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Sex, Booze, and Drugs

Prior to 1914, cocaine was legal in this country; today it is not.
Alcohol (of the intoxicating variety) is legal in the United States to-
day; from 1920 to 1933 it was not. Prostitution is legal in Nevada to-
day; in the other 49 states it is not.' All these goods—sex, booze, and
drugs—have at least one thing in common: The consumption of
each brings together a willing seller with a willing buyer, creating an
act of mutually beneficial exchange (at least in the opinion of the
parties involved). Partly because of this property, attempts to pro-
scribe the consumption of these goods have (1) met with less than
spectacular success and (2) yielded some peculiar patterns of pro-
duction, distribution, and usage. Let's see why.

When the government seeks to prevent voluntary exchange, it
generally must decide whether to go after the seller or the buyer. In
most cases—and certainly when sex, booze, or drugs have been in-
volved—the government targets sellers, because this is where the
authorities get the most benefit from their enforcement dollars. A
cocaine dealer, even a small retail pusher, often supplies dozens or
even hundreds of users each day, as did speakeasies (illegal saloons)
during Prohibition; a hooker typically services anywhere from three
to ten tricks per day. By incarcerating the supplier, the police can
prevent several, or even several hundred, transactions from taking
place, which is usuaily much more cost-effective than going after the
buyers one by one. It is not that the police ignore the consumers of
illegal goods:; indeed, sting operations—in which the police pose as

""These statements are not quite correct. Even today. cocaine may be obtained legally
by prescription from a physician. Prostitution in Nevada is legal only in those countics
that have, by virtue of local option, chosen to proclaim it as such. Finally. some counties
in the United States remain dry, prohibiting the sale of beer. wine. and distilled spirits.
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illicit sellers—often make the headlines. Nevertheless, most enforce-
ment efforts focus on the supply side, and so shall we.

Law enforcement activities directed against the suppliers of ille-
gal goods increase the suppliers’ operating costs. The risks of fines,
jail sentences, and possibly even violence become part of the costs
of doing business and must be taken into account by existing and
potential suppliers. Some entrepreneurs will leave the business,
turning their talents to other activities; others will resort to clandes-
tine (and costly) means to hide their operations from the police; still
others will restrict the circle of buyers with whom they are willing to
deal to minimize the chances that a customer is a cop. Across the
board, the costs of operation are higher, and at any given price, less
of the product will be available. There is a reduction in supply, and
the result is a higher price for the good.

This increase in price is, in a sense, exactly what the enforce-
ment officials are after, for the consumers of sex, booze, and drugs
behave according to the law of demand: The higher the price of a
good, the lower the amount consumed. So the immediate impact of
the enforcement efforts against sellers is to reduce the consumption
of the illegal good by buyers. There are, however, some other effects.

First, because the good in question is illegal, people who have a
comparative advantage in conducting illegal activities will be at-
tracted to the business of supplying (and perhaps demanding) the
good. Some may have an existing criminal record and are relatively
unconcerned about adding to it. Others may have developed skills
in evading detection and prosecution while engaged in other crimi-
nal activities. Some may simply look at the illegal activity as another
means of thumbing their noses at society. The general point is that
when an activity is made illegal, people who are good at being crim-
inals are attracted to that activity.

Illegal contracts usually are not enforceable through legal chan-
nels (and even if they were, few suppliers of illegal goods would be
stupid enough to complain to the police about not being paid for
their products). Thus, buyers and sellers of illegal goods frequently
must resort to private methods of contract enforcement—which
often means violence.* Hence, people who are relatively good at

* Fundamentally, violence—such as involuntary incarceration—also plays a key role in the
government's enforcement of legal contracts. We often do not think of it as violence, of course,
because it is usually cushioned by constitutional safeguards, procedural rules, and so on.
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violence are attracted to illegal activities and are given greater
incentives to employ their talents. This is one reason why the mur-
der rate in America rose to record levels during Prohibition
(1920-1933) and then dropped sharply when liquor was again made
legal. It also helps explain why the number of drug-related murders
soared during the 1980s, and why drive-by shootings became com-
monplace in many drug-infested cities. The Thompson submachine
gun of the 1930s and the MAC-10 machine gun of the 1980s were,
importantly, just low-cost means of contract enforcement.

The attempts of law enforcement officials to drive sellers of
illegal goods out of business have another effect. Based on recent
wholesale prices, $50,000 worth of pure heroin weighs about
two ounces; $50,000 worth of marijuana weighs about twenty
pounds. As any drug smuggler can tell you, hiding two ounces of
contraband is a lot easier than hiding twenty pounds. Thus, to
avoid detection and prosecution, suppliers of the illegal good
have an incentive to deal in the more valuable versions of their
product, which for drugs and booze mean the more potent ver-
sions. Bootleggers during Prohibition concentrated on hard
liquor rather than beer and wine; even today, moonshine typically
has roughly twice the alcohol content of legal hard liquor such as
bourbon, scotch, or vodka. After narcotics became illegal in this
country in 1914, importers switched from the milder opium to its
more valuable, more potent, and more addictive derivative,
heroin. '

The move to the more potent versions of illegal commodities
is cnhanced by enforcement activities directed against users. Not
only do users, like suppliers, find it easier (cheaper) to hide the
more potent versions, there is also a change in relative prices due
to user penalties. Typically, the law has lower penalties for using an
illegal substance than for distributing it. Within each category (use
or sale), however, there is commonly the same penaity regardiess
of value per unit. For example, during Prohibition, a bottle of wine
and a bottle of more expensive, more potent hard liquor were
equally illegal. Today, the possession of one gram of 90 percent
pure cocaine brings the same penalty as the possession of one
gram of 10 percent pure cocaine. Given the physical quantities,
there is a fixed cost (the legal penalty) associated with being caught,
regardless of value per unit (and thus potency) of the substance.
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Hence, the structure of legal penalties raises the relative price of
less potent versions, encouraging users to substitute more potent
versions—heroin instead of opium, hashish instead of marijuana,
hard liquor instead of beer.

Penalties against users also encourage a change in the nature of
usage. Prior to 1914, cocaine was legal in this country and was used
openly as a mild stimulant, much as people today use caffeine.
(Cocaine was even included in the original formulation of Coca-
Cola.) This type of usage—small, regular doses over long time inter-
vals—becomes relatively more expensive when the substance is
made illegal. Extensive usage (small doses spread over time) is
more likely to be detected by the authorities than is intensive usage
(a large dose consumed at once), simply because possession time is
longer and the drug must be accessed more frequently. Thus, when a
substance is made illegal, there is an incentive for consumers to
switch toward usage that is more intensive. Rather than ingesting
cocaine orally in the form of a highly diluted liquid solution, as was
commonly done before 1914, people switched to snorting or even
injecting it. During Prohibition, people dispensed with cocktails be-
fore dinner each night; instead, on the less frequent occasions when
they drank, they more often drank to get drunk. The same phenom-
enon is observed today. People under the age of twenty-one con-
sume alcoholic beverages less frequently than do people over the
age of twenty-one. But when they do drink, they are more likely to
drink to get drunk.

Not surprisingly, the suppliers of illegal commodities are reluc-
tant to advertise their wares openly; the police are as capable of
reading billboards and watching TV as are potential customers.
Suppliers are also reluctant to establish easily recognized identities
and regular places and hours of business, because to do so raises the
chance of being caught by the police. Information about the price
and quality of products being sold goes underground, often.with un-
fortunate effects for consumers.

With legal goods, consumers have several means of obtaining
information. They can learn from friends, advertisements, and per-
sonal experience. When goods are legal, they can be trademarked
for identification. The trademark cannot legally be copied, and the
courts protect it. Given such easily identified brands, consumers
can be made aware of the quality and price of each. If their
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experience does not meet expectations, they can assure them-
selves of no further contact with the unsatisfactory product by
never buying that brand again.

When a general class of products becomes illegal, there are
fewer ways to obtain information. Brand names arc no longer pro-
tected by law, so falsification of well-known brands ensues. When
products do not meet expectations, it is more difficult (costly) for
consumers to punish suppliers. Frequently, the result is degradation
of and uncertainty about product quality. The consequences for con-
sumers of the illegal goods are often unpleasant, sometimes fatal.

Consider prostitution. In those counties in Nevada where pros-
titution is legal, the prostitutes are required to register with the local
authorities, and they generally conduct their business within the
confines of well-established bordellos. These establishments adver-
tise openly and rely heavily on repeat business. Health officials test
the prostitutes weekly for venereal disease and every month for
AIDS. Contrast this with other areas of the country, where prostitu-
tion is illegal. Suppliers generally are streetwalkers, because a fixed,
physical location is too easy for the police to detect and raid.
Suppliers change locations frequently, to reduce harassment by po-
lice. Repeat business is reported to be minimal; frequently, cus-
tomers have never seen the prostitute before and never will again.

The difference in outcomes is striking. In Nevada, the spread of
venereal disease by legal prostitutes is estimated to be almost nonexis-
tent: to date, none of the 9000 registered prostitutes in Nevada has
tested positive for AIDS. By contrast, in some major cities outside
Nevada the incidence of venereal disease among prostitutes is esti-
mated to be near 100 percent. In Miami, one study found that 19 per-
cent of all incarcerated prostitutes tested positive for AIDS; in
Newark, New Jersey, 52 percent of the prostitutes tested were infected
with the AIDS virus, and about half of the prostitutes in Washington,
D.C., and New York City are aiso believed to be carrying the AIDS
virus. Because of the lack of reliable information in markets for illegal
goods, customers frequently do not know exactly what they are get-
ting; as a result, they sometimes get more than they bargained for.

Consider alcohol and drugs. Today, alcoholic beverages are
heavily advertised to establish their brand names and are carried by
reputable dealers. Customers can readily punish suppliers for any
deviation from the expected potency or quality by withdrawing
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their business, telling their friends, or even br{nging a lawsuit.
Similar circumstances prevailed before 1914 in this country for the
hundreds of products containing opium or cocaine.

During Prohibition, consumers of alcohol often did not know ex-
actly what they were buying or where to find the supplier the next day
if they were dissatisfied. Fly-by-night operators sometimes adulterated
liquor with methyl alcohol. In extremely small concentrations, this
made watered-down booze taste like it had more kick; in only slightly
higher concentrations, the methyl alcohol blinded or even killed the
unsuspecting consumer. Even in “reputable” speakeasies (those likely
to be in business at the same location the next day), bottles bearing the
labels of high-priced foreign whiskeys were refilled repeatedly with lo-
cally (and illegally) produced rotgut until their labels wore off.

In the 1970s, more than one purchaser of what was reputed to be
high-potency Panama Red or Acapulco Gold marijuana ended up
with low-potency pot heavily loaded with stems, seeds, and maybe
even oregano. Buyers of cocaine must worry about not only how
much the product has been cut along the distribution chain, but also
what has been used to cut it. In recent years the purity of cocaine at
the retail level has ranged between 10 percent and 95 percent; for
heroin, the degree of purity has ranged from 5 percent to 50 percent.
Cutting agents can turn out to be any of various sugars, local anes-
thetics, or amphetamines; on occasion, rat poison has been used.

We noted earlier that the legal penalties for the users of illegal
goods encourage them to use more potent forms and to use them
more intensively. These facts and the uncertain quality and potency
of the illegal products yield a deadly combination. During Pro-
hibition, the death rate from acute alcohol poisoning (i.e., due to an
overdose) was more than 30 times higher than today. During 1927
alone, 12,000 people died from acute alcohol poisoning, and many
thousands more were blinded or killed by contaminated booze.
Today, about 3000 people per year die as a direct result of consum-
ing either cocaine or heroin. Of that total, it is estimated, roughly 80
percent die from (1) an overdose caused by unexpectedly potent
product or (2) an adverse reaction to the material used to cut the
drug. Clearly, caveat emptor (let the buyer beware) is a warning to
be taken seriously if one is consuming an illegal product.

We noted at the beginning of the chapter that one of the effects

of making a good illegal is to raise its price. One might well ask, by
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how much? During the early 1990s, the federal government was
spending about $2 billion a year in its efforts to stop the importation
of cocaine from Colombia. One study concluded that these efforts
had hiked the price of cocaine by 4 percent (yes, 4 percent) relative
to what it would have been had the federal government done noth-
ing to interdict cocaine imports. The study estimated that the cost of
raising the price of cocaine an additional 2 percent would be $1 bil-
lion per year.!

The government’s efforts to halt imports of marijuana have been
more successful, presumably because that product is easier to detect
than cocaine. Nevertheless, suppliers have responded by cultivating
marijuana domestically instead of importing it and bringing it in
across the relatively open U.S.—Canadian border rather than from
elsewhere. The net effect has been an estimated tenfold increase in
potency due to the superior farming techniques available in this
country and Canada, as well as the use of genetic bioengineering to
improve strains.

We might also consider the government’s efforts to eliminate
the consumption of alcohol during the 1920s and 1930s. They failed
so badly that the Eighteenth Amendment, which put Prohibition in
place, was the first (and thus far the only) constitutional amendment
ever to be repealed. As for prostitution—it is reputed to be “the old-
est profession” and by all accounts continues to flourish today, even
in Newark and Miami.

The government’s inability to halt the consumption of sex,
booze, or drugs does not in and of itself mean that those efforts
have failed. Indeed, the “successes” of these efforts are mani-
fested in their consequences—ranging from tainted drugs and al-
cohol to disease-ridden prostitutes. The message instead is that
when the government attempts to prevent mutually beneficial ex-
change, even its best efforts are unlikely to meet with spectacular
success.

*Federal attempts to prevent cocaine from entering the country are, of course, supple-
mented by other federal, as well as state and local, efforts to eradicate the drug once it
has crossed our borders. To date, there are no empirical estimates of the extent to which
these other efforts have increased prices.
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DISCUSSION QUESTIONS

L.

The federal government currently taxes alcohol on the basis of
the 100-proof gallon. (One-hundred-proof alcohol is exactly
50 percent pure ethyl alcohol; most hard liquor sold is 80-proof,
or 40 percent ethyl alcohol, whereas wine is usually about 24-
proof.and most beer is 6- to 10-proof.) How would alcohol con-
sumption patterns be different if the government taxed alcohol
strictly on the basis of volume rather than taking into account
its potency as well?

During Prohibition some speakeasy operators paid bribes to
ensure that the police did not raid them. Would you expect the
quality of the liquor served in such speakeasies to be higher or
lower than in those that did not pay such bribes? Would you
expect to find any systematic differences (e.g., with regard to
income levels) among the customers patronizing the two types
of speakeasies?

The markets for prostitution in Nevada and New Jersey have
two important differences: (1) Prostitutes in New Jersey face
higher costs because of government efforts to prosecute them:;
and (2) customers in New Jersey face higher risks of contract-
ing diseases from prostitutes, because the illegal nature of the
business makes reliable information about product quality
much more costly to obtain. Given these facts, would you ex-
pect the price of prostitution services to be higher or lower in
New Jersey than in Nevada? Which state would have the
higher amount of services consumed (adjusted for population
differences)?

According to the surgeon general of the United States, nico-
tine is the most addictive drug known to humanity, and ciga-
rette smoking Kills perhaps 300,000 to 400,000 people per year
in the United States. Why isn't tobacco illegal in the United
States?




