO GI SBERT : MOVE S FROM FI NAIICE, WHERE HE 

\./A S OVER HI S HE AD, TO INDUSTR Y/ COM MERCE AND 

BY 

-H-fl-Nf+H F-NT I Al ✓ 
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~SECTION 02 OF 03 LA PAZ 0068 8 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356: DECL: OADR 

TAGS: PGOV, PIHR, Bl 
SUBJECT: NEW BOLIVIAN CABINET : PRE SIDEN T PAZ FORGE S 

TOURISM. MOST PUIIDITS HAD AS SUMED GISBERT 1/0ULD 

BE DROPPED, AND HIS RETENTION I S A MINOR SUR PR I SE. 

HE LACK S EXPERlrnCE, PARTICULARLY IN POLITICS, 

BUT HE HAS EARNED A REPUTATION FOR EXCEPTIONAL 

HONESTY ANO HE COMES ACROSS AS SINCERE ANO \IELL-

ME AN ING . PAZ APPARENTLY BELIEVE S GISBERT CAN 

BE BROUGHT Al ONG ANO SHOULD BE SAVED. 

ANDRES PHRICEVIC: NEIi MIN I STER OF TRANSPORT . 

PETRICEV I C IS ONE OF THE \IEALTHIEST MEN IN THE 

MNR INNER CIRCLE ANO HAS PAZ'S EAR. A BLUSTERY, 

UNPREDICTABLE TYPE, HE IS NEVERTHELESS FUNDAMEN­

TALLY A FRIEND OF THE U.S. 

CARLOS MORALES LAI-JDIVAR: AS ENERGY MINISTER 

MORALES I/ILL OVER SEE THE BOLIVIAN STATE 

PETROL EUN COMPANY (YPFB) ~H ICH GENERATES SOME 

90 PERCEHT OF GOVERNMENT REVENUES ANO IN A 

SENSE IS THE TAIL THAT WAGS THE MIHI STERIAL DOG. 

THOUGH CARRYING A U.S. DOLS 158 MILLION DEBT, 

A WELL-RUN, PRODUCTIVE YPFB IS EXTREMELY 

IMPORTANT TO GOVERNMENT EFFORTS TO BALANCE ITS 

BUDGET. YPFB PRES I DENT RENE GUACHAL LA 

RE SIGNED JUST PRIOR TO THE CABINET CHANGE, 

LEAV I NG TH E FIELD FREE FOR MORALES TO CHOOSE 

HI S 0\/IJ MAN FOR TH IS KEY JOB. MORAIE S l o All 

ARO EIIT BAUZER SUP PORT AND PRO VIDE S PAZ A 

CRUCI AL L I NK TO THE AON . 

- - EDIL SANDOVAL MOROIJ : AGRICULTURE AIID CAl1PE SINO 

M 1111 :; T[ R SAIIDOVAL tlORON I S lHE MOST l I KEL Y CLANGER IN 

TH[ GR OUP. HE KIIO\IS NOTHING ABOUT E I TH ER AG RICULTURE 

OR PEASANTS, AND THERE IS C'M<CUl1ST ANT I Al EV I DENCE 

~UG GE STI NG HE MA Y HAV E SKIRTED THE FRING ES OF TH E 

NARCOT I CS TRADE IN THE PAST. GIVE IJ THE IMPORTAIICE 

OF TH E CAMPESIN OS AS THE 11NR POL I TIC gL BASE, \IE ASSUME 

PRESIDENT PAZ Will HANDLE CAMPE SINO gFF AIRS HIMSELF , 

WORKING MAINL Y THROUGH INTERIOR MI NI STER BARTHELEMY. 

3. (C! AT FIR:;T GLANCE, \IE BELIEVE PAZ AS FORG ED A 

SlR OIIGER TEP.M OVERALL Ai'ID FORTIFIED THE ECOl~OtllC 

PORTFOL I OS IN PARTICUL AR. HE HAS RETA INED HI S 

STI OII GES T KEY PLAYERS AND RECRUITED NEEDED TECHUIC AL 

TALEIIT UI TH GENERALL Y SIMILAR PRAGMA TI C OUTLOOK:;, A 

rrd. l ' 11 11/-\t\l J..\ .;::i E'.)S /·lElli SU\JG[ : T~ 1h .. i ·n1 .. 11t i.. ir ... r, 

~IIDUliJ WORli EFF ECTI VEL\ lOG[THER WT' t ·F PO: IGLE 

.4NO ll·IPORTP.IIT -- EXCEPT ION~ OF TH ( OIL -~IJO-HTE>< 

COMBINATI ON OF BEDREGAL AND SANCHEZ DE LOZAD A. 

4. (U i FOLLOW ING I S A LIST OF THE Nm CABIMET. WE \/Ill 

PROVIDE BIO ASS ESS MEHT AND FURTHER COMMENT SEPARA TEL Y. 

BT 

FOREI GN RELA TIONS / 

WORSHIP: 

IIITE RIOR / MIGR ATIOH/ 

J U:; TI CE : 

DEF EII SE: 

F INAIICE 

Pl .4NII I NG / 

COORDINAT I ON: 

GUILLE RMO BEOREGAL GUTIE RR EZ 

REPLACES GASTON ARAOZ LEVY 

FERNANDO BAR TH ELEMY MAR T INE Z 

RE CONF I RMEO 

FERNANDO VALLE QUEVEDO 

RE CONF I RM[D 

JUAN CARIAGA OSORIO 

. GONZALO SANCHEZ DE LO ZA DA 
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REF : STA TE 60512 

1. (S EC RET - ENTIRE TE XT.) 

2. SUMMARY. IN RESP ONSE TO DEM ARC HE BY EMBOFFS, 
MFA UNDER SECRET ARY ALCO NADA SEMPE SAI D THAT THE 
GOA, IN ACCORDANCE \.II TH PRE SIDENT ALFON SI N' S 
DECISION, IS CURRENTLY ENGAGED IN GAS NEGOTIATIONS 

H GOB . ITS OB JECTIVE IS TO RED UC E THE GOA ' S 
TR OV ERS IAL GAS PAY MENT S TO BOL IVIA TO A MORE 
IT ICALLY DEFENSIB LE FIGURE \./HILE COMPEN SATING 

FOR LOST RE VENU ES BY OTHE R FORMS OF GOA EGD NOMIC 
ASS I STANC E. END SUMMARY. 

3. IN RES PONSE REFTEL, POLITIC AL AND ECONOMIC 
COUNS ELO RS CALLED ON FOREIGN MINISTRY UN DER 
SECRETAR Y RAUL ALCON ADA SEMPE TO DISCUSS GOA GAS 
PURCHAS ES FROM BOL IVI A AN D ENCO URAG E POSTPONEMENT 
OF AN Y SU BSTA NT IAL CO NTRACT REVISIONS TH AT \.IOULD 
REDUCE GOA'S FOREIGN EXC HAN GE IN COME IN CONTEXT 
OF BOL IV IA 'S DIFF ICULT ECO NOMIC SITUAT ION. AFTER 
LI STE NI NG TD EMBOFFS EXPL ANA TION OF US G POSI TION 
REGARDING ARGENTINA'S SUPPO RT FOR BOL IVIAN 
DEMOC RACY AN D IMPORT ANCE OF CONTINUAT ION OF 
CURR ENT LEVEL OF GAS PURCHASES IN THIS CR ITIC AL 
PERIOD, ALCO~ADA SAI D THAT HE HAD JUST COME FROM 
A MEETING \.I ITH PRES IDENT ALFONS IN \./HERE NEGOTIATIONS 
BETWEEN VIS ITI NG BOLI VIAN NEGOT IATING TE AM AND GOA 
EC ON OMIC OFFI CIAL WERE DISC USSED. ACCORD ING TO 
ALCONAD A, GOA HAS MADE FIRM DEC IS ION TO REN EGOTIATE 
GAS CONTRACT AND RED UC E PA YMENT S TO BOLI VIA. 

REDU CTION IN DI RECT GAS PA YMEN TS, HOWEVER, WOULD 
BE GRADUAL ANO COMPENSATED BY OTHER FORMS OF GOA 
ASSISTANCE (I . E. , LOANS, CREDITS, FOOD ASSISTANCE) . 
HE SA ID TH AT ARG ENTINA COULD NO LONGER AFFORD THIS 
LEVEL OF OUTFLOW OF FORE IGN EXCHAl1GE (OVER $4.00 
MILLION IN 19851 . HE ASSERTED TH AT THEY NEEDED 
TO PUT THEIR COMMERC IAL REL ATIONS WITH BOL IVIA 
IN BALANCE. HE NOTE D TH AT TO DO SO, BOLIVIA 
NEEDED TO SETTLE ITS INTEREST AR REARS IHE MENTIONED) 
$90 MILL IO N) ON THE OVER $400 HILL ION OF GOA LO ANS 
TO BOLIV IA DATING FROM THE VIOELA/GARCIA MEZA PER IOD, 
AN O TO BR ING THEIR ALAOI ACCOUNTS OF OVER $40 
MILLION IN BALANC E. THE GOA INTE NDS TO NEGOTIATE 
A MOR E RE Al I ST IC GAS CONTRACT WH I CH WILL RED UCE 
FLO \.IS BUT IS \./ ILL ING TO OFFSET MUCH OF THAT 
REDUCTION THROUGH COMMERC IAL CRED ITS AND LOANS 
fR ESUMABL Y TH E MULTICOUNTRY SWAP ARRANG EMENT ) . HE 

MENTIONED, FDR EXAMPLE, THAT BOLI VIA NO\./ BUYS MANY 
MANUFACTURED GOOD S FROM BRAZIL \.IH ICH ARGENTINA ALSO 
PROD UCE S, IMPLY ING A GOA LIN E OF CREDIT MIGH T MAKE 
ARG ENTINE GOODS MORE AT TRAC TIVE. 

4. ALCON AD A AL SO DISCUSSED THE PRICING FIGUR ES 
THE GOA HOPED TO ACHIEVE IN NEGOT IATIONS \.IITH THE 
GOB . HE NOTED THAT ARG ENT INA HAD BEEN PAYING $4. 27 
PER CUBIC FOOT FOR BOL IVIAN GAS, MORE THAN TWICE 
THE WOR LD MARK ET PR ICE (WHICH HE CITED AT $1. 4ll 
PER CUBIC FOOT), AND DOMESTIC GAS COSTS ONLY $ . 70 
PER CUBIC FOOT. HE CITE D $1. 90 PER CUBIC FOOT AS 
THE TARGET FOR THE NEW GAS CONTRACT. HE DID NOT 
MENTION WHETHER OR NOT THE GOA IN TEND ED TO REDUCE 
THE VOLUME Of PURC HAS ES AS \./Ell. AS OF DECE MBER 
198 5, AL CONADA SA ID THAT GOA AND GOB HAD AG REED ON 
GOA PAYMENT Of $3. 30 A CUB IC FOOT FOR GAS AND THAT 

ARG ENTI NA (WITH NO RMAL 60 DAY LAPSE) WAS NOW 
CUR RENT ON ITS PAYMENTS TD GO B FOR 1985 . BOLIV IANS 
IN TURN HAD AGREED TO SPE ND 50 PERCENT OF 1985 
GAS PURCHASES FOR GOA GOODS PER COUNTER TR ADE AC COUNT . 

S. ALCO NAOA SAID THAT THE PRESIDENT HAS DET ERMI NED 
TH AT POLIT ICAL JUSTIFICAT ION FOR CONTINUING UNREALIST­
IC ALLY HIGH PAYMENT FOR BOLIVIAN GAS CAN NO LONGER 

BE SUSTA INED. ALCONADA EMP HASIZE D AGAIN, HOWEVER, 
THAT GOA WA NTS TO CONT I NU E SUPPOR T FOR DEMOCRACY 
SO THAT REDUCTION WI LL BE GRA DUAL AND COMPEN SATED -­
AT LEAST IN PART -- BY OTHER FORMS OF GOA ASS ISTANCE . 
SUC H ASS ISTANC E, HOWEVER, CAN NO LONG ER BE IN THE 
BT 
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FORM OF A CON TRACTU AL OBLIGATION FAR ABOVE THE WORL D 
PR ICE AND DIF FICULT TO DEFEND POLITICALLY. IN 
RE SPON SE TO USG CONCERN, HE SAID GOA IS CONSCIOUS 
OF DANGERS WH ICH COULD RESULT FROM ANY REAL 
REDUCTION OF GOB IN COME AT THIS CRIT ICAL MOMENT. 
INDEED, HE SAID THE GOA PLANS TALK S WITH VENEZU ELA, 
BRAZIL AN D COLOMBIA TO EXPLORE WHAT ASSISTANCE 
THESE COUNTRIES CAN PROVIDE TO FILL ANY GAP AND 
BOOST BOLIVIAN DEMOCRACY . IA LCON ADA DID NOT 
MENTION NOR DID EMBOFFS RAISE ARTICLE IN BA HORNING 
PRESS REGARDING ANNOUNC EMEN T OF US G DEC ISION TO 
SUSPEN D AID TO BOLIVIA DUE TO NON-COMPL IANCE WITH 
CONGRESSIONALLY MAND ATED TARGETS ON RE DUCT ION OF 
COCA CUL Tl VA T ION .) 

6. AL CONAOA PREDICT ED CURRENT ROUND OF NEGOTIAT IONS 
BETWEEN BOLIV IAN AND ARGENTINE OFFICIAL S WOULD 
LAS T ANOT HER DAY OR SO. HE SAID BOLIVIANS ARE 
UNREALISTICALLY SEEKING TO MAINTAIN OR EVEN INCREASE 
CURRENT PR ICE ON GAS PURCHASES. AT WEEK ' S ENO If 
TALKS PROGRES S, ALCONADA SAID HE MAY PE RS ONALLY 
FLY TO LA PAZ TO CONTI NUE DISCUSSIONS WITH THE 
GOB. (FY I: Al THOUGH HE HIGHT NOT BE ADVERSE TD 
CO NTAC T WITH AMBAS SADOR ROWEL L, WHOM HE HAS NOT 
MET, ALCONADA IMPLIED THAT HIS MISSION COULD HAKE 
ANY MEE TING AWKWA RD. SUGG EST EMBASS Y LA PAZ 
CONT ACT ARGEN TINE EMBASSY FOR FORTHE R READ OU T ON 
TALKS IF ALCOIIADA DOl;s VISIT LA PAZ. END FYI.) 

7. CORDI AL AS ALWAYS ALCONADA SEV ERA L TIMES 
SAID THAT HE APPRECIATED USG'S INTEREST AND 
CONCERNS AB OU T LEVEL Of GOA GAS PAY MENTS AN D 

ASSISTANCE TO BOLIVIA. HE PE RSONALLY PLEDGED 
TO CONVEY THESE CONCERNS TO PRES IDENT ALFON SIN. 
ALCONADA HADE IT CLEAR, HOWEVER, THAT THE 
PRES IDEN T HIMSELF HAS DECIDED TO REVISE THE 
CURRENT SYSTE M OF GOA GAS PURCHASES WHILE 
COMPENSATING A GRADUAL REDUCTION IN ARGENTINE 
PAYMENTS WITH OTHER FORMS OF ECONOMIC ASS IS TANCE 
FROM THE GOA ANO HOPEFULLY OT HER LA COUNTRIES 
SUPP OR TIVE OF BOLIVIAN DEMOCRACY. 

8. COMMENT. IN SEVERAL PREVIOUS CONVERSATIONS 
WITH MFA 'S DIRECTOR OF SOUT H AM ERICAN AFFAIRS, 
EMBASSY HA D REPORTED GOA ' S INTENTIONS TO REDUCE 
GAS PA YMENTS BEGINNI NG IN 1986. FROM ALCONADA'S 
COMMENTS, IT IS OBVIOUS THAT PRESIDENT ALFONSIN, 
WHO HAS BEEN VERY SUPP ORT IVE OF BOLIVIAN DEHOC· 
RACY, REACHED THI S DECI SION. THE OPEN QUESTION AT 
THIS POINT IS HOW MUCH ECONOMIC ASSISTANCE, 
IN WHAT FORM AND WHEN TH E GOA Will BE WILLING TO 
PROVIDE BOLIVIA \./HEN GAS PAYMENTS ARE REDUC ED. 
BUSHNELL 
BT 
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TILL-01 

SUBJECT: BOLIVIAN MILITARY DISSU ADED FRO M POSTPONEMEN T 
OF COMBINED EXERCISE -- TH ANKS TO USCINCSO 

REF: USD AO L A P AZ BL DTG 1822042 MAR 86; MOON/ROWE LL 
TELC ONS, 3/19/86 

1. (SE CRE T -E NT I RE TE X Tl 

2. I MET PRIVATELY WITH DEFENSE MINISTER FERN ANDO 
VALLE EARLY MAR CH 19 TO ENCOUR AGE HIM TO DISSUADE THE 
BOLIVIAN HIGH COMMAND FROM PRECIPITOUSLY AC TING TO POST­
PONE OR CANCEL THE COMBINED BOLIVIAN-U . S. E XERCIS E 
SCHEDU LED FOR APRI L -MAY, FUERZAS UNIDAS (FU-86) 

3 . \I .A I I F ... .S.A I D H F 1:--l A 0. D I S CU S SE D T H I S S U B J E CT L ATE 
MARCH 1 8 WITH ARMED FORCES COMMAND ER IN CHIEF GENERAL 
RAU L L OP E Z L E YT ON. HE S A I D THAT HE (VAL L E ) H A D J U S T 
RECEIVED EXTRAORDINARY UNITED STATES HELP IN CON NECTION 
WI TH HIS NEED FOR EX AMI NATION AND POSSIBL E TRE ATMENT 
OF SPINA L COLUMN/HEAD INJURIES RECEIVED IN AN AUT O 
ACCIDENT TEN DAYS AGO. UNDER THE CIRCUMSTANCES , IT 
WOULD BE AN AFFRONT TO HIM AND TO THE GOVERNMENT IF THE 
HIGH COMMAND WER E TO TA KE ANY ACTION AGAINS T FU-86 ON 
THE EVE OF HIS TRIP TO T HE U. S, LOPE Z CONCURRE D. 

4 . VALLE GAV E THE FOLLO WING EXPLANATION OF THE BOLIVIAN 
t\HLITARY' S Et\~OTIONAL DRIV E TO DEFER OR CANCEL 
FU - 86: 

THE BOLIVIAN MILITARY AR E EXTREMELY THIN SKINNED 
(NOTE RE AD: HAV E AN I NFERIORITY COMPLEX) REG ARDING 

THE WAY THEY TH INK THEY AR E PERCEIVED BY THE UNITED 
S TATES AND THE UNITED ST ATES ARMED FORCES. 
ASSOC IATION WITH OR DIRECT SUPPORT BY THE UNITED 
ST ATES REENFORCES THEIR SENSE OF LEGITIMACY AN D 
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THEIR CONFIDENC E IN THE RESPONSIBLE ROLE THEY AR E 
PLAYING. CONVERSE LY , ANY S LI GHT U~.DERMINES THAT 
CONFIDENC E AND IMPUGNES THE SENSE OF ST AT US AND 
DIGNITY OF THE ARME D FORCES LEADERS . 

FU-86 IS PROBABLY TH E ON LY SIGN I FIC A NT , SHOWY 
RESPONSIBLE MILITARY ACT IV ITY SCHECULED FOR 
CALEND AR-YEAR l986. IT HAS TWO MAJ OR P AYOFFS 
IT PROVIDES TR AINING AND ASSIST ANCE IN MI LITARY 
PROFESSIONA LIZ ATION OUTSIDE THE CO~TEX T OF NORMAL 
MAP AND !ME T PROGRAMS; AND IT PROVIDES SI GNIFIC ANT 
POLITICA L REENFORCEMEN T AND LEGITUIAZATION. T HE 
POLIT I CA L COMPONENT IS AT LE AST AS IMPORT ANT TO THE 
HIGH COMMAN D AS IS T HE PRO F ESSION ALIZ ATION ELEMENT. 
THIS IS WHY , DESPITE RESOU RCES THAT ARE SO TIGH T 
THAT ALL BOLIVIAN AIR FORCE PLANES ARE GROUNDE D, 
THE BO LI VIAN HIGH COMMAND HAS ENTH LSIASTICAL LY 
EMBR ACE D F U-86 UNTI L THIS WEEK. 

IN TERMS OF OVERALL S ENSITIVITY , GENERAL GALVIN'S 
VISIT AT TH E END OF J ANUARY WA S A t-IGH POIN T AN D 
WAS A MAJOR REINFORCEMENT TO THE PtZ ESTENSSOR O 
GOVERNMENT ANO THE FURTHER CONSO L ICATION OF DEMO­
CRACY. 

NE WSPAPER S TORIES AT THE BEGINN I NG OF MARCH ALLEGING 
THA T ALL AI D HAD BEEN SUSPENDED WA S A COLD BATH FOR 
THE BOLIVIAN MI L IT ARY . L AT ER CL ARIFICATIONS DID 
NOT / NOT HELP MUCH, S I NCE CURRENT CONGRESSIONAL HO LDS 
DO AFFECT FY- 1 986 MAP AND !ME T. 

WHEN T HE USMILGP COMMANDER HAD TO TEL L THE HIG H 
COMMAND THAT COST PROBLEMS WERE FOFCING THE E LIMINA ­
TION OF U.S. AIR SUPPORT E LEMENTS FOR THE PROPOSE D 
FIELD EXERCISE (FTX) PORTION OF FU-86, TH I S WA S 
LIKE T HE "STRAW THA T BROl<;.E TH E CAME L 'S BACK " . TH E 
HIGH COMMAND HAD BEE N COUNTING ON THE MORE SPECTAC U­
LAR ASPECTS OF THE FT X TO BE THE COR E OF T HE 
"POL I T I CA L / PSYCHOLOGICAL" RE TU RNS I T HOPED TO GET 
FRO M THE E XERCISE. IN EFFECT, THE HIGH COMMAN D IS 
LEFT WITH NO RPT NO OBVIOUS EXTERNtL EVIDENCE OF 
U.S. SUPPOR T OR APPROVAL (AS THEY SEE IT) TO SHOW 
THEIR FORCES OR BOLIVIAN SOCIETY AS A WH O LE. 

5. VAL LE S AID HE WOULD ME ET AGAIN WIT H THE BOLIVIAN 
HT_GH_COMM AND AT 9 : 30 A. M. MARCH 20. t-E SAID HE IN­
TENDED TO : 
BT 
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T ILL-01 

SUBJECT : BO LIVI AN MILITARY DISSUADED FROM POSTPONEMEN T 

REEMP HASIZ E THE POINTS HE HAD MADE TO GENERAL LOPEZ; 

STATE THAT PRESIDENT PAZ HAD PERSON ALL Y INSTRUCTED 
HIM (VALLE! TO MEET WITH SENIOR OFFICIALS IN THE 
STATE DEP ARTMENT AN D DOD / I SA DURING HIS STAY IN 
WASHINGTON; AN D 

DISCUSS THE ISSUE OF NARCO-TR AFFIC KING IN 
RELATION TO GUERRILLA AND TERRORIST MOVEMEN T S, 
POTENTI AL DIRECT MILIT ARY IN VOL VE ME NT IN T HE F IG HT 
AGAINS T NARCO - TRAFFICKING , AN D T HE CRITICA L NEED 
FOR AS SISTANCE TO EN ABLE THE AR MED FORCES TO DEAL 
WITH THOSE ISSUES. 

6. TH ANKS TO OUTSTANDING EFFORTS BY USCI NCS O, F UNDS 
FOR KEY AIR SUPPORT FOR THE FIELD TR AINING EXERCISE 
WERE FOUND AND RE STORED MARCH 19. AT MY SUGGES TION 
(AND WITH VALLE ' S STRONG ENCOUR AGEMENT), GENERAL 

GALVIN COMMUN ICAT ED WITH GEN E RAL LOPE Z LATE MARCH 19 
REAFFIRMING STRONG SUPPORT FOR AND HIGH APPREC I AT IO N OF 
GENERA L LO P EZ AN D THE BOLIVIAN HIGH COMMAND AND ARME D 
FORCES. 

7 . DURING THE HIGH COMM AND ' S MEETI NG WITH VALLE EAR LY 
MARCH 20, I TELEPHONED GENERAL LOPEZ , CONFIRME D THE 
GOOD NEWS ON AIR SUPPORT, REITERATED TO HIM GENERAL 
GA L VIN'S MESSAGE, AN D EMPHASIZED TH AT GENERAL GA L VIN 
HAD ACTE D TO SHOW HIS OWN PERSONAL AND THE U.S. ARME D 
FORCES' SUPPOR T FOR L OPE Z AND A BOLIVI /'.1 N MILITARY WHO 
ARE DOING SUCH AN OUTST ANDING JOB IN SUPPORT OF DEMO­
CRACY. GEN ERAL LOPE Z WAS EFFUSIVELY APPRECIAT IVE AND 
S AID HE WOULD RET URN TO HIS MEETING AND INFORM THE 
HIGH COMMAND I MME DIATELY. 

PS N: 0 11089 
CSN: HCE780 
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8 . DEF ENSE MINISTER VALLE LATER CAL L ED ME TO S AY 
TH AT TH E RE/\CTI ON IN T HE HI GH COMMAND MEE T I tJG WAS 
EXTREMELY POSITIVE /\ ND ENTHUSIA S T IC. HE E XP RESSE D HIS 
OW N DEEP APPRECIA TION -- AS A CIVILIAN MINISTER - - TO 
ME AND TO GENER AL GA L VI N. 

9. WE NEE D TO REMEMBER T HA T THE PRESENT MEMBERS OF TH E 
BOLIVIAN HIGH COMMAN D WER E SERVICE COM MANDERS DURING 
THE DIFFICULT DEMOCRA T IC TR ANSITION OF 1 985 . THE P AZ 
ESTENSSORO GOVERNMEN T -- WHICH I S T HE BEST BET THE 
UNITE D STA TES WILL HAVE FO R FURTHE R CONS OL IDA TING 
DEMOCRACY , ES T ABLIS HING A PRIVATE SECTOR B ASED ECONOMI C 
RECOVE RY, AND EFFECTIVE LY ATT ACK I NG NARC O- TRAF FI CK IN G -­
DEPENDS ON TH E ARM ED FORCES FOR A CONTI NUED LOY ALTY TO 
DE MOCRACY AND FOR I NTERNA L ORDER IN TH E FACE OF MOUNTING 
SOC IAL PRO TEST OVER ECONOMIC AUSTERI TY . IN ADDITION, 
THE ARMED FORCES AL READY HAV E A CR ITIC AL LOGISTICS 
SUPPOR T ROLE FOR ANTI-N ARCOTICS POLICE ON S TRIKE OPER A­
T IONS, AND SOME MILITA RY E L EME NTS I N REMO T E REGIO NS MAY 
TAKE ON A DI RECT INTERDICTION RO LE OF THE I R OWN. FOR 
ALL OF THESE RE ASONS, PRESID ENT P AZ ES TENSSOR O HAS 
TWICE PERSONA LL Y PRESSED ME TO TRY TO DEL I VER PROMPTLY 
MORE MILIT ARY ASSIST ANCE AND TR A INING TO THE BOLIVIAN 
ARME D FORCES. IT IS A TR AVESTY THAT THIS BOLIV I AN 
MI LIT AR Y EST ABLI SHME NT IS TRAPPED, FOR NO F/\ ULT OF 
I TS O WN, IN A S IT UA T ION IN WH ICH IT RE CEI VES LESS 
ASSIS TAN CE TH AN DID THE BOLIVIAN MI LIT ARY UNDE R THE 
S I LES ADM INI STR ATION. TH AT ADM INI S TRATION WAS RIDDLED 
WITH COMMUNISTS AND DID NO THI NG EFFECTIVE AGAINS T 
NARCOT I CS . 

10 . I GREA TLY APP RECI AT E THE SUPPOR T WE ARE RE CE IVI NG 

FRO M USCINCSO. 
BT 

ROWELL 
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SU BJECT: GOVERNMENT TAKES OFFENSIVE TO PASS TAX 
AN D BU DGE T PROPOSALS 

0-
REF: (A) LA PAZ 2370 

(B) LA PAZ 2401 

SUMMARY 

1. (C) PRES I DENT PAZ ESTENSSORO KICKED OFF THE GOVERN-
NEN T' S CAMPAIGN TO PA SS TAX AND BUDGET LA\./S WI TH A 
DRAMATIC NATIONAL LY TELE VI SED SPEA CH ON MARCH 2~ 
"THE FUTURE OF THE COUNTRY IS IN THE HANDS Of THE 

✓EGISLATURE," HE SAID. THE LA\./S ARE CRUC IAL FOR THE 
SUCCESS OF THE GOVERNMENT'S ECONOMIC POLICIE S AND AN 

INF STAND-BY. INIT IAL CONGRESSIONAL REACTIONS RANGED 
FROM NE GATIVE (PRESIDENTS OF BOTH THE SEN ATE AND THE 

CHAMBER Of DEPUT IES) TO NotHOMMITTAL. TO I NCREASE 
PRESSURE ON CONGRESS TO APPROVE THE PROPOSAL S, THE 
GOVERNMENT HAS TIED ITS OFFER TO INCR EASE TE ACHE RS ' 

SALAR IE S TO PASSAGE OF THE TA X AND BUDGET LAWS. 
DESP ITE THE INIT I AL RECEPTION, PAZ AN D HI S ECONOMIC 
TEAM ARE IN FULL-COURT PRES S TO COMPEL RESPOIISIBLE 

CONGRESS IONAL CONSI DERATION. \.IE ANTIC I PATE THAT 

RE I IHORCEMENT IN THE FORM OF ENDORSEMENTS FROM 
INFLUENTIAL PRIVATE SECTOR GROU PS AND OTHERS WILL 
N~TER I AL I ZE AS \./ELL. THE GO I NG WILL BE TOUGH, BUT 

ODDS MARGI NALL Y FAVOR PAZ. THE EMBASS Y WILL AD D ITS 

WEIGHT TO THE EFFORT AT EVERY APPROPRIATE OPPORTUNITY. 
ENO SUMMARY. 

A WEAK _AND CONT ENT I DUS COIIGRESS MUST ACT 

2. (LOU) THE EXECUTIVE BRANCH'S TAX IIIITIATIVES AN D 
BUDGET PROPOSALS MUST BE APPROVED BY CONGRESS. TH IS 
CONGRESS, WHICH HAS BEEN QUERUL OUS AND SLOW TO ACT, 
IS NOW FACED WITH THE UR GENT NECESSITY TO PASS 
PROM PTL Y A TAX L-AW AIID A BUDGET IN A COUNTR Y WHICH 
IN RECENT YEARS HAS OP ERATED WI TH NEI THER A BUDGET 
NOR AN EFFECTI VE OR ~NfORCED TA X COLLECTION SCHEME. 

GOVERNMENT BEGINS PUBLIC RELATIONS CAMPAIGN 

3. (U ) PRESIDE NT PAZ EST EIISSORO ON MARCH 20 K IC KEO 
OFF THE GOVERNMENT ' S CASE WITH A POWERFUL AND ELOQUENT 
NATIONALL Y BROADCAST TE LEVI SION SPEECH ON HIS TAX 
PROPOSAL. PAZ, LOOKING POI SED AN D HE ALTHY, SAID TAX 
REVENUES MUST BE INCREASED AND HIS BUDGET PASSED IN 
ORDER TO FI GHT HYPE RINFLATI014 AND THE POSSIB ILIT Y 

OF TOTAL BANKRUPTCY. ON E OF THE MOST DRA MATIC MOMENTS 
OCCURRED WHEN PAZ AVOWED IT WAS UP TO CO NGRESS TO PASS 
THE LAWS NECESSARY FOR BOLIVIA ' S SURV IVAL. "THE 
FUTURE OF THE COUNT RY IS <N THE HANDS Of THE 

LEGISLATURE." HE PLED GED TO CALL AN EXTRAORDINARY 
EXTENDE D SESS ION If IIECESSARY TO ASS URE APPROVAL OF 
THE ME ASUR ES. 

4. (U ) ON THE SAME DAY, F INANCE MI NIST ER JUAN 
CAR I AGA AN D PL ANNING MI NI STER GONZALO SANCHEZ DE 
LOZADA HE LD A PRESS CONF ERENCE \./HERE TH EY PRESENTED 
ARGUMENTS Ill FAVOR OF THE GOVERNMENT' S TAX LA\./. 
CAR I AGA SAID THAT: 

BT 

THE CURREN T CRITICAL SI TUATION WAS CAUSED 
BY THE PREVI OUS GOVERNMENT \./H ICH FAILED TO 
RAISE MONEY TO COVER I TS EXPEND I TURES. IT 
" PAI D" FOR IT S GR O\./ ING DEFI CI TS BY "UNB ACKED 
CURRENC Y EMIS SIONS. " 

I D ~ ' 1.12~~~1:eo 

ffl,5o(J lf· ] 3-f)IIP1 . 

~ - , ~ DATE 5}1 ~,,~{1j 

~ 
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SUBJECT: GOVERNMENT TAKES OFFEN SIVE TO PASS TAX 

TO SOL VE THE CURREN T ECONOMI C CRI SI S IT I S NOT 
ENOUGH TO RESTRIC T PU BLIC EXP ENDITURE. RATHE R, 
IT I S NECESSARY TO INCREAS E TH E GOVERNM ENT' S 
ABILITY TO RAISE REVENU ES. 

PASSAG E OF THE TAX LAW I S NECES SARY FOR THE 
GO VE RNME NT' S PROPOSED BUDGET. 

PREL I Ml NARY CON GRE SSION AL REACT I ON : NON- COMM I TTAL-

TO- IIEGAT I VE 

5. ILOU ) PRELIMIN ARY (MAR CH 2!l REAC TI ON TO THE 

GOVER NMENT ' S PUBLIC RELAT I ONS CAMPA IG N THUS FAR HAS 
BEEli MI XED TO NE GATIVE. THE LEFT PART IES, A MI MORI TY, 
PREDICTABL Y WERE MOST CR I TIC AL . THE NATI ONALIST 
DEMOCR ATIC AC TI ON (AON) PAR TY HAS YET TO PR OV IDE ITS 
OFF ICI AL REACT I ON, BU T SEN ATOR ORMA CHE A ~ STR ONG 
BANZER BACKER) SPOKE OUT STRONGL Y IN FAVOR OF PAZ'S 
PACKAGE, WH ILE AON DEPU TY WILL Y VARGAS COMPL AINED 

THAT THE MMR HAD NOT CONSUL TED WI TH THE ADN . 
ACCORDING TO MI D-D AY MARCH 21 RA DIO RE PORT S, SENATE 
PRE, IDENT ZAMOR A IA MAOI ST IN MNR CLO TH I NG) AN D 
CHAMBER OF DEPUT I ES PRESI Drn T ENCINAS (M IR-M OV EMENT 

OF TH E RE VOL UT I ON ARY LEF T) AIID SOME MEMBERS OF THE I R 
PARTIE S HAVE REJE CTE D THE TA X PR OPO SALS . 

6. (C) LABATT DI SCUSS ED TH E MATT ER WI TH A Ml R 

DEPUTY NHO I S AL SO A TOP BOLI VIAN WORK ERS CENTRAL 
(COB) OF FI CI AL ) WH O SAID THAT HE OPP OSED THE GOVERN· 

MENT' S TAX PROPOSAL IN BOTH HI S CAPAC ITI ES AND THAT 

THE COB EXEC UTIV E BOA RD HAD AGREE D EAR LY MARCH 21 
TO RE JEC T IT. THE CO B REJ ECTED THE MEA SU RE NOT ONLY 
BE CAU SE THE Y AR E DI SP OSED TO RE JECT ANY THI NG THE 
GOVERNME NT PROP OSE S BU T ALSO, SA ID THE DE PUT Y, BECAUSE' 
THE PROP OSED INCOME TA X PORT ION OF THE BI LL I S 
RE GR ESS I VE. (COMMEIIT : WHI LE TH I S IS TRUE WI TH THE 
I MC OME TAX, MAJOR POR TI ONS OF THE NEW TAX PR OGRAM 
AR E PROGRESS I VE ISEPT EL). END COMMEN T) 

TE ACHER PA Y RAISE TIED TO TAX APPROVAL 

7. IU) TH E GOVER NMENT ALS O ANNOUNCED MARCH 20 THAT IT 
WIL L INCREASE TEACHERS ' PA Y ·- A MAJ OR SOURC E OF RECENT 
DE MONSTR ATIONS (RE F Bl - - JUST AS SOOII AS CON GRE SS 
PASS ES THE TAX AND BUDGET LAWS. 

8. (C) TH I S ATTACKS THE EF FORT BY TH E RENE GADE GOVERN­

MEN T PARTY IMNRl MEMBERS AND KEY DEPU TY ERWIN RODRI GUEZ 
!HEAD OF THE CH AMB ER ECON OMI C COMMI THE ) TO HOLD UP A 

DI SCU SSION OF THE BUDGET OR TAX L AWS UNT IL THE GOVERN-
ME NT INCR EASES TE ACHER S' SALARI ES (REF A) . FURTHERMORE, 
IT PLACES RESP ONSIBIL I TV FOR I NCREA SI NG TE ACHERS' 
SALARIES ON CONGRES S. THE GOVERNMENT ALSO HOPES TO 
DEF LECT GROW I NG PRESSURE AN D I RE FRO M THE GENERAL 
PUBL I C IAS TH E LEIJGTH OF TIME SCHOO LS REMAI N CLOS ED 
I NCREASES) FROM TH E EXEC UTI VE BRANCH TO THE CONGRESS. 

COMME NT 

9. (C) JUDG I NG BY THE INI TI AL REACTIOIIS TO I TS 
PROP OSALS, TH E GOVERNMENT FAV$ A TOUGH UPHI LL FI GHT 
I N CONG RESS . A TR UE REA DI NG OF ADN REAC TION WILL 
HAVE TO AWAI T BAMZ ER' S RET URN MARCH 22 AN D HI S 
SUBSEQUE NT CONSUL TATI OMS WI TH PAZ. DE SPITE THESE 
PR OBL EMS, PA Z AND HIS EC ONOMIC TEAM ARE COMM I TED TO 
BT 

-e B N-F I B E-N+h\ l-
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P ASS AGE OF THE MEASURES AND AT THIS POINT THE ODDS 
ARE MARGINALLY IN F AVOR OF THEIR APP ROV AL. WE WILL 
DO EVERYTHING POSSIBLE TO ASSUR E THAT RESULT. 

(DR AFTED BY: H. O' HARA) ROWELL 
BT 
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TAGS: SNAR, BL, SOCI 
SUBJECT: HEIGHTENED BOLI VIAN AC TION ON NARCOTICS 

SU MMARY 

L BOLIV IAN PR ESS HAS PROV IDED EXTENS IVE COVERAG E OF 
RECENT DECLARATIONS BY INTERIOR Ml NI STER REASSERTING 
GO B'S COMMITMENT TO REDUCE EXCESS COC A CULTIVATION AND 

INTERDICT DRUG TRAFFIC, DECLARAT IONS BY OTHER TOP 
OFF I CIALS, IHCLUDH/G BOLI VIA'S NEW AMBASSADOR TO THE 
U. S,, EMPHASIZING I MPORTANCE OF COCA REDUCTION, HAVE 

ALSO APPEARED IN PRESS LATELY. IN ADDITION, REPORTS OF 
SU CC ESS FUL POL ICE OPERAT I ONS AGAINST TRAFFICKERS AR E 
SU RFACING REGULAR LY, AS ARE REPORTS Of A GROW ING 
DOMESTIC DRUG AB USE PROBLEM. 

INTER I OR MIN I STER ' S STA TE MENTS KEEP THE PRE SSURE ON 

2. LEADING DAILY PRESE NCIA OF MARCH 26 CARRIES 

DECLARATIONS BY INTERIOR MI NIST ER FERNANDO BARTHELEMEY 

IN WH I CH HE EXPRESSES CONCERN THIT "NARCOTICS 
TRAFF ICK IN G IS BUY ING fEOPLES'l CONSCI ENCES, " REFERRING 
TO THE REFUSAL BY A SANTA CRUZ JUDGE TD TURN OVER TO THE 

STATE PROPER TY CONF ISCAT ED FROM A NARCOTICS TRAFFICKER. 
REGARDING THIS DECISION, THE I NTERIOR MIN ISTER SAI D THAT 

SUC H AT TITUDES "DO UOT CONTRIBUTE TO THE GOVERNMEN T' S 
EFFORTS TO CONFRONT NARCOTI CS TRAFFICK I NG ." 

3, THE CONFISCATED PROPERTY BELONGED TO ON E GU I VER 
"PACO" SUAR EZ ANO CONSISTED OF FIVE Sl1ALL AIRPLANES, A 

HAilG AR AT EL TROMPILLO AIRPORT IN SAN TA CRUZ, THRE E 
RURAL PROPERTIES AND 20 KILOS OF COCA INE. ON MARCH 25, 
RADIO PAIIAl1ERICAMA OF LA PAZ REPORTED THAT THE I NT ERIOR 
MIN l ! TER HAD STATE D THAT "THE DRUG TR AFFIC KING PROBLEM, 
IN ADDIT ION TO HAV ING TARN I SHED THE COUNTRY'S IM AG E 
ABR OAD, ., IS DAMAGING THE MORAL AND PH YSICAL STANDARDS OF 
BOL 1\/ IAN CITIZENS," 

IN OTHER STATE MENT S PUBL ! SHED IN THE PRESS RECENTL Y, 
BARTHELEtlEY HAS 11ADE THE FOLLOWING POINTS: 

- - THE GOffRNMENT IS AWARE OF THE TR EMENDOUS ECONOM I C, 

I NFLUENCE NARCOTICS TRAF F ICKERS WIELD AN D THEIR 
ABIL I Ti TO DESTROY THE DEMOCRATIC PROCESS AHO 
DE ! TAB IL I ZE THE GOVERN MENT IF THEY SO CHOOSE. 

--BOLIVIA IS TRYING TO COMPLY \JITH I TS RESPONSIBILITIES 
UNDE R EXISTING AGR EEMEN TS TO REDUCE COCA CULTI VA T ION, 
BUT THE TASK IS DIFFICULT, GIVEN TH AT THE 1983 
Bl~ATERAL ACCORDS SIGNED BY THE PRECEDING GOVER NMENT 
DI D NOT PROVIDE SP ECIF I CS OF HOW THE REDUCTION PROGRAM 

WOULD BE CONDUCTED, 

-- I T IS POSSIBL E TH AT THE GOVERN MENT WI LL USE THE 
SPECIAL AN TI-N ARCO TICS POLICE ("LEOPARDS") IN I TS 
EFFORTS TO REDUCE EXCESS COCA CULTIVATION IN THA T AREA 
OF THE CHAPARE WHERE THE CAMPES INOS HAVE REJECTE D 

PARTICIPATION IN THE VOLUNTARY REDUC TION PROGRAM. 

I NTERD I CT I ON EFF OR TS SUC CE SS FUL 

4. PR ES S REPOR TS OF LATE HAVE ALSO CITED SEVERAL 
SUC CE SS FOC POL I CE AC TI ONS AI MED AT DISRUPTI NG NARC OTICS 

TRAFFICKING HERE, THE MOST NOTEABLE: 

--YE STER DAY'S PAPERS (MARCH 26) REPORT THE 
. CONF ISCAT ION OF THREE TONS Of SULFURIC AC ID IN ORURO 
, IN LESS THAN A MONTH, THE ART I CLE STATES THAT THE 

BT 

IINf.l ASSIFIFn 
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AME/1BASSY QU ITO 462 1 

AME/1BASSY SANT I AGO 7048 

USM I SSION USUN NE\./ \ORK TI 14 

0 IA \./ASHDC 
USAFSO HOWARD AFB PIii /LAi// 
USC I NCSO QUARR Y HEIGH TS PN/ / J2/I NTAF /S CJ2 - PLOPS// 

24COMPW HOWARD AFB PN// DOI/ / 

UIICLAS SECTION 02 Of 02 LA PAl 02606 

USIA FOR AR 

WHITEHOUSE FOR FOR J. T I LL MAN 

DIA FDR IR BRANCH 

USCINCSO FOR POLAD 

E.O . !2356: N/A 
TAGS: SNAR, BL, SOC / 
SUBJECT: HEIGHTENED BOLI VIAN ACTION ON NARCOTIC S 

SU LFURIC ACID ENTERS BOL I VIA ILLEGAL LY FROM CHILE AND 

IS SUBS EQUENT LY TRANSPOR TED TO THE COCHABAMBA VALLEY 
\./HERE IT IS USED IN COCA I NE PRODU CT I ON . 

--ON MARCH 2S, THE PRESS REPORTED THE SE I lURE OF 107 

KILOS OF COCAINE EASE, FOUR AU TOMOBI LES ANO S7 ARRESTS 

IN THE CHAPARE, TKE LARGEST COCA-GROWING REGION IN 

BOLIVIA. 

--ON MARCH 21, THE PRESS REPORTED TH E SE I lURE OF NEARLY 

39 KILOS OF COCAIIIE BASE 138,9S0 GRAMS) AND 24 ARRESTS 

IN THE PRECED ING 48 HOURS BY NARCOT I CS POLICE 

OPERATING IN SANTA CRUl , COCHABAMBA AIID THE CHAPAR E. 

NE\/ AMBASSADOR TO U.S. ADDS HI S VO ICE 

S. RETURNING TO LA PAZ FOR THE f I RS T TI ME SINCE 

PRESENTING HIS CREDENT I ALS AS MIBASSADOR TO UNITED 

STATES, FERNANDO ILlANES TOLD THE PRESS MARCH 22 

THAT THE UNITED STATES "IS INFLEX IBLE REGARDING 

NARCOT I CS TRAFFICK IIIG. BO L IVIA HAS TO COMPLY \./ITH TH E 

COMMITMENTS IT HAS MADE WI TH RESPECT TO COCA 

REDUCTION . " /LLA NES CONT I NUED: "WHAT \.IE SEEK IS TO 

CONV I NC E THE U.S . GOVERNMENT ANO ITS CONGRESSMEN THAT 

BOLI VIA IS TRYING TO COMBAT NARCOT ICS TRAFF ICKING . IT 
IS A TA SK THAT REQUIRES PERSI STENCE AND TIME." 

WORSEN I NG ABUS E PROB LEM PUBL IC I ZED 

6. IIE\./S PAPERS I N AL L THRE E PRINC IPAL CITIES ON MARCH 18 
PROVIDED FRONT-PAGE COVERAGE OF A PRESS CONFERENCE BY 

THE DIRECTOR OF THE EDUCATIONAL CAMPAIGN ON DRUGS™NOWN 

BY ITS SPANISH ACRONYM, CE SE) IN WHICH HE PROVIDED 

DETAIL S OF A WORSEN I NG DRUG-AB USE SITUATI ON IN BOL I VIA, 

INCLUD I NG INCREASED USE OF COCA-PASTE CIGARETTES BY 

CHILDREN UNDER THE AGE OF 12. DAHY "OPll! I ON " OF 
COCHABAMBA CAR RI ED THE FOLLO WI NG HEAD LINE ON ITS FRONT 

COCHABAMBA AIW L A PAZ." DAILY "LOS TIE l·IP OS," ALSO OF 

COCHABAMBA, CARR I ED THE STORY I N THE UP PER RIGHT - HAND 
CDRIIER OF IT S FRONT PAGE UNDE R THE FOLLO WING HE ADL I NE: 

"DRUG CONSUMPTION CONT I NUES TD GRO\./.". DAILY "E l 

DIAR IO" OF LA PAZ ALSO PROVIDED FRONT-PAGE COVERAGE, 
CARRY ING THE FOLLOWIN G THREE-COLUMN HEADLINE: 

"COIISUMPT I ON OF DRUGS AMONG BOL IV I ANS HAS I NCR EASED." 

RO WELL 

BT 
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DI STRIBU TION: BURG - 01 GRIM-01 HUGH-01 NORT-01 RAY-01 TILL-01 
/006 Al 

WHSR COM11EIH: 5 LINER 

WHT S ASSIGN ED DISTRIBUTION: 
SIT: VP PUBS SIT 
EOB: 

OP I ti MED 

STU 2937 
OE RUEHLP #2631 0861944 
0 271942Z flAR 86 
FM AMUIBASSY LA PAZ 

TO SECS TATE WASHDC IMMEDIATE 13 57 

I NFO AMEMBASSY PANAMA I MMEDIATE 6268 
AMEMBA SSY CARACAS PRIORI TY 5530 

AMEMBASSY BOGOTA PRIORITY 4684 

AMEMBASSY QUITO PRIORITY 4630 

AMEMBASSY L I MA PR I OR I TY 294 l 
AMEl1BASSY SANTIAGO PRIORITY 705/J. 
AMEMBASSY BRAS ILI A PR IORITY 4884 
AMEMBA SSY ASUNC ION PRIORITY 4447 
MSGBN QUANT ICO VA PRIORITY 
USSOUTHCOM QUARRf~E IGHTS, PRIORITY 

-e~ l'n" "r"b r IQ I I all,.,I,. LA PAZ 02631 

TERREP 

SEC STATE FOR OS / CC, DS/OSP, S/ CT AND DS/ PSO 
PANAMA FOR ADS ANO CO COD 

E. 0. 12356: DECL: OADR 

TAGS: ASEC, PTER, BL 
SUBJECT: EXPLOSION ON ROOF OF CHANCERY BUILDING -

UPDATE NO. 1 

REF : LA PAZ 2610 

2. ALL THROUGHOUT THE MORNING AND THE EARLY AFTERNOON, 
BOLIVIAN POL ICE HAVE BEEN I IHERVIEVING THE MANY 
OCCUPANTS OF THE ADJACENT BUILD ING MEN TION ED IN REFTEL. 

IW RE SUL TS HAVE BEEN REPORTED UP TO TH IS TI ME. 

3. EMBASSY \/ILL REQUEST BOLIVI AN POLICE TO STAT I ON 
ONE OF THEIR MEN ON THE ROOF OF A BUILDING ADJACENT 

TO THE CHANCERY. THIS MOULD TEND TO DISCOURAGE A 

REPETITION OF THIS MORNING ' S I NCIDENT. 

4. THE EAC RECOMMENDED TO THE AMBASSADOR THE CANCELLA­

TION OF TVO PLANNED EASTER-ORIENTED EVENTS. THE THIRD, 

THE LA PAZ COMMUNITY CHURCH ' S SUNDAY MORNING CHURCH 
SERVICE \/AS NOT CAPABLE OF BEING CANCELLED, IN THE £AC'S 
ESTIMATE, BUT EXTRA SECURITY PROTECTION \/ILL EE rRO VIDED . 

A MAJOR CONS IDERATION THROUGHOUT HAS BEEN RUMOR CONTROL 
ANO PUBLICATION VIS-A-VIS THE BEHAVIOR OF THE AMERICAN 

COMMUNITY, \./HIGH THE EAC FEELS IS CURRENTLY UNDER 

CONTROL . 

5. TODAY, IN ORDER TO BREAK THE ROUTINE OF MI SSI ON 
EMPLOYEES, DEPARTI NG AT 5: 30 PM, TH E £MBASSY WILL CLOSE 
30 MINUTES EARLIER. ALSO, THE CON'S IIOB ILE SECUR ITY 
DETAI L \/ ILL BE REINFORCED, AT LEA ST FOR THE \.IEEKEND, 
\.IITH A LEAD VEHICLE. INCREA SED PATROLS BY OFFICERS OF 
THE SY DETAIL \/ILL BE CONDUCTED AT THE COM RESIDENCE 
AND CHANCERY. GSO PERSONNEL ARE NO\/ EFFECTING THE 
NE CES SARY REPAIRS ON THE ROOF. 

6. AT APP ROXIMATEL Y 1200 HRS, A TELE PHONE CALLER 
IDENT IFYING HIMSEL F ONLY AS "JAVIER" ALLEGEDLY RE PRE SEIH ­
ING A GROUP CALLEO "COMANDO DEL PUEBLO," TOLD A LOCAL 
RADIO STATION TH AT HIS GR OUP VAS RESP ONSIBLE FOR THE 
BOMBING. HE ADDED THAT THE BOMB ING HAD BEEN IN RETALIA-
TI ON FOR U. S. POLI CY TOI/ARD LIBYA ANO NICARAGUA, AND 
TH AT NEXT T IME, HIS GROUP \/OULD HAVE IW RESPE CT FOR 

HUMAN LI FE . THE "COMAIIDO DEL PUEBLO" GROUP I S NOT 
I\NO\.IN TO THE EMBASSY, THOUGH THE STATEMENT THAT THERE 

MAY BE A llE XT Tll1E IS SOIIE\.IHAT VORR I SOME. 

7. INFORMATION JUST BROUGHT TO OUR ATTENTION REVEALS 

TH AT PHYSICAL EVIDENCE FO UND ON 15TH FLOOR OF ADJACENT 
BU ILD I NG MENT IONED IN REF TEL, \/AS ALMOST CERTAINLY THE 
SPOT FROM \./HI CH THE DYIIAM I TE WAS TOSSED. REPORTEDLY, 
MATCHES AND UNUSED FUSE MATER I Al VERE FOUND. 

8. POST FEELS THA T A STURDY WIRE MESH STRUCTURE SHOULD 
BE BUil T TO COVER THE EN T IRE ROOF OF THE CHANCERY IN 
ORDER TO PREVENT A RE PETITION Of THIS MORNING'S I NCIDENT . 
\IE ARE THUS REQUESTING THE SUM OF USO 15,000 \/HICH \,/ILL 
BE NEEDED TO BUILD SUCH A STRUC TURE. 

9. \/I ll ADVI SE Of ANY FURT HER DE VELOPMENTS. (DRAFTED 

BY RSO - G. GOLDSTEIN). RO\/ELL 

BT 

~ :Fh:D 

/rl35'3l,.#--J1-Df ~1 
av ~w _ ~ · .. ZBA1e~/rn.lrs 

-r. A N~1flf:.NT I ,tr 



U O O ~ D D D u ~ [ 0 LI fl [ L u G □ ; C U U ~ , [ u ~ ~ ~ C u u u u LI G ~ 0 D □ E 

UNC LASSI FI ED 

NATIONAL SECURITY COUNCIL 
SECRETARIAT 

PAGE 01 
EOB22 8 

LA PAZ 26 48 
Al/0107 38 

DTG : 27 2120Z MAR 86 PSN: 023172 
TOR: 086/2!33Z CSN: EHA600 
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\./H TS ASS I GNED DIS TR IBUTION: 

SIT : 

EOB: 

OP IMM ED 
DE RUEH LP ~2648 0862 126 

0 272 120Z 11AR 86 
FM AMEMB AS SY LA PAZ 

TO US I A WASH DC IM ME DI ATE 393 6 

INFO SEC STAH WASH DC 111MED I AH 13)3 

\IH I lEH OUSE WAS H DC I f-lr\ED I ATE 
AMEMBAS SY ASUNCION I MMED IATE 4448 
A11UIBASSY BOG OTA IM l1EDI ATE 46 85 

AMEMBA SSY BR AS IL I A I MMEDIATE 48 85 
J\11EMBA SS Y BUENOS Al RES IMMED I AT E 7693 
A11Er<BA SSY CAR AC AS IMl·IEDI ATE 513 1 
AMEMBA SSY LI MA IMME DIATE 2942 
AMEMBASSY QUI TO IMMEDI ATE 4631 
AMEMBA SSY SAN TI AGO I MMED IATE 7151 

USMI SSI ON USUN NEW YORK IMMED IAT E 37[~ 

DIA WASHDC IMMED I ATE 
USAF SO HO WA RD AFB PN//LA I// IM ME DI ATE 
USCI IICSO QUARRY HEIG HTS PM//SCJ3-S OD / IMMED IATE 
24C OMPW HO\./AR D AFB PN //DOI / / IMMEDIATE 

UUCLAS LA PAZ 02 64 8 

US I A FOR AR 
\./H I TEHOU SE FOR FOR J . TI LLMAN 

DIA FOR IR BRA NCH 
use l l·ICSO FOR POL AD 

E. O. 1 2356 : N/A 

TAGS: BL, AS EC, PTER 
SUBJE CT : STATEMEN T ON MARC H 27 EXPL OSI ON AT EMB ASSY 

1. POST TRANSMI TS HERE WI TH OFFICI AL STATE MEIIT RELEAS ED 
TO LOCA L AND U.S. PRESS ON TH IS MORN I NG 'S EXPL OSION AT 

THE CHANCERY IN LA PAZ. BEGIN STAT EMEN T: 

2. "AT APPR OXI MATELY NINE THI RTY THI S MORNING, AN 
EXPL OSI VE DE VI CE -- APPAREN TLY DYNAMITE-- WA S TH RO\./N FR ON 
AN AD JACE NT BU ILDIN G ONTO THE ROOF Of TH E U. S. EMB ASSY 
BU ILDI NG IN LA PAZ . TH ERE WERE NO INJ URIES AN D ONLY 
MIN OR DAMAGE TO SOME GLASS \./ I IIDO\./S 011 THE ROOF. TH E 

AP PROPR I ATE BOLI VIAN AU THORIT IES \./ERE NOT IF IED AND 
NORMAL EMBASS Y BUSI NESS CON TI NUES. AT THI S POIN T THE 
PER SO N OR PERSONS RESPON SIB LE HAVE NO T BEE N I DE NTIFI ED. " 

3. SU BSEQUEN T TO THE RELE ASE OF THE ABOVE STA TEMENT, A 
LOCM RAD IO STATI ON REC EI VED A COMMUNI QUE FROM THE 
SO-CALLE D " LOS COl1ANDOS DE L FUEBLO," IN \./HI CH THE GROUP 

CLA IMS RE SPONS IBIL I TY FOR THE EXPL OSI ON . THI S 
COMMUNI QUE FOL LO\./S I N I TS OR I GI NAL SPANI SH AND IN 

EIIGLI SH . 

4. BEGI N SPANIS H: UN GRUP O DE PATRIOTAS BOL I V I ANOS 
HEMOS RE SUEL TO EXPRE SAR NUEST RO REPUDI O HACIA ACC I ON ES 
BE LI CAS QUE EL I MP ER I ALI SMO NORTE AME RI CAI-IO IIA I NI CI AOO 
COtHRA EL PUEBL O DE L IB I A A TR AVES DE UN ATAOUE A LAS 
l " STALACIONES DE LA EMB AJADA DE ESTAD OS UNI DOS EN 
BOL I VI A. ES TA PR IMERA AC CI ON ES SOLO UNA ADV ER TEN CI A OE 
LO QUE ESTAMO S DI SPUE STOS A HAGE R SI LA AD MINI STR ACl otl 
REAGAN INS I STE EN PIS OTE AR LA DI GNID AD DE NUESTR OS 

PUE BLOS. HE MOS ELEGIDO UN BLANCO QUE PROCURE NO EXP ONER 
LA VIDA DE NI NG UNA PER SONA PERO SI LAS ACCIONES CO NT RA 
NICA RAGUA, LA INTER VENCION EN EL SALVADOR, LA HOST ILI DAD 
CONTR A CU BA Y LA AGRE SI ON CONTRA CUAL QUIER PAIS EN EL 
TE RCER MUNDO CONTIN UAN, GOLP EAREMOS NU EVAMEN TE CO N MAYOR 
DUREZA Y NO NOS HARE MOS RESPONSABL ES POR LAS BAJAS 

HUHANAS QUE DER I VEN DE NUE STR AS RE SPUES TAS. FI RM A EL 
COMANDAIITE JAV IER, POR LOS COMAtlO OS OEL PUEB LO. END 
SP ANI SH. 

BEGI N EIIG L I SH: \.IE, A GROUP OF BOLI VI AN PA TRI OTS, HAVE 

DECIDE D TO EXPR ESS OUR REPUDIATION OF THE BELL I COSE 
ACT IOl!S TH AT IIORTH AM ERIC AN IMPER I AL IS l1 HAS IN I TI ATE D 
AGA I NS T THE PEOP LE OF LI BYA , THROUGH AN ATT ACK ON THE 
I IISTM LATIONS OF TH E MIER I CAN EI-IBASSY IN BOL I VI A. THIS 
FIRST ACTI ON IS A \./ AR NI NG OF \./HAT WE ARE PRE PARED TO DO 
IF THE REAGAN ADMI NIS TRA TI ON I NSI ST S ON TRAMPL I NG THE 
DIGNI TY OF OU R PE OPLE. \.IE HAVE CHO SE N A TAR GE T WHICH 
\./I LL NOT EUDAIIG ER THE LIFE Of ANY PER SON, BU T I F THE 

AC TI ONS AGA I NST NI CARAG UA, THE INTE RVE NTI ON IN EL 
SALVAD OR, TH E HO STILIT Y AGAIN ST CUBA OR THE AGRE SS ION 

AG AI NST ANY COU NTRY I N THE TH I RD \./ORL D CONTINUE, \.IE \./ IL L 
STRI KE AG AIN HORE SEVEREL Y AND \.IE WI LL NOT BE 
RE SPONSIBLE FOR THE LOSS OF HU MAN L I FE TH AT RESULT S FROM 
OUR RES PON SE. SI GNED BY COMMANDER JAVI ER, FOR " TH E 
PEOP LE'S COMMAN DOS " . El-ID ENGL I SH. ROWELL 

BT 
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~HT S ASSIGNED DI STR IBUTION: 
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TO SECSTATE WASHDC IMMEDI ATE 1380 

INFO AMEM BASSY ASUNCION 4451 
al1EtlBASSY BOGOTA 4b94 
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C O NF _;..JLL,~L SECTION 01 OF 04 LA PAZ 02657 

---DI A FOR IR BRAIICH; use IN CSO ALSO FOR POLAD 

[ . 0. 12356: DECL: OADR 

TAGS: PGOV, ECON, Bl 
SUBJECT : PRES I DENT PAZ AND AON LEADER BANZER REAF FIRM 

PLEDGE TO COOPERATE IN CONFRONTING BOLIVIA ' S 

PRO BL EMS 

SUMMARY 

I. (C l IN A TWO -HO UR MEETING ON MARCH 26, PRES I DENT 
PAZ ESTENSSORO AND OPPOSITION NATIONALIST DEMOCRAT IC 
ACTION IADNI LEADER HUGO BANZER REAFFIRMED THE IR 
COMMITMENT TO THE " PACT FOR DEMOCR ACY," AND AGREED 
TO COOPERATE 0~ PASSAGE OF CRUCIAL BUDGET AND TAX 
l EGI SL ATION NO\./ BEFORE CONGRESS. THE AON PERCEI VES 
"SIGNI FICANT DEFICIEl'ICIES" IN BOTH DR AFT BILLS AND 
\./ I LL PROPOSE CORRECTIVE AMENDMENTS . AN tlNR/ADN 
\./ORKING GROUP IS TO ME ET MARCH 27 TO START DI SC USS ING 
CHANGES IN THE LEGISLATION . THE AON ALSO INTE NDS TO 
INTRODUCE A STATUTE TO DEAL WITH THE POTENTIALLY 

EXPLOSIVE I SS UE OF TEACHERS' SALARI ES IN ORDER TO 

END THEIR CURRE NT STRIKE. 

2. (C l NONE OF THIS \./ Il l BE EASY. BOLIVIA ' S ECOIWHIC 
INERT I A, SELF-DESTRUC TIVE POLITICAL INFIGHTING AND 
OPPORTUN IST IC LEFTIST OPPOS IT ION CONTINUE TO COMPLIC ATE 

PAZ'S ATTEMPTS TO PURSUE RESPONSIBLE POLICIES (WITH 

COl·ISCI ENTIOUS BACKING FROH BANZER). STILL, THE 
POLITICAL COl1MITHENT OF BOTH LE AD ERS I S CLEAR AND 
UN\./AVERING . THEIR COMBINED INFLUE NCE SH OULD IN TURN 

CSN: HCE383 APPLY THEIR RESPECTIVE PARTI ES TO THE DIFFICULT TASK 
AT HAND WITH A BETTER THEN EVEN CHANCE OF SUCCESS. 
EIID SUMMARY. 

BANZER DETERM I NED AtlD REALISTIC 

3. IC) ADI-I CH I EF HUGO BANZER tlET 111TH THE AMBASSA DOR, 
THE PAPA L IWNCI O AND THE AMBASSAD ORS OF FRG, SPAIN 
AIID I SRA EL AT A REL AXED DINI/ER ON THE EVENING Of 
MARCH 26 TO EXPRESS HIS APPRECIA TION FOR AS SI ST~~ CE 

RENDERED ON HIS RECENT SUCCES SFUL VISIT TO EUROi'E AND 
THE U.S. LA PAZ IIAYOR RONALD MACLEAN, SEVERAL Of 
BANZER ' S CLOSE ADVI SORS ANO EDITORS FROM THREE 
RE SPECTED I/ EWSPAP ER S ALSO \/ERE PRE SENT. BANZER CAME 
TO THE DIIINE R STRAIGHT FROM A TWO-HOUR TETE- A-TETE 
111TH PRES ID ENT PAZ EST EIISSORO. IN BOTH GROUP 
CONVER SA T ION AND PRIVATE AS I DE S Ill TH THE AMBASSADOR, 
BANZER COMMENT ED SPECI FICALLY ON HI S EXCH ANGE 111 TH 
PAZ AS \./ELL AS THE SlfUATIOII IN HIS PART Y AND 
BOLIVI A GrnERALLY. BANZER CMIE ACROSS AS REALI STIC 
AND DE TE RMI NED TO TAKE A RESPONSI BLE LEADER SH IP ROLE 

IN CONFRONT ING BOLIVIA' S MAIIIFOLD PROBLE MS. 

STRONG RE AFFIRMATION OF BIPARTISAN COOPERATION 

4. IC) BAIIZ ER I I-IFORMED THE AMBASSADOR THAT HE AIID PAZ 

HAD CATEG ORICALLY REAFF IRMED TH E BIPARTI SAN " PACT FOR 
DEMOCRACY." BANZER SA I D TH AT DESPITE CER TAIN IUT ERNAL 
ADN "CONTROVERSIES," WHICH \/ERE BOTH \/ELL- AII D lll­
lHTENTED, THE PAC T IS WHAT BOLIVIA NEEDS. FOR THAT 
REA SON IT \/ILL BE SUSTA INED. 

5. IC) BANZER REPEATED HIS CONTENT I ON THAT THE PACT 
DOE S NOT SIGNIF Y CO -GOVERNMEN T WITH THE MNR. HE 
ACKNOWLED GED THAT THE AON I S BEING CRITICIZED BOTH 
FRON WITHIN AND WITHOUT FOR ITS ALLEGED COMPLICITY 
WITH THE MNR. HE ALSO CONCEDED THAT THE GOVERNttENT'S 
ECONOMIC PROGRAM I S NOT DOING \/ELL AND THAT THE llDN 
HAS BEEN ASS OCI ATED 111T H THAT ILL PERFOR MANCE. HE 
MADE A CLEAR DI STINCTI OII, HOWEVER, BET\IEEN GOVERNMENT 
POLICY MAK I NG AND THE AD N'S SUP PORTIVE ROLE IN THE 
ADM INI STR ATIOfl OF SOME STATE ENTER PRI SES. PAZ AND 
HIS GOVER NMENT, BANZE R SAID, REMAIN FULL Y ACCOUIITABLE 

BT 
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e-8 '1 F--1 B E II T I Ar , ECTION 02 OF 04 LA PAZ 02657 

DIA FOR IR BRANC H; USCI NCSO ALSO FOR POLAD 

E. O. 12356: DECL: OADR 
TAGS: PGOV, ECON, BL 
SUBJECT: PRESIDENT PAZ AND AON LEADER BANZ ER REAFFIRM 

FOR POL ICY DECIS IONS AND IMPLEMENTATION. 

6. (Cl (COMMENT: \./HILE BMZER'S THEORETICAL 
DIS TIHC TION IS PRECISE EIIOUGH, THIS lrnANCED 

- - · ·~ 1 - rERE t. f (;, IOU l-. XEl'f \~'. L•J.: -- sc:··.:. o~T -m~ ·i ti[ ~~?U~U-G­

AND ON DI SS I DENTS IN HIS OUN PARTY VHO PERCEIVE --
AND OPP OSE -- INCREASING ADN COOPERATION \./ITH PAZ AND 
THE MIIR . IN THE END, BANZER ' S PER SONAL AUTHORITY 

RATHER THAN SUCH JUST IF I CAT IONS \./ILL MAK E THE 
DI FFERENCE WITH HIS 0\./N PEOPLE. DEIIIALS OF "CO-
GOVERNMENT" AND EQUAL RESPONSIBILITY \./ILL CONTINUE TO 

BE PART OF THE AON CAMPA IGN FOR PUBLIC CONSUMPTION IN 

ANY CASE. EIID COMMENT.) 

EROS I ON OF PUBLIC CONFIDENCE IN GOVERNMENT 

7 . ~ ) BANZER COMMENTED THAT THE PAZ GOVERNMENT HAS 
SUFFERED AN EROSION OF PUBLIC CONFIDENCE, PRIMARILY 
BEC AUSE OF POOR ECON0111 C PERFORMANCE. THE GOVERN l1ENT' S 
INITIAL PROGRESS ON THE ECONOMIC FRONT AND ITS 
CREDIBILITY WERE DAMAGED IN DECEMBER AS UNBACKED 
CURRENCY E/1M ISS IONS THREATENED THE ECONOMIC rROGRAM 

AND FORC ED EVERYTHING BACK TO SQUARE ONE. ALTHOUGH 
THE MNR HAD ADOPTED MANY ASPECTS OF THE AD N'S ECONOMIC 

PROGRAM, PAZ ' S SUPREME DECREE 21060 LAST AUGUST ALSO 
CONTA INED \./HAT BANZER CHARACTERIZED AS UNHELPFUL 

"E MBELLI SHMENTS. " FOR EXAMPLE, HE SAID, THE DECREE 

CAI LED FOR AMBITIOUS DE-CENTRALIZATION OF STATE 
EN TERPRISES TH AT THE CEIITRAL GOVERIIMEUT SIMPLY WAS 
NOT ABLE TO CARRY OUT IN THE SHOR T TERM. HE CITED 
THE CASE OF COMIBOL (STATE MIN ING CORPORATION) AS A 
PR'ME EXA MPLE. THIS FA I LURE TO CARRY THROUGH SERIOUSLY 
ERODED PUB L I C CONF IDENCE IN THE GOVER/lMENT'S ABILITY 

TO CARRY OUT ITS POLICIES. (COMMENT: TO A LARGE 
DE GREE, TH E GO VERlmENT ' S I NAB IL /TY TO CARR Y OUT THE 
PR OPOSED RAT I ONALI ZAT I 011 AN D DE CENTRALIZATION OF 
COtt l BOL IS DUE TO THE UNE XPECTED CR I SIS IN THE WOR LD 
TIii MARKE T AND, MORE RECEIITLV, DECLINING PETROLEUM 
PR ICES, AND THE CONCOMITAIIT FALL IN BOLIVIAN REVENUES. 
END COMMENT.) 

TAI AND BUDGET LAVS MU ST BE AMEND ED AND PA SS ED 

8. (C l BAN ZER SAID HE TOLD PAZ THAT BOLIVIA MUST HAVE 
A BUDGET LAW AIID A TA X LAW TO I NCR EASE REVEI/UES. 
BAIIZ ER, HO\./EVER, CITED "SIG NIF ICANT DEFICIEI/CIES" HI 

BOTH MNR DRAFT BILLS. HE STATED THAT THE AON I/ILL 
PROP OSE CORRECT I VE AMENDMENTS ANO WORK 111TH THE MNR 
10 PASS THE ME AS URES. PAZ READILY AGREED THAT BOTH 
BI l l S COULD STAN D I MPROVEl1ENT. AN ADH/MNR VORK I IIG 
GR OUP WILL HOLD I TS FIRS T SESS ION MARCH 27 . 

LE SS PROBLEM \./ITH BUDGET -- SAYS AON 

9. (Cl TH E BUDGET, BANZER SAI D, VILL BE EAS I ER TO 
DE AL \.//TH, AND CONGRESS IOl·IAL ACTION SHOULD BE COMPLETED 
ON THAT Bl LL FIRS!. THE PROB LEM WITH THE PROPOSED 

BUDGET IS THAT IT CONTAIN S NO INVESTMENT BUDGET FOR 
THE STATE PETROLEUM ENTERPRISE (YPFB), THE ONE EIITITY 
THH GENERAT ES REVENUE FOR THE GOVERNMENT . THAT OVER-
SI GHT COULD SER I OUSLY HAMPER AIW POTENTIALLY DESTROY 

THE YPFB . 

IJ3. (Cl BANZER AND OTHERS ACKNO\./LEDGED THAT IF THE 
GOVERNMENT' S SH AR E OF REVENUES I S CUT, THE GOVERIIMENT 
I/I l l NEED TO OFFSET SUCH A LOSS BY NEW TA XES, IMPROVED 
TAI ADMIN I STRATION OR CU TS EL SE\./HERE IN THE BUDGET. 
TH EY ALSO CONCEDED THAT NEITHER COST CUTTING NOR 
111PROVED TAX ADMIN I STRAT ION ARE REALISTIC PROSPECTS 
I N THE NEAR TERM. YET THEY CONTINUED TO INSIST THAT 

BT 

~ W i:+.n-F-N++ ft I 
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/ 005 A2 

\./H TS ASS I GNED DI STRIBUTION: 
SIT : 

EOB: 

OP I HMED 
UTS7 168 

DE RUEHL P #26 57/03 0871633 
0 23 1624 2 HAR 86 
FM AMEM BASSY LA PAZ 

TO SECS TAT E \./ i\SHDC l tlM ED I ATE 138 2 

I NFO AMEMBASSY ASUNCI ON 445 3 
AHEHBASSY BOGO TA 469& 

AMEMB ASSY BRASIL IA 4890 
AMEHB ASSY BUENO S AIRE S 7704 

AMEMB ASSY L I MA 2953 
AME MBASSY QUITO 464 2 

AMEMB ASSY SANTI AG O 706 2 

DIA \./ AS HDC 
USAFSO HOWAR D AFB PN // LAI / / 
USCI NCS O QUARRY HEIGHTS PN/ /J 2/I NTAF F/SCJ2-PLOPS// 

24 COHPW HO \./ARD AFB PN/ / DOI// 

,G...Q. II F I 15 C II T I A t-'SECT ION 03 OF 04 LA PAZ 02657 

DI A FOR IR BRANCH; USCIN CSO ALSO FOR POLAD 

E. 0. I 2356: OE CL: OADR 

TAGS: PGO V, ECON, Bl 
SUBJE CT: PRESIDENT PAZ AND AON LE.&DER BANZER REAFFIRM 

BEC AUSE THE PRESENT PROPOSED BUDGET ONLY ASS UMED 
INCO ME FROM BOLI VIA'S EXI STI NG REVE NUE STRUCTURE ~ NO 
NOT FROM THE PEN DING TAX LA \./), IT SHOULD BE EAS Y TO 
MOD I FY THE YPFB PORT I ON AS THE AON WANTS. 

11. IC) IC OnMENT: WE 1H INK THE AON AIID MNR TAS K FORCE 

\/IL L FIND 11 HAS TO RESOL VE DIFFERENCES IN BOTH THE 
BUDG ET ANO TAX LAWS BE FORE PROCE EDING \./ITH EIT HER ONE 
IN THE CON GRESS . IF THEY DO NOT, BOL I VI AN I1 AY RUN 
INTO TRO UB LE \.II TH THE IMF ON I TS PENDI NG STAND -BY 

AGREEMENT . END COMMENT) 

TAXES -- IMrJEDIATE ADDED REVENUES ESSENTIAL 

12 . IC) TUR NING TO THE TA X LAW, BAN ZE R COMMEN TE D TH AT 

THE GO VERIIHENT DRAFT REP RES EII TS A MA JOR REFORM OF THE 
TAX SYSTEM. THE ADN AGR EE S IN PRI NCI PLE THAT REFORM 
I S DESIR ABLE. THE VALUE- ADDED TAX OF 1l3 PERCEIIT 
CONTAINED IN THE PROPOSED BILL IS AN ESPECIALL Y GOOD 
IDEA, BANZ ER AN O HI S FR I END S SAID. HOWE VER, FAR-

REACHING TAX REF ORM IS "TRICKY" AND WI LL RE QUIRE 

CON SIDERABLE DEBATE . BOL IVIA 'S REVENUE NEEDS ON 

THE OTHER HAND ARE IMMEDIATE . THE AON WILL PR OPOSE 
AHEfJOMEtHS TO THE TAX REF ORM BILL. IF THI S ADIi EFF ORT 

I S IWT QUICKLY SU CCE SSFUL , HOWEV ER, THE AO N \./I LL TH EN 
I NT RODUCE A SIMPLIFI ED SUBST ITUTE TAX MEAS URE THAT 

CS N:H CE 385 FOCU SES ON IMI1EDIATE IN CR EASES IN REVENUE RATHER THAN 
RE FOR M OF THE TAX SYS TEM. 

SO ME TAX BILL PROVIS IONS POSSI BIL Y UNCONS TI TU T IONAL 

13 . ICI BAN ZER SAID TH AT TH E AON ALSO IS CONC ERNED 
TH AT I MP ORTAN T PROVI SIONS Of THE PR ESEN T I1 NR DRA FT 
MAY BE EI TH ER ILLE GAL OR UNCONS TIT UT IONAL. THE MNR 
Bi ll \./OU LD FURTHER COIICEIIT RATE TAX AUTH ORITY I ll THE 
HAND S OF THE CE NTR AL GOVERNl1ENT TO TH E DETR IME IIT Of 
MUNICI PAL REVE NUES . THE AD Ii WANT S TO RES TO RE SUFF ICI ENT 
TAX AUTH ORITY TO MUNI CI PALI TI ES TO FUND LOCAL IIE ED S. 

14. IC) (COMMENT : THI S ISSUE I S IMPORTANT FOR SEV ER AL 
REASON S. MUN I CIPAL GOVERNME NT S, POPU LAR LY ELECTED 
LAS T JUL Y FOR THE FIRST TIME IN 35 YEARS , RE COGNIZE 
TH AT TAX AU TH ORITY I S ESSEN TI AL FOR THUi TO DEAL WI TH 

EII DEM I C URB AN PRO BLEMS. I NCI PIENT ADMI NI STRA TIVE 
DECE NTRAL IZ ATION \./HICH AIMS TO TRANSF ER AU THORIT Y 
BACK TO LOCAL JURI SDICTI ONS AL SO IS DE AR TO THE AON . 

PE RH APS MOS T IMPORTANT, URB AN CEN TERS GE NER AL LY ARE 
STROII GHOLDS Of ADN POL IT ICAL SUPPOR T. END COMMENT . ) 

15. (Cl BAN ZER ALSO ID EN TIF IED QUIRKS IN THE TA X 
STR UCTURE SUGG ESTE D Ill THE MNR Bill. HE CI TED HE AV IER 
TAXES ON CE RT AI N DOME STIC ALLY PRO DUCE D COMMODI TIE S, 
WI NE FOR EXITTfrLE, TH AN ON IMPORT S Of THE SAME GOOD S. 
TH I S DISCRE PANC Y I S UNFAI R BY PEN ALI ZI NG BOLIV IAN 
PRODUCT S AN D SHOU LD BE REDRESSED. 

DRAFT EDU CATION BILL ALSO 011 TAP 

16. (Cl BAN ZER ALSO SA ID TH AT THE AON I S DR AFT ING A 
LA\./ ON ED UC ATION TO DE AL \/ITH THE QU ESTI ON Of PU BL I C 
SC HOOL TEAC HE RS' SALAR IE S I ll AN EFFORT TO END THEI R 
NATIONAL STRI KE. THE PAPAL NUNCIO STRONGLY 
EMPH ASIZED THE NEE D TO DEAL QUICKL Y AND RES PO NSIVELY 
\/I TH THI S PROBLEM THAT HAS POTENT IAL LY EXPL OS I VE 
SO CI AL (AND POL IT I CALl I MPL ICATI ONS FOR BOL IVI A. 

CO MME NT 

17. IC) BOTH PAZ AIID BANZER ARE AC TI NG AS STATE SMEN, 

BT 
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WHTS ASSIGNED DISTRIBUTION: 
SIT : 
EOB : 

OP IMMED 
STU 5 4 77 
DE RUEHLP • 2 65 7 / 04 087163 5 
0 28 1 62 4Z MAR 86 
FM AMEMB ASSY LA P AZ 

NORT-01 

TO SECS T AT E WA SHDC IMMEDI ATE 13 8 3 

I NFO AMEMB ASSY ASU NC ION 4454 
AMEM B AS SY BOGO T A 4697 
AMEMB ASSY BR ASILI A 4891 
AMEMB AS SY B UENOS AIR ES 770 5 
AME MB AS S Y L IM A 2954 
AMEM B AS SY QUI T O 4643 
AMEM B AS S Y SANT I AGO 7063 
DI A WASHDC 
US AFSO HOWAR D AF B PN// L AI // 

RAY - 01 TI LL - 0 1 

USCI NCSO QUARRY HEIGHTS PN // J2 / INT AFF / SCJ2-PLOPS// 
24COMPW HOW ARD AFB PN / / DOI // 

,J:; g ~JI" ISERI TI o t-SECT ION 04 OF 0 4 LA P AZ 026 5 7 

DI A F OR IR BR ANCH; USCINCSO ALSO FOR POL AD 

E . 0. 12356 : DECL: OADR 
T AG S: PGOV, ECON, BL 
SUBJECT: PRES IDE NT P AZ AND AON L EAD ER BAN ZER RE AFFIRM 

R E-EMPH AS IZING TH AT THE COOPER AT ION EN VIS I O NED I N 
THE "P ACT F OR DEMOCRACY " TR ANSCENDS NARRO W P ARTIS AN 
I NTEREST AN O AI MS AT ADDRES SING BO LI VI A' S F UND AMEN T AL 
STRUGGL E FD R DEMOCRATIC AND ECONOMIC SURVIVAL. TH IS 
MESSAG E WI L L NOT BE LOS T ON THOS E C ADRES OF TH E MN R 
ANO AO N WHO LATELY , FOR A VAR IET Y OF NARROW RE ASO NS , 

,~t.\,~f' , .fl f;' F ~: ' -10-::l E AC TIVE I N TRYING T O UN DER ~~INE THE 
ACCO RD. E QUAL L Y ESSENTI AL , WE NOW S EE REN E WED ENERGY 
AT THE TOP OF BOTH PARTIES TO DE AL RES PONSIBILY WITH 
THE URGENT SP ECIFICS OF TAX ANO BUDGET LE GISL AT ION. 
SUCH DE TER MINA TION I S ESSENTI AL THE CH ALLENGE 
REM AI NS FORMIDAB LE AN D TI ME IS S HOR T. 

(DR AFTED B Y: F. FOULGER ) 
BT 

RO WELL 

P. A Nf 1-JtHH' I ! I 
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iii O 14 , I BE ~IT I A b...J;ECTION 01 OF 11 LA PAZ 02843 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 11356: DECL: OADR 
TAGS: ECON, EFIN, Bl 
SU BJECT: GOVER NMENT FORMULATES SIGNIFICANT TA X REFORM 

LEGISLATION; SERIOUS ATTEMPT AT RAIS ING REVENUE 

REF: LA PAZ 2657 

SUMMARY 

1. (Cl ON MARCH 18 THE BOLIVIAN EXECUTIVE BRANCH 
SUBMITTED A NEW TAX PROPOSAL TO CON GRE SS. THE MOST 
SIGIIIFICANT ELE MENT IS A NE\/ TEN PERCENT VALUE ADDEO 
TAX (VATl ON THE SALE OF All GOODS Al40 SERVICES. 
THE VAT CONTAINS SEVERAL IMPORTAN T INCENTIVE S WHICH 
SHOULD INCREASE COMPLIANCE. NEW MAJOR TAXES ALSO 

TA X BILL GOE S TO COIIGRESS \./ITH PAZ ' PUB LIC BACKING 

, . 1Ui THE TAX PACKAGE CONTAlllS 95 .~RTICLES \/HIGH , 
/>.CCOR D I NG TO TH E GOVE RIIMENT ' OF F ER A COMP REH ms I VE 
REFORM OF THE NATION ' S ENTIRE TAX STRUCTURE. IN A 
LETTER AC COMP Al!YI NG THE TAX PROPOSAL , PRESI DENT 
VICTOR PAZ ESTEN SS ORO INFORMED CONGRESS THAT BOLIVIA' S 
GR AVE EC ONOMIC CRISI S COULD ONL Y BE SOL VED TH ROUGH 
THE 111POSITIOl·I OF A NH TAX SY STEM THAT WILL ENSURE 
A CONSTANT STREA M OF REVENUE AND PER MIT THE FINANCING 
OF ES SENTIAL GOVE RNMENT EXPEND ITURES. THE PRE SIDENT 
SAID A VIABLE TA X SYS TEM Will ENABLE A SHARP REDUCT ION 
IN TH E FIS CAL DEFICIT, ELIMINATION OF HYPERINFLATIONARY 
PR ESSU RES AN D STABILIZATION OF THE ECONOMY. PAZ 
ADDED TH AT FU LL IMPLEMENTAT ION OF THE TAX PLAN 
\/DUL D PU SH THE BOL IV I All ECONOM Y INTO A SECOND PHASE 
WHI CH \./OULD BE CH ARACTERIZED BY POSITIVE ECONOMIC 
EXPAN SION AND LO NG -TERM NATIONAL RECOVERY. 

3. (U) A SUMMAR Y OF THE TAX REFORM PROGRAM WITH 
GOVERIIMEIH RE VENUE PROJECTIONS FOLLOWS. 

TAX REFORM PROGRAM 

VALUE ADDEO TAX IVATI 

4. Wl THE BILL SHOULD CRE ATE VALUE ADDE D TA X OF 

TEN PERCENT ON SALES OF ALL GOODS AND SERVICES IN 
THE NATIONAL ECONOMY. IMPORTS ARE ALSO SUBJECT TO 
VAT. BUSINESSES SHALL ISSUE A RECEIPT SHOWING 
CUSTOMER PAYMENT OF THE VAT. 

5. IU) BY PRESENT I NG RECEIPT S TO THE INTERNAL 
RE VENUE SERVI CE, CONSUtlERS CAN DEDUCT VAT PAYMENTS 
UP TO 100 PERCENT OF I IICOME TA X OBLIGATIONS. FOR 
EXMIPLE, AN INDI VIDUAL \/HO PAYS 20, 000,000 PE SOS 
PER tlDIHH IN VAT WOULD BE EXEMP T FROM PAY ING THE 
FIR ST 240 MIL LION PESOS OF ANNUAL IN COME TAX THAT 
tl lGHT BE OWED. 
BT 

l1-0l7L/ 

WOULD BE LEVIED ON RURAL PROPERTY INCLUDING SMALL 
CAMPESINO HOLDINGS. THE RURAL PROPERTY TAX IS 
PROGRESSIVE ANO \./OUL D BE USED MAINL Y FOR RURAL 
DEVELOPMENT. THERE ARE ALSO SOME IMPORTANT 110DI­
FIC ATIONS IN URBAN PROPERTY TAXES INCLUDING MORE 
PROGRESSIVE RATES ON HOME S AND AUTOMOBILES . THE 
INCOME TAX (RAI SED FROM FIVE PERCENT TO TEN PERCENT) 
WOU LD REMAIN FLAT. THE GOVERNMENT HOPES THAT THE 
PROPOSED TA X REFORM WILL GENERATE REVENUE OF ABOUT 
TEN PERCENT OF GDP AFTER 12 MONTHS OF IMPLEMENTATION . 
ON PAPER NEW PROPOSAL REPRESENTS A MAJOR EFFORT AT 
TAX REFORM. THE BILL IS ONLY NOW BEING REVIEWED 
BY THE GOVERNMENT ' S OPPOSITION PARTNER IN THE 

·:rHED 

IYl35'3/l :If d"D/1~ 
"PACT FOR DEMOCRACY", THE AON (NATIONALIST DEMOCRATIC 
ACTION). SOME CHANGES AREL IKELY. END SUMMARY. 

'-P.-A N Ft-fl-F NT I A I 
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FM AMEMBASSY LA PAZ 

TO SEC ST ATE \IASH DC IMl1EDIATE 1519 

INFO AMEMBASSY ASUNCION 4471 
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t,,,g ti f I 0 E IQ I I A t'SECTION 02 OF 11 LA PAZ 02843 

DIA FO R IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356 : DECL: OADR 
TAG S: ECON, EF IN , BL 
SUBJECT: GOVERNMENT FORMULATES SI GNIFICANT TAX REFORM 

6. IUI THE BOLIVIAN GOVERNMENT RESERVES THE RIGHT 
TO INCREASE THE VAT FROM TEN PERCENT TO TWENTY PERCENT . 

7. IU) INCOME IS DE FINED AS \,/AGES, RENT , INTERE ST 
ANO PROFIT . MOREOVER, THI S INCLUDES AS TAXABLE 
INCOME PREVIOUSLY TAX EXEMPT SOURCES SUCH AS SOCI AL 
SE CUR I TY BENEFITS, YEAR EN D WAGE BONUSES, AND 
REPRESENTAT IONAL EXPENSES. THE NEW INCOME TAX IS A 
FLAT RATE OF TEN PERCENT. 

8. IU ) IIWIVIDUAL S EARNING LES S THAN 130 MILLIOII 
BOL !VIAN PESOS (65 DOLLARS) PER MONTH ARE EXEMPT 
FROM PAYMENT OF INCOME TA~ 

9. Wl INDIVIDUALS AND CO RP ORATE ENTITIES SUBJECT 
TO PAYMENT OF VAT CAN DEDUCT VAT PAYMENTS FROM THEIR 
ll·ICOME TAX DBL I GAT IONS. 

CORPORATE TAXES 

I fJ. IU) A TWO PERCENT TA X WOULD APPLY ON All NET 
FIXE D AS3ET S OWNED BY PUBLIC AND PR IVATE SECTOR 
CORPORATE ENTITIES. THE GOVERNME"T DEFINES FIXED 
ASSE TS AS ALL CORPORATE PROPERTY USED IN THE PRODUCTION 
OF GOODS AND SERVICE S ILAND , BUILDINGS, CAPITAL GOODS, 
EQUIP11ENT ETC. ) . FIRMS WIL L BE PERMITTED TO REDUCE 
FROM THE VALUE OF THEIR FI XED ASSETS AN NUAL RATE S 
OF DEPRECIATION. THEY ARE REQUIRED, HOWEVER, TO 

REVA LUE FIXED ASSE TS ON AN AN NUA L BASIS USING SOME 
KIIID OF INFLATIOII IIIDEX. THE GOVERNM ENT RESERVES 
THE RIG HT TO RAISE COR PORATE TA XES UP TO THREE 
PE RC ENT OF TOTAL VALU E OF FI XED ASSETS. 

RURAL PROPERTY TAXES. 

11. W) LAND TAX - CREATION OF NEW TAX ON OWNERS 
OF AGRICULTURAL LAN O. THE TAX IS PROGRESS IVE . THE 
RATE IN CRE AS ES WITH THE SILE OF THE AGRICUL TURAL 
HOLDING. AGRICUL TURAL HOLDINGS ARE ALSO DEFINED BY 
TYPE OF LAND SU CH AS MOUNTAll·IOUS, VALLEY, SUBTROPICAL, 
ETC . 

12. Wl FOLLOWING ARE TABLES SHOWING TAX RATES 
FOR OWNERS OF CULTI VA BLE AN D PASTURE LAND BASED 
ON S IZE AND TYP E OF HOLDING. 

TABLE I 

SMALL CULTIVABLE HOLDINGS 
11 N THOUSA ND S OF BOL IV I AN PE SOS) 

SIZE OF HOLD ING 
TYPE OF LAND IHECTARESI TAX PER HECTARE 
-- ------------- ------- - ------- ------- --------

SOUTHERN ALTIPLANO 1 -35 400 

CEIITRAL ALT I PLANO 1 - 15 800 

LAI\E TIT ICACA 1-lfl 1,000 

Cl OS ED VAL LEY S 1-rn 3,000 
BT 

,...R-A N ~ I i:I F tJT I A-I-



fl ~ , t U D u C O u u u [ [ [ U u E [ l [ t [ [ ~ fl [ G r ~ D D l b fl O D G ~ 

PAGE 01 
EOB7B0 

LA PAZ 2843 
AN0034 7 3 

~ 
NATIONAL SECURITY COUNCIL 

SECRETARIAT 
DTG : 031756Z APR 86 PSN :036053 
TOR: 093/1911Z CSN: HCE463 OPEii VALLE YS 

DISTRIBUTION: BURG-01 HUGH-01 I-IORT -01 RAY-01 TILL-01 
/fJ05 Al 

SUBTROPICAL YUNGAS 

\./HTS ASSIGNE D DISTR IBUTION: 
SIT: 
EOB: 

~U BTROPICAL CH ACO 

SU BT ROPICAL SANT A 
CRUZ 

12 -150 

10-150 

80-600 

5 0-5 00 

3, 600 

3, 750 

2, 250 

4,500 

//E XAMPLE: THE OWNER OF 20B HECTARES IN TH E SOUTHERN 

OP I MM ED 
STU1386 7 
DE RUEH LP ~2843/ 03 0931 844 
0 03 1756Z APR 86 
FM AME MB ASSY LA PAZ 

TO SECSTATE \./ AS HDC IM MEDI ATE 1520 

INFO AME MBASSY ASUNCION 4472 
AMEMBASS Y BOGOTA 4712 
AMEMBASS Y BRA SI LIA 4907 
AMEMBASSY BUENOS AIRES 7719 
AMEMBASSY LIMA 2978 
AMEMBASSY QU ITO 4659 
AMEMB ASSY SANTIAGO 7079 
USMIS SION USUN NEW YORK 3729 
DI A WASH DC 
USAFSO HOWAR D AFB PN / /LAI// 
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24COMP\./ HOWARD AFB PN / / D01 // 

i;..&-14 ~ I 8-ii JI T I~ 1,,..SECTION IJ3 OF 11 LA PAZ 02843 

DIA FOR IR BRAllCH; USCIMCSO ALSO FOR POLAD 

E. 0. 1235 6: DECL: OADR 
TAGS: ECON, EF IN, BL 
SUBJECT: GOVERNMENT FORMULA TE S SIGN IFICANT TAX REFORM 

OPEN VA LLEYS 

SUBTROPI CAL YUNGAS 1-10 

SUBTROPI CA L SANTA CRUZ 1-50 

TABLE II 

MEDIUM CUL TI VABLE HOLDINGS 
IIN THOU SA NDS OF BOL !VIAN PE SOS) 

TYPE OF LAND 

SOU THERN ALTIPLANO 

CENTRAL ALTIPLANO 

LAIIE TITICACA 

CLOSED VALLEYS 

SIZE OF HOLDING 
IH EClARESI 

35-350 

15-250 

10-150 

10-80 

2, 700 

3,000 

1,500 

3, 750 

TA X PER 
HECTARE // 

90/J 

1, 200 

2,250 

3,7 50 

ALT IPLANO PAYS 2fJB X 90~000 1,80~000,000 PESOS. 

l AB LE I I I 

LARGE CULT IVA BLE HOLD INGS 
IIN THOUSAIW~ OF BOLI VIAN PE SOS ) 

TYPE OF LAN D 

SOUTHERN AL TIPL AN O 

CENTRAL ALTIPLANO 

LAKE TITICACA 

CLOSED VALL EYS 

OPEN VALLEY S 

SU BTROPICAL YUN GAS 

SU BTROPICAL CHACO 

SUBlROPICAL SA NTA 
CRUZ 

TABLE IV 

BT 

~ 

SIZE OF HOLDING 
(HECTARES) 

35.0-800 

25 0-800 

8.0-230 

15.0-500 

150-2, 000 

6/J.0-2 ,000 

580-2,000 

JAX PER 

HECTARE 

1,200 

1, 500 

4, 500 

4,200 

4, 500 

3, fl00 

5,250 
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AMEl1BASSY l I MA 29 79 
AM EMB ASSY QUITO 4660 
AMEMBASSY SANTIAGO 7088 
USMISS ION US UN NE W YORK 3730 
DI A WASH DC 

-~SA F SO HOWARD AFB PN/ / LA I// 
USC INCSO QUARRY HEIGHTS PN // J2 / INTAFF /S CJ 2-PLOPS // 
24COMPW HOWAR D AFB PN / /DO I// 

e'17"'1~ F I B E I~ T I A L SECT I ON 04 OF 11 LA PAZ 0284 3 

DIA FOR IR BR ANCH; USC IN CSO AL SO FOR POLAD 

E. O. 12356: OEC L: OADR 
TAGS: ECON, EF IN, BL 
SU BJEC T: GO VERN MENT FORM ULAT ES SIGNIFICANT TAX REFORM 

SMALL PASTURE LANDS 
(IN THO USAN DS OF BOL IVIAN PE SOS) 

TYPE OF LANO 

SOUTHERN ALTIPLANO 

CENTRAL ALT IPLANO 

LAKE TI TICACA 

CL OSED VALLE Y 

OPEN VALLEY 

SUBT ROPIC AL YUNGAS 

SU BTROPIC AL CHACO 

SU BTROP ICAL SA NTA CRUl 

TABL E 

SIZE OF HOLDING 
(HECTARES) 

1 -3 5 

1 -185 

1 -18 

1-18 

1-12 

1-10 

1-88 

1 -50 

TA X PER 
HECTARE 

50 

90 

105 

150 

150 

120 

150 

150 

CSII : HCE465 
ti ED I UM PAS TURE l AN DS 

1111 THOU SA NDS OF BOLIVIAN PE SOS) 

TYPE OF LAND 

:; ouTHERl·I Al TI PLAIIO 

CENTRAL ALTI PL ANO 

LAKE TITICACA 

CLOSED \/ALL EYS 

OPEN VAL LEYS 

SUBTROP ICAL YUNGAS 

SUB TROPICAL CHACO 

SUBTROPICAL SANTA CRUZ 

TAB LE VI 

SIZE OF HOLDIIIG 
\HECTARES) 

35 -35 0 

15-250 

10- 150 

10-80 

12-150 

10-150 

80- 600 

50-500 

LAR GE PAS TURE LA/I DS 
(IN TH OUSA ND S OF BOLIVIAN PE SOS) 

TYPE OF LANO 

SOUT HERN ALT IPLA/10 

CENTR AL ALTI PL ANO 

LAKE TIT ICACA 

CLOSED VALLEY S 
BT 

SIZE OF HOLDING 
\H ECTARE S) 

350-800 

250- 800 

8.0-230 

..g. n N i: I n-Rff I frl---

TAX PER 
HECT ARE 

75 

120 

150 

225 

2 25 

180 

225 

105 

TAX PER 

HEC TA RE 

150 

300 
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EOB725 
LA PAZ 2843 

AN00347 1 
DTG:03l 75bZ APR 86 PSll:036 105 

TOR: 093/194 4Z 

DI STR I BUT I ON: BURG-OJ HUGH -01 IIORT-01 RAY-01 !..!ll.:.fil 
/005 Al 

WHTS ASS I GN ED DISTRI BUTION: 
SIT: 

EOB: 

OP I MMED 

STU0875 

DE RUEHLP ij2843/05 093184 6 

0 031756Z AP R 86 

FM Al1EMB ASS Y LA PAZ 

TO SEC STA TE 1/ASHD C IMMEDIA TE 1522 

I NF O AMEMBASSY AS UNC ION 4474 

AMEMBASSY BOGO TA 4714 

AMEMB ASSY BRAS ILI A 4909 

AMEMBASSY BU ENOS AIRE S 7721 

AMHIBASSY LI NA 29 80 

AME MBA SS Y QUITO 4661 

AMEMBASSY SANTI AG O 7081 

USMI SSI ON USUN NE W YORK 3731 

DIA WA SHDC 

USA FSO HOWAR D AFB PN //L AI/ / 

USCINC SO QUARRY HEI GHT S PN//J2/ INTAFF /SC J2-PLOP S// 

24COMPW HOWARD AFB PN // DOI // 

, 8 PU I O E tl T I Al SECTION 05 OF II LA PAZ 0284 3 

DIA FDR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 

TAGS: ECON, EFIN, BL 
SUBJECT: GOVERNM ENT FORMULATE S SIGN IF ICAHT TA X REFORM 

OPEN VALLEYS 

SUBTROPICAL YUNGAS 

SU BT ROP I CAL CHACO 

SU BTROPIC AL SA NT A CRUZ 

150-500 

150-2, 000 

600-2, 000 

50lM,000 

300 

225 

300 

3ll0 

13. IU) A NEIi PROPERTY TA X IS CREATED FOR 01/MERS 

OF CATTLE LAND. 

TABLE VI I 

CATTLE HOLDINGS 
( IN THOUSAN DS OF BOLIVIAN PE SOS) 

SMA LL HOLDINGS MEDI UM HOLDINGS LAR GE HOLDINGS 

8,64 0( HEGTARE 4, 320/HEGTARE ~, 400/HECTARE 

14. Wl ONL Y ONE PERC ENT OF THE RURAL PROP ER TY TA XES 

COLLECTED WOUL D GO TO THE CENTRAL GOVERNMENT. THE 

CS N: HCE4 78 REMAINI NG 99 PER CENT WOU LD BE EARMARKE D FOR RU RAL 

DEVELOP MENT PROJECTS (E LECTR IFICATION, ROADS, IR RIGATION, 
BRIDGES) FOR THE TO WNSH IP S I/HERE THE TAX I S PAI D. 

URBAN PRO PERT Y TAXES 

15 . IU ) A NE\/ PROPERTY _TAX WOULD BE LE VIED ON HOME S, 

AUTOMOB I LES, BOATS, AND AIRPLANE S. THI S TAX IS SI MILAR 

TO TH E FORCED - L DAN SC HEME INTRODUCED BY THE GOVERIIMENT 

LA ST DECE MBER, BUT I T IS A TAX, NOT A LOAN. 

TAX ON HOM EOWNERS 

!G. IU) I N AD DITI ON , ALL HOMEOWNERS I/ILL BE SU BJECT 
TO PROGR ESS I VE TA X BAS ED ON THE VALUE OF THEIR HOME S. 

HOMEOWNERS 11 1TH HOUSES VALU ED ABOVE 40, 0lJO DOLLARS 

WOULD BE SUBJECT TO AN ADD I TIONAL FI XED TAX BAS ED ON 

PROGRESSIVE CATE GOR IES OF THE HOME S' VALUE. FOLL OWING 

TABLE SHOWS TAX RATE S FOR HOMES : 

TABLE VI 11 

HO MEOWNER ' S TA X 

TAX ON OWNER S Of AUTOMOBILE S, MOTORCYCLES, PLEASURE 

BOATS, Al RPLANE S, HEL I COPTERS 

17. IU) THE DRAFT TA X ON OWNER S OF THE SE I TEMS IS 

PROGR ESS IVE. OWNERS Of PROPERTY VALUED ABOVE 

5,000 DOLLARS ARE SUB JECT TO AN ADDITIONAL FI XED 

TAX I N ACC ORDANCE WITH TH E ACTUAL VAL UE OF THE PROPERT Y. 

FO LL OW I NG I S THE TA X TABLE IN U.S. DOLL AR EQUI VA LENT S: 

TABLE I X 

VALUE OF PROP ERTY 

INU.S. DOLLARS 

BT 

FI XED TAX 

PERCENT TAX ON 

DIFF ERE NCE BE TWEE N 
VALUE OF PROPE RT Y 

AND BASE OF PROPE RTY'S 

TAX CATEG ORY/ / 

-f.A N~ I AfNT I A-1-/ 
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EOB7 04 

LA PA Z 26 43 

AN003470 

DT G: OJI 756Z APR 86 PSN: 0360G3 

TOR : 093/19171 CSN HCE468 

DISTRI BUT ION: BURG-01 HUGH-01 NORT-01 RAY-01 TIL L-01 

/005 Al 

WH TS ASS I GN ED DISTRI BUTI ON: 

SI T: 

EOB: 

OP I MMED 

UTS8153 
DE RU EHLP tt28 43 / 06 0931848 

0 031756Z APR 86 

FM AMEMBASSY LA PAZ 

TO SECSTATE WASHDC IMtlEDIATE 1523 

IN FO AMEM BASS Y AS UNCI ON 44 75 

AtlUIBASSY BOGO TA 4715 

AtlEMB ASSY BRAS IL IA 4910 

AtlE tlBA SSY BUENOS AIR ES 7722 

AtlE tlBAS SY L I MA 2981 

AtlEtlBASSY QUITO 4662 

AMEtlBAS SY SAIIT I AG O 7 082 

USMISSION USUN NEW YOR I< 37 32 

DI A WASH DC 
USAFSO HOWARD AFB PN/ / LAI/ / 
USCINCSO QUARRY HE IGHTS PN// J2/ INTAFF /S CJ 2- PLOP S/ / 

24COtlPW HOWAR D AF B PN// DOI // 

t"e fj F ,I. 0 E 11 T I At SECTION 06 OF 11 LA PAZ 028 43 

DIA FOR I R BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356: DECL: OADR 

TAGS: ECON, EFIN, BL 
SUBJECT : GOVERNM ENT FORMULATE S SIGNIF I CANT TA X REFORM 

0- 5, 000 

15,000-30,000 

30, OOf/- 60, 000 

AB OVE 60,000 

50 

259 

)fig 

909 

// FOR EXAMPLE, TA X FORMU LA FDR INDIVIDUAL OWNING 

AIRPLANE VALUED AT 35, 000 DOLL ARS I S: 

35,000 - 30,000 5,000 X FOUR PERCENT !.04) 
200 DOLLARS 700 DOLLARS ~ I XED TA~ 900 DOLL ARS. 

18 . (UI GOVERN MENT RESERVE S DIS CRET ION TO INCREASE 

BY 100 PERCENT ALL URBAN PROPER TY TAXES. 

COMMERCIAL TRAN SA CTIONS SALES TAX 

19. (UI THERE WOULD BE All ANNU AL ONE PERCEl4 T SA LES 

TAX ON THE TOT AL VALUE OF COMMERCIAL AND PR OFE SS IONAL 

TRAN SACTIONS OF PUBLIC AN D PRIVATE SECTOR EN TERPRIS ES. 

ADDITIONAL SALES TA X ON CONSUMER AND LU XURY GOODS 

20. (Ul IN ADDIT I ON THERE WOUL D BE SALE S TAXE S Ori 

SPEC IF I C CDIISUMER IT EMS SU CH AS BEVERAGES, CI GA RETTES, 
AN D LUX URY ITEMS. FOLLOWING I S TAB LE ON SPEC IFIC 

COMMOD IT Y SALES TAXES : 

TABLE X 

PRODUC T 

BEER 

HARO LI OUORS 
(\.IHI SKY, RU11, ET C) 

SIIIG AIII (LIGH T 

BOLI VIAN BRANDY) 

WI IIES 

ETHYL ALCO HOL 

CIGARETTE S (L IGHT TOBACCO) 

CI GARrfTES IBL ACK TOB ACC O) 

PERFUMES ANO COSME TIC S 

FU RS 

JEWELRY AND PRECIOUS STONE S 

TAX PENALTIES 

SA LES TA X PERCE NT 

30 

30 

30 

30 

50 

50 

50 

30 

50 

so 

21. (U) NEW PENALTIE S FOR TA X FRA UD: 

(Al PR I SON TERMS OF ONE MOIHH TO F IVE YEARS. 

BT 

flANFI R~NTI Al 
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EOB712 
LA PAZ 2843 

AIHJ0 3469 
DTG:D3J75&Z AP R 86 PSN:036080 

TOR: 09 3/ J930Z C, N: HCE472 

DI STR I BUT I 011: BURG-01 HUGH-fl! IWRT-01 RAY-01 l.Ul:n 
/ 005 Al 

\/H TS ASSIGN ED DI STR I BUT I ON: 

SIT: 

EOB: 

OP I Ml1ED 

STU0880 

DE RUEHL P ff 28 43/ 07 0931849 
0 0317562 APR 86 

FM AMEMBASSY LA PAZ 

TO SEC STAT E \IASH DC lmlEDIATE 1524 

INFO AMEl1BASSY ASUNCION 4476 
AMEMBASS Y BOGOTA 471 6 

AMEM BASSY BRASILIA 4911 

AMEM BA SSY BUENOS A I RES 7723 

AM EMB ASSY L IMA 2982 

AM EMBASSY QUITO 466 3 

AMEMBA SSY SANTIAGO 7083 

US MI SSI Oll USUN NE\/ YORI( 3733 

DI A WAS H DC 

USAFSO HO\/ARD AF B PN // LAI / / 

USCINCSO QUARRY HEIGHTS PN // J2/ INT AF F/SCJ2-P LOP S// 

24COMP\/ HOWARD AFB PN //DOI// 

1:--0 14 F I e E I~ T I AL SECTION 07 OF 11 LA PAZ 02843 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356: DECL: OADR 

TAGS: ECON, Ef IN, Bl 
SUBJECT: GOVERNMENT FORMULATES SIGN IFICANT TA X REFORM 

(B l FINES OF 50-100 PER CENT OF AMOUN T OF TAX FRAUD. 

(C l LOS S Of BUS INE SS OR COMMERCIAL L ICENSE. 

LATE PAYML,F:;: ·:,n,.u,.f, !';:} ~ JJ~T rn PENAL TIES Of 

100 MILL I ON TO ONE BILLION PE SOS. 

CENTRALIZAT ION OF TA X SYSTE M 

22 . (U) WITH THE EXC EPTION OF RURAL PROPERTY TA XES , 

All TAXES CONTAINED IN THI S LAW WOULD GO TO THE 
NATIONAL TREASURY . THE NATIONAL TREA SURY liOULD 

DI ST RIBUTE TAXES COLLECTED IN THE FOLLOWING PERCENTAGES: 

CEN TRAL GOVERNMENT - 75 PERCENT 

REGIONAL DEVELOPMENT CORPORATIONS/ / - TEN PERCENT 

MUNICIPALITIES - TEN PERCENT 

UNIVERS ITIES - FIVE PERCENT 

// REGION AL DEVELOPMENT CORPORATIONS THAT RECE I VE MIMING 

AND PETROLEUM ROYAL TY PAYMENTS WOULD HAVE THOSE 

ROYALTIE S DEDUCTED FROM CENTRAL GOVERNMENT TRANSFERS 

THE Y \iOULO OTHERWISE BE ELIGIBLE TO RECEIVE. 

ABOLITION OF OLD TAXES 

23. (U I \II TH THE EXC EPT I 011 Of 1rnrnw AIID PETROLEUM 

ROYALTY TA XES TO TH E REGIONAL CORPORATIONS, ALL 

EXIS TING SAL ES, INCOME, AND CORPORATE TA XES \IO UL D BE 

ABOLI SHED. EXI STltlG 11UN ICIPAL TA XES AL SO \/OULD BE 

ABOLISHED, ALTHOUGH MUNICIPALITIE S CAN CREATE NE\/ 
TAXES \IH I CH AR E NOT ANALOGOUS TO TAXES CREATED BY 

THE CENTRAL GOVERNMENT. 

I tit STAND -B Y COND ITIONED ON TAX REFORM 

24. IC) THE DRAFT LETTER Of INTENT AGRE ED UPON BY 

TH E GOVER NMENT AND THE IMF FOR A STAND-BY AGREEMENT 

I ll MAR CH, SP ECI FICP.L LY REQU IRE S EFFECTIVE TA X 

LEGI SLAT IOl·I BEFORE A STAND-BY CAN BE IMPLEMENTED . 
THE PROPOSED TAX LAIi WAS DR AF TED PRINCIPALLY BY AN 

IMF-FUNDED TE AM CON SI ST ING OF TWO ARGENTINES. 

GOVERNMEN T COMMI TTED TO TAX REFORM 

25. IU) THE GOVERNMEIIT IS NO\/ FIRMLY CONVINCED THAT 

TAX REFORM IS A CRITICAL FAC TOR l lf 't CONOM IC RECOVERY. 

OIIE OF ITS STRONGEST PROPONEIHS, FINANCE MINISTER 
JUAN CARIAGA, STATED IN A PRES S CONFERENCE ON 

MARCH 19 THAT , \/HI LE TH E GO VERNMEIH HAS AGAIN CON­

TROLLED INF LAT ION SINCE MID-JANUARY, THIS IS IN­
SUF FIC I EN T TO ENSURE FISCAL STAB ILITY OR ANY KIND 

OF ECON OM I C RECOVER Y. THE GOVERNMENT'S FAILURE TO 

MEET PAYMENTS TO SUPPLIERS HAS BEEN SLO\iLY INCRE ASING 

THE GOVE RNl1ENT' S CURRENT LI AB ILITIE S. SATISF YI NG 

THOSE L IABIL I TI ES \ilTHOUT ADDED REVENUES WOULD 

SPUR I NFLATION . CARIAGA SAID THA T WITHOUT A TA X 
REFORM PROGRAM THERE ALSO WOULD BE NO RESERVES 

AVAILAB LE TO PERMIT I NCREAS ES IN PUBLIC SECTOR \/AG ES. 

26. (U ) I Ii THE SAME PRE SS CONFERENC E PRES I DENT 

VI CTOR PAZ ESTENSSORO SAID TH E TA X REFORM PROGRAM 

SUBMIT TED TO CONGR ESS REPRESENTED A TOTAL REFORM Of 

THE OL D TAX SYSTEM. ACCORD ING TO PAZ THE NEW SYSTEM 

REQUIRE S AL L CI TIZENS TO MAKE SOME CONTRI BUTION TO 

BT 

-r. A ~r I n ~ w T l A I 
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EOB7 l 3 

LA PAZ 2843 

AN003468 

DTG: 031756Z APR 86 PSN: 036082 
TOR: 093/l932Z CSN: HCE473 

DISTRIBUTION: BURG-01 HUGH-01 NORT - 01 RAY-01 TIL L-01 

/005 Al 

WHTS ASSIGNED DISTRIBUTION: 
SI T: 

£08: 

DP I MMED 

STU088J 

OE RUEHLP #2843/08 0931850 

0 03l756Z APR 86 

FM AMEM BASSY LA PAZ 

TO SECSTATE WASHOC IMMEDIATE 1525 

IN FO AMEI-IBASSY AS UNCION 44 77 

AMEMBASSY BOGOTA 4717 

AMEMBASSY BRASILIA 4912 

AMEMBASSY BUENOS AIRES 7724 

AMEMBASSY L I MA 2983 

AMEMBASSY QUI TO 466 4 

AMEMBASSY SANT I AGO 7084 

USM ISS ION USUN NEIi YORK 3734 

DIA 1/ASHDC 
USAFSO HO\/ARD AFB PN/ / LAI// 
USCINCSO QUARRY HEI GHT S PN// J2 / INTAFF/ SCJ2-PLOPS // 

24COMP\/ HO\/ARD AFB PN //D 01 // 

t""&-11, I O t N I I ii\-le-3ECTION 08 OF 11 LA PAZ 02843 

DI A FOR IR BRANCH; USCINCSO ALSO FOR POLAO 

E.O, 12356: OECL: OADR 

TAGS: ECON, EFIN, BL 
SUBJECT: GOVERNMENT FORMULAT ES SIGNIF ICANT TA X REFORM 

THE GOVERNMEN T. \/HILE NOT A PERFECT SYSTEM, PAZ 
EXPLAINED THAT IN ESSENCE IT CREATES A MORE JUST AND 

PROGRESS I VE TAX STRUCTURE IN 1/H I CH I ND IV I DUALS WI TH 
GREATER FINANCIAL RESOURCES 1/0ULO CARR Y MORE OF THE 

·»sh •• ;,, ."'~ ~' iI \Jh{i ~r ·-~NDIVIOUALS EARNING UNDER 

130,000,000 PESOS ffiS DfilLARSI PER MONTH WOULD BE 

EXEMPT FROM INCOME AND VAT TAX PAYMENTS. 

27, WI PAZ STR ESSED THAT TH E NEW TAX PROGRAM REMOVE S 

13 TAXES UNDER THE OLD STRUCTURE THAT WERE NOT EFFECTIVE 

IN GENERATING REVENUE. THE NEIi TAXES WERE CONCEIVED 

WITH AN EYE FOR FAC IL ITATING ADMINISTRATION AND 
COLLECTION, HE AL SO SUGGESTED TH AT THE NEIi PROGRAM 

CREATES INCENTIVES FOR THE INFORMAL ECONOMY TO CONTRIBUTE 

TO THE TAX SYS TEM. 

GOVERNMENT'S OPTIMI STI C REVENUE PROJECTIONS UNDER 

NEIi TAX STRUCTURE 

28. (C l ECON OFFICERS DISCUSSED THE NEIi TAX PRO GRAM 

WITH MINISTRY OF FINANCE SUBSEGRETARY FOR FINANCIAL 

AFFAIRS MARCELO MONTERO ON MARCH 19. MONTERO CL AIMS 

THAT UNDER THE OLD SYS TEM TAX REVENUES \JERE EXPECTED 

TO BE IN THE RANGE OF ONLY 60 MILL ION DOL LARS OR ABOUT 

1.7 PERCENT OF GDP FOR 1986. THE NEW TAX STRUCTURE 

COULD GEIIERATE AS MUCH AS 170 MILLION DOLLARS , HE SA ID , 

OR OVER FIVE PERCENT OF GDP DURING FIRST 12 MONTHS 

OF IMPL EME NTATION. MOUTERO ALSO HOPED THAT REFORMS 
OF CUoTOl1S SERVICE COULD RESULT IN ROUGHLY 90 MILLION 

DOLLARS IN ADD I TI ONAL REVENUES OVER THE SAME PERIOD, 
BA, ED ON TH ESE ASSUMPTIONS, 12 MONTH REVEMUE PROJECT IONS 
liHICH INC LUDE TAXES, CUSTOMS AND YPFB COIITRIBUTIONS 

TO THE TREASURY COULD YIEL D 782 . 7 MI LL ION DOLLARS IN 

REVENUE OR OVER 25 PE RCENT OF GDP. 

EMBASSY ANAL YSIS 

CEIITRAL IZATION LIKELY TO FAI L 

29. (C l AS PRESENTED, THE NEIi TAX LEGISLATION COULD 

PROV IDE INVALUABLE NE\./ REVENUE SOURCES. AT THE SAME 
TI ME I T \./OUL D REDUCE THE NUMBER OF CENTR AL GO VERIIMENT 

TA X CATEGORIE S FROM SOME 15 TO SEVEN AND IT \./OULO 
I\BOL I SH ALL MUIJI CIPAL AND RE GIOlrnL GOVERNMENT TAXES-­

LE AV ING TH E LATTER ENTITIES NO LOCAL REVENUE SO URCE S 

EXCEPT SOME USE FEES. THE INCREASED CENTRALIZATION 

THEORETICALLY IS SIMPLER AN D COULD IMPROVE COLLECTION 

AND ADMINISTRAT ION . BUT IT HAS STIRRED UP A HORNET ' S 

NEST OF OPPO SI TION AS ALL PARTIES VIEi/ THE REVOCATION 

OF LOCAL TA X AUTHORITY AS UNDERMINING THE JUST-RESTORED 

(l 98 51 SYS TEM OF LOCAL ELECTIONS, LO CAL AUTHOR I TY 
AND LO CAL RESPONSIBILITY. CONGRESS Mill RETAIN LOCAL 

TAX AUTHOR I TY : 

VAT'S THE I\E Y 

30. (Cl THE MOST IMPORTAN T PROPOSED NEIi TAX I S THE 

\/AT. (IN REALITY, OUR INITIAL I MPRES SION IS THAT IT 

IS MORE A SPANISH - STY LE "CASCADE TAX". I THE GOVERNMENT 

I S COUNTING ON THI S TAX TO BRING IN ROUGHLY 50 PERCENT 

OF TOTAL PROJECTED TAX REVENUE . THE VAT PROVIDES 
IMPORTANT NEIi IN CENT I VES THAT SHOULD IMPROVE COLLEC TION. 
FIRST OF ALL, AL LOI/ING INDIVI DUAL CITIZENS TO DI SCOUNT 

VAT PAYMENTS UP TO 100 PERCENT OF TOTAL INCOME TAX 

OBLIGATIONS, SHOULD ENCOURAGE INDIVIDUALS Atm BU SINESS 
FIRMS TO DEMAIIO RECE IPT S FROM SELLERS--PROVIDED THE 
GOVERNMENT HAS SOME \/AY TO CHECK ON THE BUYERS' I NCOME 

BT 

-f.-A-NF I AFNT I Al 
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DTG:03175 6Z APR 86 PSN:036087 

TOR: 093/l933Z 

DI STRIB UTI ON : BURG -DI HUGH-01 NORT-01 RAY-DI TILL·Ol 

/ 005 Al 

\/HTS ASSIGNED DI STR I BUT I ON : 

SIT: 

EOB: 

OP I MMED 

STU0888 
DE RUEHLP ~2843/09 0931852 

0 031756Z APR 86 

FM A11EMB ASSY LA PAZ 

TO SECSTATE WASHDC IMMEDI AT E 1526 

I NFO AMEMB ASSY ASUNCI ON 4478 

AMEMBASSY BOGOTA 4718 

AMEMBASSY BRASIL IA 4913 

AMEMBASSY BUENOS AIRES 7725 

AMEMBASSY LIMA 2984 

AMEMBASSY QU I TO 4665 

AMEMBASSY SAN TIAGO 7085 

USMISSI ON USUN NEIi YORK 3735 

DI A 1/ASHDC 

USAFSO HOWARD AFB PN //L A,// 
USCINCSO QUARRY HEIGHTS PN// J2 / INT AF F/ SCJ2-PLOPS/ / 

24COMPW HOWARD AFB PN//DOI// 

e--o II F I p F NJ .-,lr'L SECTION 09 OF 11 LA PAZ 02843 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 

TAGS: ECON, EF IN, Bl 
SUBJECT: GOVERNMENT FORMULATES SIGNIFICANT TAX REFOR M 

TA X LI ABIL ITIE S. DEMAND FOR RECEIPTS COULD FORCE 
UNDERGROUND BUSINESS OPERATIONS TO THE SURFACE. THE 

BOLIVIAN S HAVE BEEN TOLD THAT VATS INTRODUCED IN 

VENEZUE LA, URUGUAY AN D ARGENTINA IN RECENT YEARS 

:~t i, ~c:. :: ·~:,1 :-- t!~:r:;-;;:i:m-:- PROPERLY EXPLAINED, THE 

VAT COULD BE A POPULAR TA X 111TH BOLIV I A'S URBAN, 

SALARIED MIDDLE CLASS ES SINCE IT POTENTIALL Y REDUCES 

THEIR OVERALL TA X OBLI GAT ION S. BOTH MAJOR OPPOSITION 

PARTIES HAVE TALKE D ABOUT IT FAVORABL Y. THE VAT 

STANDS A GOOD CHANCE OF APPROVAL. 

INCOME TAX 

31. IC) THE ECONOMIC (####)EEE MENT IONED IN REF, 

THE BOLIVIAN WORKERS CENTRAL (COB) HAS PROTESTED 
THIS TAX BECAUSE IT IS FLAT (REGR ESSIVE). NONETHE LE SS, 

THE ABILITY TO DISCOUNT INCOME TAX OBLIGATIONS THROUGH 

PAYMENT OF VAT MAKE S THIS TAX ALMOST IRRELEVANT UNDER 

THE NEIi SCH EME. 

CORPORATE TAXES 

32. rel CORPORATE TAXES REMAIN ESSENTIALLY UNCH 
THE GOVERNMENT HOP ES TH AT IMPROVED ADMINISTRATION A 

CSN: HCE474 REDUCED CORRUPTION CAN INCREASE REVENUESFROM T 

SOURC E. THE IMPORTANT POINT VIS-A-V I S THI S TAX 

ClOSE SCRUT I UY OF CORPORATE ESTI MA TES OF NET FI XE 
ASSETS. 

RURAL PROPERTY TAX 

33. (U) IN KEEPING 111TH PRE SI DEIIT VICTOR PAZ 

ESTEUS SORO ' S BELIEF THAT " AL L " CITIZENS SHOULD PAY 

Ti\ X DBL I GAT I ONS, THE RURAL PROPER TY TAX INCLUDES 
SMALL CAMPESINO PLOTS. PREVIOUS EXPER IENCE SIUC E 

THE 1952 AG RICUL TU RA L REFORM SUGGES TS THAT CAMPESINOS 
Mill GLADLY PAY BECAUSE THEY THINK TH E TA X RE-LEGITIMIZES 

THEIR 0\./NERSHIP OF LAND, AND BECAUSE 99 PERCENT OF 

THE REVENUE Mill STAY IN THEIR COMMUNITIES. 

34. (C) THE STEEP TAXES ON CATTLE GRAZING LAND 

!BETUEEN mo DOLLARS AND FOUR DOLLARS PER HECTARE) 

MAY FACE STRONG OPPOS I T ION FROM CATTLE GROWERS IN 

SANTA CRUZ AHD BENI DEPARTMENTS. THEY ARE l lKEL Y TO 
ARG UE THAT A 10,000 HECTARE CATTLE RANCH IN THESE 

REGION S I S CONSIDERED A "SMALL" PLOT, YET 1/0ULD 

REQUIRE TAX PAYMENTS OF OVER 20,000 DOLLARS PER YEAR. 

TH I S I S AN I MPOR TANT AON CONSTITUENCY (IT INCLUDES 

GENERAL BANZER) AND WE SUSPECT CONGRE SS MILL MAK E 

SOME CHANGES IN THIS PART OF THE RURAL PROPERT Y TAX 

BEFORE IT BECOME S LA\i. 

URBAU PROPERTY TAX 

35. re) THE NEIi TAX RATES ON URBAN HOMES, AUTOMOBI LE S 

AND LU XURY PROPERTIES ARE NOT HUCH HIGHER THAN THOSE 

UNDER THE EX IST IN G TA X SYSTE M. THE Y AR E, HOWEVER 

MORE PROGRESSIVE CONTAINING SHARP INCREA SES IN 

PROPORTIONAL RATES ON HIGHER VALUED PROPERTY. 

COMMERCIAL TRANSAC TION S TA X 

36. (U) THESE TAXES, \/HIGH AR E ESSENTIALLY LEV IED 

BT 

-tA-N F--t~F Ni I JH-~ 
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NATIONAL SECURITY COUl'JCIL 
SECRETARIAT 

DH: 03 I 756Z APR 86 PSN: 036094 

TOR: 093/1940Z CSll: HC E 475 OPPOSITION PARTY, THE DE110CRAT IC LEFT MIR) ALSO 

ADAMAIITLY OP POSES THE EM AS CULATION OF LOCAL GOVERNMENT 
DI STR IBUTION: BURG-01 HUGH-01 NORT-01 RAY - 01 TILL-01 RE VENUE AUTHOR I TY. ON THE 0TH ER HAND , AL L ARE 

/005 Al I NCRE AS IIIGLY EIIA110RED OF THE VAT DESPITE IT S REGRESSIVE 
NAT UR£. 

WHTS ASSIGNED DISTRIBUTION: 

SIT: 

EOB: 

OP I 11MED 

STUD8 90 
DE RUEHLP ~280/10 09 31854 

0 031756Z /IPR 86 

FM AMEMBASSY LA PAZ 

TO SECS TATE WASHDC IM11EDIATE 1527 

I NFO AMEMBA SSY AS UNCION 44 79 

AMEMBASSY BOGOTA 471 9 

AMEMBASSY BRASILIA 4914 
AMEMBASSY BUENOS AI RE S 7726 

AMEMBASSY LIMA 2985 

AMEMBASSY QUITO 4666 

AMENBA SS Y SANT I AGO 7086 
USM I SS ION USUN NEW YORK 3736 

DIA WASHDC 

USA FSO HOWARD AFB PN/ / LAI // 
USC INC SO QUARRY HEIGHTS PN // J2 / INTAFF/SC J2-PLOPS // 

24COMPW HOWARD AFB PN//DDI// 

c;.+,M ~ I C E Ii I I A+ SECT I Oil 10 OF 11 LA PAZ 02843 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E. 0. 12356: DECL: OADR 

TAGS: ECON, EF IN, BL 

SUBJECT: GOVERNMENT FORMULATES SIGNI FICANT TA X REFORM 

ON PROFESSIONAL SERV I CES SUCH AS MEDICAL CL INICS, 
LEGAL SERVICES AND THE LIKE , AR E ACTUA LLY REDUCED 

FROM TEN TO FIVE PERCENT. THE REDUCTION IS MORE THAN 

COMPENSATED BY MAKING THESE SAME SER VICES SUBJECT TO 

SALE S TA X ON CONS UMER GOODS AND LUXURY I TEMS 

37. (U) THE NE\/ SA LE S TAX RATE S 011 COllSUMM ABLE S 

SUCH AS BEVERAGES, CIG/iRETTES AND LU XURY ITEMS 

(JEWELRY, PERFUME, ETC.I, ARE NOT MUCH DIFFERENT 

FROM THE CURRENT LEVELS . SOME OF THE RATES FOR 
TAXES WHICH THE GOVERNMENT CONSIDERS EASY TO COLLECT, 

SU CH AS SALES TAXE S OH BEER, \IINE AIJD CIGARETTES, ARE 

INCREASED. THE TAX OH LUXURY ITEMS, WHICH TRADI TIONALLY 

HAS BEEN CHARACTERIZED BY LOW LEVEL S OF COMPLIANCE, 

HAS BEEN REDUCED. 

CONCLUSION 

38. re l THE GOVERNMENT PARTY fflNR I AND ITS 

OPPOSITION PARTNER (AON) ARE NOW REVIEWING THE PROPOSED 

LAW. THE AON I S SKEPTICAL ABOUT RUSHING SUCH 
EXTENSIVE TAX REFORM. THE AON (AND THE OTHER MAIN 

39. ICI THE GDVERNMEIIT CLAIMS THAT THE REVENUE 

IMPACT OF NEW TAX ME ASU RES SH OULD BE EVIDENT WITHIN 

TWO MONTHS OF IMPLEMENTAT ION . \IE ARE SKEPTICAL, AND 
TH E 111F APPAREN TL Y IS DISCOUIHIIIG TAX REVENUE IN ITS 
F ISCAL DEF ICI T CALCULATION FOR 1986. THE IMF 

BE LIE VES TH AT SI GNIFICANT INFLOW OF TAX REVENUES 

\/Ill IIOT BE EVIDENT UNTIL LATE 1986, AND HAS THEREFORE 
CALLED ON THE GOVERNMENT TO IMPLEME NT SHORT-TERM 

NON-TAX REVENUE MEASURES IE. G. GA SOLINE PRICE lflC REASESI. 

TABLE XI 

l·IOIH HL Y RE VENUE PROJECTIONS 

WI TH IIEW TAX REFORM PR OGRAM OVER 12 MONTH PER I OD 

IIN MILLIONS OF U.S. DOLLARS)// 

CUSTOMS 

VAT 

HOME -

0\./NE RS 

TAX 

AUTO-

MOB I LE , 

OTHER 
PROPERTY 

TAX 

CORPORATE 
TAXES 

OTHER 

BT 

l-P. A NF I A F NT I A I 

J AN 

5. U 

2.6 

0. 5 

0. 3 

1. 5 

FEB 

6. 1 

2.6 

0. 9 

0. S 

I. 5 

MAR 

7.4 

4.0 

1. 3 

0. 8 

2.4 

APR 

8. 1 

5. 4 

1. 7 

0. 8 

3. 1 

MAY JUN 

8. 2 S.6 

6. 8 8. 3 

l.S 1.8 

0. 8 0. 8 

3. 2 3. 3 

JUL 

8. 8 

9. 9 

l. 9 

0. 8 

3. 4 
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LA PAZ 28 43 

A/I003465 

C~L 
NATIONAL SECURITY COUNCIL 

SECRETARIAT 
DTG: 03 1756Z APR 86 PSN:036097 

TOR: 093/19412 CSN:HCE476 OWtl ER S 

TAX UJ 2. 0 
OIS TRI BUllON: BURG-lll HUGH - OJ NORT-01 RAY-DI LLU.:.Q1. 

/O ll5 Al 

WHT S ASS IGNE D DI SlR IBUT /ON : 

SI T: 

EO B: 

OP I l1MED 

UTS81 62 

DE RUEHLP #2843/11 093 1855 

0 ll31756Z APR 86 

FM AMEMBASSY LA PAZ 

TO SECSTATE \iA SH DC I MMED IATE 1528 

AUT0-

110B I LE, 
OTHER 

PROPER TY 

TAX 

CORPORAT E 
TAXES 

OTHER 

TAXES 

YPF B 

TOTAL 

0. 9 o. 9 

3. 5 3. 5 

I. 2 I. 2 

44. 5 46. J 

71. 7 7 4. 0 

2. 1 2. 1 

0. 9 0. 9 

3. 6 3. 7 

1. 2 I. 3 

4 7. 2 48 . I 

75 . 7 77. 7 

IUFO AME MB ASSY ASUNCION 44 Bll 

AMEMBASSY BOGO TA 47 20 

AMEMBASSY BRAS IL I A 4915 

AM EMB ASSY BUENOS AI RE S 7727 

AMEMBASSY L I MA 2986 

I I ASSU l1E, 85 PERCEN T IIN NUAL RATE OF 

AMEMBA SSY QUI TO 4667 

AMEMBASSY SAN TI AGO 7087 

US MISSI ON USUN NEW YORK 3737 

DI A WA SH DC 

USAF SO HOWARD AFB PN/ / LAI/ / 

USCINC SO QUARRY HEIGHTS PN // J2 / I NTAFF/SCJ2-PLOPS// 

24COMP W HOWARD AFB PN // D0 I // 

~ SECTION 11 OF 11 LA PAZ 02843 

DI A FOR IR BRANC H; USCINCSO ALSO FOR POL AD 

E. O. 12356: DECL : OADR 

TAGS: ECON, EFIN , BL 
SU BJECT: GOVERNMENT FORMULA TES SIGN IF I CANT TAX REFORM 

TAXES 1.0 1.0 !.0 1. 0 1.1 !.! !. 2 

YP FB 37. 0 38 . 0 39 . 0 40. 1 41. 2 42 . 3 43. 5 

TOTAL 47 .9 50.6 55.7 60.3 63.2 66.2 69. 5 

//ASS UMES 85 PERCENT ANNUAL RATE OF INFL AT ION 

TABLE XI (CONTINUED) 

MONTHL Y REVENUE PROJECTIONS 

WI TH NE~ TA X RE FORM PR OG RAM OVER 12 MONTH PERIOD 

( IN MILL I ON S OF U.S. DOL LARS)/ / 

AUG SEP OCT NOV DEC TOTAL 

CUSTOMS 9. 0 9.3 9.6 9. 8 10. 0 ll:J0. 0 

VAT 10. 6 10. 8 1 !. 1 11. 5 11. 8 95. 4 

HOME-

GDP 

4. 8 

4. 4 

(DRAFTED ECOH:HUGO LL OR ENS) ROWELL 

BT 

P.A»+ I i:ll=N+ I A-I-

2. 2 20.3 0.9 

1. 8 10. 2 0. 4 

3. 8 36. 5 I. 05 

1. 4 13. 0. 07 

49. 5 51 6. 20 . 02 
-- -- - -----

80. 5 729.8 32 . 09 

I NFLATIOU 




