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| ntroduction

Theillicit drug problem can bedivided into three categories: first, thoseillicit drugsthat are
ether produced or processed fromnatural plant products such as opium poppy: opium, morphine
and heroin; secondly, synthetically produced illicit drugs, such as amphetamine; and thirdly,
psychoactive pharmaceutical drugsthat becomeillicit asaresult of being diverted from licit uses
or purposes. The present study is concerned primarily with the first and, to a lesser extent, the
second category. Thethird category is not considered here, not because knowledge about it is
scant, but becauseits economic and social impact is quitedifferent fromtheother two categories.*

An earlier version of the present study was prepared for the Commission on Narcotic Drugs
at its thirty-eighth session in 1995.2 That report represented the culmination of a process that
began in 1990, when an Intergovernmental Expert Group met at Vienna and drew up the
framework of astudy dealingwithillicit marketsand theproduction, distribution and consumption
of illicit drugs. The Expert Group adopted a set of recommendations that were presented to the
General Assembly at its forty-fifth session in 1991. In 1993, the Assembly, in its resolution
48/112, recommended that the Commission should consider including theissue of the economic
and social consequences of drug abuseand illicit trafficking asanitemonitsagenda. Atitsthirty-
eighth session in 1995, the Commission was presented with an earlier version (E/CN.7/1995/3)
of the present report, which had been prepared by the United Nations International Drug Control
Programme (UNDCP).

After the submission of the earlier version of this study to the Commission on Narcotic
Drugs, it was clear that theissuesit covered were of relevance to a broader cross-section of the
international community. Indeed, UNDCP has during the intervening period prepared various
papers on related topics, including several reports submitted to the World Summit on Social
Development held at Copenhagen.® It was on the basis of continued interest in the economic and
social consequences of the illicit drug problem that the present report has been revised and
published under the UNDCP Technical Series.

Assessing the economic and social consegquences of illicit drug abuse and trafficking,
however, implies first, that some measure of the magnitude of the problem is available and
secondly, that there is some conceptual clarity about the nature of the consequences of these
activities. Asknowledgestands, neither of thoserequirementsisfulfilled. Estimates of the extent
of illicit drug production, distribution and consumptionvary enormously, and areoften contingent
upon the methodology and political orientation of the observer. Work on setting international
comparative standards for measuring the economic and social consequences of drug abuseisonly
just beginning® and, given the complex nature of the problem, will evolve slowly.

Thesources of the present study arethus asvaried asits subject matter. Theneed to expand
theinformation basefor such conceptual initiativesis clear, for there can be analytical drawbacks
inrelying solely on official figures. When official statistics do not fully or accurately reflect drug-



related trends, thereis a case for cautious use of unofficial data as long as any and all unofficial
sources are clearly recognized and documented as such from the outset. Official sourcescan, in
some cases, be out of date or focus moreon the symptoms or effects of drug abuseand trafficking
rather than the underlying causes. Furthermore, in most cases, official statistics focus mainly on
country-level situations and the cross-national dimension is not always discernible. The present
study therefore uses unofficial datawhere appropriate, but clearly cites and documentstheir use.



|. Extent of theillicit drug problem

The order of magnitude of the extent of theillicit drug problem should be established in the
light of at least two of the unique characteristics of illicit drugs: first, they are all addictive
substances, afact that sometimes blursthedividing line both between use and abuse and between
consumption and addiction; and secondly, though commoditiesthat aretraded or trafficked, they
are distinguished by low volume but enormously high unit cost and value. Oneindicator of the
magnitude of the problem from an economic perspective are the estimates of the turnover of the
global illicit drug industry. Due to the clandestine nature of the industry, its complexity and
gresatly differing assumptionsonitsoperations, estimates of theturnover of theillicit drugindustry
vary considerably, from about US$ 100 billion to more than US$ 1,000 billion a year. The most
frequently found figures in the literature range from $300 billion to $500 billion a year and seem
to be the most reasonable estimates. One UNDCP estimate for 1995 (see Annex 1) reflecting
global illicit drug salesto consumers, gives afigure closeto $400 billion. A similar turnover was
also estimated by the International Criminal Police Organization/ Interpol.> Such a turnover of
theillicit drugindustry would be equivalent to approximately 8 per cent of total international trade
(seeFigurel). It would belarger than theinternational tradeiniron and steel and motor vehicles
(2.8 per cent and 5.3 per cent respectively) and approximately the same size as the international
tradein textiles (7.5 per cent), oil and gas (8.6 per cent) and world tourism (seeFigurell).6 The
estimateis significantly larger than theglobal turnover of al pharmaceutical companies (assessed
at $233 hillion in 1993)” and approximately six times larger than the amount spent on official
development assistance ($69 billion in 1995).

Figurel. World illicit drug trade
(Comparative international aggregates)
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Figurell. Turnover of illicit drug trade compared to international trade (exports)
in major commaodities and services (1995)
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A. Production

Therearenouniversally acceptedfiguresonillicit drug production. Different methodologies,
assumptions and political interests lead to very different estimates. The principal trends and
magnitudes are nevertheless clear. lllicit drug production, on the global aggregate, is expanding
(see Figure 111). That general assessment subsumes different trends in individual illicit crops.
Thus, global coca and cannabis production, after having risen dramatically in the 1980s, appears
to be stagnating or falling in the 1990s; global opium production, by contrast, is still rising. The
trends from 1985 to 1996 are shown in Annex 11.

llicit crop cultivation is concentrated in certain areas, but frequently shifts within and
sometimes between subregions and sometimes appearsin areaswhereit was not previously given
official cognizance. Most of the world's illicit opiates come from the countries of the Golden
Crescent (Afghanistan, Iran (Islamic Republic of) and Pakistan), the Golden Triangle (Lao
Peoplé's Democratic Republic, Myanmar and Thailand), Lebanon and Mexico. Shifting
production, however, makes countries such as Colombia or the central Asian republics of the
Commonwealth of Independent States into fairly recent and potentially major producers of
opiates. Cocaproduction, by contrast, ismoreconcentrated and three Andean countries (Bolivia,
Colombia and Peru) account for more than 98 per cent of world cocaine supplies. Cannabisis
produced in most parts of the world, but new areas such as the central Asian republics of the
Commonwealth of Independent States, where previous production was undetermined, now show
a potential to become major producers.



The overwhelming majority of illicit drugs currently consumed are still plant products, or
plant products that have undergone some semi-synthetic processes. According to a study
investigating consumption patterns of drug consumersintheUnited States of Americaintheearly
1990s, the share of illicit drugs other than cocaine, heroin and marijuana, measured in terms of
money spent (money is still the only common denominator available for such comparisons)® was
4 per cent over the 1990-1993 period.® In other words, in the early 1990s more than 95 per cent
of theillicit drug market inthe United States was constituted by traditional plant-based products.

Figurelll. Trendsin global production of opium poppy and coca |eaf
(Index: 1985=100)
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Sources:  United States Department of State, International Narcotics Control Strategy Reports,
1980-1996.

Synthetic drug marketsare, however, developing rapidly. Sofar, theabundant global supply
of natural, plant-based illicit drugs is likely to have acted as one deterrent on what would
otherwise be an accelerated shift towards synthetic drugs. The principal synthetic drugs
manufactured clandestingly are the amphetamine-type stimulants (ATS). The most widely used
ATS are methamphetamine and amphetamine; a number of other amphetamine-type stimulants
have recently become popular, in particular methylenedioxymethamphetamine (MDMA), known
as "ecstasy", and methcathinone.  Moreover, hallucinogens such as lysergic acid
diethylamide (LSD) are once again growing in importance. With retail prices of synthetic drugs
in developed countries rather low compared with the unit price of illicit plant-based drugs, and
with the rapid spread of consumption of synthetic drugs among various sections of society, the
actual importance of synthetic drugs is already much greater than the above-mentioned market
shareinillicit drug turnover suggests (compare consumption datainFigure V1). Theshareof all
synthetic drugsin global seizure cases, asreported to UNDCP, rosefrom 6.6 per cent in 1988/89
t0 16.3 per cent in 1994/95. The shareof ATSincreased over the same period from 4.4 per cent
to 12.4 per cent of all seizure cases, suggesting that such stimulants are one of the most
"dynamic" groups of illicit drugs in terms of growth within the category of psychotropic
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substances. Slightly morethanathird of all illicit |aboratories detected over the 1991-1994 period
manufactured ATS.%°

B. Distribution and illicit trafficking

Ilicit drug trafficking is the crucial link in the chain between production and consumption.
It isalso far and away the most lucrative stagein the process from the cultivation and processing
of theillicit drug to the point of final consumption. Along the many routes on whichillicit drug
traffic moves, there appearsto be some spillage, partly because of atendency of traffickersto pay
middlemenin kind. Several transit countries along trafficking routes are consequently showing
evidence of increasing drug abuse and consumption.

Some of the evidence for this is drawn together in a nine-country study carried out by the
United Nations Research Institute for Social Development (UNRISD) and the United Nations
University (UNU): in the comprehensive survey published at the outset of the project,™* the
country studiesthemselves and theoverview of their findings. Several divergent patternsof illicit
drug distribution are found, depending upon: the level of activity (whether traffickers are
wholesalers, middlemenor retailers); thedegreeof organization (whether traffickershavepayrolls
or enforceable "personnd policies”, develop specialized departments, have vertical integration,
build or fight over regional or countrywide market shares); thetype of drug marketed (cannabis,
cocaine, heroinor designer drugs); theexistenceof trafficker-insurgent-terrorist alliances; andthe
way organized traffickers compete for market shares.”? Individuals do not appear to be major
players, and early analogies to a cottage industry now make little sense for theillicit drug trade.
The trade has become increasingly organized, particularly at the production, wholesale and
middleman levels, pronouncedly so for cocaine and heroin, less so for marijuana. It tendsto be
controlled by organized groups and in some cases cartels, often organized along ethnic lines to
create stronger cohesiveness.™

Cocainetrafficking beginsinthe Andean region and spreads northward, with North America
and Europe as the principal final destinations. The 100 tonnes of cocaine seized in the United
States in 1995 alone would have had a street value of between $2 billion (valued at minimum
prices) and $20 billion (valued at maximum prices). The value of cocaine seized in the United
States was thus, on average, approximatively $10 billion, larger than the individual gross
domestic product (GDP) of more than half the countries of the world. 1n 1995, 22 tonnes of
cocainewereseized in 35 countriesin Europe (seeFigurel V).* Thedistribution routeleadsfrom
the Andean countries through Central America, Mexico and the Caribbean region, although
alternative routes through South America (Argentina, Brazil), Africaand Europe (partly eastern
Europe) have also become popular. Nevertheless, from 50 to 70 per cent of total United States
cocaineimports transit Mexico which, in confirmation of the spillage phenomenon noted above,
is beginning to show signs of increasing cocaine consumption.*

In 1995, 9 tonnes of heroin were seized in Europe (35 countries), compared with 1.1 tonnes
inthe United States (see Figure1V).** The mgjority of heroin consumed in Europe originatesin
South-West Asia, which provided from 70 to 90 per cent of European heroin seized over the
1993-1995 period.'” Herointrafficked to North America, by contrast, largely originatesin South-
East Asia, which provides morethan half of North American demand,® with therest coming from



Colombia, Mexico and South-West Asia.”® Most heroin processing takes place closeto the point
of origin. Therouteof distributionto North Americainvolves countries and areas such as China,
Hong Kong, Malaysia, Thailand and, increasingly, African countriesfor transshipment purposes.
The heroin-smuggling route from South-West Asiato Europe goes mainly through Pakistan, the
Islamic Republic of Iranand Turkey, and along the Balkan route (which accountsfor 70 to 90 per
cent of all heroin seizures in Europe), although smuggling through the Central Asian Republics
of the Commonwealth of Independent States is becoming popular. The opening of the borders
between east and west in Europe facilitated contacts and communication that were also used by
drug traffickers, increasing the number of transit routes for drugs and markets for drug
consumption.?

FigurelV. Seizuresin 1995
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Asfar asisknown, thetrafficking of clandestindy manufactured synthetic drugs, in contrast
to illicit plant-based drugs, is more of an intraregional activity, with interregional trafficking
generally limited to precursors for the production of such drugs.?

C. Consumption

Thereislittlerdiableinformation availableon aninternational basis about the extent of illicit
drug consumption. Methodologically sound surveys of the incidence, prevalence and frequency
of illicit drug use are primarily local studies. At the national level, they are few and far between
and, ininternational terms, they are at an early stage of development. Thisisprimarily duetothe
fact that national systems for estimating consumption are heterogeneous, and the results are
therefore not always comparable.



Some general assessment is nonetheless possible. Global illicit drug use increased strongly
since the 1970s, and this upward trend, though moving at a somewhat slower pace, is likely to
continue for some time. lllicit drug consumption in the United States which, in contrast to the
global trend, actually declined from the high levels of the 1980s, has been increasing since 1992.
Eastern Europe and the countries of the Commonwealth of Independent States are noting
increased usagein the 1990s; so, also, are Africa, many partsof Asia, Latin Americaand western
Europe. Consumption of illicit drugs looks like becoming a global phenomenon, no longer
confined to the status of ademand probleminindustrialized countries. Thetraditional distinction
between supplier and consumer countries is breaking down. The developing countries that
produced, but tended not to consume, illicit drugs, are showing increased domestic consumption,
more often of modern rather than traditional drugs: bazucoinBolivia, Colombiaand Peru; heroin
in Myanmar, Pakistan and Thailand; methamphetamine in Far-East and South-East Asian
countries; fenetylline in several countries of the Arabian peninsula and methaqualone in several
countries of southern Africa.

Thelargest singleconsumer of illicit drugsintheworld, however, still seemsto bethe United
States, with some 12.8 million current drug abusers (i.e. those who have consumed drugs at |east
once in thelast month) out of atotal population of 260 millionin 1995. Drug abusers represent
6.1 percent of the population aged 12 years and over. An estimated 3.6 million people have
severe drug problems and are in need of professional drug treatment services.** The number of
people having consumed illicit drugs at least oncein theyear prior to the survey (1994) was 25.9
million or 12.4 per cent of the population aged 12 years and over. Such figures are high not only
in absolute terms, but also in comparison with the prevalence rates reported in most other parts
of the world. Only a few countries, for instance Australia and Brazil, report slightly higher
prevalence rates, due mainly to more widespread consumption of cannabis.

InFigureV, drug abusein North America (United States and Canada combined) iscompared
with drug abuse in western Europe, which, in economic terms, is the second largest market for
illicit drugs. Theinformation presented inFigureV should, however, betreated with reservation
asit is based on an enormously heterogeneous and fragmented set of data, and mainly intended
to establish some basic orders of magnitude. 1t should also be noted that differencesin thelevel
of abusebetween different countries of western Europearesometimesgreater thanthedifferences
between western Europe and North America. Leaving aside the more widespread consumption
of cannabis in the United States, the data in Figure V_and Figure VI show very clearly that the
drug problemin the United Statesis till largely one of cocaine abuse. Evenrapidrisesin heroin
consumption in the United States since 1992/93 have not changed this substantially. The abuse
of cocaineinthe United Statesis still much more common than in Europe, although cocaine also
seemsto have emerged in western Europe as the most widely abused illicit plant-based drug after
cannabis. In contrast to the situation in the United States, cocainein Europeislesswidely abused
thanthe ATS. The abuse of ecstasy has risen
dramatically in Europein the 1990s, but thisis not adequately reflected in the data presented in
Figure V. Finaly, heroin abuse appears to be marginally higher in Europe than in the United
States.




FigureV. Estimates of prevalence of illicit drug abuse
(Percentage of total population, 1992-1994)
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Although somecountriesin East and South-East Asia (such as Japan, Republic of Korea, the
Philippinesand Thailand), aswell asalargenumber of countriesinLatin America, report alarming
levels of ATS abuse, most illicit consumption of synthetic drugs still seems to take place in
developed countries. In many developed countries in Europe, and in Australia and the United
States, the prevalence of abuse of synthetic drugs (including hallucinogens, stimulants and
sedatives diverted from licit trade) is already higher than that of heroin and cocaine combined.
The example of the United States given in Figure VI shows that such is the case for annual
prevalence. Within the general category of synthetic drugs, the abuse of one particular ATS,
‘ecstasy’, isgrowing rapidly in both developed and devel oping countries, and is testimony to the
powerful influence of social trends on drug abuse.

In addition to magnitudes of consumption, some general and very tentative assessments of
the characteristics of abusers are possible. lllicit drug abuse is most common among men,
although it is reported to be on the increase among women. In general, however, women seem
to gravitatetowardstheabuseof legal, socially acceptable substancesand prescriptiondrugs. The
results of many studiesindicatethat theabuseof licit (prescription) drugsis morecommon among
women than men.

Although illicit drug abuse is prevalent among all age groups, it is most frequent among
young adults. Most abusers arein the 15-35 age group, though thereis a greater concentration



within the 18-25 age group. The employed have significantly lower rates of drug abuse than
unemployed persons of the same age. Married people areless likely to abuse drugs than single,
separated or divorced persons. Prison populations show a high incidence of drug abuse.

In the annual reports questionnaire (ARQ)*, Governments report that drug abuse is, in
general, stronger in urban settings. Many (e.g. Chile, China, Ecuador, India, Mexico, Pakistan
and Thailand) also report the emergence of a frontier abuse pattern. Rural drug abuse is
associated with traditional consumption (opiumin Asia, cocaleavesin Latin America) and older
abusers. InAsia, addiction rates correlate highly with access to opium-producing and trafficking
areas; in Latin America, thisis far less the case with cocaine.®

FigureVI. Prevalenceof illicit drug abuse in the United States
(Percentage of population > 12 years (1994))
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Cannabis appears to be abused by people from all social classes. In developing countries,
traditional abuse of opiates seems common among the very poor. By contrast, abuse among
college students is related to family income.?” Opium and heroin consumption in middleto high
income countries in South-West and South-East Asia is often associated with lower income
groups. In the least developed countries (such as Myanmar) heroin consumption seems to

" In compliancewith theinternational drug control conventions, UNDCP sends out an annual questionnaire (the ARQ)
to all States-Members of the United Nations. Responses to the ARQ constitute UNDCP’'s main data-set on illicit drug
production, trafficking and abuse.

10



correlatemorestrongly to better-educated abusersfrom awealthy urban background (almost hal f
the students at Rangoon University arereported to have experimented with heroin), while opium
abusers are from rural low income groups. As regards cocainein Latin America, the pictureis
evenlessclear. Cocaineappearsto beabused, in some countries, by peoplefromall social classes
(Argentina, Bahamasand Venezuela), whilein othersit isabused primarily by those of high socio-
economic status (Bolivia, Ecuador, El Salvador, Mexico, Peru and Uruguay).?® In developing
countries, in general, ATS appear to be consumed more frequently by the middlie and upper
classes, including thestudent population. Intheindustrialized countries, thesituationis somewhat
different. In the United States, heavy abuse of methamphetamine by injection is concentrated
among the lower-class, marginalized population. At the same time, however, consumption of
ATS (in form of pills or powder) is aso very widespread among high-school students, and
exceeds abuse of cocaine. In countries such as Sweden or the United Kingdom, high levels of
heavy amphetamine abuse by injection is reported mainly from working-class or unemployed
sections of the population. In many West European countries, ‘ecstasy’ is now becoming the
most widely abused synthetic drug, cutting across all social classes.
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[I. Economic consequences of drug abuse and trafficking
A. Apparent "benefits' and costs of drug abuse and trafficking
1. “Benefits’

While the apparent "benefits’ of consumption for drug abusers tend to be transient and are
quickly superseded by a considerable health and financial burden on society, there are doubtless
considerable profits for suppliers and traffickers of illicit drugs. Thisis clearly revealed by the
readiness of suppliers and traffickers to operate in theillicit markets. Producer and trafficking
countries, however, tend to pay a high social and political price for short-term economic gains.

The bulk of income generated from drug sales remains in the consumer countries, i.e. most
profits are made, and re-invested, in the industrialized countries. More than 90 per cent of the
value added (gross profit) of cocaineand heroin is generated at the distribution stage of theillicit
drug industry. Taking 1991 figures, for instance, one gram of 100 per cent pure cocaineretailed
for $4.30 in Colombia;* its final retail pricein the United States was between $59 and $297.%
The gross profit margin, or value added, was thus between 93 and 98.5 per cent of the retall
value. The magnitudes for heroin aresimilar. In the domestic market of Pakistan, wholesalers
and retailers reap about nine tenths of theretail price of heroin (see Figure VII). Even larger,

FigureVII. Distribution of "value added" of heroin in producer country
in the Golden Crescent
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however, isthevalueadded by international trafficking whentheheroinleaves Pakistan. Thefree
on board (f.0.b.) price of heroin in Pakistan was $3.3 per gram in 1992/93; the retail price per
gram in street markets (at purity levels of 40 per cent) was some $130 in western Europe
(weighted average of 17 west European countries).® The share of the profits for thefarmersin
the total value-added process was less than 1 per cent of thefinal retail pricesin western Europe
(see Figures V11 and VIIl). The value added by trafficking outside the producer country was
equivalent to some 97 per cent of the retail valuein western Europe. Combining the huge profit
margins under the general category of "international” trafficking conceals thefact that about half
the total valueis added in the national distribution networks of the various consumer countries.
In the United States, the value added "nationally” is even higher, for both heroin (57 per cent of
retail prices) and cocaine (68 per cent of retail prices). If profits dueto dilutions areincluded, an
average of three quarters of thetotal value added is generated in the country of final destination.

FigureVIIl. Generation of "value added" of heroin in distribution network
from Golden Crescent towards western Europein the 1990s
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The small share of less than 10 per cent, in most cases less than 5 per cent, of income
generated intheillicit drug industry which goes to producer countriesis, however, large enough
to have a significant impact on some of those economies. Paradoxically, the much larger drug
income generated in the industrialized countries is of almost negligible economic importance to
them.

Estimates of the "benefits" of the operations of theillicit drug industry to the economy of
Boalivia, for instance, suggest that they probably amounted to a gross value added of $0.7 billion,
equivalent to 15 per cent of GDP (1989)* according to Government sources, with other estimates
for the late 1980s showing even higher values.® Of this, roughly $280 million were retained by
factors of production in Bolivia. The actual contribution of the industry to the economy,
therefore, according to United States sources, was an estimated 6 per cent of GDP. With coca
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pricesfalling and the overall Bolivian economy expanding, the annual "benefits’ seem, however,
to have fallen back to $120 million by 1993, equivalent to 2 per cent of GDP.** Magnitudes
similar to those of Baliviain the late 1980s would appear to apply to Afghanistan, which is one
of the world's largest opium-producing countries. The estimated "benefits’ of theillicit drug
industry in Peru, the world's largest coca producer, although higher in absolute terms than in
Bolivia, seemto belower in reativeterms, ranging from 2 to 11 per cent of GDP (1988).* With
far lower coca production, but much more processing and trafficking, the "benefits' of the coca
economy in Colombia at the height of the operations of the Meddlin and Cali cartelsin the late
1980s and early 1990s, were estimated to have ranged between 3 and 13 per cent of GDP.*® In
the case of Pakistan, theillicit opiate industry appearsto have alesser magnitude, accounting for
avalue-added equivalent of some4 per cent of GDP (1992), asisshowninFigurelX.*” For most
of the countries mentioned above, the “benefits’, after having risen strongly in the 1970s and
1980s, again showed a downward trend in the 1990s as some of the main drug cartels were
dismantled, drug pricesfdl and the massive expansion of cultivation, manufactureand trafficking
cameto a halt.

FigurelX. Apparent " benefits’ of illicit drugindustry
(Income generation in per cent of gross domestic product)
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Sources. UNDCP and UNRISD.

Many of the apparently beneficial economic effects resulting from the production and
trafficking of illicit drugsare not quite as advantageous to the countries concerned asmight prima
facie appear. A number of producer countries have started to suffer from what is generally
known as " Dutch disease",* | eading to stagnation or even contraction of other, non-drug-related
sectors, which makes their economies even more dependent upon a single illicit commodity.
Especially inthoseareas and countrieswhereno vertically integrated illicit drug industry has been
built or isonly starting to emerge (such asin Boliviaor Peru), drug traffickers present themselves
only at irregular intervalsto buy thefarmers' illicit drug crops, thus frequently creating boomand
bust cycles in the local economies.®
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2. Costs

Few comprehensiveandinternationally comparativestudies havebeen undertakento measure
the costs of drug abuseto society.”® Although figures differ from country to country, depending
upon methodol ogy and political orientation, magnitudes can beassessed only by highlighting some
of them.

In Canada the costs of substance abuse (including alcohol and tobacco) were calculated at
2.7 per cent of GDP (1992), with illicit drug abuse responsible for at least US$ 1.1 billion,
equivalent to 0.2 per cent of GDP or US$ 40 per capita. Of the economic costs of illicit drug
consumption, 29 per cent wereexpended on law enforcement and 6 per cent on health care. Most
costs, 60 per cent of thetotal, weredueto productivity lossesasaresult of illnessand premature
death. Cost of life was calculated in these estimates using the human capital approach, i.e.
discounting estimated lifetime earnings. Costs arising to society due to drug-related criminal
activities are not included in this figure.**

A study for Australia estimated the costs of drug abuse (including both licit and illicit
substances) to be equivalent to 4.8 per cent of GDP (1992), with costsrelated toillicit drug abuse
amounting to $1.2 billion, i.e. 0.4 per cent of GDP or $70 per capita.*? The overall costs of
substance abuse (licit and illicit) rose by less than 13 per cent between 1988 and 1992 in real
terms; theincreasein costs related to illicit drug consumption amounted to 25 per cent, and was
thus almost twice as large. The two studies for 1988 and 1992 were carried out by the same
authors, using the same methodol ogy, and arethus directly comparable. Some 32 per cent of the
total costs of $1.2 hillion were estimated to be due to reduced productivity, 26 per cent to
substance abuse-related mortality (estimate based on the demographic approach; i.e. thevalue of
theloss of a person’ slifeto society interms of income), 18 per cent to costs of thejustice system
(courts, prisons), 13 per cent to resources used in addictive consumption, and 9 per cent to
additional costs for police and customs. The costs to society of acquisitive crime to finance the
drug habit are not included in this figure.

Aninvestigation commissioned by the European Community found that theidentifiablecosts
of drug trafficking and abuse amounted to $3.2 billion® in the United Kingdom in 1988,
equivalent to 0.4 per cent of GDP or about $60 per capita. Of that amount, about 85 per cent
was the value of stolen property, thus clearly identifying crime as the most important side-effect
of drug abuse. Other major cost categories were the value of drug law enforcement and legal
costs (9 per cent), prison costs (5 per cent) and government prevention, care and rehabilitation
costs, including treatment of patients with drug-related human immunodeficiency virus (HIV) or
acquired immune deficiency syndrome (AIDS) (2 per cent). Not included in these calculations
were the costs of premature mortality, loss of earnings and reduced productivity. Based on
estimates of some 130,000 to 150,000 hard-core abusers, the average annual costs to society per
addict were thus approximately £13,000, or approximately $23,100.*

One recent study in Germany estimated the costs of drug abuse, related criminal costs and
prevention efforts by the Government as at least DM 13.8 billion, i.e. $9.6 billion or
approximately $120 per capita (1995).* The above-mentioned figure is, again, equivalent to
approximately 0.4 per cent of GDP. Based on thesefindings, thecalculated costs per drug abuser
(cocaine, heroin and synthetic drugs) are, on average, approximately $30,000 per annum. Almost
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half the costs were estimated to be dueto lost productivity resulting from high rates of morbidity
and early death. Of the remaining costs, 23 per cent were due to property damage, 13 per cent
to policecosts, 10 per cent tojustice system costs (courtsand prisons) and 5 per cent to treatment
and prevention activities.*®

According to another set of calculations, the economic cost of drug abuse in the United
States, including emergency room visits and other medical costs, higher incidence of HIV/AIDS,
increased criminal activity and productivity lost through drug abuse was estimated at $76 billion
in1991, i.e. 1.3 per cent of GDP or $300 per capita,*’ up from $44 billion (lessthan 1.1 per cent
of GDP) in 1985. The economic costs of drug abuse in the United States were, on average,
approximately $6,700 per year per drug abuser or $28,100 per year per heavy drug abuser
(consumers of heroin and cocaine at a frequency of once a week or more).

Another study carried out in the State of California found that alcohol and drug abusers, in
theyear prior to entering a treatment programme, cost thetax payer $3.1 billion per year, that is,
on average, $22,800 per heavy drug abuser in 1991.% (Thefigureis slightly lower than the one
of $28,100 for heroin and cocaine, cited above because of the lower average per capita costs of
alcohal abuse.) Thefigure of $22,800 can be broken down into the following cost components:
35 per cent for criminal justice system costs; 26 per cent for stolen property losses; 17 per cent
for health and losses in productivity of the victims of drug-related crime; 14 per cent for costs of
health-carefor the drug abuser and 8 per cent for welfare and disability payments. If lost earnings
areincluded (drug abusers earned, on average, 60 per cent less than would be expected for their
age and gender), the losses to society amount to $4.4 billion, or $32,200 per drug and alcohol
abuser. Assuming that wages reflect net productivity, this means that almost half the losses to
society are dueto theinability of thedrug addict to earn a decent income.*® Although the health-
care costs, at $3,200 per person, are arather small component of the overall costs to tax-paying
citizens or to society as awhole, it is worth noting that average annual health expenditures for
smilar gender and age groups in the United States population average about $1,800. This
suggests that the health bill of drug abusersis almost 80 per cent higher than that of an average
citizen in the same age group.

B. Work, employment and productivity
1. Influence of drugs on employment status and productivity

Drug abuse occurs most frequently among young people in the 15-35 age group, with a
particular concentration in the 18-25 age group. It thusincludes those who have entered or who
arejust about to enter the workforce. Given the high unemployment rates in many countries,
entry into theworkforceis often amajor problem. Consumption of illicit drugs limits chances of
entering or remaining in the workforce, while frustration caused by failure to find adequate
employment favours drug consumption, thus creating a vicious circle.

Thereis often a strong correlation between unemployment and drug-taking habits, both in
developed and devel oping countries. The 1992 British Crime Survey, for instance, revealed that
life-time prevalence of drug abuse among the unemployed was 60 per cent higher than among the
employed.® The 1993 national household survey carried out in Colombia, showed that theannual
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prevalenceof drug abuseamong the unemployed (4.1 per cent) was almost four times higher than
among the employed (1.1 per cent). For cocaine specifically, the prevalence rates were 4.1 per
cent for the unemployed, and only onetenth of that (0.4 per cent) for the employed.> Similarly,
the 1994 United States national household survey showed that the number of current abusers(i.e.
those who had used illicit drugs at least once in the last month) among the unemployed was
almost twice as high (13.9 per cent) as among people with jobs (6.7 per cent). The prevalence
of cocaine abuse among the unemployed was currently five times larger (3.5 per cent) than for
employed people (0.7 per cent).>® Anearlier study carried out in California, found that "disruptive
use of all drugs was significantly correlated with ... loss of jobs during the past four years, loss
of job in the past six months, increased trouble with job, increased vandalism at work, and
increased seeking of ... advice... for awork problem".> A more recent study, carried out by the
International Labour Organization (ILO) and the European Community, which examined the
effects of drug and alcohol abusein the workplacein European countries, found that more than
half of the interviewed employers associations, enterprises and workers' organizations reported
specific performanceimpairments and absencesfromwork asaresult of drug- and alcohol-related
problems. In approximately two out of five cases, organizations were forced to dismiss
employees for drug- and alcohol-related reasons, which clearly shows the severity of the
problem.>

The links between low productivity, accidents and drug-taking behaviour are wdll
established. Drug abusersin theworkforceimpose significant extra costs on the business sector,
thus reducing its competitiveness. Irrespective of the current level of development, societies will
find it difficult to advanceif they haveto rely on aworkforcethat isimpaired by large-scale drug
abuse. The effect of drugs on productivity is a function of the type and quantities of drugs
consumed, aswell as of the performance requirements of thejobs in question. Tasksthat require
higher-leve judgement, constant attention, immediate memory and finemotor skillsareobviously
moreeasily disrupted by drugsthan physical labour. Themore developed asociety, and themore
skilled jobs it has, the more vulnerable it becomes to drug abuse and the higher the costs to
society. Based on previous studies, estimates by the United States Department of Labor in the
mid-1990s suggest that drug use in the workplace may cost American business and industry
between $75 billion and $100 billion annually (1 per cent to 1.4 per cent of GDP) in lost time,
accidents and higher health-care and workers' compensation costs.

Of the estimated 12.8 million current drug abusersin the United States (1995), about three-
quarters are employed, ether fully or at least part-time. This need not necessarily be a
disadvantage because employment often facilitates social reintegration at a later stage. At the
sametime, however, drug-taking employees in the United States have been found to be absent,
on average, three times more often than non-drug-taking employees; they are from threeto four
times more likely to beinvolved in an on-the-job accident, injuring themselves and co-workers;
and they were found to file approximatedly five times more workers' compensation claims than
non-drug-taking employees. All this puts a potentially heavy burden on colleagues, employers
and society as awhole.*

A study carried out on the relationship between drug abuse and job performance in the

United States Postal Servicealso confirmedthat pre-employment drug-taking correlatespositively
with absenteeism and involuntary separation. It concluded that by introducing pre-employment
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drug testing for new applicants, the Postal Service could reduce absenteeismto the general level
of non drug users, and save some $100 million over a three-year period.®

In a significant number of companies in the United States, drug testing has already become
the rule. Though results of actual drug tests carried out among employees, (4 million tests were
donein 1996), have shown a downward trend over the past decade, 1 in 17 employees in 1996
was still identified as having a drug problem. In 54 per cent of the cases testing positive,
marijuana was identified; in 23 per cent, cocaine; and in 8.5 per cent, opiates. The remaining
14.5 per cent tested positive for various synthetic substances, particularly benzodiazepines,
amphetamines and barbiturates.®” Similarly, an earlier study involving 2,000 members of the
workforce of Alberta, Canada, found that 1 in 16 persons had used drugs, mainly marijuana, in
the 12 months prior to the survey.®

A study on drug useamong workersinthe United States, carried out by the Substance Abuse
and Mental Health Services Administration in 1997, showed that drug abuse currently affects
amost all the professions. The highest levels of abuse (annual prevalence) were found among
workersin business and repair services (11.1 per cent), followed by thoseintheretail trade (10.8
per cent), personal services (10.3 per cent), wholesale trade (8.0 per cent), non-durable goods
manufacturing (6.9 per cent) and durable goods manufacturing (6.7 per cent). Abuselevelswere
below average among people in transportation and communications businesses (5.7 per cent),
financial, insuranceand real estate services (5.4 per cent), professional services (4.2 per cent) and
public administration (3.5 per cent).* This suggests that stronger and more focused workplace
interventions in many of these sensitive areas have indeed brought positive results.

Interesting private sector initiatives, creating additional economic incentives for companies
to implement workplace intervention programmes, have recently been launched in the United
States by some insurance companies, as such companies are affected by therising costs of drug
abuseintheworkplace. Someinsurance companies havethus started to offer special schemesto
assist their clients to set up drug-free workplace programmes which, in the medium term, are
expected to reduce the number of accidents and thus the insurance costs.®

All these private sector initiatives may be considered positiveinsofar as they tend to reduce
the incentives for employees to experiment with drugs in the first place. They also carry some
risks, however. Thefewer chances drug abusershavetowork inalegitimatefield, themorelikely
they are to move into illegal activities, including drug trafficking, and the more difficult their
reintegration into society will become. Societies are faced with difficult policy dilemmas once
drug abuse has become widespread. Interventions which prevent such developmentsin thefirst
place are thus likely to be more successful.
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2. Generation of employment

While drug abuse affects labour markets by reducing productivity, it also generates some
employment, particularly in the drug-producing countries, although this is less than generally
beieved. Employment generated by opium production affects less than 1 per cent of the labour
force in Pakistan.®* It is only in the two major opium-producing countries, Afghanistan and
Myanmar, that the percentage might be expected to be higher. Information available on coca
suggests that the percentage is small in Colombia (0.4 per cent of the economically active
population), rather highin Peru and particularly highin Bolivia. 1nPeru, between 2.4 and 4.5 per
cent of the economically active population areinvolved in activities related to the coca industry.®
In Bolivia, estimates rangefrom 120,000% to 460,000 people, if thethousands of peopleinvolved
at least once a year in harvesting, transporting and distributing the coca paste are taken into
account.** One source estimates that 150,000 people (8.2 per cent of the economically active
population in 1990) and another that 300,000 people (16.7 per cent of the economically active
population in 1990) are directly involved in the coca industry,® of which some 85 per cent work
on the cultivation of coca leaves, 13 per cent on processing them and only 2 per cent on
trafficking in them (see Figure X).

Figure X. lllicit drugindustry as" employer"
(Percentage of economically active population)
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Source  UNDCP and UNRISD.

The employment-generating effect of the drug industry has been best demonstrated in
Bolivia. Computer simulation models suggest that a 10 per cent increase in coca and cocaine
production in Bolivia increases GNP by 2 per cent and lowers unemployment by about 6 per
cent.®® Thus, thefive peasant federations representing coca-producing farmers have become one
of the strongest political pressure groups in the country. They advocate legalizing coca
production and preventing those areas of coca production which are currently licit, from being
declared illicit.”” Some jobs are also created in industries supplying the coca and cocaine
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producers, including industries that supply precursors. Inthemid-1980s, morethan half thetotal
amount of toilet paper produced in Bolivia was used in the Chapare area as a filtering agent in
coca paste and cocaine processing. Jobs were thus provided for some 2,000 people who
produced, transported and sold the paper.®®

Trafficking, especially on the retail side, tends to be labour-intensive. Furthermore, and
somewhat paradoxically, thedrug problem also generates empl oyment in theenforcement, health-
care and social service sectors. Such employment is, however, basically unproductive in that it
would not be necessary if the drug problem did not exist in thefirst place. The costs of thistype
of employment have to be borne by the general public. This raises the tax burden and reduces
overall competitiveness, and thus cuts down on the number of "productive" jobsinthe economy.

Employment isalso affected in other ways. Theexistenceof illicit drug money, and the need
to launder it, militates against rational and optimal resource allocation in a market system. Drug
money is invested in areas where the origin of funds can be disguised best, often favouring
precisaly those sectors of an economy that are characterized by low productivity, and thus
creating new, unproductivejobs or preventing such jobs from disappearing. Thereare, however,
examples to the contrary. The "land counter-reform” in Colombia in the 1980s, where drug
capitalists bought up land (asinthe Middle Magdalena Valley), led to a massive concentration of
ownership and the introduction of new labour-saving technologies which actually reduced the
workforce and prompted people either to migrateto coca-farming areas or join guerillagroups.®
This trend has recently been reversed by confiscation of traffickers' land, following the passing
of a new asset forfeiture bill by the Colombian parliament in 1996.7

C. Pricesand income
1. Determinants

Prices of illicit drugs, in contrast to those of other commodities, primarily reflect the
perceived leve of risk involved in manufactureandtrafficking. Pricesand profitsintheillicit drug
industry are not proportional to factor costs, but seem to be related proportionately to the risks
and the degree of monopoly at each stage of production and marketing.”* Heroin and cocaine
pricesthroughout the 1980sand early 1990s showed asurprisingly strong correl ation and behaved
in tandem, which suggests that perceived risks (probably due to the degree of success or failure
of law enforcement) were, indeed, the major factor determining the prices,” while changes in
prices of thedrugsin supplier countries have had only aminor influenceonretail pricesin Europe
and the United States (see Figures XI, XII, Xl and XIV).
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Figure X1. Average street puritiesand retail pricesper gram* (at street purity)
in western Europe** and the United Statesin 1995
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Figure X11. Development of real (inflation-adjusted) cocaine and
heroin prices* in the United States
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Figure XI11. Real heroin pricesin western Europe: average prices® per gram in western
Europe** in constant 1995 United States dollars (inflation-adjusted)
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Figure X1V. Real cocaine pricesin western Europe: average prices* per gramin
western Europe** in constant 1995 United States dollars (inflation-adjusted)
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Given such market structures, some authors conclude that profit margins are not directly
related to input factor costs. Thus, a price increase in the early stages of the chain (due, for
instance, to crop eradication) would increase final retail values only marginally, and would not
lead to the cumulative price hikes that might be expected if fixed percentage mark-ups were the
norm. This suggests that law enforcement efforts are most productive at the final stages of the
chain, close to the consumer.” The proposition, however, is still open to debate and further
research.

2. Priceéasticity

The price dasticity of illicit drugsis a crucial issue, not merdly for assessing the economic
consequences of drug abuse, but also for assessing the impact of interdiction efforts, many of
which are based on the assumption that higher prices will reduce consumption. Price easticities
provideinformation on the extent to which a changein the price of acommodity can be expected
to affect demand for it. If a 10 per cent price increase, for instance, leads to a 15 per cent
reduction in demand, then price easticity will be closeto -1.5.

Thequestion, then, iswhether the consumption of illicit drugs, likethat of most other goods
and services, decreasesin responseto rising prices and increasesin responseto falling prices, i.e.
whether or not drugs are price-elastic. It used to be asserted that price dasticities may exist, but
arelikely to be small™ as addicted persons will try, by any means possible, to obtain their drug,
irrespective of the costsinvolved. Thedirect relationship between prices and demand, however,
isnot always clear-cut. Theaddition of another variable, such asasuccessful preventiveeducation
campaign, may reduce demand and thereby causepricestofall, without thefalling pricesresulting,
as might be expected, in a net increase in consumption. This, for instance, was the case with
marijuana and cocainein the United States during the second half of the 1980s and the very early
1990s.” There appear, however, to be only afew illicit drug price dasticity studies which have
tried systematically to eiminate several other variables influencing drug consumption.

One frequently cited study, dating back to the early 1970s in the United States, suggested
that marijuana might be strongly price-dastic, with dasticity ranging between -1.0 and -1.5.7
Another study in the United States estimated e asticities for heroin to bein therange of -0.21 to
-0.38.” This suggests that demand becomes progressively less eastic, or moreindastic, as the
addictive nature of the substance increases.

Theseresults are, however, in part contrast to morerecent work. A study inthemid 1980s
argued that, given that average expenditures on marijuana represented a small proportion of
disposable income, demand for marijuana was close to inglastic at existing price levels (price
elagticity of 0t0 0.5).” Only amassiveincreasein prices could be expected to have a significant
impact upon demand levels. It was assumed, by contrast, that demand for cocaine, though less
eastic inthe short term, would become moderatdly elastic inthelong term. Such aresult would
bein linewith the Becker and Murphy modd of "rational addiction™ (1988), which predicts that
demand for illicit drugs, whileingastic in the short term, can be expected to become more eastic
inthelong term.” This seems plausible because higher prices may deter potential new entrants
to the market, but may not immediately affect the behaviour of persons already addicted. Heroin
tends to take a large share of the total budget of regular users, some of whom have to remain
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criminally active to maintain their consumption levels but cannot expand criminal activity
indefinitely. Heroin price increases, therefore, might lead to almost proportional reductions in
addicts intake, suggesting a high price dasticity of closeto -1 for heavy heroin users.®

An empirical study by the National Bureau of Economic Research (NBER),? based on
detailed pricedata provided by the United States Drug Enforcement Agency (Systemto Retrieve
Information from Drug Evidence (STRIDE) data set) and information from the United States
national household surveys (1988-1991), seems to confirm the argument outlined above. The
study found strong price dasticities for heroin (the most expensive of the drugs considered),
medium ones for cocaine (slightly cheaper), and only small ones for marijuana (the cheapest of
thethreedrugs). Calculated (participation) price dasticities for annual abuse, i.e. the changein
the number of annual abusersasaresult of price changes, amounted to-0.90 for heroin, -0.55 for
cocaine, and -0.06 for marijuana. For the more dependent group of "monthly" abusers (i.e. those
who have consumed drugs at least once in the preceding month), price easticities, as theory
suggested, werefound to be smaller, though still significant. (Participation) price easticitiesfor
"monthly" abuse were -0.80 for heroin, -0.36 for cocaine and -0.04 for marijuana. The study,
using a sophisticated regression model, was based on some 50,000 single observations. Changes
inthe number of abusers dueto price changes were controlled for differences inincome, gender,
marital status, age, ethnic origin and the date of observation, reflecting the changes in what type
of drugs are currently "in".

Another study investigated therelationship between "participation” priceeasticities, i.e. the
change in the number of drug abusers as a result of price changes, and "use' price dasticities,
i.e. the change in the volume of drugs consumed as a result of price changes. "Use" price
elasticity for opium was found to be 2.5 times higher than "participation” dasticity.*? Based on
these findings, the authors of the NBER study argue that "use" price easticities for heroin and
cocaine could be expected to be significantly higher than the calculated "participation” price
eadticities. "Use" pricedasticitiescould beashighas-1.8 for heroinand-1.1 for cocaine (annual
abuse).

All this suggests that, in contrast with the general perception, both heroin and cocaine are,
at least at current price leves, price-sensitive commodities. It also demonstrates the special role
of law enforcement in consumer areas which, by limiting supply, keeps price levels high so that
increases in consumption are kept down.

In countries where the price of heroin on the domestic market is very low (for example,
Pakistan), priced asticities, by contrast, werenot found to be statistically significant.® Thereason
appearsto bethat thelow prices of illicit drugs (in this case, heroin) do not represent any serious
financial barrier to potential new drug recruits.
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3. Inflation

Theillicit drug industry tends to have little effect on general price levelsin either producer
or consumer countries, although there are some exceptions. Reports from Afghanistan and
Boliviasuggest that the cost of foodstuff hasincreased asaresult of greater drug cultivation, with
people who are unwilling or unable to integrate into the coca or opium poppy economy facing
further impoverishment.®

A frequent scenario in producer countries is that drug income is ether placed on deposit
abroad or used for legal and illegal luxury imports, neither of which effects local price levels. If
the drug industry does have an impact, it is rather on dampening inflationary pressures, as drug
abusers are left with less money to spend on their daily subsistence needs. The major exception
to this is real estate, which often tends to be a prime target of the beneficiaries of the drug
industry, leading to rapidly rising real estate prices and crowding out other sections of the
population. This seems currently to bethe casein Myanmar. In Colombia, the massive wealth of
the Medéllin group was also invested mainly in land, thereby driving up the price of land.®

4. Incomedistribution

Thequestion of income correates strongly with the patterns of production and consumption
of illicit drugs. As noted above, thelargest incomesintheillicit drug industry are generated from
the distribution networks in the developed countries. Concrete evidence from Pakistan® and
anecdotal evidencefrom other producer countries with some domestic consumption suggest that
the impact of illicit drugs on income distribution is U-shaped, or, more precisaly, in the form of
areversed J curve (i.e. drug abuseis high among upper and lower income groups but less high
among theformer than thelatter).®” In many countries, thelowest income groups show a higher-
than-average consumption of drugs. Among themiddle classes, illicit drug consumption tends to
be below average. Though rising again among the higher-income groups, it still remains below
that of thelower-incomegroups. The sociological explanation for this phenomenonisusually the
general argument about the frustrations of poverty and the boredom of affluence.

Giventhehierarchical structureof theillicit drugindustry, thelargest profitsareconcentrated
among a somewhat small number of people® while drug farmers often operate under quite
competitive market conditions and thus earn relatively little. At each stage of the refining or
preparation process, the number of participants declines and profits increase until, at the top or
wholesale level, a few sdlers control most of the industry.®® Patterns both of consumption and
production thus tend to increase existing disparities in income.* Such disparities, perhaps more
than poverty itself, are often considered to be a precondition for drug abuse, creating something
of avicious circle.

D. Trade and balance of payments
The effects of the illicit drug industry on both the balance of trade and the balance of

payments of a producer country, if viewed in static terms, tend to be positive. Drug exports
generate much-needed foreign exchange. One source estimated the value of the cocaand cocaine
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exports of Boliviato be between $0.4 billion and $0.6 billionin 1990.”* Given that the country’s
total legal exports were worth $0.92 billion in 1990,% this would mean that coca and cocaine
exports were equivalent to half the size of total legal exports. More recently, however, the share
of illicit drugs, as a proportion of both GDP and total exports, appears to have declined.®® Illicit
drug exportsfrom Pakistan areestimated to have been around $1.5 billion (1992), of which heroin
isthought to have accounted for about $1.3 billion.* Given themuch larger economy of Pakistan,
however, and the fact that its total exports in 1992 were $7.3 billion, the overall importance of
illicit drug exports, at about onefifth of total exports, was much smaller.

Under the conditions of structural adjustment prevalent during transition periods, inflows of
foreign exchange from drug exports may have short-term beneficial effects on the economies
concerned, mitigating some of the hardship associated with structural adjustment programmes.
In Bolivia, for example, the export-oriented coca and cocaine industry managed to absorb many
of the members of the large labour forcewho lost their jobs as aresult of a structural adjustment
programme that led to a closing-down of the unproductive mining sector.*®® Foreign exchange
inflowsfromillicit drug exports could, however, maintaininflationary expectations and ultimately
prevent nominal interest rates from falling. This may force the Government to prolong theinitial
and most difficult phase of structural reform and lead to some crowding-out of the legitimate
business sector.%®

Apart from the capital inflows that result from drug exports, outright capital inflows of drug
profits, generated elsewhere, also play an important role in a number of countries. Such drug
funds, however, tend to be extremely volatile, reacting quickly to changes in the political and
judicial environment, and thus making governments defacto hostageto international drug money.
Such criminal financial flows often turn out to be beyond the traditional macroeconomic control
instruments of government. If illicit drug funds are available, money demand will be much less
responsive to interest rate changes than usual.

When considered in dynamic terms, thelong-term negative effects of theillicit drug industry
seem clear. Countries with flexible exchange rates will see themselves confronted by overvalued
exchange rates, often forced to run large licit trade deficits and obliged to forego the chance of
developing profitable alternative export industries.®” This situation gradually increases the
dependence of governments on illicit drug exports still further ("Dutch disease"). In the case of
Bolivia, for instance, the overvalued exchange rate resulting from the influx of dollars generated
by drug trafficking prevented the local leather and textile industries from developing in the face
of cheap imports from abroad.*® For countries operating under some kind of fixed exchangerate
arrangement, thereis a problem that otherwise necessary currency realignments will be delayed.
The consequence is likely to be a rising domestic inflation rate, unless this is offset by capital
flight.

E. Finance and investment
1. Fundsfor laundering
TheFinancial Action Task Forceestimated that inthelate 1980s, sales of cocaine, heroinand

cannabis amounted to approximately $122 billion per year in the United States and Europe, of
which some 70 per cent, or $85 billion, was considered availablefor laundering and investment.®
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United Nations estimates, based on cash flows from international banking and capital account
statistics, suggested that up to $300 billion per year may have been availablefor laundering inthe
late 1980s.'® This estimate appears to have been rather on the high side for that time. By now,
however, theestimateislikely to havebecomereality. If itisaccepted that theannual total global
turnover of theillicit drug industry may be around $400 billion (see Annex 1), with several
estimates reaching $500 billion, i.e. 8 to 10 times the value of theillicit drug market of the United
States (approximatey $50 hillion), it is likely that some $300 billion per year would be available
for laundering in the 1990s. Indeed, several estimates fall in the $300 billion to $500 billion
range.'™

Whileglobal illicit drug funds, though far from negligible, arestill modest compared with the
sizeof theaggregated economies of thedevel oped countries, they areextremely largeif compared
with the economies of many devel oping countries. Even thelowest estimate of $85 billion would
make the drug money available for laundering larger than the individual GDPs of three-quarters
of the 207 economies of the world. % Taking the higher estimate of $500 billion, the amount of
drug money available for laundering would be equivalent to far less than one tenth of the GDP
of the United States or less than 3 per cent of the combined GDP of the member countries of the
Organisation for Economic Co-operation and Development (OECD). Whatever the actual size
of drug-related criminal finance, there is little doubt that it has already reached significant
proportions, particularly for some of the producer/trafficking countries.

2. Savings

Despite the large sums mentioned above, theimpact of theillicit drug industry on domestic
savings appearsto beminimal inmost countries. Thisisrather surprisinginview of thetraditional
pattern whereby theredistribution of incomefrom low- to high-income groups actually increases
the overall savingsrate. Inthecaseof illicit drugs, the savings of the poorest sections of society
tend to be spent on drug consumption. Income generated by high-income groups from the drug
business is not simply deposited in domestic savings, but laundered, often outside the country
concerned. It may also be spent on arms purchases and conspicuous consumption often
accompanied by a notable increase in alcohol consumption and expenditure on prostitution.'®

3. Investment

Investment which, in a wider context, includes the building of human resources ("human
capital formation"), isjeopardized by anillicit drug industry becauseresourcesthat could be spent
on education and health-care are wasted on drugsinstead.’® Even productiveinvestment, inthe
traditional sense, does not appear to be particularly attractive to drug traffickers. In Colombia,
for instance, the Meddllin cartel concentrated its investment in real estate and the construction
sector.'® Once the construction boom drew to a close, the city of Medellin suffered an economic
decline and high unemployment because little alternative productive investment had been made.
In Bolivia, drug money was invested in entertainment, television and radio stations, and at least
one soccer club,'® which may have been acquired to influence people in favour of traffickers.
Import businesseswereal so opened for money-laundering purposes. Reportsfrom countriessuch
as Canada and the United States, where significant parts of thereceipts of illicit drug trafficking
are also laundered, indicate that drug money is often found to have been invested in small, cash-
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rich businesses which have no need to issue large numbers of official invoices. Companies
controlled by drug capital may thus continue to operate for a prolonged period as |oss-makers,
undercutting market prices and distorting competition.

If the level of drug-related violence increases, as has happened in a number of developing
countries where drug mafias have concentrated their activities,'” |egitimate enterprises will start
to liquidatetheir investments and send their capital abroad. Dirty capital may replace clean capital
but, as noted above, dirty money operates far less productively. The social ethic of many of the
new drug capitalists who have "legitimized" their money has not always been conducive to
sustainable economic growth. Efforts to suppress drug trafficking and related violence increase
policeand military budgets, crowding out government investment ininfrastructure, education and
health-care. Theillicit drug industry has often been a catalyst for the "delegitimization” of the
state. Asthesecurity situation deteriorates, theenvironment for investment becomesincreasingly
unattractive,’® and as the judicial system weakens, the resolution of civil disputes becomes
increasingly difficult. Uncertainty promotesan investment climatefocussed on short-term profits,
which compromises long-term growth. Even though the drug problem does not, itself, rank high
asarisk factor for foreign investment, it has a significant impact on other risk factors rated high
by investors, such as insurgency, terrorism, land disputes, social violence and corruption.

A special danger emerging in countries aiming at rapid privatization of state-owned assets,
such as in eastern Europe, is that the assets of privatization become a target for criminal
investment. This tends to undermine the foundations both of the state and of the new market
economy. The paradox is that privatization takes place in order to increase efficiency but, if
criminally financed, can turn out to be extremely inefficient from the wider, long-term economic
perspective. Criminal financing oftenleadsto aparasitic, anti-competitiveapproachto business.'®
The criminal enterprise operates in response to stimuli that may be quite different from those
recognized by legitimate enterprises. In particular, such an enterprise has the ability to use
intimidation as akind of non-tariff trade barrier,*° or it may useviolenceto eliminate competition
which may lead to monopolistic behaviour in price-setting policies. The aggressor may even
gliminate rivals to increase market share and profitability.*** Once the ability to coerce is
recognized by local competitors, even expenditure on open violence is no longer necessary.
Another competitive advantage of the criminal enterprise is its ability to repress wage rises by
discouraging wage-related protest. Finally, accessto financial resourcesfor enterpriseswithdirty
equity is facilitated. Thus, once established in the business community, firms with criminal
ownership have structural advantages at their disposal for expanding their market share.™2

To make matters worse, such developments can ultimately improve public perceptions of
criminal enterprises. In Colombia, for example, reportswritten in thelate 1980s and early 1990s,
i.e. before the dissolution of the Medellin and the Cali cartels, suggested that as much as 30 per
cent of thewealth of the country wasin the hands of drug traffickers. At thetime, the Cali drug
cartel was estimated to have stakes in over 500 legal businesses, including some pharmaceutical
companies. Criminal involvement in such companies led to a crucial, yet rarely acknowledged
development: namely that, among some sections of the public, opinion changed in favour of
criminal investors, who were seen to bring prosperity to the communities they had infiltrated.*
More recently, the Colombian Government has begun to use the assets seized from drug
traffickers to fund various social welfare programmes, including an agrarian reform programme
which assists communities previously involved in the cultivation of illicit crops.***
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4. Macr oeconomic management

If large amounts of illicit drug money are invested in an economy, macroeconomic
management becomes extremely complicated. Macroeconomic management is difficult, at the
best of times, but with large-scale drug funds circulating in an economy, it becomes an almost
impossible task. It is particularly difficult when thereis a need for economic policy changes,
such as austerity measuresto curb inflation and diversify the export base, that drug fundstend to
counteract government actions. They do this either by preventing a predicted course of action
to materialize, by prolonging the time-frame for macroeconomic stabilization or by prompting
governmentsto takeover-drastic measures, thus creating unemployment and social unrest.™ The
UNRISD studies have shown that money derived from drug trafficking has distorted many
national fiscal and monetary policies. With so much additional capital from the drug trade
competing with funds from the normal economy, drug money has introduced many more
macroeconomic distortionsthan central banks havebeen ableto handle. M acroeconomicimpacts
have been felt on foreign exchange flows, aggregate demand and inflation, and, indeed, on
economic growth in general .*'®
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[11. Social consequences of drug abuse and trafficking
A. Family and community

There is an extensive literature on how the rapid social, economic, and technological
changes, characteristic of the present age, influence families and communities. Much of the
literature is qualitative in nature. While there are doubtless many links between the findings of
such literature and the problems of drug abuse, exploring these links is beyond the ambit of the
present study. Many of the issues relevant to the relationship between drug abuse and families
aresummarizedintwo position papers prepared by UNDCP"’ and theWorld Health Organization
(WHO).*® The following discussion merely provides a few pointers for further investigation.

Thedisintegration of thefamily appearsto bereated, in someway, to problems of substance
abuse. The country study carried out by UNRISD and the United Nations University on Mexico,
for example, showsthat illicit drug abuse correlates more strongly with the disintegration of the
family than with poverty.*® Similarly, the country study in the same series on the Lao People's
Democratic Republic found that in areas where social controls exercised by the family and the
community had broken down, opium and heroin consumption became prevalent among young
men, women and children, and affected as much as 10 per cent of the population.**® The country
study on T hailand attributesincreasing useof heroinand psychotropic substancesto urbanization,
rapid cultural change and a breakdown in family cohesion.”® The relationship could also work
the other way, with substance abuse straining family relationships and ultimately making families
dysfunctional; transforming families from an asset of society into a burden.

Although families havea powerful influence on shaping theattitudes, values and behavioural
patterns of children and thus preventing substanceabuse, peer groups often proveto havean even
stronger influence.® The negativeinfluence of peers appears to increase when parents abdicate
ther traditional supervisory roles. Family factors thought to lead to, or intensify, drug abuse
include prolonged or traumatic parental absence, harsh discipline, failure to communicate on an
emotional level and parental use of drugs. Lack of household stability triggered by low and
irregular income and unemployment may increase the stress on the family and its vulnerability to
drug abuse. Thisopensawidefield for possible government action to reduce such vulnerability.

Whilethe family itself can be the source of drug problems, it can also be a potent force for
prevention and treatment. There has been increased acceptance of family therapy, where more
than one member of the family is involved simultaneously in therapy sessions. As most families
are supported and cared for by women, women frequently play a key rolein teaching the young,
ensuring that health-care is provided, and maintaining links with and mobilizing community
support where necessary. The recognition and effective utilization of women as resources for
drug prevention and treatment can therefore improve efforts to reduce both the supply of and
demand for drugs.® Indeed, the family unit as a whole has a clear interest in preventing
individual family membersfromfalling prey to drug abuse, and thus could become a powerful ally
of government and community prevention programmes.
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B. Health

The negative impact of drug abuse on health is obvious, scientifically established and
documented in an extensive literature which is beyond the scope of the present report. Thetoxic
effectsand addiction risk of themajor psychoactivedrugs, licit aswell asillicit areshowninTable
1; thefollowing discussion merely serves to emphasize a few key issues.

In the United States alone, there were 532,000 drug-related emergency roomvisitsin 1995,
up from 404,000 in 1988: an increase of more than 30 per cent. This clearly demonstrates the
magnitude of drug-related health problems, both for the addicts concerned and for society, which
is burdened with the health costs related to drugs abuse.***

The substances most commonly associated with drug-related deaths are heroin and other
opiates, cocaine, and, to alesser extent, barbiturates and amphetamine-type stimulants, notably
methamphetamine. Depending on the dosage, substances such as benzodiazepines, hallucinogens
and cannabis have a negative impact on health. These substances do not usually cause death
directly but they may be associated with fatal accidents.

Though the mortality risk from consumption of illicit drugs is a matter of concern, it should
be noted that the existing drug control mechanisms (prevention, education and law enforcement),
although unable to prevent substance-abuse-related mortality (SARM), do seem to have
prevented theactual number of SARM casesfromreaching thelevels currently being experienced
with the abuse of licit psychoactive substances. While alcohol and tobacco account for nearly 5
million deaths per year,'® estimates of the number of drug-related deaths of injecting drug users
(IDUs) amount to a maximum of 200,000 cases per annum globally. Officially reported cases of
SARM are significantly lower. Interpol reported about 15,000 cases in 1992; if Interpol and
UNDCP data are combined and some extrapolation is carried out, the total number of SARM
casesreported is still lessthan 25,000 globally (1995). Because of thelack of adequatereporting
in a large number of countries, however, there is a bias towards under-representation in the
figures provided (see Figure XV).

Given an estimated global drug-injecting population of 5.3 million in the early 1990s, the
ratio of drug-related death to drug-injecting population, using the estimate of 200,000 deaths of
IDUs, would be some 0.4 per cent.*® With official United States estimates of thesize of theillicit
drug-abusing population at 12 million during 1993/94 and of the number of SARM cases at
around 8,500 per year according to the Drug Abuse Warning Network (DAWN), or 13,000 per
year (United States National Centre for Health Statistics), the drug-related mortality rate in the
United States was 0.07 to 0.1 per cent of current drug abusers. Relating the number of deaths
to hard-coreabusers, i.e. those using drugs at least weekly (some 2.7 million peoplein 1993/94),
the drug-related mortality ratewas 0.3 to 0.5 per cent of hard-core abusersin the United States.

The data in Figure XV suggest that while serious health problems for drug abusers are the
rule, drug-related death still seemsto betheexception. Thedramaticincreaseof SARM sincethe
mid-1980s (see Figures XV and XVI) has, nevertheless, become a matter of public policy
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Table 1. Toxic effects and addiction risk of major illicit and
licit psychoactive substances?

Relative
risk of
Drug category Acute toxicity Chronic toxicity addiction
Alcohol and related  Psychomotor impairment, impaired Hypertension, stroke, hepatitis, 3
drugs (benzodi- thinking and judgement, reckless or cirrhosis, gastritis, pancreatitis,¢
azepines, barbitu- violent behaviour; lowering of body organic brain damage, cognitive
rates) temperature, respiratory depression deficits, foetal alcohol syndrome,¢
withdrawal effects: shakes, seiz-
ures, delirium tremens
Cocaine, Sympathetic overactivity: hypertension, Paresthesias, stereotypy, seizures, 1
amphetamines cardiac arrhythmias, hyperthermia; acute  withdrawal depression, chronic
toxic psychosis: delusions, hallucina- rhinitis, perforation of nasal
tions, paranoia, violence, anorexia septum
Caffeine Cardiac arrhythmias, insomnia, restless- Hypertension, anxiety, depression, 5
ness, excitement, muscle tension, withdrawal headaches
jitteriness, gastric discomfort
Cannabis (mari- Psychomotor impairment; synergismwith  Apathy and mental slowing, 4
juana, hashish) alcohol and sedatives impaired memory and learning
(brain damage?), impaired
immune response?
Nicotine Nauses, tremor, tachycardia; high doses: Coronary, cerebral and peripheral 2
hypertension, bradycardia, diarrhoea, vascular disease, gangrene, gastric
muscle twitching, respiratory paralysis acidity, peptic ulcer, withdrawal
irritability, impaired attention and
concentration, retarded foetal
growth, spontaneous abortion?
Opiates Sedation, analgesia, emational blunting, Disorders of hypothalamic and 2
dream state; nausea, vomiting, spasm of pituitary hormone secretion,
ureter and bile duct; respiratory dep- constipation, withdrawal cramps,
ression, coma, synergism with alcohol diarrhoea, vomiting, gooseflesh,
and sedatives; impaired thermoregula- lacrimation and rhinorrhea
tion; suppression of sex hormones
Hallucinogens Sympathetic overactivity; visual and Flashbacks, depression, prolonged 5
(LSD, PCP) auditory illusions, hallucinations, psychotic episodes

depersonalization; PCP only: muscle
rigidity, hyperpyrexia, ataxia, agitation,
violence, stereotypy, convulsions

Source: Avram Goldstein and Harold Kalant, "Drug policy: striking the right balance”, Science, 28 September 1990,

p. 1514,

¥Listed here are effects due to the drugs themselves. As the effects are dose-related and subject to individual variation
in sensitivity, not all are expected to be seen in every user. Approximate rankings for relative risk of addiction are on afive-

point scale, where 1 is most severe.

YBronchitis, enphysema, precancerous changes, lung cancer, pulmonary hypertension, and cardiovascular damage by
carbon monoxide are consequences of smoking tobacco or marijuana, not dueto the respective psychoactive drugs. Inhalation
of smoke by non-smokers is also a significant hazard. With equivalent smoking, these chronic toxic effects occur sooner with

marijuana than with tobacco.
YThese effects result only from alcohol, not benzodiazepines or barbiturates.
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concern.  From the mid-1980s to the early 1990s (see Annex Il for specific dates and
magnitudes), cases of SARM increased by a factor of 6 in Germany and Spain, and a factor of
approximately 5 in Austria, Belgium, Italy and Switzerland. In France and the United Kingdom,
SARM cases only doubled, but, in contrast to most other European countries, they continued to
grow in the 1990s. SARM cases in the Netherlands fluctuated but remained around the same
level. Reports from the Russian Federation suggest that SARM increased by afactor of 4 in the
early 1990s to more than 2,000 in 1992, making the Russian Federation the country with the
world's second largest SARM rate after the United States. In Poland, SARM increased by about
50 per cent between 1989 and 1992. In countries and areas outside Europe, strong increases
were reported from, for instance, Hong Kong, Japan and Saudi Arabia.*?’ The only country
reporting a falling SARM rate between 1989 and 1991 was the United States. Since then,
however, SARM cases have again shown a clearly rising trend, reaching a level of about 8,500
(DAWN) or 13,000 (United States National Centre for Health Statistics) in 1993/94 (see Annex
111). Overall SARM rates in western Europe have stabilized or fallen in the 1990s, after having
grown dramatically in the 1980s (see Figure XV1). SARM cases in western Europe, both in
absolute terms and in relation to the size of the population, remain below those in the United
States. In 1994/95, there were about 3.3 SARM cases per 100,000 inhabitants in the United
States, compared to 1.8 in western Europe.

While health problems primarily affect the drug abuser concerned and only indirectly affect
society in general, by giving rise to higher health-care costs, the links between drug addiction,
needle-sharing, prostitution, AIDS and other diseases are even more clearly demonstrable. This
creates additional health dangers for society as a whole. Some 22 per cent of the world's
HIV/AIDS population are drug injectors. Thisis a significantly higher proportion than the total
number of drug injectorsin theworld population. Reports from individual countries (see Figure
XVI1) suggest that the share of IDUs in the HIV/AIDS population is as high as 80 per cent in
Thailand, 69 per cent in Italy, 66 per cent in Myanmar, 66 per cent in Spain, 41 per cent in
Poland, 40 per cent in Switzerland, 39 per cent in Brazil, 30 per cent in the United States and 25
per cent in France and India. Lower shares are reported for countries in Central America,
Germany (14 per cent), the Netherlands (10 per cent), China (8 per cent), Sweden (8 per cent)
and the United Kingdom (6 per cent).

The resulting debate revolves around a variety of medical, ethical and legal questions, one
of which concerns balancing policiesfor reduction and eradication of drug abusewith policiesthat
aim at limiting the spread of diseases (such as HIV/AIDS) that may be associated with drug
abusers.'®
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Figure XV. Global development of substance-abuse-related mortality (SARM)
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Figure XVI. Substance-abuse-related mortality, United States” - western
Europe® (1985-1995)
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382 miillion people.
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Figure XVII. Proportion of injecting drug abusersin HIV/AIDS population,
selected countriesin the early 1990s
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C. Education

Though education and drug abuse often appear to beinacircular rdationship, it isgenerally
believed that education is an important point of intervention for the prevention of drug abuse.

School childrenwho usedrugs often suffer fromimpairment of short-termmemory and other
intellectual faculties, impaired tracking ability in sensory and perceptual functions, preoccupation
with acquiring drugs, adverse emotional and social development and thus generally impaired
classroom performance. Reduced cognitive efficiency leads to poor academic performance and
a resulting decrease in sdf-esteem. This contributes to instability in an individual’s sense of
identity which, inturn, islikely to contributeto further drug consumption, thus creating avicious
circle.

At the sametime, educationisone of the principal means of preventing drug abuse. It should
be appreciated, however, that preventive education is a process which will produce results only
inthelong term, in particular with the close cooperation of parents. Unfortunately, scientifically
validated information on the overall effectiveness, and cost-effectiveness of various approaches,
is not usually available.
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D. Environment

Environmental damagereatedtoillicit drugsis caused in producing countries by clearing of
forests, growing of crops as monocultures, processing of harvested plantsinto drugs and the use
of environmentally dangerous chemical swithout the necessary precautions being taken. Although
environmental damageduetoillicit drug production has, to someextent, been documented, there
appearsto have been little effort, to date, to compareillicit drug-related damageto that resulting
from licit agriculture and industry.

Thetypeof environmental damage found in any one country will depend on the specific role
that country plays in the operations of the illicit drug industry. In the Andean countries, for
example, coca farmers cut down forests on steep hillsides which are proneto erosion, instead of
expanding cultivation of the rich alluvial soil on the valley floors.*® It is feared that coca
cultivation may haveresulted in the deforestation of 700,000 hectares in the Amazon region in
Peru.’® An estimated 2 to 6 hectares of forest land are cleared by farmers in Chapare (Bolivia)
for each hectare of coca production. This meansthat between 260,000 and 780,000 hectares have
been cleared as a result of the boom in coca production, compared to the 250,000 hectares of
forest estimated to have been lost annually in recent years to timber extraction, colonization and
cattle ranching.**

In South-East Asia, most opium poppy cultivation takes place in the rain forests. The
traditional slash-and-burn system used by the hill tribes has cleared enormous amounts of rain
forest inrecent yearsand much of thecleared land has come under poppy cultivation. Suchforests
could have been used much more productively. Slash-and-burn agriculture, in any case, damages
the environment by denuding the land, destroying top-soil and silting up rivers.*®

Similarly, in the tropical and high mountain forest regions of Latin America, opium poppy
cultivation is beginning to emerge on fragile, isolated land, and is thus difficult to detect. Given
theillegality of cultivation, growers of opium poppy, coca and cannabis do not usually put much
effort into preserving the soil from erosion or caring for the land. Unlike indigenous farmers,
cultivators of drug crops have fewer ties to the land and have less respect for it. Consequently,
their practices are far more wasteful, depleting the soil and not giving it a chance to recover
between crops. In an effort to raise productivity, illicit cultivators frequently use herbicides and
insecticidesin larger amounts than would normally be considered acceptable. The intense use of
pesticides by coca cultivators in the Chapare area has already seriously contaminated the
groundwater.*

Another type of damageto the environment from coca and opium s caused by the improper
disposal of toxic wastes created during the processing of plant material into aform of consumable
drug. In Boliva, some 30,000 tonnes of toxic chemicals used in the processing of illicit drugs are
flushed down the waterways each year without any proper waste water treatment being carried
out. These chemicals, which range from moderately toxic to extremely destructive in
environmental terms, include lime, sodium carbonate, sulphuric acid, kerosene, acetone and
hydrochloric acid. Moreover, some 200,000 tonnes of discarded cocaleaves areleft toleach into
the soil every year.™® In Peru, the extensive use of chemicals to process drugs and the practice
of disposing of them by the quickest means possible has been responsiblefor killing whole species
of fishand aguatic plantsintheHuallagariver.**® According to United States Government studies,
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cocaine processors in the Andean region each year dump into the water some 10 million litres of
sulphuric acid, 16 million litres of ethyl ether, 8 million litres of acetone and from 40 to 770
million litres of kerosene (depending on how much is recycled). The chemical wastes alter water
pH values, reduce oxygen, lead to acute poisoning of fish and plants and even to possible genetic
mutations in some species.**

Finally, theenvironmental impact of herbicidesusedto eradicateillicit drug cultivationisalso
a cause of concern. What seems to be needed is a balanced assessment of the relative
environmental impact of existing cultivation practices, often using damaging agrochemicals, as
against a one-time chemical or biological intervention to eradicate theillicit crop in question.

E. Crime, corruption and dangersfor civil society

Drugs and crime are related in several ways. Illicit production, manufacture, distribution,
possession and consumption (with some exceptions) of illicit drugs constitute criminal offences
inmost countries, in particular those countries which are signatoriesto the 1961, 1971 and 1988
United Nations drug control conventions. In the United States, for example, almost 60 per cent
of all federal prisonersin 1994 were drug offenders, up from 45 per cent in 1988.%

Drugs increase the likelihood of many kinds of criminal activity. Drug-related crime occurs
primarily in the form of trafficking-related activity, including violent conflicts among trafficking
groups competing for increased market share. It also results from the need of drug consumersto
financetheir addiction through theft and prostitution. Long-term trends, based on data collected
between 1975 and 1989 and presented to the Commission on Crime Prevention and Criminal
Justice, show that drug-related crime and robbery were the fastest-growing component in crime
as awhole, after kidnapping.®

Even though research in the United States seems to indicate that delinquency (in particular,
involvement in crime against property) precedes substance abuse, thereis no doubt that thistype
of criminality further increases onceaddiction occurs. A review of therelevant literatureindicates
astrong probability that drug addicts tend to be deeply involved in criminal activities, with daily
users of drugs showing a significantly higher rate of criminality than non-drug users.*® This has
also been confirmed indirectly by the National Crime Victimization Survey of the United States,
which revealed that 30 per cent of the victims of violent crimein 1992 perceived their attacker
to have been under the influence of drugs or alcohol.** A study of heroin abusers attending the
Liverpool Drug Dependency Unit reported that between 1985 and 1987, some 90 per cent
financed part of their habit (on average £40 aday), from shoplifting or burglary.*** Another study
found that almost 50 per cent of the total cost of theft in 1993 in England and Wales was drug-
related.’*? A study based on the results of the United States Drug Use Forecasting Programme,
which tested nearly 3,000 persons charged of serious non-drug-related offences, found that about
three-quarters of drug abusersin New Y ork and Philadel phia and about two-thirds of thosein the
District of Columbia,** tested positive for cocaine.

Experts found that during periods of treatment, when narcotics use was curtailed, property

crimelevels were significantly reduced and that they also tended to decrease after termination of
addiction.*** Another United States study, based on data collected in Californiain theearly 1990s,
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showed that losses to victims and losses from theft caused by drug abusers fell by morethan one
half, from an average $9,790 per drug user in the year prior to treatment to $4,320 in the year
following treatment.'*

Drug-related crimeand violenceis high not only in consumer countries, but also in producer
countries, themost striking example of this being Colombia. The Colombian Government clearly
sees a link between the narcotics trade and the deaths of many of its citizens over the past two
decades.™*® With drug cultivation and trafficking booming, the number of killingsincreased from
17 per 100,000 peoplein the 1973-1975 period (i.e., before large-scale drug cultivation started)
to 63 per 100,000 in 1988, which, at the time, was the third highest murder rate in the world.
Studiesontheregional distribution of violence showed that of the 10 most violence-proneregions
in the country, 8 were major cocaine- and marijuana-producing and trafficking areas. The
correlation between poverty or inequality and violence was much weaker than that between
violence and drug-producing and trafficking areas.**

Whilethelink between drugs and crimeiswell-established, expert studies and opinionsdiffer
as to how far law enforcement prevents crime by limiting the number of drug abusers. Some
researchers even question whether law enforcement may not, infact, contributeto anincreasein
certain kinds of crime, such as violent conflicts among dealers for market share and crimes
committed by abusers to finance their habit.**

The impact of illicit drug abuse and trafficking on law enforcement is both extensive and
intensive. Illicit drugs have a considerable impact at each step along the chain of production,
distribution and consumption, diverting time, energy and resources away from other
responsibilities. The above-mentioned study on the costs of drug abusein California showed, for
instance, that a drug abuser, prior to treatment, costs the taxpayer in California an average of
$7,940 for the services of the criminal justice system, which is more than one third of the total
costsreating to drug abuse.** I n addition to these costs, wherever thereisawel-organized, illicit
drug industry, there is also the danger of police corruption.

There can befew components of law enforcement programmes which actually cost nothing.
Theasset forfeiture provision of thefederal law for crop suppression (relating mainly to cannabis
inthe State of Kentucky), proved to be such acase, costing the United States Government $13.7
million, but yieding a return of $53 million in 1991, or almost $4 in assets seized for every $1
invested by the Drug Enforcement Administration.™

Theusual pattern is, however, quite different. United States drug-related law enforcement
expenditure (police, courts, prosecution, corrections) by the Federal Government was $13.3
billion in 1995, with an additional $8.5 hillion (1991) spent by state governments, i.e. a total
figureequivalent to approximately 0.3 per cent of GDP. That figurewas higher thantheindividual
GDP of 150 of the 207 world economiesin 1995. Even higher, in proportional terms, have been
the funds invested by the Colombian Government to fight drug-trafficking. Colombia spent
$0.9 billion or 1.1 per cent of its GDPin 1995 and $1.3 billion, equivalent to 1.6 per cent of GDP
in 1996 for this purpose.’®® In 1996 in the Islamic Republic of Iran, another country which is
strongly affected by trafficking, expenditure on fighting drug trafficking was $0.3 billion or 0.3
per cent of GDP.*** Enforcement expendituresin Europearelower inrdativeterms. The United
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Kingdom, for instance, spent US$ 0.8 billionin 1993/1994, equivalent to 0.1 per cent of GDP.™

A much-discussed question concerns the links between illicit drug-trafficking organizations
and terrorism or insurgent groups in terms of financing operations, gaining political support or
undermining an existing government. Thereis evidence that a number of insurgent and terrorist
organizations deal inillicit drugs for mainly pragmatic reasons. Several, particularly in the coca-
growing regions of South America, use their earnings from the cocaine trade to bolster their
political power and to acquire operating funds, even though they may be ideologically opposed
to the drug trade itself. The Colombian Government, for instance, estimates that between one
third and onehalf of the operations of the Fuerzas Armadas Revol ucionarias de Colombia (FARC)
(Colombian Revolutionary Armed Forces), the country’s largest guerilla group, are financed
through narcotics trafficking.™ Various groups with similar agendas and considerable income
fromtrafficking arereported ésewhere: Central America, Afghanistan, Myanmar, Sri Lankaand
Thailand.**6*>’

lllicit drug funds, laundered or otherwise, may infiltrate the formal economy and
subsequently the political system, endangering the foundation and the proper functioning of civil
society and leadingto social disintegration and anarchy.* In some producer/trafficking countries,
drug money isreported to haveinfiltrated the"last crevices of society, palitics, the economy, and
even cultural and sportsactivities.... to gain public support and respect, aswell asto haveanideal
vehicle for money-laundering".*

The magnitude of funds under criminal control poses special threats to governments,
particularly in developing countries, where the domestic security markets and capital marketsare
far too small to absorb such funds without quickly becoming dependent on them.® It is difficult
to have a functioning democratic system when drug cartels have the means to buy protection,
political support or votes at every level of government and society.*®* In systems wherea member
of the legislature or judiciary, earning only a modest income, can easily gain the equivalent of
some 20 months' salary from a trafficker by making one "favourable’ decision, the dangers of
corruption are obvious.*¢?

Given the already considerable influence of major drug traffickers and their ability to win
popular and political support,*®® governmentsin anumber of countriesareforced either to submit
to pressure from the traffickers or risk major political unrest. In Colombia, for instance, the
decision of the Government in 1996 to go ahead with large-scale coca bush and opium poppy
eradication resulted in massive demonstrations, apparently initiated by a number of drug-
trafficking groups which succeeded in mobilizing more than 100,000 people. Many of the
demonstrations escalated into open anti-government riots.’®* Similar events have also been
reported from Bolivia and other countries. In other words, the drug production, trade, financing
and laundering nexus has created a difficult situation in which governments may opt to remain
passiveinthefight against drug traffickingin order to preserveaminimumlevel of social peace.*®
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V. Conclusions

Quite apart from all the limitations inherent in trying to assess the extent of theillicit drug
problem, the present study shows that an assessment of the economic and social consequences
of the problemis no less difficult. Information about the consequences of drug abuseisinchoate
and very far from conforming to even the most basic cross-national comparative standards. Y et,
fragmented as the information may be, it isimperative that a start be made on converting it into
policy-relevant knowledge.

While there is a need for a clear assessment of the cost-effectiveness of public policy
measures and the optimal allocation of public resources in limiting illicit drug production,
trafficking and abuse, it is evident that the process of synthesizing information on the economic
and social consequences of drug abuse and illicit trafficking should continue, perhaps even
accelerate. While research into many of the specific dimensions of theillicit drug problem has
intensified in the last few years, and this trend is likely to continue, cross-national, cost-benefit
analyses on the economic, social and health aspects of illicit drug production, trafficking and
consumption are vitally needed. Thereis also commensurate, equally imperative need to assess
the relative costs and benefits, also in cross-national terms, of different drug control policies.

When theinitial draft of this study was presented to the Commission on Narcotic Drugs, its
contents were heeded, not least because of their novety. Since then, there has been an
encouraging increasein the number of similar studies, as evidenced in the body of literature now
available on this issue and in the studies published under the rubric of the UNDCP Technical
Series. It ishoped that this trend will continue as, arguably, the most significant challenge posed
by theillicit drug problemisits ability to adapt to the economic, social and technological changes
taking place in society. It is already clear that three particular phenomena will need to be
addressed in greater detail: psychoactive drugs that becomeillicit as a result of being diverted
from licit purposes; chemicals used in theillicit manufacture of narcotic drugs and psychotropic
substances; and illicitly produced synthetic drugs. While work on all three areas continues,®®
measures of their global importance, particularly in terms of economic costs and consequences,
arestill thinontheground. Given present trends, these phenomena can only grow in magnitude.
There is, therefore, all the more reason to continue to expand the process of learning and
discovery that has now been launched.

Whileeconomic integration has been agrowing trend for decades, the geographic scopeand
the speed of current economic transactions are new phenomena. In this regard, technology has
been acrucial forcefor change. Events are proving that technology can be used in various ways,
however, but not alwaysfor good. The emergence of aglobal crime network with a high degree
of operational sophistication, the growth of the international narcotics trading routes and the
increasing complexity of money laundering crimes reflect three inter-related trends affected by
technology and the globalization of commerce. Theillicit drug trade is now well entrenched in
countries that, only afew years ago, had negligible drug-related problems. Asaresult, customs
authorities are finding it increasingly difficult to cope simply on the basis of unilateral and
unisectoral action.

It is thus well worth concluding by emphasizing the need, not only for further research into
theissues raised in this study but, just asimportantly, the requirement for such research to have
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aninfluence on the global drug policy debate, which few peoplewould consider to be over. The
need to take stock of ongoing trendsis restrained only by the need to plan for the future. While
it isinevitable that the problems relating to illicit drugs that are currently emerging will have an
impact on theresearch agenda in individual countries, it is crucial that research results should be
channdlled into the process of drug policy devel opment, not only within these countriesbut at the
international level, too.
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Annex |

UNDCP Estimates of Global Turnover of thelllicit Drug Industry (1995)
Opiuny Cocal | Marijuana(for | Hashish (for Total
heroin cocaine export) export)
Production in tons (1995); (Global US-figures but for opium production in Afghanistan 4,970 309,400 11,500 1150*
(813 tons more)
Assumed local consumption of raw material in % of production 30 15 na na
(for assumption see below)
- Local consumption of opium/ coca leaves (in tons) -1,491 -46,410 na na
(opium figure: based on global estimates of opium consumption; 1400-1600 tons;
coca estimate: based on estimated share (5%) of traditional use of cocain Bolivia
and Peru)
Production potentially available for processing (in tons) 3,479 262,990 11,500 1,150
- Seizures of raw material (in tons) (ARQ data); =271 -566 -2,689 -1,252
(opium: weight of opium seizures (261.7 tons) + 1/10 of weight of seizures of
poppy plants and capsules (90 tons)
Raw material actualy availablefor processing/export (in tons) 3,208 262,424 8,811 880*
Transformation rate (raw material:end product) 10:1 1000:3 na na
Potential production of end-product (in tons) 321 787 8,811 880
- Global seizures of morphine (in tons) -12 na na na
End-products available (in tons) 309 787 83811 880
Production including weight gains due to dilutions (80% purity-wholesale; based on US 386 984 8,811 880
market structure) (in tons)
- Global seizures (ARQ data) of heroin and cocaine (most of which effected at 30 250 na na
wholesaleleve) (in tons)
Substances available for sale at wholesalelevel (cocaine and heroin 80% purity) (in tons) 356 734 8,811 880
Estimate of substances available, including weight gains due to diluations at the retail 712 979 8,811 880
level (purity: 60% cocaine; 40% heroin; based on US-market structure); (in tons)
Minimum retail price (US-$ per gram) (USA; reported in ARQ) 70 20 14 35
Maximum retail pricein (US-$ per gram) (USA; reported in ARQ) 900 200 15 a2
Assumed “ average’ retail price (US-$ per gram) 150 120 7.0 15.0
(based on additional information from the USA and other major consumer countries,
particularly in Europe and Oceania,using 1995 US-$ exchange rates)
Minimum sales (in bn US-$) (based on US-prices) 50 20 12 3 85
Maximum sales (in bn US-$) (based on US-prices) 641 196 132 37 1006
Unweighted average of minimum and maximum turnover 346 108 72 20 546
(based on US-prices; inbn US-$)

_ —————————————————————————————— |
Likely turnover of main plant-based drugs (based on ‘assumed’ averageretail prices) (in 107 117 62 13 299
bn US-$)

_— |
Synthetic drugs (incl. diversions) and other illicit drugs (in bn US-$) 60
(assumed 20% market share of total, based on synthetic drug seizure cases as a share of
total seizure cases)

_— |
Total calculated (likely) turnover of theillicit drug industry (in bn US-$) 359
Total estimated turnover of theillicit drug industry (in bn US-$ rounded) $ 400

_ mm e |
* See explanations below
Sources: UNDCP, ARQ; U.S., INCSR; BKA, Rauschgiftkurier, Australian Bureau of Criminal Intelligence.
Explanations:

51



The Table above attempts to provide basic magnitudes about the turnover of the illicit drug
industry - estimated to be $400 billion. Thisfigureisabroad estimate of the aggregated value of drugs
purchased by consumers, and is based on information available at UNDCP. In order to avoid double
reckoning, thefiguredoes not include sales at thevarious stepsfrom productiontoretail. If theseintra-
industry sales werealso to beincluded, aturnover of morethan $500 billion per annumwould belikely.

Calculations of global turnover depend on the accuracy of estimates for a large number of
parameters. In the case of illicit drugs, these parameters include production, prices, purities and
consumption. Global turnover is strongly influenced by the prices prevailing in the countries of
consumption. The $400 billion estimate has not been calculated on the basis of purchasing power
parities; thus, given thereatively low pricesin many developing countries, consumption of illicit drugs
in the industrialized countries accounts for the bulk of the turnover. Consumption in developing
countries, though considerable, is nonetheless negligible in terms of total turnover.

Insofar asinformation is available, data clearly indicate that the above-mentioned parametersvary
considerably, both between regions and within countries, aswell asfromyear toyear. Thesevariations
complicate the calculation of global salesfigures. The Table demonstrates the extent to which the use
of maximum and minimum prices in the calculation contributes to the variations in the estimated size
of theillicit drug industry, which range from some $100 billion to more than $1,000 billion per year.
This wide range would expand even further if other maximum and minimum values of the main
parameters were also used. Such spreads are useful in explaining the discrepancies between exercises
that seek to calculate global turnover.

Attempts to aggregate divergent parameters to arrive at more usable results are bound to be
controversial. They are, however, frequently necessary. The adjustments can be made by making a
number of simplifications based on different assumptions. The assumptions made in constructing the
Table arejustified by the empirical evidence available at UNDCP.

Global sales of the heroin industry

Calculations were based on United States production estimates, adjusted to take account of the
results of UNDCP surveys on opium poppy cultivation and yidds in Afghanistan. A number of
countries in the Golden Triangle repeatedly reported to UNDCP large levels of domestic consumption
of opium (e.g. Lao People’'s Democratic Republic) and heroin (e.g. Thailand). Heavy opium
consumption from the Islamic Republic of Iran and heavy heroin consumption from Pakistan have also
been reported. Different estimates suggest that, in the major opium producing countries, opium
availablefor processing and export may be between 50 per cent and 90 per cent of domestic production,
with higher shares in Afghanistan and smaller shares in the countries of the Golden Triangle. Inthese
calculations, it was assumed that, on average, 70 per cent of domestic production was for export and
processing into heroin. After seizures are subtracted, this amounts to 3,200 tonnes. Applying the
widely used 10 to 1 transformation rate, and deducting morphine seizures, the global availability of
heroin is estimated at more than 300 tonnes.

After production comes the trafficking phase. When heroin arrives at the (domestic) wholesalers

itisalready lesspure, sincetraffickersdiluteit. For the purposes of the Table above, an average purity
of 80 per cent, based on United States data, was assumed.
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Because of continued dilutions, the purity of the heroin declines further, thought its weight
increases, as it moves towards the retail stage. Based on United States data, an average purity of 40
per cent at theretail level was assumed.* These quantities were then multiplied by the retail (street)
prices to arrive at final sales figures. Using United States data for maximum and minimum prices, (as
providedinthe ARQs), theresulting global turnover of theheroinindustry was cal culated to be between
$50 hillion and $640 billion per annum, or, on average, about $350 billion. These figures are not
necessarily representative of the global situation. Europe, for instance, has a far larger heroin market
thantheUnited States. Taking lower, West European market pricesinto account, amorelikely turnover
for the heroin industry was calculated at between $100 billion and $110 billion per annum. Thisfigure
was then used for the final calculation of global turnover.

Global sales of the cocaineindustry

United States production estimates were used as a basis for calculations. Information from some
of the coca-producing countries suggests that about 15 per cent of coca leaf production may actually
be used for domestic consumption, whiletherest is destined for export. Leaving aside seizures, slightly
less than 300 tonnes of coca leaf is available for the manufacture of cocaine. Applying a 1,000:3
transformationrate, some800 tonnes of purecocainearepotentially availablefor consumption. Despite
cocaine seizures of some 250 tonnes, dilutions to an averageretail purity of 60 per cent again raisethe
weight to some 1,000 tonnes. Using maximum and minimum prices, this is equivalent to a turnover
range of $20 billion to $200 billion. Though the main market for cocaineis till the United States, the
European market is growing inimportance. Thereis general agreement that cocaine prices are higher
in Europethan in the United States. Thus, an average price of closeto, but slightly above, the average
United States price was used for the above calculations. The global turnover of the cocaineindustry is
therefore likely to be between $110 billion and $130 billion per annum.

Global sales of the cannabisindustry

United States sales production estimates were again used as the basis for calculating cannabis
(marijuana and hashish) sales. Estimates of the clandestine cannabis industry should be treated with
mor e caution than those of heroin and cocaine, since there seemsto be a considerable under-estimation
of the size of cultivation and production. In the case of hashish, the volume of seizures reported to
UNDCP was larger than theentire United States’ estimate global production. Clearly, someadditional
assumptionshad tobemade. Theproportion of marijuanato hashish productionis, accordingto United
States estimates, approximately 10 to 1. It was assumed that, after seizures of marijuana, the10to 1
relationship would still stand, and a figure for hashish was calculated accordingly. This, however, was

* |t should be noted, however, that purity levels tend to vary significantly from country to country as well as from town
to town. In some European cities purity levels of around 10 per cent have been reported. In others, purity levels of
significantly morethan 40 per cent are the norm. Recent reports from the United States suggest very high-grade heroin
from South America and South-East Asia.
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still a very conservative estimate. The proportion of total marijuana seized was calculated at 23 per
cent, much higher than the calculate 5 per cent taken for opium and the 1 per cent for coca leaf. This
would suggest that either drug control is strongly focused towards cannabis, which is not the case, or
that current estimates of cannabis cultivation are considerably lower than the true figure. Even if the
turnover of the global cannabis industry were based on estimates on the low side, it would still range
from $15 billion to $170 billion, with a probable turnover in the region of $75 billion.

Global sales of theillicit synthetic drugsindustry

Estimates of the size of the clandestine synthetic drugsindustry are more difficult to calculate, and
more proneto error. Someattempt to identify magnitudesis still necessary. In morethan 20 countries,
the number of people consuming amphetamine-type stimulants, (a major sub-category of clandestine
synthetic drugs), is already reported to have exceeded the number of people consuming heroin and
cocaine combined. If all synthetic drugs were included, the number of countries involved would
increase markedly. Most industrialized countries would show agreater consumption of synthetic drugs
than of heroin and cocaine. This does not mean, however, that theturnover of synthetic drugsis higher.
Most countries, including the majority of industrialized countries, report that synthetic drugs are
cheaper than plant-based drugs. The average price of agram of methamphetamine or amphetamine, for
instance, has been found to be approximately 40 per cent of the price of agram of cocaineat the global
level. This suggests that the actual turnover of clandestine synthetic drugs is likely to be significantly
lower than the estimated turnover of $240 billion for heroin and cocaine,

One way to estimate the likely magnitude of the clandestine synthetic drugs business is to use
international seizure statistics. According to UNDCP seizure statistics, the share of synthetic drugsin
the total number of seizure cases exceeded 15% in both 1994 and 1995. Given strong domestic
trafficking, as opposed to intra-regional trafficking in the case of plant based drugs, thus changing the
likelihood of detection, a share of 15% for synthetics appears to be an underestimation. Applying a
small, but more likely share of 20%, annual global sales of synthetic drugs would be at around $60
billion. This figure has been used for the global estimate. It should be noted, however, that this figure
probably underestimates rather than overestimates the volume of the clandestine synthetic drugs
industry.

Anecdotal information on diversions of ephedrine and pseudoephedrine, the main precursors for
the clandestine manufacture of methamphetamine, suggest that the annual clandestine consumption of
ephedrine in North America alone amounts to 250 tonnes, which would be sufficient to produce
175 tonnes of methamphetamine. At the United States priceof $100 per gram, total saleswould amount
to $17.5 billion or about $35 billion if dilutions at the retail level are taken into account. Given the
widespread abuse of methamphetamine around the globe (particularly in the Far East and South-East
Asia), it appearsthat up to 500 tonnes of ephedrine/pseudoephedrine may have been diverted in recent
years. This would have been sufficient to produce approximately 350 tonnes of methamphetamine.
Again applying United States market figures, the total turnover of the global illicit methamphetamine
business alone could be closeto $70 billion, slightly morethan thetotal turnover estimate of $60 billion
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mentioned previously. M ethamphetamine, though animportant drug in clandestine markets, isonly one
of several dozen synthetic substances frequently found in these markets. Thefigure of $60 billion used
for theglobal estimateisthuslikely to beavery conservative estimate of theglobal clandestinesynthetic
drug market.

Global estimates of thetotal illicit drug industry

With estimates of $100 billion to $110 billion for heroin, $110 billion to $130 billion for cocaine,
$75 billion for cannabis and $60 billion for synthetic drugs, the probable global figurefor thetotal illicit
drugindustry would beapproximately $360 billion. Giventheconservativebiasin someof theestimates
for individual substances, aturnover of around $400 billion per annumisconsideredrealistic. Thisfigure
can be compared to estimates of more than $500 billion which are based solely on the average of
minimum and maximum prices in the United States.
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Annex |1
ILLICIT DRUG PRODUCTION

Trendsin global production of illicit drugs

(1985 = 100)
Unit
Drug and 1985 1988 1989 1990 1991 1992 1993 1994 1995 1996
index
Opium Tonnes 1298 2590 3698 3257 3492 3389 3675 3417 4165 4285
Index 100.0 1995 284.9 250.9 269.0 261.1 283.1 2633 3209 330.1
Coca leaf Tonnes 143715 293700 298070 306 170 330740 265 500 271700 290 900 309 400 303 600
Index 100.0 204.4 207.4 2131 230.1 184.7 189.1 202.4 215.3 211.3
Marijuana Tonnes 759% 17 455 36 755 25600 13615 13208 14 407 13386 11489 11389
Index 100.0 229.8 4839 337.0 179.2 1739 189.7 176.2 151.3 149.9
Hashish Tonnes 1265 1285 1490 685 1130 585* 1150 na na na
Index 100.0 101.6 117.8 54.2 89.3 46.2 90.9

Source: Bureau of International Narcotics and Law Enforcement Affairs, International Narcotics Control Srategy
Report 1996, (Washington, D.C., Department of State, 1996), p. 25. Base-year figures (1985) are averages of the range
provided in Bureau of International Narcotics Matters, International Narcotics Control Srategy Report 1986,
(Washington, D.C., Department of State, 1986), p. 11.

Figure excludes data for Lebanon.
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Annex |11

SUBSTANCE-ABUSE-RELATED MORTALITY

Sdected countries and areas
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B. Other
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