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STATE ALSO FOR INM 

E.O. 12356: DECL:OADR 
TAGS: PREL, SNAR, UY 
SUBJ: SANGUINETTI EXPRESSES SUPPORT FOR BOLIVIAN 

NARCOTICS EFFORT 

REF: MONTEVIDEO 4707 

1. (U) ACCORDING TO THE URUGUAYAN PRESS OF AUGUST 7, 
PRESIDENT JULIO MARIA SANGUINETTI, DURING AN INTERVIEW 
WITH BOLIVIAN FOREIGN MINISTER GUILLERMO BEDREGAL, 
EXPRESSED URUGUAY'S "WARM AND DECIDED SUPPORT" FOR THE 
ANTI-NARCOTICS EFFORTS UNDERWAY IN BOLIVIA. BOTH MEN 
ARE CURRENTLY IN BOGOTA FOR THE INAUGURATION OF COLOMBIAN 
PRESIDENT BARCO, AND BEDREGAL WAS SAID TO HAVE REQUESTED 
AN INTERVIEW TO DELIVER SANGUINETTI A MESSAGE FROM 
BOLIVIAN PRESIDENT PAZ ESTENSSORO. AFTER THE MEETING, 
WHICH WAS ALSO ATTENDED BY FOREIGN MINISTER ENRIQUE 
IGLESIAS, REPORTERS WERE INFORMED THAT SANGUINETTI HAD 
EXPRESSED HIS TOTAL SUPPORT FOR BOLIVIA'S CURRENT EFFORT 
AGAINST NARCOTICS, WHICH WERE CHARACTERIZED AS AN EVIL 
"WHICH REQUIRES ALL OUR EFFORTS TO COMBAT IT." 

********** --e-9J?1F I.DEN~ I AJ;,,, ********** 



********** ********** 

2. (U) SANGUINETTI TOLD REPORTERS THAT EACH COUNTRY IS 
INTERNALLY SOVEREIGN AND HAS THE RIGHT TO DECIDE WHAT 
MEASURES ARE BEST FOR IT TO TAKE AGAINST DRUGS. 

INTERNATIONALLY, HE SAID, COOPERATION BETWEEN STATES IS 
VITALLY NECESSARY, AND HE EXPRESSED HIS SUPPORT FOR THE 
MEASURES BOLIVIA HAS TAKEN AND HIS DESIRE TO COOPERATE 
TO THE EXTENT POSSIBLE IN HELPING THE BOLIVIANS. 
FINALLY, HE EXPRESSED HIS CONCERN OVER THE INCREAS ING 
NUMBER OF INCIDENTS OF DETECTION OF TRAFFICKERS USING 
URUGUAY AS A TRANSIT POINT. 

3. (C) COMMENT: DURING A CONVERSATION WITH IGLESIAS 
AUGUST 1, THE AMBASSADOR MADE A STRONG PITCH FOR 
URUGUAYAN SUPPORT FOR "OPERATION BLAST FURNACE" (REFTEL) . 
ALTHOUGH IGLESIAS LISTENED INTENTLY AND PROMISED TO 
TAKE SOME KIND OF ACTION (UNSPECIFIED) IN SUPPORT OF 
THE BOLIVIANS, YET MADE NO PUBLIC STATEMENT AT THE TIME, 
YESTERDAY'S COMMENTS BY SANGUINETTI SUGGEST THAT THE 
MESSAGE STRUCK HOME. 

WILKEY 
** END OF CABLE ** 

********** ********** 
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DIA FOR IR BRANCH 

USCINCSO ALSO FOR POLAD 

E.0.12356: DECL: OADR 
TAGS: BL, PGOV, ECON, SNAR 
SUBJECT: PRESIDENTIAL "STATE OF UNION" SPEECH OPENS 

CONGRESS: PAZ REAFFIRMS PUSH FOR ECONOMIC 
RECOVERY AND FIGHT AGAINST NARCOTICS 

1. (LOU) SUMMARY: THE HIGHLIGHT OF THE AUGUST 6 
INAUGURAL SESSION OF THE BOLIVIAN CONGRESS FOR THE 
1986-1987 LEGISLATIVE CYCLE WAS PRESIDENT PAZ 
ESTENSSORO'S SPEECH TO THE CONGRESS IN WHICH HE 
REVIEWED THE FIRST YEAR OF HIS PRESIDENCY. PAZ 
STRONGLY DEFENDED HIS ECONOMIC PROGRAM AND CALLED 
ON THE BOLIVIAN PEOPLE TO MAKE FURTHER SACRIFICES. 
HE ALSO REAFFIRMED HIS COMMITMENT TO STRENGTHENING 
DEMOCRACY AND RIGOROUSLY DEFENDED HIS DECISION TO 

*** ******* e-ONi I DEW'f I l',L ** ******** 
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CALL ON U.S. HELP IN THE "LIFE AND DEATH" STRUGGLE 
AGAINST DRUG TRAFFICKING. VICE PRESIDENT JULIO 
GARRETT'S EFFORT, ON THE OTHER HAND, LACKED FOCUS AND, 
WITH ITS "NEW WORLD ECONOMIC ORDER" BIAS, SEEMED MORE 
APPROPRIATE FOR A MEETING OF THIRD WORLD NATIONS. 

LEFTIST MINI-PARTIES REFUSED TO STAND UP FOR OR 
APPLAUD PAZ ESTENSSORO AND WILL STEP UP THEIR AMTICS 
WITH CALLS FOR THE PRESIDENT'S IMPEACHMENT OR 
RESIGNATION FOR ALLOWING U.S. TROOPS ON BOLIVIAN 
SOIL. NEVERTHELESS, PAZ'S TOUGH AND COURAGEOUS 
PUBLIC STAND HAS REAFFIRMED HIS DETERMINATION TO 
PREVAIL IN WHAT HE BELIEVES TO BE THE RIGHT COURSE 
FOR BOLIVIA. HIS AGENDA AS OUTLINED IN HIS SPEECH 
CLOSELY COINCIDES WITH THE REALIZATION OF KEY U.S. 
GOALS HERE: ECONOMIC DEVELOPMENT, STRENGTHENING 
DEMOCRACY, AND FIGHTING DRUGS. END SUMMARY. 

2. (U) THE BOLIVIAN NATIONAL CONGRESS HELD ITS FIRST 
CEREMONIAL SESSION AUGUST 6 TO INAUGURATE THE 1986-

********** 

1987 LEGISLATIVE CYCLE. THE REGULAR SESSION BEGINS 
AUGUST 11. AS IS CUSTOMARY, THE FIRST ORDER OF BUSINESS 
WAS THE PRESIDENT'S REVIEW OF THE PAST 12 MONTHS -- THE 
EQUIVALENT OF A "STATE OF THE UNION" SPEECH. VICE 
PRESIDENT GARRETT, IN HIS CAPACITY AS PRESIDENT OF THE 
CONGRESS, ALSO ADDRESSED THE JOINT SESSION. GARRETT'S 
MEANDERING ATTACK ON THE INDUSTRIALIZED NATIONS AND HIS 
CALL FOR A REVITALIZED NEW WORLD ECONOMIC ORDER SEEMED 
OUT OF PLACE AND MORE THAN A BIT POLITICALLY OPPORTUN­
ISTIC. IN ANY EVENT, THE STAGE BELONGED TO THE 
PRESIDENT WHO, DESPITE A LACKLUSTER PRESENTATION, MADE 
THE MOST OF IT SUBSTANTIVELY. 

3. (U) PAZ'S LESS THAN ELECTRIFYING SPEECH TOOK OVER 
ONE HOUR TO DELIVER AND AT TIMES SEEMED TO GET LOST 
IN A MORASS OF ECONOMIC DETAIL. MANY COMMENTATORS 
HAVE REACTED TO HIS "BORING STYLE" RATHER THAN THE 
SUBSTANCE OF WHAT HE HAD TO SAY. NEVERTHELESS, PAZ 
MADE DECISIVE AND POSITIVE COMMENTS ON SUCH KEY U.S.­
BOLIVIAN BILATERAL ISSUES AS ECONOMIC DEVELOPMENT, 
STRENGTHENING DEMOCRACY, AND COMBATING NARCO­
TRAFFICKING. 

ECONOMIC PROGRAM DEFENDED 

4. (U) IN HIS SPEECH PAZ: 

-- SINGLED HIS ECONOMIC RECOVERY PROGRAM OUT AS 
AN IMPORTANT ACHIEVEMENT OF HIS FIRST YEAR OF RULE; 

-- ARGUED THAT THE ECONOMIC PROGRAM IN LESS THAN 

********** 6 0 N F I D E 11 'f 't-A--L- ********** 
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A YEAR HAD REDUCED INFLATION FROM 11,750 PERCENT TO 
92 PERCENT AND HAD PROVIDED STABILITY TO THE PESO· 

I 

-- STRESSED THE NECESSITY FOR RATIONALIZING 
BOLIVIA'S ECONOMY, WHICH HIS GOVERNMENT SOUGHT BY 
PASSING A BUDGET AND TAX LAW REFORMS; 

-- NOTED THAT WHILE SIGNIFICANT GAINS HAD BEEN 
MADE, THERE WAS STILL A LONG WAY TO GO AND THAT MORE 
SACRIFICES WOULD BE NECESSARY. 

** END OF CABLE** 
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E.0.12356: DECL: OADR 
TAGS: BL, PGOV, ECON, SNAR 
SUBJECT: PRESIDENTIAL "STATE OF UNION" SPEECH OPENS 

FOREIGN POLICY TO SERVE ECONOMIC PROGRAM 

********** 

5. (U) IN HIS REMARKS ON FOREIGN POLICY, PAZ REAFFIRMED: 

-- BOLIVIA'S COMMITMENT TO A NON-ALIGNED FOREIGN 
POLICY THAT OPPOSED COLONIALISM, RACISM AND SUPPORTED 
DIALOGUE, EQUALITY, AND SELF-DETERMINATION; 

-- THE IMPORTANCE OF TALKS WITH CHILE ABOUT 
BOLIVIAN ACCESS TO THE SEA; 

. -- HOWEVER, PAZ QUICKLY MOVED FROM THESE ISSUES 
TO A DISCUSSION OF THE CENTRAL GOAL OF BOLIVIA'S 
FOREIGN POLICY -- INCREASED ECONOMIC COOPERATION THROUGH 
THE UNITED NATIONS EMERGENCY ASSISTANCE FUND AND THROUGH 
INCREASED BILATERAL ARRANGEMENTS. PAZ PAINTED A 
PICTURE OF BOLIVIAN OFFICIALS COMBING THE WORLD IN THE 
SEARCH FOR MONEY OR WHAT HE MORE OBLIQUELY CALLED: 
"STRENGTHENING ECONOMIC AND COOPERATION RELATIONS 
IN ORDER TO INCREASE AND INTENSIFY THE CURRENTS OF 
INVESTMENTS AND SUPPORTING DEVELOPMENT AND COOPERATION 
FOR THE IMPLEMENTATION OF A NEW ECONOMIC POLICY." 

STRENGTHENING DEMOCRACY 

6. (U) PAZ NOTED THAT HIS DEMOCRATICALLY ELECTED 
GOVERNMENT IS AN EXPRESSION OF THE BOLIVIAN PEOPLE'S 

********** **** ****** 

7 



********** 

DESIRE TO LIVE IN A DEMOCRACY AND THAT AS SUCH HIS 
RESPONSIBILITY IS TO PRESERVE AND NOURISH THAT 
ASPIRATION. 

-- HE STRESSED THAT DESPITE THE COUNTRY'S 
"SEDITIOUS HISTORY," BOLIVIANS NEED TO "LIVE IN 
KEEPING WITH DEMOCRATIC RULES." 

-- PAZ ALSO STRESSED THE IMPORTANCE OF THE "PACT 
FOR DEMOCRACY" THAT HIS PARTY HAD SIGNED WITH THE 
OPPOSITION NATIONALIST DEMOCRATIC ACTION (ADN) PARTY. 

********** 

HE PRAISED THE PACT AS BEING ABLE TO "PROVIDE DEMOCRACY 
WITH A FIRM FOUNDATIONil AND "TO ACHIEVE A REASONABLE 
STABILITY IN THE RESTLESS WORLD OF POLITICS FOR THE 
GOOD OF ALL BOLIVIANS." 

JOINT ANTI-DRUG TRAFFICKING EFFORTS DEFENDED 

7. (U) PAZ SPENT A SIGNIFICANT PART OF HIS SPEECH 
JUSTIFYING DECISIONS TO GO AFTER DRUG TRAFFICKERS 
AND TO CALL ON U.S. HELP IN THIS CAMPAIGN. HE 
TRACED A NUMBER OF BILATERAL AND MULTILATERAL 
PRECEDENTS, A TOUGH ANTI-NARCOTICS STANCE AND INVOKED 
POPE JOHN PAUL II'S DESCRIPTION OF DRUG USE AS A "NEW 
SLAVERY" AND CALLED FOR A "FRONTAL WAR" AGAINST THIS 
"SCOURGE." "WE HAVE AN UNAVOIDABLE COMMITMENT 
WITH OUR PEOPLE AND ALL THE PEOPLES OF THE WORLD," 
PAZ SAID, "TO EMBARK ON THE BATTLE AGAINST DRUG 
TRAFFICKING AND WE HOPE THAT IN THIS DIFFICULT 
CONFRONTATION NO BOLIVIAN WHO LOVES HIS COUNTRY WILL 
DENY OR BE INDIFFERENT TO A NATIONAL TASK THAT 
INVOLVES OUR DIGNITY." HE ALSO NOTED THAT THE U.S. 

OUGHT TO REDUCE ITS OWN INTERNAL DRUG CONSUMPTION 
AND TRAFFICKING. 

ARMED FORCES PRAISED 

8. (LOU) PAZ HAD KIND WORDS FOR THE MILITARY WHICH 
HE PRAISED FOR "STRICTLY INSTITUTIONAL BEHAVIOR" AND 
"ADHESION TO DEMOCRATIC AND CONSTITUTIONAL RULE." 
(COMMENT: PAZ SINGLED OUT THE MILITARY TO OBSERVE 
AUGUST 7 AS BOLIVIAN ARMED FORCES DAY. MORE 
** END OF CABLE** 
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E.0.12356: DECL: OADR 
TAGS: BL, PGOV, ECON, SNAR 
SUBJECT: PRESIDENTIAL "STATE OF UNION" SPEECH OPENS 

IMPORTANTLY, HOWEVER, PAZ RECOGNIZES CLEARLY THAT 
HIS GOVERNMENT NEEDS THE SUPPORT OF THE ARMED FORCES 
TO GUARANTEE STABILITY AND CONTINUE IMPLEMENTING 
HIS ECONOMIC PROGRAM. END COMMENT.) 

LEFT FRINGE ANTICS 

9. (U) DEPUTIES FROM THE NATIONALIST REVOLUTIONARY 
MOVEMENT OF THE LEFT, MOVEMENT OF THE REVOLUTIONARY 
LEFT-FREE BOLIVIA, AND SOCIALIST PARTY-ONE, AND 
OTHER MINOR LEFTIST OPPOSITION PARTIES EXPRESSED 
THEIR DISSATISFACTION BY REFUSING TO APPLAUD OR TO 
STAND UP FOR THE PRESIDENT AND BY DRAPING BLACK­
FRINGED BOLIVIAN FLAGS ON THEIR SEATS TO "MOURN" 

THE LOSS OF BOLIVIA'S SOVEREIGNITY CAUSED BY THE 
"YANKEE INVASION." BOLIVIA'S UMBRELLA LABOR 
ORGANIZATION, THE BOLIVIAN WORKERS CENTRAL (COB), 
USUALLY PRESENT IN THE GALLERIES FOR SUCH CEREMONIES, 
REPORTEDLY BOYCOTTED THE SESSION. 

AND MORE TO COME 

10. (LOU) THE NEWLY CREATED "BOARD FOR THE DEFENSE OF 
THE NATIONAL SOVEREIGNITY," A COALITION OF LABOR 

********** 

LEADERS, LEFTIST POLITICIANS, AND RADICAL UNIVERSITY 
GROUPS, HAS LAUNCHED PUBLIC RELATIONS AND PARLIAMENTARY 
CAMPAIGNS AGAINST THE PRESENCE OF U.S. SUPPORT PERSONNEL 
FOR BOLIVIAN ANTI-DRUG TRAFFICKING EFFORTS. THE BOA~D 
HAS BEEN THREATENING THE GOVERNMENT WITH LAWSUITS, 
TRIALS, IMPEACHMENTS, AND OTHER DISRUPTIVE TACTICS. 
THE BOARD ALSO HAS ANNOUNCED A PLAN TO MONOPOLIZE THE 
UPCOMING CONGRESSIONAL SESSIONS WITH AN ANTI-GOVERNMENT 
AGENDA. 

11. COMMENT: PAZ'S SPEECH WAS TOUGH AND COURAGEOUS, 
IF SOMEWHAT LACKLUSTER. HE STAUNCHLY REAFFIRMED THAT 
THE GOVERNMENT WILL PUSH IMPLEMENTATION OF THE 
ECONOMIC PROGRAM AND NOT LET UP ON ANTI-DRUG EFFORTS. 
THE PRESIDENT'S REVIEW OF HIS GOVERNMENT'S PAST 
ACCOMPLISHMENTS AND DESCRIPTION OF FUTURE STEPS 
DEMONSTRATES CONTINUED RESOLVE TO BOLIVIANS GENERALLY 
AND ALSO OFFERS INCENTIVE FOR HIS SUPPORTERS TO 
REDOUBLE THEIR EFFORTS. END COMMENT. 

(DRAFTED:POL:HOHARA) 
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E.O. 12356: DECL: OADR 
TAGS: EAID, SNAR, BL 
SUBJECT: SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

EMERGENCY AID 

REF: LA PAZ 6409 DTG 0120592 AUG 86 

SUMMARY 

BY 

1. (S) BOLIVIAN ECONOMIC ADVISOR JEFFREY SACHS CALLED 
ON MISSION OFFICERS TO DESCRIBE OBJECTIVE OF TRIP TO 
WASHINGTON ON JULY 12 OF BOLIVIAN MINISTERS OF FINANCE 
AND PLANNING . HE SAID THAT BOLIVIA'S LOSS OF RESERVES 
OF 50 MILLION DOLLARS SINCE THE START OF THE NARCOTICS 
OPERATION ON JULY 15 INDICATED AN URGENT NEED FOR A 
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ONE HUNDRED MILLION DOLLAR LINE OF "BACKUP" CREDIT TO 
FORESTALL A PANIC RUN ON BANKS. HE ALSO SUGGESTED 
THAT THE PRICE OF COCA LEAVES HAD DROPPED TO THE POINT 
WHERE GROWERS WOULD BE READY TO ACCEPT RESETTLEMENT TO 
GROW ALTERNATIVE CROPS (E.G. SOY BEANS IN SANTA CRUZ). 

SACHS SAID THE GOVERNMENT WOULD REQUIRE AN ESTIMATED 
200 TO 400 MILLION DOLLARS FOR RESETTLEMENT COSTS 
INCLUDING AGRICULTURAL CREDIT FOR SETTLERS AND 
INFRASTRUCTURE DEVELOPMENT. END SUMMARY 

2. (S) ON AUGUST 7 HARVARD PROFESSOR AND BOLIVIAN 
GOVERNMENT ECONOMIC ADVISOR JEFFREY SACHS, ACCOMPANIED 
BY MINISTRY OF FINANCE SUB SECRETARY RAMIRO ORTEGA, 
DISCUSSED WITH EMBASSY AND USAID OFFICERS THE UPCOMING 
TRIP TO WASHINGTON ON AUGUST 12 OF MINISTER OF PLANNING 
GONZALO SANCHEZ DE LOZADA AND MINISTER OF FINANCE 
JUAN CARIAGA. THE MINISTERS CURRENTLY HAVE SCHEDULED 
APPOINTMENTS WITH SECSTATE SHULTZ, TREASURY SECRETARY 
BAKER AND WHITE HOUSE CHIEF OF STAFF REGAN, PRESUMABLY 
MADE BY THE BOLIVIAN EMBASSY IN WASHINGTON. SACHS 
SAID THAT THE BOLIVIAN GOVERNMENT AT THIS MOMENT 
FEELS THAT IT MUST ACT DECISIVELY TO SHORE UP DOMESTIC 
CONFIDENCE IN ITS FINANCIAL STABILITY AND TO CARRY 
OUT THE ANTI-DRUG OPERATION TO ITS ULTIMATE CON­
CLUSION, INCLUDING RESETTLEMENT OF 250,000 TO 300,000 
PEASANTS NOW GROWING COCA IN THE CHAPARE. ALTHOUGH 
HE ADMITTED THAT NEITHER HE NOR THE GOVERNMENT 
MINISTERS KNOW EXACTLY WHAT THEY WILL NEED, THEY PLAN 
TO ASK FOR U.S. ASSISTANCE AS FOLLOWS: 

(A) 100 MILLION DOLLAR LINE OF BACKUP CREDIT (WHICH 
SACHS BELIEVES WILL NEVER ACTUALLY BE USED) FOR 
12 TO 18 MONTHS TO BE ADDED TO NET RESERVES OF 
CENTRAL BANK IN ORDER TO SERVE AS A FORM OF 
DEPOSIT INSURANCE TO FORESTALL A PANIC RUN ON 
BANKS. 

(B) 200 TO 400 MILLION DOLLAR GRANT TO FUND A 
RESETTLEMENT PROGRAM IN THE DEPARTMENT OF 
SANTA CRUZ FOR CHAPARE COCA GROWERS. THE 
MONEY WOULD BE USED FOR PRODUCTION CREDIT AND 
DEVELOPMENT INFRASTRUCTURE (ACCESS ROADS, GRAIN 
ELEVATORS ETC.). 

3. (S) SACHS STATED THAT THE PRICE OF COCA LEAVES 
OBTAINED BY THE CHAPARE PEASANTS HAD FALLEN TO 
25 DOLLARS PER HUNDRED WEIGHT (DOWN FROM OVER 100 

********** 

DOLLARS THREE MONTHS AGO), A PRICE WELL BELOW PRODUCTION 
COST. THE GOVERNMENT BELIEVES THAT CHAPARE PEASANTS 
MAY SOON BE READY TO DIG UP THEIR COCA PLANTS AND 
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SEEK OTHER OPPORTUNITIES IF THEY EXIST. (FYI-BOLIVIA'S 
MAJOR AGRICULTURAL PLANTING SEASON IS IN OCTOBER­
NOVEMBER. IN THIS CONTEXT, CHAPARE FARMERS ON THE 
VERGE OF GIVING UP COCA WILL HAVE TO OPT QUICKLY 
FOR ALTERNATIVE ECONOMIC ACTIVITIES. END FYI) 
USAID DIRECTOR COHEN OBSERVED THAT STUDIES INDICATED 
THAT MOST CHAPARE COCA GROWERS ARE TRANSIENTS 
WHO HAVE LEFT THEIR FAMILIES AND PREVIOUS ECONOMIC 
BASE BEHIND AND WHO WOULD NOT NECESSARILY HAVE TO 
BE RELOCATED IF THEY WERE DEPRIVED OF A PROFITABLE 

MEANS OF GROWING COCA. IN HIS ADVOCACY OF 
** END OF CABLE** 

*** * SECTION BREAK*** * 
~-EC RE T SECTION 02 OF 03 LA PAZ 06629 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 
TAGS: EAID, SNAR, BL 
SUBJECT : SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

DEVELOPING A SANTA CRUZ RELOCATION EFFORT, SACHS 
REFERRED TO THE CASE OF PARAGUAY, WHERE THE ENGINE 
OF GROWTH FOR A DECADE HAS BEEN SOY BEANS, STATING 
THAT SOYA ALSO COULD BE ONE OF BOLIVIA'S BEST HOPES 
FOR FUTURE EXPORTS. HE EMPHASIZED THAT THIS rs A 
CRUCIAL MOMENT TO ACT BECAUSE NEW PLANTINGS WILL 
BE UNDERTAKEN WITHIN A COUPLE OF MONTHS. 
(EMBASSY COMMENT: SACHS' REFLECTION OF THE 
PLANNING AND FINANCE MINISTERS ON THE CURRENT 
SUSCEPTIBI LITY OF CHAPARE COCA GROWERS' WILLINGNESS 
TO VACATE THE CHAPARE IS PROBABLY PREMATURE. IT 
DOES REFLECT, HOWEVER, THE LOGIC OF THE GOVERNMENT'S 
"BLAST FURNACE" INTERDICTION STRATEGY THAT IF THE 
PRICE OF COCA BELOW PRODUCTION COSTS CAN BE SUSTAINED 
FOR A LONG ENOUGH PERIOD, TRANSFER OUT OF COCA INTO 
ALTERNATIVE CROPS WILL BE EASIER TO EFFECT . THE 
IMPORTANT ASPECT OF SACHS' OBSERVATION IS THAT THE 
GOVERNMENT HAS BEGUN THINKING ABOUT THE POLITICAL 
POSSIBILI TIES OF EXTENSIVE ERADICATION. IF THE 
CHAPARE'S PREDOMINANTLY TRANS IENT POPULATION CAN BE 
PERSUADED, THROUGH A COMBINATI ON OF LOW COCA PRICES 
AND ALTERNATI VES, TO VACATE THE CHAPARE, IT WOULD 
APPEAR THE GOVERNMENT IS PREPARED TO ERADICATE THE 
REMAINING COCA. END COMMENT) 

4. (S) WITH REGARD TO THE REQUEST FOR THE HUNDRED 
MILLION DOLLAR LINE OF CREDIT, SACHS REMAINS CONVINCED 
THAT THE KEY TO CONTINUED ECONOMIC STABILITY IS TO 
MAINTAIN EXCHANGE RATE STABILITY. ALTHOUGH HE 
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CONCEDED THAT THE PESO IS OVERVALUED AND THAT 
DEVALUATION WOULD BE SENSIBLE FROM A PURELY ECONOMIC 
STANDPOINT, IN A POLITICAL/ ECONOMIC SENSE IT WOULD 
BE DISASTROUS FOR THE GOVERNMENT. NOT ONLY WOULD 
IT DESTROY THE PAINSTAKING EFFORT TO REBUILD 
CONFIDENCE, BUT ALSO IT WOULD BE SEEN AS A DIRECT 
RESULT OF THE ANTI-NARCOTICS OPERATION. BASED ON 
THE SUCCESS OF THE ANTI-INFLATION PROGRAM TO DATE, 
SACHS BELIEVES THAT INFLATION CAN BE BROUGHT DOWN 
TO ZERO AND THAT THE PESO CAN STABILIZE AT THE 
PRESENT RATE (PRIMARILY THROUGH CONTROL OF MONETARY 
EMISSIONS AND THE GOB FISCAL DEFICIT). 

5. (S) SACHS SAID THAT BOLIVIA HAS LOST 50 MILLION 
DOLLARS IN RESERVES SINCE THE START OF THE NARCOTICS 

OPERATION. HE BELIEVED THAT WHILE NOT PROBABLE A 
PANIC RUN ON THE BANKS COULD HAPPEN AT ANY MOMENT 
AND THAT SUCH A PANIC WOULD BE THE ONE SINGLE 
EVENT THAT WOULD BE DISASTROUS TO THE ONGOING 
ECONOMIC STABILIZATION PLAN. SACHS SAID THAT NO 
ONE KNOWS IF THE CENTRAL BANK WILL CONTINUE TO LOSE 
THREE MILLION DOLLARS IN RESERVES A DAY (DURING 
THE LAST TWO WEEKS CENTRAL BANK DAILY AUCTIONS HAVE 
AVERAGED 2.2 MILLION DOLLARS PER DAY). 

6. (S) FYI: THIS MEETING WITH SACHS WAS REQUESTED 
BY GOB TREASURER FERNANDO KEMPH. KEMPH INDICATED 
THAT PART OF SANCHEZ DE LOZADA'S AND CARIAGA'S 
WASHINGTON AGENDA WOULD BE TO REQUEST THE SCHEDULING 
OF A MEETING BETWEEN PRESIDENT PAZ AND REAGAN. 
THIS SUBJECT WAS NOT REPEAT NOT RAISED BY SACHS. 
END FYI. 

7. (S) EMBASSY COMMENT: IN A SIGNIFICANT WAY, 
SACHS' COMMENTS INDICATE THAT THE BOLIVIAN GOVERNMENT 
ECONOMIC TEAM MAY BE MOVING FROM A POSITION OF 
RESENTMENT TO ACCELERATION OF NARCOTICS CONTROL 
ACTIVITIES TO COMBAT THE THREAT TO THE SUCCESS OF 
THE RECOVERY PROGRAM AND TO UNDERTAKE A MORE CON­
STRUCTIVE EFFORT TO CONSOLIDATE AND COORDINATE 
EFFORTS TO ACHIEVE BOTH NARCOTICS AND ECONOMICS 
OBJECTIVES. IF THIS IS SO, THE EMBASSY CONSIDERS 
THIS TO BE A VERY POSITIVE DEVELOPMENT. END COMMENT. 
** END OF CABLE** 

**** SECTION BREAK**** 
~-·R"-'.l! 'f SECTION 03 OF 03 LA PAZ 06629 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 
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TAGS: EAID, SNAR , BL 
SUBJECT: SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

8. (S) EMBASSY COMMENT: THIS MISSION TOOK GREAT 
EFFORT TO EXPLAIN TO SACHS THE U.S. BUDGET-RELATED 
DIFFICULTIES THAT SANCHEZ DE LOZADA AND CARIAGA 
ARE LIKELY TO ENCOUNTER IN WASHINGTON. IN THIS 
CONTEXT, WE URGED THAT THEIR PRESENTATION AND 
REQUESTS BE MADE AS SUBSTANTIVE AND REALISTIC AS 
POSSIBLE. HOPEFULLY , HE UNDERSTOOD AND TRANSMITTED 
THE ADVICE ACCURATELY AND WITH EFFECT. END COMMENT. 

9. (S) AT A CENTRAL BANK BREAKFAST FOR CHIEFS OF 
MISSION HOSTED BY THE FINANCE MINISTER, A SIMILAR 
BUT LESS SPECIFIC CASE WAS MADE FOR THE NEED FOR 
INCREASED BILATERAL AND MULTILATERAL ASSISTANCE. 
MINISTER JUAN CARIAGA PRESENTED THE HISTORY OF 
BOLIVIA'S ECONOMIC REFORM PACKAGE OVER THE PAST YEAR 
OF THE PAZ ESTENSSORO GOVERNMENT AS A PROLOGUE TO THE 
ECONOMI C IMPLICATIONS OF OPERATION BLAST FURNACE. 

THE DRAW DOWN ON CENTRAL BANK DOLLAR RESERVES, THE 
ULTIMATE NECESSITY OF RESETTLING COCA FARMERS IN 
PRODUCTIVE AREAS FOR CROPS SUCH AS SOYA, BOLIVIA'S 
NEED TO "REINVENT" A NEW EXPORT SECTOR, ALL IMPOSED 
THE GREATEST NEED FOR IMMEDIATE ASSISTANCE SINCE THE 
GOVERNMENT HAD "GONE IT ALONE" ON ECONOMIC REFORM IN 
AUGUST 1985. TO EMPHASIZE THE NARCOTRAFFICKING 
THREAT, AND IN A SPIRIT OF CANDOR NOT LOST ON THE 
WEST EUROPEAN COMS, CARIAGA STATED THAT THE GOB'S 
ESTIMATE WAS THAT SOME 50 PERCENT OF THE CENTRAL 
BANK'S CURRENT RESERVES REPRESENTED NARCO DOLLARS. 
(EMBASSY COMMENT: WHILE THE EMBASSY'S ESTIMATE 
WOULD BE CLOSER TO 30-40 PERCENT, THIS IS THE FIRST 
TIME A MAJOR GOB PLAYER HAS UTTERED A PUBLIC COMMENT. 
END COMMENT). CARIAGA INDICATED THAT THE PAZ 
ESTENSSORO GOVERNMENT REGARDED THE DOMESTIC THREAT OF 
NARCOTICS AND NARCOTRAFFICKING AS SUFFICIENTLY DIRE 
THAT THEY HAD PLUNGED INTO THE CURRENT INTERDICTION 
EFFORT KNOWING FULL WELL THE POLITICAL AND ECONOMIC 
RISKS THEY WERE RUNNING, BUT HOPED THE NATIONS 
REPRESENTED AT THE BREAKFAST WERE EQUALLY DETERMINED 
TO CONFRONT NARCOTRAFFICKING TO ASSIST BOLIVIA IN 
ITS "HOUR OF NEED". 

(DRAFTED ECON:WALTER WEST, USAID:DAVID COHEN , AND 
CHG:JEFFREY BIGGS) BIGGS 
** END OF CABLE** 
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SUBJECT: SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

EMERGENCY AID 

REF: LA PAZ 6409 DTG 0120592 AUG 86 

SUMMARY 

BY 

1. (S) BOLIVIAN ECONOMIC ADVISOR JEFFREY SACHS CALLED 
ON MISSION OFFICERS TO DESCRIBE OBJECTIVE OF TRIP TO 
WASHINGTON ON JULY 12 OF BOLIVIAN MINISTERS OF FINANCE 
AND PLANNING. HE SAID THAT BOLIVIA'S LOSS OF RESERVES 
OF 50 MILLION DOLLARS SINCE THE START OF THE NARCOTICS 
OPERATION ON JULY 15 INDICATED AN URGENT NEED FOR A 
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ONE HUNDRED MILLION DOLLAR LINE OF "BACKUP" CREDIT TO 
FORESTALL A PANIC RUN ON BANKS. HE ALSO SUGGESTED 
THAT THE PRICE OF COCA LEAVES HAD DROPPED TO THE POINT 
WHERE GROWERS WOULD BE READY TO ACCEPT RESETTLEMENT TO 
GROW ALTERNATIVE CROPS (E.G. SOY BEANS IN SANTA CRUZ). 

SACHS SAID THE GOVERNMENT WOULD REQUIRE AN ESTIMATED 
200 TO 400 MILLION DOLLARS FOR RESETTLEMENT COSTS 
INCLUDING AGRICULTURAL CREDIT FOR SETTLERS AND 
INFRASTRUCTURE DEVELOPMENT. END SUMMARY 

********** 

2. (S) ON AUGUST 7 HARVARD PROFESSOR AND BOLIVIAN 
GOVERNMENT ECONOMIC ADVISOR JEFFREY SACHS, ACCOMPANIED 
BY MINISTRY OF FINANCE SUB SECRETARY RAMIRO ORTEGA, 
DISCUSSED WITH EMBASSY AND USAID OFFICERS THE UPCOMING 
TRIP TO WASHINGTON ON AUGUST 12 OF MINISTER OF PLANNING 
GONZALO SANCHEZ DE LOZADA AND MINISTER OF FINANCE 
JUAN CARIAGA. THE MINISTERS CURRENTLY HAVE SCHEDULED 
APPOINTMENTS WITH SECSTATE SHULTZ, TREASURY SECRETARY 
BAKER AND WHITE HOUSE CHIEF OF STAFF REGAN, PRESUMABLY 
MADE BY THE BOLIVIAN EMBASSY IN WASHINGTON. SACHS 
SAID THAT THE BOLIVIAN GOVERNMENT AT THIS MOMENT 
FEELS THAT IT MUST ACT DECISIVELY TO SHORE UP DOMESTIC 
CONFIDENCE IN ITS FINANCIAL STABILITY AND TO CARRY 
OUT THE ANTI-DRUG OPERATION TO ITS ULTIMATE CON­
CLUSION, INCLUDING RESETTLEMENT OF 250,000 TO 300,000 
PEASANTS NOW GROWING COCA IN THE CHAPARE. ALTHOUGH 
HE ADMITTED THAT NEITHER HE NOR THE GOVERNMENT 
MINISTERS KNOW EXACTLY WHAT THEY WILL NEED, THEY PLAN 
TO ASK FOR U.S. ASSISTANCE AS FOLLOWS: 

(A) 100 MILLION DOLLAR LINE OF BACKUP CREDIT (WHICH 
SACHS BELIEVES WILL NEVER ACTUALLY BE USED) FOR 
12 TO 18 MONTHS TO BE ADDED TO NET RESERVES OF 
CENTRAL BANK IN ORDER TO SERVE AS A FORM OF 
DEPOSIT INSURANCE TO FORESTALL A PANIC RUN ON 
BANKS. 

(B) 200 TO 400 MILLION DOLLAR GRANT TO FUND A 
RESETTLEMENT PROGRAM IN THE DEPARTMENT OF 
SANTA CRUZ FOR CHAPARE COCA GROWERS. THE 
MONEY WOULD BE USED FOR PRODUCTION CREDIT AND 
DEVELOPMENT INFRASTRUCTURE (ACCESS ROADS, GRAIN 
ELEVATORS ETC.). 

3. (S) SACHS STATED THAT THE PRICE OF COCA LEAVES 
OBTAINED BY THE CHAPARE PEASANTS HAD FALLEN TO 
25 DOLLARS PER HUNDRED WEIGHT (DOWN FROM OVER 100 
DOLLARS THREE MONTHS AGO), A PRICE WELL BELOW PRODUCTION 
COST. THE GOVERNMENT BELIEVES THAT CHAPARE PEASANTS 
MAY SOON BE READY TO DIG UP THEIR COCA PLANTS AND 

********** s~ ********** 
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SEEK OTHER OPPORTUNITIES IF THEY EXIST. (FYI-BOLIVIA'S 
MAJOR AGRICULTURAL PLANTING SEASON IS IN OCTOBER­
NOVEMBER. IN THIS CONTEXT, CHAPARE FARMERS ON THE 
VERGE OF GIVING UP COCA WILL HAVE TO OPT QUICKLY 
FOR ALTERNATIVE ECONOMIC ACTIVITIES. END FYI) 
USAID DIRECTOR COHEN OBSERVED THAT STUDIES INDICATED 
THAT MOST CHAPARE COCA GROWERS ARE TRANSIENTS 
WHO HAVE LEFT THEIR FAMILIES AND PREVIOUS ECONOMIC 
BASE BEHIND AND WHO WOULD NOT NECESSARILY HAVE TO 
BE RELOCATED IF THEY WERE DEPRIVED OF A PROFITABLE 

MEANS OF GROWING COCA. IN HIS ADVOCACY OF 
** END OF CABLE** 

**** SECTION BREAK**** 
9 E € ~ ~ T SECTION 02 OF 03 LA PAZ 06629 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 
TAGS: EAID, SNAR, BL 
SUBJECT: SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

DEVELOPING A SANTA CRUZ RELOCATION EFFORT, SACHS 
REFERRED TO THE CASE OF PARAGUAY, WHERE THE ENGINE 
OF GROWTH FOR A DECADE HAS BEEN SOY BEANS, STATING 
THAT SOYA ALSO COULD BE ONE OF BOLIVIA'S BEST HOPES 
FOR FUTURE EXPORTS. HE EMPHASIZED THAT THIS IS A 
CRUCIAL MOMENT TO ACT BECAUSE NEW PLANTINGS WILL 
BE UNDERTAKEN WITHIN A COUPLE OF MONTHS. 
(EMBASSY COMMENT: SACHS' REFLECTION OF THE 
PLANNING AND FINANCE MINISTERS ON THE CURRENT 
SUSCEPTIBILITY OF CHAPARE COCA GROWERS' WILLINGNESS 
TO VACATE THE CHAPARE IS PROBABLY PREMATURE. IT 
DOES REFLECT, HOWEVER, THE LOGIC OF THE GOVERNMENT'S 
"BLAST FURNACE" INTERDICTION STRATEGY THAT IF THE 
PRICE OF COCA BELOW PRODUCTION COSTS CAN BE SUSTAINED 
FOR A LONG ENOUGH PERIOD, TRANSFER OUT OF COCA INTO 
ALTERNATIVE CROPS WILL BE EASIER TO EFFECT. THE 
IMPORTANT ASPECT OF SACHS' OBSERVATION IS THAT THE 
GOVERNMENT HAS BEGUN THINKING ABOUT THE POLITICAL 
POSSIBILITIES OF EXTENSIVE ERADICATION. IF THE 
CHAPARE'S PREDOMINANTLY TRANSIENT POPULATION CAN BE 
PERSUADED, THROUGH A COMBINATION OF LOW COCA PRICES 
AND ALTERNATIVES, TO VACATE THE CHAPARE, IT WOULD 
APPEAR THE GOVERNMENT IS PREPARED TO ERADICATE THE 
REMAINING COCA. END COMMENT) 

4. (S) WITH REGARD TO THE REQUEST FOR THE HUNDRED 
MILLION DOLLAR LINE OF CREDIT, SACHS REMAINS CONVINCED 
THAT THE KEY TO CONTINUED ECONOMIC STABILITY IS TO 
MAINTAIN EXCHANGE RATE STABILITY. ALTHOUGH HE 

********** ********** 
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CONCEDED THAT THE PESO IS OVERVALUED AND THAT 
DEVALUATION WOULD BE SENSIBLE FROM A PURELY ECONOMIC 
STANDPOINT, IN A POLITICAL/ ECONOMIC SENSE IT WOULD 
BE DISASTROUS FOR THE GOVERNMENT. NOT ONLY WOULD 
IT DESTROY THE PAINSTAKING EFFORT TO REBUILD 
CONFIDENCE, BUT ALSO IT WOULD BE SEEN AS A DIRECT 
RESULT OF THE ANTI-NARCOTICS OPERATION . BASED ON 
THE SUCCESS OF THE ANTI-INFLATION PROGRAM TO DATE, 
SACHS BELIEVES THAT INFLATION CAN BE BROUGHT DOWN 
TO ZERO AND THAT THE PESO CAN STABILIZE AT THE 
PRESENT RATE (PRIMARILY THROUGH CONTROL OF MONETARY 
EMISSIONS AND THE GOB FISCAL DEFICIT) . 

5. (S) SACHS SAID THAT BOLIVIA HAS LOST 50 MILLION 
DOLLARS IN RESERVES SINCE THE START OF THE NARCOTICS 

OPERATION. HE BELIEVED THAT WHILE NOT PROBABLE A 
PANIC RUN ON THE BANKS COULD HAPPEN AT ANY MOMENT 
AND THAT SUCH A PANIC WOULD BE THE ONE SINGLE 
EVENT THAT WOULD BE DISASTROUS TO THE ONGOING 
ECONOMIC STABILIZATION PLAN. SACHS SAID THAT NO 
ONE KNOWS IF THE CENTRAL BANK WILL CONTINUE TO LOSE 
THREE MILLION DOLLARS IN RESERVES A DAY (DURING 
THE LAST TWO WEEKS CENTRAL BANK DAILY AUCTIONS HAVE 
AVERAGED 2.2 MILLION DOLLARS PER DAY). 

6. (S) FYI: THIS MEETING WITH SACHS WAS REQUESTED 
BY GOB TREASURER FERNANDO KEMPH. KEMPH INDICATED 
THAT PART OF SANCHEZ DE LOZADA'S AND CARIAGA'S 
WASHINGTON AGENDA WOULD BE TO REQUEST THE SCHEDULING 
OF A MEETING BETWEEN PRESIDENT PAZ AND REAGAN. 
THIS SUBJECT WAS NOT REPEAT NOT RAISED BY SACHS. 
END FYI. 

7. (S) EMBASSY COMMENT: IN A SIGNIFICANT WAY, 
SACHS' COMMENTS INDICATE THAT THE BOLIVIAN GOVERNMENT 
ECONOMIC TEAM MAY BE MOVING FROM A POSITION OF 
RESENTMENT TO ACCELERATI ON OF NARCOTICS CONTROL 
ACTIVITIES TO COMBAT THE THREAT TO THE SUCCESS OF 
THE RECOVERY PROGRAM AND TO UNDERTAKE A MORE CON­
STRUCTIVE EFFORT TO CONSOLIDATE AND COORDINATE 
EFFORTS TO ACHIEVE BOTH NARCOTICS AND ECONOMICS 
OBJECTIVES. IF THIS I S SO, THE EMBASSY CONSIDERS 
THIS TO BE A VERY POSITIVE DEVELOPMENT. END COMMENT. 
** END OF CABLE ** 

**** SECTION BREAK* *** 
-8"1!:-C RE 'r SECTION 03 OF 03 LA PAZ 06629 

DIA FOR IR BRANCH; USCINCSO ALSO FOR POLAD 

E.O. 12356: DECL: OADR 

*** *** *** * 
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TAGS: EAID, SNAR, BL 
SUBJECT: SACHS DISCUSSES BOLIVIA'S REQUIREMENT FOR 

8. (S) EMBASSY COMMENT: THIS MISSION TOOK GREAT 
EFFORT TO EXPLAIN TO SACHS THE U.S. BUDGET-RELATED 
DIFFICULTIES THAT SANCHEZ DE LOZADA AND CARIAGA 
ARE LIKELY TO ENCOUNTER IN WASHINGTON. IN THIS 
CONTEXT, WE URGED THAT THEIR PRESENTATION AND 
REQUESTS BE MADE AS SUBSTANTIVE AND REALISTIC AS 
POSSIBLE. HOPEFULLY , HE UNDERSTOOD AND TRANSMITTED 
THE ADVICE ACCURATELY AND WITH EFFECT. END COMMENT. 

-
9. (S) AT A CENTRAL BANK BREAKFAST FOR CHIEFS OF 
MISSION HOSTED BY THE FINANCE MINISTER, A SIMILAR 
BUT LESS SPECIFIC CASE WAS MADE FOR THE NEED FOR 
INCREASED BILATERAL AND MULTILATERAL ASSISTANCE. 
MINISTER JUAN CARIAGA PRESENTED THE HISTORY OF 

• BOLIVIA'S ECONOMIC REFORM PACKAGE OVER THE PAST YEAR 
OF THE PAZ ESTENSSORO GOVERNMENT AS A PROLOGUE TO THE 
ECONOMIC IMPLICATIONS OF OPERATION BLAST FURNACE. 

THE DRAW DOWN ON CENTRAL BANK DOLLAR RESERVES, THE 
ULTIMATE NECESSITY OF RESETTLING COCA FARMERS IN 
PRODUCTIVE AREAS FOR CROPS SUCH AS SOYA, BOLIVIA'S 
NEED TO "REINVENT" A NEW EXPORT SECTOR, ALL IMPOSED 
THE GREATEST NEED FOR IMMEDIATE ASSISTANCE SINCE THE 
GOVERNMENT HAD "GONE IT ALONE" ON ECONOMIC REFORM IN 
AUGUST 1985. TO EMPHASIZE THE NARCOTRAFFICKING 
THREAT, AND IN A SPIRIT OF CANDOR NOT LOST ON THE 
WEST EUROPEAN COMS, CARIAGA STATED THAT THE GOB'S 
ESTIMATE WAS THAT SOME 50 PERCENT OF THE CENTRAL 
BANK'S CURRENT RESERVES REPRESENTED NARCO DOLLARS. 
(EMBASSY COMMENT: WHILE THE EMBASSY'S ESTIMATE 
WOULD BE CLOSER TO 30-40 PERCENT, THIS IS THE FIRST 
TIME A MAJOR GOB PLAYER HAS UTTERED A PUBLIC COMMENT. 
END COMMENT). CARIAGA INDICATED THAT THE PAZ 
ESTENSSORO GOVERNMENT REGARDED THE DOMESTIC THREAT OF 
NARCOTICS AND NARCOTRAFFICKING AS SUFFICIENTLY DIRE 
THAT THEY HAD PLUNGED INTO THE CURRENT INTERDICTION 
EFFORT KNOWING FULL WELL THE POLITICAL AND ECONOMIC 
RISKS THEY WERE RUNNING, BUT HOPED THE NATIONS 
REPRESENTED AT THE BREAKFAST WERE EQUALLY DETERMINED 
TO CONFRONT NARCOTRAFFICKING TO ASSIST BOLIVIA IN 
ITS "HOUR OF NEED". 

(DRAFTED ECON:WALTER WEST, USAID:DAVID COHEN, AND 
CHG:JEFFREY BIGGS) BIGGS 
** END OF CABLE** 
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OMINOUS 
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SUMM AR Y 

I. ~) IN A HI ST ORIC AL CO NTEXT THE STATE OF SIEGE 
IN VOKED BY THE PAZ ESTE NS SORO GOV ER NMENT ON AUGUST 28 
HAS BEEN REL ATIVEL Y BENI GN. THUS FAR IT HAS PROVOKED 
LESS OVER T DEFI ANCE FROM LAB OR, STUDENTS AND THE 
RADICAL LEFT THAN MIGHT HA VE BEEN EXPECTED. CAL LED IN 
RESP ONSE TO A POTENT IALL Y SEROUS CH AL LEN GE BY THE 
ULTRA-LEFT LED BOLIV IAN LABOR CENTR AL ICOB) , THE 
CIRCUMSTANCE S TH AT PROVOK ED THIS STATE OF SIEGE 
NEVER THL ESS DIFFER MARKE DLY FROM THOSE THAT TRIGGE RED 
A SIM ILAR MEASURE A YEAR AGO. 

2. IC) IN 1985 LABOR AND THE RADI CAL LEFT CHA LLENG ED 
THE NEW PAZ ESTEN SS ORD GOVER NMENT AN D ITS AUSTERE, 
FREE-MAR KET ORIENTE D ECO NOM IC POLIC Y FR OM A POSITION 
OF RELATIVE UNITY AND ECONOMIC STRENGTH IN A BOLD 
ATTEMPT TD PRE SERVE THE PRIVILEGED POL ITICA L AND 
ECONOMIC POSITION THEY HAD EN JOYE D OFF AND ON SINCE 
1952 AND PAR TICULARL Y UND ER THE SILES ZUAZO ADMINI S­
TRATION U982-85). THI S CHALLENGE PROVIDED PAZ WITH 
A TAILOR-MADE OPPORTUNITY TD CONSOLIDATE HI S POWER --

3. ICI THE MOOD IN 1986, HO\.IEVER, IS ONE OF 
DES PERATION, PAR TI CULARL Y AMONG THE EMPLOYEES OF THE 
STA TE MIN ING CORPORATION ICOMIBDLI \./H O ARE FI GHTING 
FOR SURV IV AL. THEIR EFF OR TS TD FORCE THE GOVERNMENT 
TO RESPOND TO THEIR DEMANDS -- INCLUDING TH E RECENT 
MAR CH ON LA PAZ -- GA VE EXTREMIS T ELEMENTS IN THE CO B 
LE ADERSHI P AN IDEAL OPENING TO PURSUE THEIR POLITICAL 
AGENDA. THIS IN TURN ENHANCED THE ST ANDING OF THOSE 
ELEMENT S IN A FACTION ED AND WEAKE NED COB . 

4. (C ) CONGR ESS IS CURRENTL Y DE L I BE RAT I NG \./ HE TH ER TO 
RATIFY TH E STAT E OF SIEGE. SIMU LTANE OUS LY REPRESENT­
ATIVES Of THE MI NERS ANO THE GOVERNMEN T ARE MEETIN G 
UNDE R CHURCH AUSP ICE S TO TRY TO RESOLVE WHA T APPEAR 
TO BE IRR ECO NCILABLE DIFFERENCES. THE OUTCOME OF 
BOTH DEL IBERATIONS IS UNCERTA IN AND THE POTENTIAL 
FOR SERIOUS LEFT-LED CHALL ENG E TO THE GOVERN MENT 
REMA INS HI GH . \.IE AR E \.IORKlllG \.II TH USA ID ASSETS ON 
SEVERA L PROGRAMS THE BOLIVIAN GOVERNMENT IS READYING 
TO ALLEVIATE THE MIN ERS' SITUATION \.I ITH OUT UNDERMINING 
THE BAS IC PR INC IPL ES OF TH E EC ON OMI C RECO VERY PROGRAM. 
mo SU MM ARY' 

THE CR UX Of TH E PROBLEM 

5. ~I PR ODU CTION AT MOST CDMIBOL MIN ES IS PARAIYZ ED 
BE CAUSE OF LOW MINERAL S PR ICES. SOME MIN ES AR E CLOSED 
AND MAN Y OTH ERS AR E SLA TE D TO SHUT DOWN UNDER THE 
REC E~T LY ANN OUNCED REORGAN IZATIOM PLAN FOR COM IBOL 
IREF B). THE PLAN, WHICH PROVIDE S FE\./ Al TERNATIVES 

FDR ID LE , SOON- TD- BE- UNEMP LOYED MIN ERS BE YO ND A VAGUE 
"CO- OP ERATIV IZAT ION" OF TH E LEAST PR OD UCTIVE MINE S, 
INC RE AS ED ANT I-GOVERNMENT ATTITUDES DURING THE RECENT 
MIN ERS MARCH. 

6. ILOU I LABOR'S POS IT ION IS AMBIVALENT AN D IGNORES 
ECONOMIC REAL ITY. MAN Y MINERS BELIEVE TH AT THE 
GOVERNMENT SHOULD CONTINUE TO SU BSID IZE THE BANK RUPT 
CDMIBOL TO PROTECT THE IR JOBS AND THEI R STANDARD OF 
LIVIN G. ALTERNAT IVEL Y, SO ME ARE DEMANDING THA T ALL 
OF THE CORPOR ATION 'S PROPERTIES AN D ASS ET S BE TURNED 
BT 

/ .. ~ • 1~--iED 
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SU BJECT: THE STA TE OF SI EGE : CON GR ESS DEB ATE S, THE 

OVER TO THE WORK ERS, NOT JUST THE MARGINAL MINES AS 
ENV IS AGED IN THE REORGAN IZ AT ION PLAN. THIS, OF COUR SE, 
WOU LD DEPRIVE THE GOV ERNMENT OF ONE OF ITS MOS T 
IMPORT AN T SOURCES OF FOREIGN EXCHANG E. UNDE R PRESENT 
CIRCUMS TAl4CE S THI S IS UNTHINKABLE, AND EVEN UNDER 
OPTIMUM ECON OMIC COND ITION S WOULD LIKELY REPEAT THE 
FAIL UR ES OF THE PAST. 

NO Al TE RNAT IVES 

7. rel LABOR'S DEM ANDS FOR ADEQUA TE SALARIES AND 
GR EATE R SECURI TY, WHILE NOT UNR EASONA BLE IN A HORE 
NORMAL CONTE XT , FAR EXCEED THE GOV ER NM EN T' S ABILITY 
TO DEL IV ER. THE GOV ERNMENT SIMPLY DOES NOT HAVE 
TH E RESOUR CE S TO CONT INUE THE COSTLY SU BSIDIZAT ION 
OF COMIBOL. EVEN IF IT DID, TO DO SO WOULD BL ATA NT LY 
CONTRAD ICT PAZ ESTENSSORO 'S FREE-MARK ET, PRIVATE 
SECTOR-ORIENTED ECONOMI C POLICY. WH ILE THE GOVER NMENT 
CANNOT BE BL AM ED FOR REFUSING TO SPEND MONIES THAT IT 
DOES NOT HAVE TO KE EP COMI BOL AFLOAT FOR A FEW MORE 
MONTHS , IT HAS NOT MOUNTED A CREDIBLE PLA N OR EFFORT 
TO PROVI DE UNEMPLOYED MINERS WI TH A VIABLE AL TE RNAT IVE 
TO WORKING IN COM IB OL. THE SITUATIO N OF MOST OF THE 
15, 000 STAT E-EMPLOYED MINERS SLATED FOR DISMISSAL AND 
THEIR FAMILIES IS INCR EAS IN GLY DESPERATE. FOR TEC HNICAL 
AND SOCIO-CULTU RA L REAS ONS IT IS DIFF IC UL T FOR THE M TO 
MIGRATE TO THE TROPICAL EASTERN LOWLANDS AND START 
AFR ESH IN AGRICULTURE . MANY DO NOT HA VE ANC ESTRAL 
LAN DS TO RETURN TO, OR IF THEY DO THESE LANDS ARE TOO 
POOR TO PROV IDE THE STA NDARD OF LIVING TO WHICH THE 
URBANIZED MINE LABOR FORC E HAS BECOME ACCUSTOMED. 

WHA TE VER MIGR AT ION THAT HAS OCC URRED HAS BEEN 
SPONTAN EOUS TO ARGE NT INE AND CHILE AN LABOR CENTER S, 
\./ ITH NO GOVER l4M EIH SU PPORT IRE F Cl. 

LEFTI ST OPPORTUN IS M 

8. (Cl LEFTIST POL ITICANS \./ERE QUICK TO INSTI GA TE AN D 
TAKE AD VANTAGE OF THE INCREASINGL Y DESPERATE RESPONSES 
OF THE MINERS , WHI CH SNOWBALLED UNTIL THE GO VERNM EN T 
INV OKE D THE STATE OF SIEGE ON AUGUST 28. UNLIKE 1985, 
THE COB , ALTHOUG H WEAKENED AN D DIVI DED, IS NOW IN THE 
HANDS OF EXTREMI STS l lKE \./AL TER DELGADI LL O, WH O LEADS 
THE RAD ICAL, VI OLENCE-PR ONE "E JE" FACTION. THE IR AG EN DA 
IS OF COURSE MO RE THAN SIM PL Y ECONO MIC. THEIR 
FUNDAMENTAL OB JECT IVE IS TO OVERTHROW THE PAZ 
EST EN SSORO GOVER NME NT AN D CREATE TH E CON DITIONS FOR 
THE WORK ER / PROL ETA RI AN MILLEN IU M, EVEN THOUGH THE 
CONCEPT IS AS FU ZZY TO THE M AS IT IS TO TH E REST OF US. 

9. (C l MEANWHILE VETER AN COB LE ADE R JUAN LE CHIN -- WHO 
OFTEN HAS US ED HIS LO NG RELATIONSHIP WITH PRESIDENT PAZ 
EST ENSSORO TO MODERAT E LAB OR CONFLIC TS -- IS OU T OF THE 
COUNTRY. LEC HIN WOUL D NOT/N OT NECES SARILY BE A HELP 
THIS TIME AROUN D, HOWE VER, BECAUSE HE HAS BEEII IN BED 
WITH THE "EJE" FOR SEVER AL MONT HS AS PART OF TH IS 
STRUGG LE \./ITH THE COMM UNIS TS FOR CONTROL OF THE CO B. 

PR OSP EC TS WORRISO ME 

lll . ICI BO TH LABOR AND TH E GOVERNM EN T HAVE MOMENTARILY 

STEPP ED BACK FR OM THE BRINK. UN DE R CHURCH AUSPIC ES THE Y 
ARE DI SCUSSING THEI R DIF FERENC ES. A GOVE RNM E~T SPOKES ­
~AN IN DIC ATED ON SEP TEMBE R 3 TH AT THE COM IBOL REORGAN ­
IZATION PLAN IS NOT YET CASE IN CONCRETE, LEA VING OP EN 
THE PO SS IB ILIT Y OF MINOR CONCESSIONS TO THE WORKERS . 
CH URCH SPOKESMEN , AS EXPECTED, ARE OPTIM ISTI C. SUCH 
MODIFICATIONS AND THE BEST OF GOODWILL ON BOTH SI DE S, 
HOWEVER, WILL NOT BRIDGE THE GAP BETWEE N THE T\./0 
EXTR EME PO SI TIONS, AN D PROSP ECTS FOR THE OU TCOM E AR E 
DISCOURAG ING . 
BT 
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11. (C) AT THE SA ME TIME, CONGRESS IS CURRENTLY DEBATING 
\/H ETHER TO RATIF Y THE STATE OF SIEGE . THE GOVERNMENT / 
AON (NAT IOliALIST DEMOCRATIC ACTION) MAJORITY COULD 
EASILY OVERR IDE LEFTIST OBJECTION TO THE STATE OF SIEGE 
AND \/Ill PROBABLY DO SO IN LIGHT OF RISKS OF ULTRA-LEFT 
INSPIRED FUTURE UNREST. UNLIKE THE 1985 STATE OF SIEGE , 
WHIC H EXPIRED UNEVENT FULL Y, THE CURRENT SITUATION 
DEMANDS THAT THE GOVERNMENT COME UP 1/ITH SERIOUS 
PROPOSALS AND PROSPECTIVE SOLUT IONS TO THE MINERS ' 
PLIGHT BY THE END OF 90 DAYS IT HE DURATION OF A STATE 
OF SIE GE). CONGR ESS MA Y BE 1/I LLING TO GIVE PAZ THREE 
MONTHS BREATHING SPA CE , BUT COULD BE RELUCTANT TO GIVE 
HIM MORE. THIS OB VIOUS LY P,~C£S AH ENORMOUS BURDE N 
ON AN UNDER -FUNDED, UNDER·STAF F~O GOVERN MENT FACED BY 
MAN Y OTHER SERI OUS PRO BLEMS, l~ ClUDING NARCOTICS 
TRAFFICKING. 

12. m) IF THE GOVERNMENT FA ILS TO PROVIDE SOLUTIONS, 
LABOR AND THE FAR LEFT \/ Ill HAVE FEIi OPTIONS. ONE 
EXTREME STEP 1/0ULD BE TO SEIZE AND "CO-OPERATIVIZE " 
STILL-VIABLE COM IBOL OPERATIONS IN DEFIANCE OF THE NEIi 
REORGANIZATION PLAN . ANOTHER COULD BE THE GRADUAL 
INFILTRATION OF LA RG E NUMBERS OF MINERS AND THEIR 
DEPENDEN TS INTO LA PAZ, FOLLO\/ED BY MASSIVE, PROBABLY 
VIOLE~T ANTI-GO VERNM ENT DEMONSTRATIONS. THE ODDS ARE 
JUST AS GOOD, HO\/EVER, THAT THE MINERS \/ Ill FOLLO\/ THE 
EXAMPLE OF MANY OTHER HARD -PRESSED BOLIVIANS, 
EMIGRAT ING TO ARGENTINA AND OT HER NEIGHBORING COUNTRIES 
IN SEARCH OF \/ORK OR MIGRATING TO SANTA CRUZ AND THE 
EASTERN L 01/LANDS. 

CS N: HCE489 
13 . IC) DESPITE THE RELATIVE CALM NOii, TEN SIONS ARE 
l lKELY TO CONTINUE AT A HIG HER LEVEL THAN \/AS THE CASE 
IN 1985. THE GOVERNMENT IS CRANKING UP PUBLIC \/ORMS 
AND CON STRUC TION (INCLUDING LOW-INC OME HOUSING) EFFORTS 
WITH THE MEAGER AVAILABLE RESOURCES TO TRY TO RELIEVE 
PRESSURE IN THE HARDEST HIT MINING COMMUNITIES. 

DEFENDING U.S . INTERESTS 

14. IC) 1/E !USA ID ) AR E 1/0RKING 11 1TH TH E GOVERNMENT IN 
TH IS EFFORT, AN D ARE MAKING AVAILABLE ESF LOCAL 
CURRENCY COUNTERPART FUNDS AND PL 480 RE SOURCES TO 
REL IE VE THE PRESS URE OF MINING SECTOR LAY OFFS . A NE\/ 
\/A VE OF MIGRA TI ON TO POTE NTIAL COC A- GRO\/ING AREAS OR A 
SER IOUS ULTRA -LEF T CHALL ENG E TO THE PAZ ESTENSSOR O 
GO VERNMENT -- BOTH REAL POSSIBILITIE S IF THE MINERS 
GE T NO HELP -- \/O ULO SIGNIF ICANTLY DAMAG E U.S . 
INTERESTS AND OBJECT IVES. 

(DRAFTED BY: POL: \/LOF STROM) ROI/ELL## 
BT 
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STATUS REPORT 

• Military Support for Drug Operation in Bolivia 
(Operation BLAST FURNACE) 

Operation BLAST FURNACE was developed at the request or the 
Bolivian government. Operations began on July 18th. The 
Department or Defense has provided transportation, communica­
tions, and intelligence support to the Bolivian national police. 
US efforts are coordinated by the Drug Enforcement 
Administration and the US Embassy in La Paz. 

There are approximately 180 Army and Air Force personnel, 
six Blackhawk helicopters, and one C-130 transport aircraft in 
Bolivia. To date, Bolivian National Police have inspected 32 
suspected drug processing/transshipment areas. Seven active 
processing labs and two transshipment storage sites have been 
destroyed. In addition, according to USSOUTHCOM, BLAST FURNACE 
has provided excellent training for US troops operating from 
austere staging bases located far from normal supply depots. 

Operation BLAST FURNACE has produced more immediately 
.positive anti-narcotics results for the us in Bolivia 'than any 
initiative undertaken before. Major and intermediate narco­
traffloking elements have either fled Bolivia or gone into 
hiding. For example, during the first week of BLAST FURNACE, a 
surge of 250 Bolivians entered Panama and some 600 Bolivians 
fled to Paraguay. While the nature of the operation made it 
unavoidable that many traffickers themselves would flee the 
country and shut down processing operations, the seizure of 
seven hydrocloride laboratories and associated equipment 
(vehicles, airplanes, generators, power tools, etc.) has stopped 
the weekly production of over six tons of drugs from these 
laboratories alone. The cocaine production process in Bolivia 
has erreotively ground to a halt. 

BLAST FURNACE has served as a catalyst within Bolivian 
society forcing many heretofore sideline players, such as the 
armed forces, to taoe seriously the narcotics issue. On the 
public scale, it has given rise to numerous editorials, 
newspaper articles, and radio and television programs, not all 
positive about the operation, but virtually all discussing the 
problems ot trattioking and addiction in serious terms. While 
no rormal Bolivian public opinion polls are available, general 
public reaction appears supportive of the government's decision. 

The US Ambassador has asked that BLAST FURNACE be extended 
until November, 1986, when the rainy season begins. We expect a 
request trom Bolivia for additional resources to sustain a long­
term Bolivian campaign against drug processing and tratticking. 

,.CONftOENTIAt-
av 
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SUBJE-e-T: WR AP- UP ASSESSMEIH OF OPERATION " BL AST 

FURNAC E" TO DATE IN BOL I VIA 

RE FS: (Al STATE 241574 DTG ll12025Z AUG 86 
(B l LA PAZ 632 9 DTG 3ll2 145Z JUL 86 
(C l LA PAZ 0662 9 DTG ll82214 Z AUG 86 
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(El LA PAZ 06513 DTG ll52f122 Z AUG 

!. ~ - EIITI RE_ TEXT. 

SUMMARY 

86 
86 

2. FROM THE AMEl1B ASS Y LA PAZ VIE \./POINT, OPERATION 
"B LAST FURNACE," IN CON JUNCTION \./ITH IN l1-SUPPORTE D 
EFFORT S IN THE CH APAR E, HAS BEEN A VI RT UAL LY 
UNQUALIF I ED SUCCESS TO DATE IN BOL I VI A IF JUDG ED 
AGAI NST THE INITIAL EXPECTATION S, AS OPPOSED TO THE 

FR EQUENTLY VAUNTED MEDIA EXPECTATIONS. IT HAS 
GR OUN D CO CA-P ROCE SS I NG IN THE COUNTRY TO A HA LT AN D 

DI SRU PTED THE ENTIRE DEVELOPMENT CHA IN FROM THE 
PR ICE OF COC A LEA VES (CURRENTLY AT AN ALL - T IME LOW 
AND BELO\/ THE COST OF PRODUCTION TO THE CU LTIV ATOR) 
THROUGH PASTE AN D HYD ROCLORIDE PROCESSING AND FINAL 

EXP OR T Of HGL OUT Of BOL I VIA. IF SUSTAI NED 
INDEFIN I TELY, THE OPER ATION HOLDS FORTH THE FURTHE R 
PROS PECT OF EVE NTUAL ERAD ICATION OF COCA IT SELF AS 
TH E CULT I VATOR CAM PESINOS ARE ULTIMATELY FORCED BY 
EC ONOMIC PR ESSUR ES TO SEEK ALTERNATIVE ANO LEG AL 

CSN: EHA23 8 ME ANS OF LI VEL IH OOD . 

THE GENE SIS OF BLAS T FURNACE 

3. FACED \/ITH \/H AT IT REGAR DED AS AN UNACCE PTAD LE 
POLI TIC AL LI AB IL ITY OF COlffRONTING COCA -GROWING 

CAMPES I NOS \/ I TH TH E PROSPE CT OF FOR CED ER AD ICATI ON, 
THE BOL IV I AN GOV£R Nl1ENT APPROAC HED THE EMBASSY Alm 
USG - WA SH I NG TON IN 19 85 ABO UT AN ALTE RN AT I VE STR ATEGY 
TO AC CO MPLI SH TH EIR 0\./N A ll □ U.S . ANTI-NARCOTICS 
POLI CY GO AL S. THE STRATE GY AI MED AT A SUSTA INED 
DI SRUPTION OF COC A PROCESS I NG IN BOL IVIA \./ I TH TH E 
OBJECTI VE OF A SIG NIFI CANT REDUC TI ON IN THE EXO DUS 
OF COC A I NE I NTO U.S. MAR II ET S AND THE MAINTENANCE 
OF A BE L0 \.1 - COS T-OF - PRODU CTION PRICE FOR COCA LE AV ES 
TH AT WOULD EVEN TUA LL Y LE AD CAMPESINOS OUT OF COCA 
AND INTO LE SS ATT RAC TI VE BUT LEG AL AND SUS TA I NABLE 

CROP ALTE RNA TIVES . THE STRA TEGY WAS, HO\./EVER, 
IMPOSS IBLE UNLE SS TH E BO LIVI AN GOVERNMENT GAINED 
ACCESS TO THE REQU IRE D AER I AL MOB ILITY IN THE VAS T 
l ABORA TORY AREA OF TH E BEili DEP ARTMEN T ~HE RE THE 
BOL I VI All NAT I ONAL POL I CE HA D NE VER BEEN ABLE TO 
MOUNT A SUSTA INED I NTERD I CTI ON OPERATION. BOLIVIAN 
IN TERI OR MIN I ST ER BARTHEL EMY FI RS T RAI SED THE tl ATTER 
\.I I TH TH E U. S. I N THE FAL L OF 1985 \/HEN HE RE QUE ST ED 

HE LI COPT ER SUPPOR T. 

4. THE U. S. POL ICY DECISION ON A ROLE FOR THE U. S. 
ARMED FORCES IN DRUG 11-lTERO I CTION \/AS A PR ER EQUI SITE 
TO ACC EP TANC E OF THE BOLI VI AN GO VER NMENT'S INVIT ATI ON 

TO PAR TIC IPATE IN "BL AS T FURN ACE." THE DURATION OF 

TH E U.S . MI L I TARY SUPPOR T OPERAT I Oil \/.~S FORESE EN I\S 

LIMI TED AND FI NI TE; THE OII LY ROLE WAS TO PRO\II DE 
TR ANSP ORTAT I ON SU PPORT; Al-ID IT WAS NOT PLANl:EO I\S A 

- REHEAR SAL ·Foid ' UfUR E 0-PEl'rnT I ON S (REF Al. 

TH E BOLI VI AN GOV ER NME NT COMMI TME NT 

5. PRESI DENT PAZ ESTEtlSSORO AND HIS GOVERNMENT ARE 
NO W TOTAL LY COMM ITTED TO A "WAR TO THE FINISH" 
AGAINST DRUG TRAFFICKING AND DRUG -DE STINED COC A 
CULTI VATION. THEY EMB ARK ED ON THIS DECIS I ON \/IIEN 
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SUBJECT: \/RAP-UP ASSESSMENT OF OPERATION "BLAST 

THEY AGREED TO OPERATION "BLAST FURMACE . " THE 
ECONOM IC AND POLITICAL FALLOUT FROM "BLAST FURNACE" 
COl1POUNOS OTHER PROBLEMS WHICH, ON THEIR OWN, HAVE 
BEEN DRIVING THE GOVERNMENT TO ENTERTAIN THE 

POSSIBILITY OF A STATE OF SEIGE . THE BOLIV I AN 
GOVER NMENT REGARDS THE UNITED STATES AS A PARTNER 

IN ITS ANTI -DRUG EFFORT AND HAS SENT THE CURRENT 
DELEGATION OF I TS FOREIGN AND PLANNll!G MINISTERS 
TO THE UNITED STATES TO DISCUSS THE COLLATERAL 
ISSUES TO "BLAST FURNACE" (REF Bl: 

-- HELP TO GET THROUGH THE THREAT TD THE 
ECONOMIC RECOVERY PROGRAM THAT THE ANTI-DRUG 
CAMPAIGN HAS PRODUCED IN THE FOREIGN EXCHANGE 

11ARI\ET (REF C); 

-- RESOURCES NECESSARY TO SUSTAIN FOR A 

LONG PERIOD THE ANTI-NARCOTICS CAMPAIGM AND 
THE COCA ERADICATION EFFORT; 

-- AND MECHANISMS TO ACCELERATE FOREIGN 
DEVELOPMENT ASSISTANCE TO ALLEVIATE ANTICIPATED 
PROBLEMS IN ECONOMICALLY RESETTLING FORMER COCA 

GROWERS. 

6. THE SUSTAINMENT, 
"BLAST FURNACE" ANO THE USG'S ADDRESS I NG THE 
COLLATERAL CON CERNS ARE ESSEIHIAL IF WE \./ANT TO AVOID 

CSN: EHA214 SENDING SUCH WRONG SIGNALS AS: NON-CONMITMENT BY THE 
U. S., EAVING THE GOB AT RISK AFTER ITS ALREADY 

HAVING PAID A SIGNIFICANT POLITICAL COST FOR INVITING 
U.S. SUPPORT, AND PUTTING THE NARCO-TRAFFICKERS IN A 
MUCH MORE DOMINANT POSITION THAN THEY OCCUPIED r EFOR E 
THE INCEPTION OF "BLAST FURNACE" (REF 0). ANY 

PREMATURE WITHDRAWAL OF U.S. SUPPL3 T-ASSIST AN GE WOULD 
RESULT IN AN ALMOST CERTAIN DISCONTINUITY IN THE 

OVERALL CONTROL EFFORT IN BOLIVIA AND RETURN TO 
"BUSINESS AS USUAL" FOR THE TRAFFICKERS, THUS UNDER­
MINING THE BOLIVIAN GOVE RN MENT'S OWN CONTROL-RELATED 
CREDIBILITY AND THEREFORE ITS FUTURE ABILITY TO ACT, M~D 
IS A MA JOR CON SIDERATION. AM EM BASSY LA PAZ'S 
STRATEGY CONSIDERATIONS FOR A CONTINUATION OF "BLAST 

FURNACE" HAVE BEEN SEIH TO ADDRESSEES SEPTEL (REF El. 

RESULTS OF "BLAST FURNACE" TO DATE 

7. THE CURREIH ONGOING OPERATION "BLAST FURIJACE" 
HAS PRODUCED MORE IMMEDIATELY POSITIVE AMTI-NARGOTICS 
RESULTS FOR TII E U.S. IN BOLIVIA THAN ANY INITIATIVE 
UNDERTAKEN HE RE TOFORE: 

-- MAJOR AND INTERMEDIATE NARCOTRAFF ICKING 
ELEMENTS HAVE EITHER FLED BOLI VI A OR HAVE GONE INTO 

HIDING. FOR EXPM PLE, DURING THE FIRST I/EEK OF 

OPERATION "BLAST -FURNACE," A SURGE OF 250 BOLIVIANS 
ENT ERED PANAMA A l l □ A LARGER NUtlBER, SOME 600 
BOLIVIANS, FLED BOLIV I A TO PA RAGUAY. PRESENTLY THE 
COCAIN E PRODUCTION PROCESS IN BOLIVIA HAS EFFECTIVELY 
GROUND TO A HALT .' THIS IS PARTICULARLY TRUE OF THE 

HYDROCLORIDE-PROCESSING LABORATORIES IN THE BENI 

DEPARTMENT \./HICH HAVE BEEN THE MAJOR TARGETS OF 
OPERATION "BLAST FURNACE" TO DATE. WHILE THE NATURE 
OF THE OPERATION MADE IT UNAVOIDABLE THAT MANY 
TRAFFIC KERS THEMSELVES WOULD FLEE THE COUNTRY AND 
SHUT DOWN ON-GOING ~ROCESSING OPERATIONS, THE 

SEIZURE AND DESTRUCTION OF SEVEN HYDROCLORIOE 
LABORATORIES AND ASSOCIATED EQUIPMENT (VEHICLES, 
AIRPLANES, GENERATORS, ELECTRICAL APPLIANCES, POHER 
TOOLS, ETC.) HAS MEANT THAT A WEEKLY PRODUCTIVE 

CAPACITY AMONG THESE LABORATORIES ALONE OF OVER 

12,000 POUNDS OR
8
SIX TONS HAS NOT LEFT DOLIVIA roR 

BT 
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EXTENSION OFFICES IN THE CHAPARE TO ACQUIRE SEEDS AN O 
PLANTS FOR ALTERNAT IVE CROPS. COCA PASTE PROCESSORS 
IN THE CH APARE, EXPECTING TO RIDE OUT THE STORM BY 
PRODUCING AND STORI NG COCA PASTE UNTIL THE HEAT IS 
OFF, HAV E BEEN HIT HARD BY NARCOTICS STR IKE FORCE 
IUMOPARI POLICE UTILIZING A SMALL BOLI VI AN GOVERNMEN T 

HELICOPTER TO LOCATE AND DESTROY LABS. NEW UMOPAR 
POSTS WERE ESTABLI SH ED AT THREE LOCATIONS IN THE 

YUNGAS IN EARLY JULY, 1/HICH HAVE HELPED TO REDUCE 
ILLEGAL ACTIVITY IN THIS SECOND MOST IMPORTAN T 
BOLIVIAN CO CA PRODUClllG REGI ON. NATIOIIWIDE SEIZURE 
TOTAL S OF BOLIVIAN NARCOTICS POLICE ARE CURRENTLY AT 
AN AL L-TI ME HIGH, LEAD ING TO NET REDUCTION IN THE 
AMOUN T OF COCAIIIE HYD ROCHLOR IDE AVAILABL E FOR EXPORT 

FROM BOLIVIA. 

- - OPER ATION "BLAST FURNACE" HAS SERVED AS A 
CATALYST WITHIN BOLIVIAN SOC IETY FORCIIIG MANY 
HERETOFORE SI DELINE PLAYERS SUCH AS THE ARME D 
FORCES TO SERIOUSLY FACE THE NARCOT ICS ISSUE. ON A 
BROADER PUB LIC SCALE, IT HAS GIVEN RISE TO A PLETHORA 
OF EDITORIALS, COLUMNS, ART ICLES, AND RADIO AN D 

TELEVISION PROGRAMS, NOT ALL POSITIVE ABOUT THE 
OPE RA T I ON, BUT VIRTUAL L Y~ I SC USS I NG THE PROBLEMS 
OF TRAFFICKING AND ADDICTION IN SER IOUS TE RMS. USIS 
PLACEMEN T ON NARCOTICS HAS INCR EA SED SUBST ANT IALLY 
IN THE BOLI VIAN MEDIA. EVEN MORE ENCOURAGI NG HAS 
BEEN THE APPEARANCE OF SELF-GENERATED COLUtWS AIID T. V. 

PROGRAMS ADDRESS ING THE ISSUES. ONE T. V. CHANNE L 
HAS BEGUN A SERIES OF REPORTS ON ADDICTION AN O 
TRAFF I CKING IN THE MAJOR CITIES OF TH E COUNTRY. 
AN OTHER IS CO-S PON SORING, WITH OTH ER tlEDIA ORGANIZATIONS, 
A FOUR-DAY DEBATE ON THE COCAINE PR OB LEM. \/H EN 

EXTREM IS T NATIONALISTIC AND LEFTI ST GROUPS TAK E TO · 

THEIR SOAPBOXES TO DENOUNCE THE "ILLEGAL AMER ICAN 
INTERVENTION," EVEN THEY FEEL COMPELLED TO PR EFACE 
THEIR REMARKS WITH THE DECLARATION THAT THEY, TOO, 

TAGS: SNAR, BL, EAID - - AR C AG AINST .NARCOTRAFF I CK I NG AN D DRUG ADD I CT I ON. 

SUBJ ECT : WRAP-UP ASSESSMENT OF OPERATION "BLAST 

U.S. AND \/EST EUROPEAN MARKETS. 

-- OPERATION "BLA ST FURNACE," TARGE TED AGA INST 
COCAINE HYDROCHLORIDE Pi, OC ESS ING LABS IN BOLIVIA'S 

BENI DEPARTMENT, HAS BE EN COMPLEMENTED BY COORDINATED 
ACTIONS OF BOLIV IA'S NARC OTICS STRIKE FORCE POLIC E 
IN THE CHAPARE AND YUNGAS COCA GROW ING REGIONS . THE 
RESULT HAS BEEN A GIGANTIC MONKEY WRENCH IN THE 
ACTIVIIIES OF BOLIVIAN NARCOTICS PRODUCERS AND 

TRAFFICKERS NATIONWIDE. CLOS I NG DOWN THE HYDR O­
CHLORIDE LABS HAS SHARPLY REDUCED THE DEMAND FOR 
COCA PASTE THAT I S THEIR-RAW MATERIAL. IN THE MONTH 
OF JULY ALONE 94 1 KI LO S (A PPROXIMATELY 2,000 POUNDS 
OR ONE TON OF PASTEi \/ERE SEIZED . THI S, IN TURN, HAS 
UNDERCUT THE MARKET FOR COCA LEAVES AND CAUSED THE 

PRICE OFFERED FOR CHAPAR E AND YUNGAS COCA LEAF TO 
PLUMMET BELOW PRODUCTION COST (CURRENT LEAF PR ICE 
FOR A "CARGA" OR 100 POUNDS HAS BEEN AVERAGING AR OUND 
20 TO 25 DOLLARS AS CON TR AS TED WITH THE ESTIMATED 
PRODUCTION COST OF 35 TO 40 DOLLARS). THIS DRUG LEAF 

PRICE CONTRASTS SHARPLY WITH THE PRE-BLAST FURNACE 

OPERATION PRICE OF 10i TO 120 DOLLARS PER HUNDRED 
WEIGHT. IN THE PAST FEW YEARS THIS PRICE HAS BEEN 
AS HIGH AS 700 DOLL ARS. THE FARMERS WHO GRO\/ COCA 
ARE CONFUSED AND APPREHENS IVE. ACCUSTOMED TO ANNUAL 
PROFITS AVERAGING AS MUCH AS 10,000 DOLLARS PER 
HECTARE, THEY ARE NOi/ UNABLE TO COVER EVEN LABOR 
COSTS FOR HANO-HARVESTING OF THEIR COCA. MANY HAVE 
BEGUN TO CALL AT USAID-SUPPORTED BOLIVIAN AGRICULTURAL 

CONSC I OUS LY OR UNCONSCIOUSLY, THE FACT THAT BOL IVIA, 
AS A PROOUC I NG COU/ITRV, HAS A SER I DUS PROBLEM WH ICH 
MUST BE ADDRESSED IS BEING ACKNOWLEDGED. A QUANTUM 
LEAP FROM JUST A YEAR AGO, WHEN FEW BOLIVIANS, OM 
WHATEVER END OF THE POLITICAL SPECTRUM, WOULD ADMIT 
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SU BJECT: WR AP-UP ASS ESS MEN T OF OPE RATION "BLAST 

TH AT COC AINE WAS A TH REAT TO TH EIR OWN SOCIETY. THE 
PAZ ESTENSS ORO GOVERN MENT 'S STE RN RESOLVE HAS MEANT 
TH AT THE ISS UE IS NOW JOI NED AND PA RT OF THE PUB LIC 
AG END A ON TERMS FUNDA MENT ALLY DIFFER EN T FROM THE 
PREVI OUSLY Sll1PL ISTIC A\G Ul1 ENTS Of "NO DEMAND, NO 
SUPPLY . " WHILE NO FORMAL PUBLI C OPIN ION SOUNDI NGS 
ARE AVA ILAB LE, GENER AL PU BLIC REA CTION APP EARS 
SUPP ORTIVE -- AN D SO MEWHAT AD MI RING -- OF THE 
GOV ER NMENT 'S DECISION. 

DEVELOPMENT / ECON OMI C IMPLI CATIONS OF BLAST FUR NACE 

8. "BLAST FURN ACE " AND THE COL LATERAL INM COIHROL 
ACTIV ITIES IN THE CHA PARE ESS ENTIALLY HAVE ESTABLI SH ED 
TH E PRE CONDIT IONS WHICH CAN ENABLE THE SUCCE SSFUL 
IMPLE ME NTATION OF THE CHAPA RE REG IO NAL DEVELOPMENT 
PROJECT. THE CH AP ARE PROJECT RAT ION ALE HAS BEEN THAT, 
ABSENT AN EFFE CTIVE NARCOT ICS CONTROL EFFORT 1/HICH 
WOULD LOI/ER THE PRI CE OF COCA LEAVES AN D/ OR INCREAS E 
THE PHYSICAL AND ECONOMIC RISKS TO GROWING COCA, NO 
CR OP OR COMBINATION OF CROP S COU LD PROV IDE SUFF ICIENT 
EC ON OMIC INCENTI VE TO CONVINCE FAR MERS TO ERADICATE 
AND PLANT SUBSTITUTE CROP S FOR COCA. THE INTERDICTION 
ACTIVITIES OF THE PAS T MONTH HA VE REDUCED THE PRICE 
OF COCA LE AVE S TO A LEVEL THAT HAS REMAI NED WELL BELOW 
THE COST OF PRODUCTION. IN AD DIT ION, CHAP ARE FARMERS 
MI STAKEN LY BEL IEVE THAT A U. S. -SPONSOR ED FORCEABLE 
ER ADI CATION PROG RAM IS IMMI NENT.'(,' IN TH IS CONTE XT, A 

CS N: EHA217 NU MBE R OF POS ITIVE EVENTS HAVE OCCU RR ED: 

-- GOB (USA I □ - SUPPORTED) AGR I CUL TUR AL EXT ENS I ON 
WORK ERS IN TH E PAST TEN DAYS HA VE RECE IV ED REQUES TS TO 
ES TABL IS H (NON-CO CA ) PL AN T NU RSER I ES FOR USE BY FAR l1Er.S 
IN FIVE CHAPARE COMMUNITIE S. TWO OF THE SE corrnU NI TIES 
AR E LO CA TED IN PAR T I CUL AR LY INTE NS IVE COCA PROD UCT I OIi 
AR EAS. PRIOR TO "B LAS T FU RNAC E," ONLY ONE CH APA RE 
CO Ml1U NITY HAD EVER REQUE STED A NURSERY FACIL ITV. 
IFY I: SUC H IIUR SERIE S OF FER SUCH PL ANT SEEDL INGS AS 
CITRUS, CACA O, COCON UT AND CAR DAM OM. ) 

APP ROXIM AT ELY FOUR TIMES THE PRE-BL AS T FU RlrnC E 
NUMBE R OF REQUESTS HAVE BEEN RECE IVE D AT USA ID -FUNDED 
AGR ICULT URA L RESEARCH STATIONS FDR SEE DLI NGS OF PlAN TS 
WHI CH CA N BE ASS UME D TO BE CONSI DERE D AS TEM PORARY OR 
PERMAN ENT REP LAC EME NTS FOR COCA. THE PL AN T ATTRACTIIIG 
MOST ltHER EST HAS BEE N CA CAO, FOLLOWED BY COFFEE AND 
COC ON UT . REQUES TS HAVE ALSO BEEN HIGH FOR RICE AND 
BEA NS, WHIC H, FOR THE 11 0S T PART, CAN BE CONSID ERED AS 
SUB SISTENC E, RATHER THAN ECONOMIC, CROPS. 

PER REFTEL C, THE APPAR ENT GOB CONSOLIDA TION AND 
INTEG RATION OF II ARC OTICS IN TO ITS OVERA LL (AII D, THUS 
FAR, VERY SUCC ESSFULIECONOMIC RE COV ER Y PROGR AM CAN 
ALS O BE CONS IDER ED A SUCCESS OF BLAST FUR NA CE . IN 
EFFEC T, THI S OPER A! ION HAS SENSITI ZED THE GO B TO 
REC OGN IZE HOW CLOSE LY RELATED NARCcT ICS CO IHR OL IS 
TO TH E EC Ol-!0 11 1C (AN D POLITICAL) FUTURE OF THE COUNTRY. 
PR EVIOUS EMBASS Y/ USA ID DI ALOG UE ON THIS MA TTE R \/AS 
NO T Nt ARLY AS EFFE CTIVE IN ESTABL ISHING SUC H A 
~R ITl f AL LEVE L OF AWARENESS . 

CO NCLUSION 
--- - ; ____ _ 

! 

I 
9. IN SUMMAR Y, AN INTERIM ASS ESS ME NT OF OPERA TION 
"BL AS T FU RNAC E" WOU LD INCL UDE THE FOLLOWI NG FACTORS 

·-FORCI NG THE CONC LUSION THAT IT HAS BEE i/ A MAJ OR 
SUCC ESS: 

-- MA JOR TRA FFI CKERS HA VE CEASED OPE RATI ONS ANO 
PREFER TO WAI T FOR MOR E OP PORTUNE TIMES OR A CESSATI ON 
BT 
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SUBJECT: WRAP-UP ASS ESSMEN T OF OPERATION "B LA ST 

OF THE OPERATION; 

-- DROPS IN COCAINE SULFATE EL ABORA TI ON OF AS 
MUCH AS 90 PE RCENT HA VE BEEN REPOR TED; 

-- OBSER VERS NOTE SI GNIFICANTL Y DIMINI SH ED AIR 
TRAFF IC FROM MAJOR SUPP LY AREAS WHICH WOU LD NO Rl1ALLY 
PROVIDE PRECURSOR CHEM IC ALS AND OTHER REQUIRE D 
SUP PLIES; 

-- COMMERC IAL ACT IVIT Y IN THE BENI DEPAR TMENT 
HAS NOTICE ABL Y DIMINI SHED; 

-- ARGENTINA AND BRAZIL HAVE STRENGTHENED THEIR 
BORDER OPERATIONS TO PRE VENT OUTFLOW OF TRAF FICKERS 
AND CO CAINE FROM BOLIV IA. OTHER ANDEAN COU NTRIES, 
SUCH AS PERU, HAVE SIG NIFIC AN TLY STEPPED UP THE IR 
01/N INTERDICTION OPERATIONS; 

-- UMOPAR OPERATIONS IN THE CHAPARE REGION HAVE 
BEEN VERY SUCCESSFUL . PASTE BUYERS HAVE FLED DUE TO 
"BLAST FURNACE"; 

- - BASE D ON DE A ES TIMATES OF 25 TO 35 MAJOR 
LAB ORATORIES IN BOLIVIA, "BLAST FUR NA CE" HAS NOii 
FOUND 16 TO 25 PERCENT OF THEM. 

(DRAFTED: CHARGE: JRB I GGS) 

CSN:EHA23 5 BIGGS 
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La Paz, 1° de agosto de 1986. 

Senor Presidente y amigo: 

Le agradezco par su amable carta, fechada el 

24 de julio de 1986, y las posittvos conceptos que en ella expresa 

en relaci6n a la energica acci6n que mi Gobierno ha desplegado en 

una lucha frontal contra el narcotrafico. 

Se trata de ia iniciaci6n de una tarea 
diffcil y multiple que en Bolivia estamos dispuestos a llevarla 

adelante con la mayor seriedad y eficiencia. En este contexto 

quiero destacar la cooperaci6n que el Gobierno de los Estados Unidos 

de America nos ha proporcionado. Nosotros, con adecuado apoyo 

continuaremos incansablemente en esta guerra contra la droga. No 
podemos conformarnos con realizar acciones policiales combinadas 
temporales que, luego al perder su intensidad y continuidad, 
provocar,an resultados contraries y adversos a los deseados. En 

este sentido, me permito remitir, como anexo a la presente, la 

comunicaci6n queen esta misma fecha ha enviado el senor Ministro de 

Relaciones Exteriores y Culto de Bolivia al senor Secretario de 

Estado de su Ilustrado Gobierno. 



I ' ' \ 

- 2 -

Considero, estimado Senor Presidente, que el 
combate que hemos emprendido contra este terrible sfndrome social 
del narcotrafico, requiere una acci6n conjunta, no s6lo de nuestros 

Gobiernos sin6 de otros pafses amigos del hemisferio que padecen 
este mismo flagelo. Por tanto creo necesaria la realizaci6n de una 
reuni6n de los Jefes de Estado del Brasil, Colombia, Ecuador, 

Estados Unidos de America, Perd y Venezuela durante el presente ano, 

con el objeto de definir polfticas comunes en esta materia tan 
urgente. Esta reuni6n la convocarfamos conjuntamente los Estados 

Unidos de America y Bolivia para que se realice en la ciudad de 

Santa Cruz de la Sierra. 

Agradezco 1 a 

presente comunicaci6n y le reitero 
amistad y consideraci6n personal. 

Al Excelentfsimo Senor 
Don Ronald Reagan, 
PRESIDENTE DE LOS ESTADOS 
UNIDOS DE AMERICA 
Washinat6n D.C.-

atenci6n que 

las expresiones 

merezca 

sinceras 

la 
de 
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TO SEC STAT E ¼ASHDC 36 10 

INFO AMEMBAS:Y BO GO TA 5122 

AMEMBASSY LIMA 35 37 

AMEMBASSY QUI TO 5112 

DI A 1/AS HDC 

US AF SO HOI/ARO AF B PN// LAI / / 

USCINCSO OIJ ARRY HE I GH TS PN//J2/ l llT AfF //SC J2-P LOPS / / 

24COMPI/ HOWAR D AFB PN// 00 I // 

-------c O N f _:,J! .. J----t•n I A L LA PAZ 06062 

<-
DIA FOR IR BRA IIC H; USClllCSO ALSO FOR PO LAD 

L 0, 12356 : OECL: OADR 

TAGS: BL, PG OV 

SUBJECT : AON OPP OS I T I Oil LEADER HUGO BANZER RE I lff OR CES 

RESPONSIBLE DEMOC RA TI C OPPOS TION 

REF : LA PA Z 6041 DTG 22 181 l Z JUL 86 

L (U) OPPOSI TION NAT I ONAL I ST DEMOCR AT IC AC T I ON (AON ) -

LEADER HUGO BAN ZER ON JULY 13 PUBLICL J OUTLINED A 

HUMBER OF THEME S I/HIGH, HE SAID, I/ILL GUIDE HI S PP. RTY 

10 THE PRESI DENCY I N 19 89. BANZER USED lH E FIRST 
ANNIVERSARY OF THE 1985 NATIONAL ELECT I ONS TO I SSUE HIS 

ST-ATEMENT ON ALL MAJOR RADIO AND TELEVI SION STATI ONS 

AND THE PRE SS, THE AO N AGEND A, BANZER VOUS , AIMS TO 

MODERNIZE ANO MORALI ZE GOVERNMENT, 

CON SOLIDATION or DEMOCRACY: THE "P ACl FOR DEMOCR ACY " 

WITH PRESI DENT PAZ I S " A COMMON DEFENSE OF REPRE­

SENTATI VE DHIOCR ACY" , BUT NOT AN All I AllCE OR CO-

GOVERNMENL TH E POLITI CA L OPPO SITION MU ST "LE T 

- THE GOVERHME NT GOVE RN", PAZ'S NAT I ON ALI ST REVOLU TI ON-

AR Y MOVE MENT mNRl HAS TO TAL RESPO NS IB ILIT Y FOR 

IT S ACTIONS ." THE AON MOULD CON SIDER CO-GOVE RNMENT 

ONL Y IN THE EVEN T OF " THE MOST GRA VE THR EAT " TO 

BOL I VIA'S STABIL I TY, 

ECONOMIC RECOVERY: All ECON OMIC REV I TALIZATION PL AN 

WHICH PROVIDE S REVEN UE TO TH E GO VERUMEIIT, ENCOURAGES 

INVE STMENT, IN CR EASES PRODUCTION AIIO LOI/ERS UN­

EMP LOYMENT IS AN "ABSOL UTE PRIORIT Y. " THE AON 

I/ILL NOT SIMPL Y SU PPORT SUCH EFFORTS BUT WILL 

PROMOTE THEM ANO I NS I ST TH AT THE GOVERUMENT 

MOVE PURPOSEFULLY AHE AD. 

lEG I SL ATI \IE AGEND A: IN THE UPCOMI NG CONG RES SI ONAL 

SESS IOtl BEGI NNI NG AUGUST 6, THE AON WILL ADVOC ATE 

TOU GH PENAL TI ES AGA lllST NAR COT RAFFI CKE RS AS WELL 

AS LEGl~?ATION TO ESHBLI SH A MORAL COD E FOR 

GOVERIH1 EN T TO COUN TE R CORRUPT I ON, ANO A DE CEtH RAL I ­

ZAT I ON lAW TO GI VE LOC AL C0 I1MUNIT IES MORE AUTH ORITY 

TO HAN DL E TH EI R 01/N AFFA I RS. 

"PEOPLE'S RE FE RENDUM ": THE PL EBISC I TE BEING 

ORG AN I ZED FOR JULY 25 BY LABOR /L EFTI ST GROUPS 

TO CENS URE TA X REFORM AND TO RE PUDI ATE BOLIV IA'S 

I IITERNATIONAL DEBT I S UNCONST I TU TIO NAL. THE 

SO-CAL LED "P OP ULAR CONS ULT ATIOII" I S AN ATTE MP T 

TO GENE RA TE UNRE ST AND CONFRO NTA TION BE TI/EEN 

BOL I VIAIIS THEMS ELVE S. 

2. (C i CO MMEN T: BAIJ ZE R' S l·I ESSAG E BO IL S DO~N TO ONE 

ESS EIH I AL POIN T: UII I TY IN THE FACE OF ADVERSI TY . 

AS L ITT LE µ$ OIIE YEAR AGO , HIS WO ULD HA VE BE EN A 

VOICE Ill THE \II LDERII ESS Ar! I D THE COUIJT RY' S CON SILI ERA BLE 

POLIT I CAL AND ECOII0I1 I C COIJFUSI OIL A TEIITAl l VE EMERG ING 

CON SENSUS Atl ONG RESPOIJSI BL E POL I TICAL EL EME IHS , A 

SOL I D ANO TOUGH EC OII OM I C PROGRAM CLOS EL Y A,S OCI AT ED 

111TH TH E AON , AND CONTINU ED ~HR ILL DI SARRAv Oil 

THE Ra OIC AL LEf T, HOWE VER, SIJGG EST THAT BAli lER MAY 

FIIW SOIi[ RES ONP.IICE Al'IONG BOL I VIAIIS BONE WEARY Of 

COIIFRONloT I ON POL I TICS. THE PRA GMA TIC BANZER HOPES 

TO MAK E THE AON THE RALLYIN G POI NT FOR TH I S FRAG ILE 

·rREND TO RESPONSIB LE PAR TICIPATORY DE-MOC RACY. TIIR OUGH 

TH E "PACT " , THE AON S :UPP OR T OF THE GO\IERIIMEMT IN 

COllGREc: AIIO OTHER Sl l·IILAR PRO-AC TIVE MEASL'RES, 

BP. IJZER IS µ] ]EMPT I NG TO I1AKE HIS ',OROS CRED I BL E 

THROUGH DEEDS. 

3 . (C! FROM OUR PE RSPE CTI VE, BAIHER AND OT HER S OF 

LIK E MIIID FACE A LONG, UP HILL STRUGG LE TO PUSH 

BOL I VI A ! OVARD POL IT IC AL MATURITY BUT, UNL I II E A YEAR 

AGO, TH ERE I S NOW A CHAN CE TH EY MAY SU CCEED. TH E 

JULY "R EFERE NDUl1" WIL L POS E AN IMPORTANT HST I N TH AT 

STRUGG LE FOR BOL IV I A'S FUTURE (RE FT ELl _ 

(DRAFTED BY: POL-FF OUL GER I RO~E ll 

BT 
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NATIONAL SECURITY COUNCIL 
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PAGE 01 
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SECSTATE WASHDC 9992 
/1N007 033 

DTG: 230322Z JUL 86 
TOR: 204 / 043 IZ 

PSN: 021519 
CSN: HCE 7 9 2 

DIS TRI BUTION: BURG-01 
/00 6 A2 

DANZ-01 PERR-0 1 NORT-01 R AY-01 TILL - 01 

WHTS ASSIGNED DISTRIBUTION: 
SIT: 
EOB: 

OP IMME □ /ROUT INE 
DE RUEHC tt9992 2040 322 
DR 230322 Z JUL 86 
FM SECS T ATE WASHDC 

TO AMEMBASSY L A PAZ IMMEDI ATE 7272 

INFO AMEMBASSY ASUN CION 49 2 S 
AMEMB ASSY BOGOTA 7806 
AMEMB AS SY BRASILIA 8978 
AMEMBAS SY BUENOS AIR ES 0931 

------i\ ME MB ASS Y L-17\71A 8 2 6 9 
AMEMB ASSY QUITO 1070 
AMEMBASSY S ANTI AGO 5695 
USC IN CSO QU ARRY HEIGHTS PN 

E. 0 . 12356: DECL : OADR 
T AGS: EFIN , EAID , BL 
SUBJECT: CONTINGENCY HELP ON FOREIGN E XC HANGE MARKET 

REF: LA PAZ 602 7 

I. C ENTIRE TE XT. 

2. WE SHARE YOUR DOUBT TH AT THE NARCOTRA FF ICKER S WOULD 
BE ABLE TO BRING ABOUT A SERIOUS DECLIN E IN THE 
PESO-DOLLAR EXCH ANGE RATE. THE F ACTO RS YOU CITE WEWER 
E XCES S PESOS NOW TH AN IN 1 98 4 AND THE QUESTIONAB LE 
ABI L ITY OF THE TR AFFIC KERS TO COORDINAT E THEIR AC TIONS) 
ALSO LE AD US TO BELIE VE TH AT THERE IS NOT LIKELY TO BE A 
REAL THREAT TO THE BOLI VI AN CURRENCY , AND TH AT THE 
EXCH ANGE AUCTION SYST EM, PROPERLY MANAG ED , CAN KEEP ANY 
RUSH AGA INST THE PESO UNDER CONTRO L. 

3. IT WILL NOT BE POSSIBLE TO RELE ASE THE SECON D HALF OF 
FY- 86 ESF FUNDS . THOSE MONIES HAVE ALRE ADY BEEN 
REPROGR AM MED TO ANOTHER COUNTRY. 

4. UNDER THE CIRCUMSTANCES , YOU MAY ADVISE THE FOREIGN 

MINISTER TH AT WE DO NOT BELIEVE INT E RVENTION IS WARRANT ED 
BASED UPON CURRENT CONDITIONS , BUT WI LL BE CLOSEL Y 
MONITORING THE SITUATION. S HULTZ 
BT 

,, DE\iLASSIFIED 
·_ JY/~5"3 l~J;1>3~· 

BY {IJJ P' ~' DATE 3' !6f t< 

-£8-Nt HlENT I At 
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EOB385 
LA PAZ 6027 

AN0064 7 5 

DTG: 212 155 1 JUL 06 PSII: 018913 

TOR: 20V2345Z Cell : HCE202 

DI STRIBUTION: BURG- Ill PERR-Cl IWRT-01 RAY-OJ ~TR K-01 I..L!J..:..Ql 

BARM-01 / 007 A1 

I/HT$ ASS I GNED DISTRI BUTION: 

SI T: SIT 

EOB: 

OP IHMEO 

OE RUEHLP #6027/01 2022157 

0 21215SZ JUL 86 

FM AMEl'IBASSY lA PAZ 

TO SEC STATE IIASHDC I MtlEDIATE 357 6 

I NFO AHEMB ASSY !\SUIICION 4832 

AMEMSA::sv BOGOTA 511 6 

AME11BA SS Y BRASILI A 5293 

AME 11BASSY BUENOS AI RES 8086 

AHEt1BASS Y l l MA 3527 

AMEMBA SS Y QUITO 5103 

AHEMBA SS Y SA!ITIAGO 736 6 

USCI NC SO QU ARRY HE I GHTS PN // POLAD / / 

~ SECTION 01 OF 02 L~PAZ 06027 

E. 0. 123 56: DECl: OAOR 

TAGS: Bl, EF I N, EAID 

SUBJECT: BOLIVIA AS KS COIIT INGE NC Y HELP I N CAS E DF 

NARCO-TR AFF ICKER RUN ON THE EXCHANGE MARKET 

l. (C) THE BOLI VIAH FOREI GN MINI ST ER'S COI/FIOEtHIAL AIDE 

HANDED THE AMBASSADOR THE NOTE 11/F ORMALL Y TRAN SLATED IN 

PARA 6 ON FRIDAY NIGHT, JULY 18. THE MAIN POINT IS A 

RE QUEST FOR U.S. BACKING FOR BOLIVI A'S CENTRAL BAN K IF 

THE CURRENT HI GHl Y PUBLIC I ZED NARC OT I CS INTERDICT I ON 

EFFORT PRODUCES A RUN ON THE PE SO. 

2. (C) THE BOll VI AffS BELIEVE THA T THE IIAR COT I CS TRAFFIC 

HAS BEEN BR INGING DOLLARS IIITO THE ECOIWMY AT A RAT E OF 

ABOUT DOL S 600 HllllON PER YEAR. THEY STATE THAT THE 

TO TAL VALUE OF LEGAL EXP ORTS IN 19 85 \./AS ABOU T DOLS 500 

MIL L ION. THERE IS A GENER AL ASSUMPTION It/ LA PAZ TH AT 

ONE RE AS ON FOR THE STEADY EXCHAN GE RATE (l. 9 MILL ION PESOS 

PER DOLLAR ) SlflCE LAST JANUARY HAS BEE N THE LARGE VOL UME 

Of-s. !'~I ' f PS: ../<.'U.M-~·n.£ ,t.:I THE I NFORMAL STREET- EXCH AN GE 

MAR KET. THE PR ICE AT THE OFFICI AL EXCHAUGE AUCTIONS 

CON SI STENTL Y TRACKS CLOSELY WITH THE STREET PRICE. 

IN ADDITION, THE BOLIVI ANS REFER TO THE 19 84 ARMY I NCUR­

SION INTO THE CHAPARE - - THE FIR ST EF FORT TO ASS ERT 

GOVE RNtlENT AUTHORITY IN A \.II LD- \.IES T COCA GROWI NG REGION. 

ON TH AT OCC ~.SIOff THE PE SO DEV AL UED BY ALMOST 30 PER CEN T 

\.I I TH IN A FE\./ DAYS. 

3. !C) EXC HMIGE H~.RK ET COtlOI T ION S DI FF ER VAS TL Y TOD AY 

FR OM THOSE IN 1984. THE PAZ ESTEllSS OR O GOVERNMENT' S 

RADI CAL ECOl!OMIC STASILIZATIOII HAS \.IRUIIG MOST Of TH E 

E)(G[SS rE SOS OUT Of THE EGOIIOMY. THE DEMAND FOR DOL LARS 

THE REFORE HAS BEEN HU CH MORE LIMITED THAN IN 1984. 

SECOND, A CONCERTED TRAFFICKER EFFORT TO DR I VE DOWN THE 

VALUE Of THE PESO \.IOULD REQUIRE A GREATER DEGREE OF 

COOR OI NATIOtJ BEHIEEN TR AFF IC KERS TH AN THE Y HAVE AP P~;~R ED 

TO HAVE THUS FAR . IT ALSO \.IOULD REQUIRE THA T TH EY 

ACCUMULATE EN OUG H PES OS TO BE ABLE TO RUS H INTO THE 

PARA LLEL MARKET TO DEM AND DOLLARS. ALTHOUGH SOM E 

TR AFF I CKER S HAV E SUBSTANT I AL PE SO RE SOURCE S In THE FORM 

Of OPERAT I OII AL BANK ACCOU II TS OR ACC UMULA TED ST OCKS USED 

FOR MON EY LAUIIO ERING, UE SUSPE CT THAT THEY KE[ P TH E BUL K 

OF TH EI R RESOUR CES IN HARD CURR ENC Y OU TS I DE OF BOL I V I A. 

4. IC) TH E AMBASSADOR EXPRE SS ED TO TH E 111111STER"S AIDE THE SE 

BASES FOR OOUBTIIIG TH E SEVER I TY OF THE THR EAT. 1/0NE TH E-

LE SS , I N VIE W OF TH E MIN I STE R'S STRONG INSISHNCE, TH E 

AMBASS AD OR SAID HE \.IDULD FO RI/ARD THE REQU EST TO 1/ASH ING-

TON. IIE ALSO HAO TO ACKN OWLE DGE THA T IN VIEW OF BOL IV I A'S 

1984 EXPERIEN CE, IT 1./0ULD BE REC KLE SSLY I MPR OVIDENT TO 

FAIL TO CON SIDER HO \./ TO DEAL \./ITH A TRAFFICKER- IIIOUCEO 

R UII ON THE PE SO. 

(C) ACT I ON : 

A. RE QU EST UR GEIH GUIDAllCE FOR A R[Pl \ TO THE 

FORE IGN MI NISTE R. 

B. I F OPE RATI ON BLAST FURNACE HAS HAD A SUF FICIENT LY 

F P. VORABLE ll1PACT I N TH[ U.S. COllG RE SS, MAYBE 1./E CO ULD 

GET AGR EEME IIT TO RELEASE THE SECOND HALF OF FY- Ob ESF 

AND MI L I TARY ASSISTANC E FUND S. THE SEC OND HALF ES F 

1./0U LD BE THE BEST POLI TICAL ANO PSY CH OLO GICAL DEMON STR A­

TI ONS OF U. S. SUPP ORT AND COMMITMENT WE COULD MAKE . THE 

SECOND HALF OF MAP COULD HELP US BEGIN RPT BE GIN TO 

BU ILD A MILIT ARY CAP ABIL/T Y FOR NAR COTIC S IN TERD IC TION 

AND \.IOU LD HE LP TH E GDVER,MENT TO OVE RCOME SOME OF THE 

MI L IT ARY FRUSTRATI ON DUE/ TO TOTALLY INADAQUAT[ NAT I ON AL 

SOURCES ANO, CURR ENTLY, NON PARTI CI PATION 1./ 1 TH THE U.S. 

IN BL AS T FUR NAC E. 

6. (C l UI/OFFI CI AL TRANSC AT ION OF MI NIS TE R'S NOTE : 

QUOTE: 

NO TE G. M. 589 / 86, LA PAZ, JULY 18, 1986 

COlff I DE NT I Al 

DE AR MR . AMBA SS ADOR: 

BT 

--BO NF-1 BE NT 1-A-t-
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PAGE 01 

EOB 38b 

LA PAZ 6Q27 

All00b4 7 4 

DTG:21 1155Z JUL 86 PSH:01891£ 

TOR: 202/2347Z CSN: HCE10! 

DI STRIBUT IOfl : BURG-01 PERR-01 NORT- 01 RA Y-01 STRK-01 TI LL · OI 
BARM-81 /007 A2 

\./HTS ASSI GNED OISTR IBUTIOH: 

SI T: SIT VP 

EOB: 

OP IMMED 
DE RUE HL P ~6027/ 02 20221 59 

0 2l 215 5Z JUL 86 

FM AMEMBASS Y LA PAZ 

TO SECSTAT E WASHDC IMMEDI ATE 3577 

I NFO AME11BASSY ASUN CI OH 4833 

AMEHB ASS Y BOGOTA 5117 

AMEMB ASSY BRASI L IA 5294 
At!EMBASSY BUENOS AIRES 8087 

At!EMB ASSY L IMA 3528 

AME11BASSY OU I TO 5104 
AMEl1B ASSY SllNT I AGO 7367 

USC I NCS O QU IIRR Y HEIGHTS PN/ /P OL AD/ / 

"'-!UI F~ D ~ I~ T I A l SEC TION 132 OF 02 LA PAZ 06027 

E.O . 12356: DECL : OAOR 

TAGS: Bl , EF I N, EA ID 

SUBJECT : BOLIVIA ASKS CONTIN GE NCY HELP Ill CASE OF 

IN ACCORDANCE 111 TH THE OOCUMEIITS TH AT OUR GOVE RNMENTS 

EXCH ANG ED 011 THE 9TH OF JULY TH IS YEAR AN D UHI CH REFER TO 

THE ESSEIIT I AL THEME OF BUI LDING A COMMON EFF ORT TO ERADI­

CATE THE CR I ME OF NAR CO-TR AFF I CK I NG·, I II I SH TO EXPRESS TO 

YOU IN THE HAME OF THE BOLIVIAN GOVERNMEN T A FEW COMME NTS 

1/HICH CORRESPOND TO THE REALITY OF THE INTERDICT ION 

OPER ATIOIIS BEGUN A FEW DA YS AGO ANO THE IR POSS IBLE 

COHSEQUEIICE S. 

1. IN ACCORDANCE 11 1TH UHAT I SA ID YEST ERDAY, JUL Y 

17, AT THE MEETING IH THE MIIH STRY OF THE I IHERI OR, WE 

BELIEVE THAI THE LACK OF PR ESS COORDl llAT ION AND THE LE AKS 

THAT TOO~ PLACE 1H IIASHINGTOll HAVE UNOERMI NED THE 

EFFICIENCY OF THIS OPE RATION IIHICH \/AS BASED FUNDAMENTALLY 

ON THE FACTOR OF SURPR ISE. I TRUST THAT THE LACK OF PRESS 

COORDINATION 1/HICH HAS OCCUR RED CAIi BE RECT IFIED ANO 
SHAPED Ill THE FUTURE TO THE POL ICE OB JECT I VES TO BE 

2. IT IS IMPORT ANT THAT PRE SS COVERAG E DUR ING TH E 

TI ME THAT TH I S COHTROL AND REPR ESS I ON OPERAT I OIi -- UNDER 

THE CHARGE OF THE BOLi ViAii POLICE AND 11 1TH THE LOGISTI CAL 

ANO TECHII IC AL SUPPORT OF SPECIFIED OR GAN IZATI ONS OF YOUR 

GOVERNMENT -- BE SP ECIF ICM LY FORMED ACC ORDING TO TH E 

FACT S OF THE OPERATION , SEEKING TO INSURE THAT CON JECTURE 

OR COMMEHTARY THAT THE PRESS MAY MAKE WILL IN 11 0 CAS E BE 

BASED ON OFFIC IAL INFORMATI OII IIH ICH ITSELF MUST BE SOBER 

AND OBJECT I VE. 

3. I T I S POSS IBLE THAT THE OPERATION UNDER WAY TO 

ATTAIN lHE RESULTS THAT \.IE SEEK , l HAT I S, THE ER ADI CA TION 

OF THI S EVIL THROUGH THE DESTRUCTION OF THE CR I MINAL 

PERPETRATOR S THEMSELVE S (NARCO -TRAFF I CI\ERS IN GE IIERAL, 

PERSONS DEDICATED TO THE PR ODUCTION Of DRUG S, LA BOR ATORY 
OPERATORS AHO MERCHAN TS OF THE PRECURSORS FOR THE CHEMICAL 

PRODUCTION PROCE SS, ETC. I COUL D SIGNIFY FRO M THE PO IIH OF 

VIE\/ OF THE GO VERNMENT' S ECONOl1 1C POL I CY Al/0 PART ICULARLY 

OF THE EXCHAN GE MARKET A LE SS EII I NG IN THE OFFER OF 

DOllllR S THA T WOULD GR AVELY PRE SS URE THE LEVEL OF OUR 
RES ERVES. I N ORD ER TO BE AB LE TO COUNT ON COVE RA GE THAT 

1/0ULO BLOCK AN Y EXC ESS DEMAND THAT WO ULD DAMAGE MONETA RY 
ST AB IL I TV, IT I S 111P ORTAIH THAT BALANCE OF PAY MENTS 

SUP PORT PROGRAl1S (FRE SH DOLL AR S) BE WORKED OUT 1/H I CH COUL D 

GIVE US All ADEQUA TE MARGIN OF SAFETY UIID ER THE PRE 5EIIT 
CIRCUMSTAl·ICES UIH I L ECONOMIC NORMAL ITV CAIi BE REESTAB­

L IS HED IN THE COUN TRY VI A THE REAC TI VAT ION POLI CY I/HIG H 

\./1 l l COUNT ON SUPPOR T FROM THE WOR LD BAN K COi/SUL TAT I VE 
GROUP AIW OTHER, BIL ATE RAL SOURC ES OF FINANCING. 

IN CONS ID ERATION OF TH IS SUBJEC T 13 1, BY 11EANS OF 
THI S OFF I CI AL COl111UNICAT I ON I llS H 111ME DI ATE CONT INGENT 

COOPERA TION FROM THE GO VERN11ENT OF THE UNITED STA TE S I N 

ORDER TO STRENGTHE II THE RESERVE LEVEL OF THE CEN TR AL BANK 

IN BOL I VI A. THER E EXIS TS EVI DENCE THA T THE DOL LAR MllRKET 

Of THE I NFORMAL EC ON OMY , SURELY PROMP TEO BY THE NARCO­

TRAF FIChERS , MA Y BEGIII A PAIIIC ACTIOII llND EXAGGERAI EO 

DEMAIID FOR U.S. CURRENCY 1/HICH COULD BRI NG DOWN THE 

GOV ERNMENT ' S ENT I RE ECONOMIC PR OGRAM. 

I REGARD TH IS RE QUE ST AS HAVING THE HI GHEST PR IORI TY, 
AN D GR EATE R ELABORAT I ON REG ARD ING I T I S UNNECE SSARY DUE 

TO THE f ACT TH AT THE EMB ASSY UND ER YO UR CHARGE IS FUL LY 

AWARE Of THE TRUE OVERALL SI TUATION OF THE COUN TRY 

REGARD ING SUCH A DELI CA TE SU BJECT AS OUR\ YEAK EXTERNAL 

ECONOMY WHICH HAS BEEN SO BADL Y DAMAG ED IN RECENT TIME S 

BY THE FALL IN INTERNATIONAL PR I CES OF OUR MO ST IMPORTAN T 
EXPORTS. 

FOR THESE REA SON S I PRESEI-I T NY COMPL IMEN TS TO YOUR 

EXCELLENC Y AND RE I TER ATE THE ASSURANC ES OF MY HIG HE ST 

AHO MOST DISTINGUISH ED CONSIDERATI ON. GUILLERMO BEOREGAL 
GUT I ERRE Z, MI NI STE R OF FOR EIGN RELATI ONS AND WO RS HIP . 

UNQ UOTE. ROIi[ LL 

BT 



From: NSWRP 
To: NSJMP 

--CPUA Date and time 
--CPUA JOHN M. POINDEXTER 

NOTE FROM: BOB PEARSON 
Subject: READ OUT ON PRES MTG W/BOLIVIA CABINET MINS 
*** Forwarding note from NSJT --CPUA 08/14/86 16:46 
To: NSRBM --CPUA JOHN M. POINDEXTER NSWRP --CPUA 
NOTE FROM: Jackie Tillman 
SUBJECT: READ OUT ON PRES MTG W/BOLIVIA CABINET MINS 
The meeting went quite well. The Bolivians expressed 
their determination to continue, in partnership with 
us, their efforts to fight narcos. They raised the 
idea of a summit of Andean Presidents; Pres Reagan said 
we would look at that carefully. (I'll have a package 
on this for you tomorrow.) They described the ir 
success in bringing down inflation from 50,000% to 
zero. I'll have the memcon for you tomorrow. 
Elliott, Carlton Turner and Amb . Rowell then gave 
a backgrounder that was very useful and gave the 
press corps the correct perspective with which to 
view the consequences of Operation Blast Furnace: 
massive disruption of the entire cocaine industry. 

cc: NSJRS --CPUA 

cc: NSPBT --CPUA NSJT --CPUA 

08/14/86 17:57:37 

JOHN M. POINDEXTER 



From: NSJT 
To: NSJMP 

--CPUA Date and time 08/14/86 18:58:23 
--CPUA 

*** Reply to note of 08/14/86 18:32 
NOTE FROM: Jackie Tillman 
Subject: BRAZIL 
Will do (and have been). My colleagues will be delighted to 
know you feel strongly too; that helps. Be aware that we 
tried last year to get waivers for training for both Argentina 
and Brazil and Congress did not accept it. Higher level 
involvement will help. Will keep you posted. 

yy 


