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Introduction

When—if ever—is state control of individual decisions better than self-control?

In the rational consumer model, the answer is never. That paradigm assumes that consumers
know their own preferences, possess all relevant information, process that information correctly,
and make consistent decisions over time. Government interference with individual choices—the
substitution of state control for self-control—can therefore only harm individuals, who would
make optimal decisions on their own.

The rational model has a long history. Many economists still view that model as one useful
approach to positive and normative questions. Other economists and non-economists, however,
believe many consumers are not fully rational. Their alternative assessment arises both from
casual observation of human behavior and from experimental research in behavioral economics
and psychology that appears to challenge the rational consumer model.’

If consumers are not fully rational, the case for self-control rather than state control might seem
less compelling. Government interference would not automatically reduce the well-being of non-
rational consumers, since those non-rational consumers might be making sub-optimal decisions
on their own behalf.

| argue, however, that consumer irrationality strengthens, rather than weakens, the case for
self-control. | make that argument in the context of the “War on Drugs”"—the US government'’s
century-long attempt to eliminate marijuana, cocaine, heroin, and other intoxicating or mind-
altering substances. If consumers are rational about drug use, prohibition makes them worse off.
If consumers are not necessarily rational, prohibition might prevent some “bad” decisions to use
drugs unnecessarily, so prohibition may seem worth considering.

As | will explain, however, the War on Drugs is still bad policy — indeed, it's an even worse policy
if some consumers are non-rational. Prohibition might deter some ill-advised drug use, but its
overall consequences harm irrational consumers more than rational consumers. Self-control as
the approach to drugs might not be perfect, but state control is almost certainly worse.
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A Framework for Debating the War on Drugs

Before discussing how consumer rationality affects the merits of prohibition versus legalization,
| present what economists call a “positive” analysis of prohibition, meaning one that describes
prohibition’s effects without addressing whether prohibition is desirable overall.

Prohibition does not eliminate the market for drugs. Evidence from the study of drugs, alcohol,
gambling, prostitution, and other services and commodities demonstrates that markets persist
even under strongly enforced prohibitions. Instead of eliminating drug markets, prohibition
drives drug markets underground.?

Prohibition may, however, reduce drug use relative to legalization. On the demand side, prohibition
imposes penalties for possession, and some consumers might abstain out of “respect for the
law.” Others might abstain because of the fear of being caught and punished. On the supply
side, prohibition raises production and distribution costs since suppliers must invest resources
to avoid detection by law enforcement; that implies higher prices and less use.® The net impact
of those demand- and supply-side impacts, however, need not be large. Prohibition might spur
demand by adding a “forbidden fruit” quality to drugs; if they're forbidden, they must be really
good, some seem to think. Because they operate in secret, black market suppliers face lower
costs of evading tax and regulatory burdens, which offsets some prohibition-induced secrecy
costs. And differences in drug sellers’ ability to advertise, the payoffs from advertising, and
the extent of market power under prohibition versus legalization might also limit prohibition’s
impact on use.*

Existing evidence indeed suggests that prohibition’s
impact on use is modest.’ That holds across different
drugs and alcohol and across countries and time periods.
The evidence on this question is incomplete, since few
societies have moved from prohibition to full legalization,
but many have moderated their prohibitions substantially.
Those “de-escalations” are associated with small or
almost undetectable increases in use. Regardless of
the impact on use, moreover, prohibition has numerous
unintended effects.

Prohibition increases violent crime. Legal market
participants resolve disputes using courts and related
non-violent mechanisms. Black market participants use
violence instead, since complaining to authorities would
reveal their identities and activities and since courts do
not enforce contracts involving illegal goods. Relatedly,
legal suppliers compete for market share via advertising,
but black market suppliers rely on violent turf battles.

Substantial evidence confirms that prohibition generates
violence.* The use of violence to resolve disputes is

Substantial evidence
confirms that prohibition
generates violence.
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common in drug and
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before the advent of
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the expansion of legalized
gambling during past
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common in drug and prostitution markets, as it was in gambling markets before the advent of state-
run lotteries and the expansion of legalized gambling during past decades. Over the past century,
violence has increased and decreased with the enforcement of drug and alcohol prohibition, as
illustrated in Figure 1.7 Across countries, violence is elevated especially in countries that grow and
ship illegal drugs such as cocaine and heroin.®

Prohibition also encourages income-generating crime such as theft or prostitution, since
prohibition-induced increases in drug prices mean users need additional income to purchase

drugs.” Prohibition diverts criminal justice resources from deterrence of all kinds of crime.®

Figure 1. Expenditures on prohibitions per capita and homicides per 100,000: 1900 to 2006
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Source: Homicide rate from FBI UCR (Various years). Projected prohibition enforcement expenditures based on Miron (1999) with
data from Budget of the United States Government (various years).

That conclusion—that prohibition causes crime—contrasts with the claim advanced by
prohibitionists that drug use causes crime. Little evidence, however, confirms the claim that drug
use per se promotes violence or other criminal behavior."

Prohibition also lowers product quality and reliability. In legal markets, consumers who purchase faulty
goods can punish suppliers via liability claims, bad publicity, avoiding repeat purchases, or complaining
to private or government watchdog groups. In black markets, those mechanisms are unavailable
or ineffective, so prohibition causes accidental overdoses and poisonings.’? US alcohol prohibition
provides a classic example, since deaths from adulterated alcohol soared; see Figure 2.”® Similarly,
marijuana users were sickened in the 1970s after the US government sprayed the herbicide paraquat
on Mexican marijuana fields but the marijuana was still harvested and shipped to US consumers.™

Prohibition generates corruption. In legal markets, participants have little incentive to bribe law
enforcement, and they have legal mechanisms such as lobbying or campaign contributions for
influencing politicians. In black markets, participants must either evade law enforcement or pay
them to look the other way. Similarly, standard lobbying techniques are more difficult.




Figure 2. Estimated Gallons of Pure Alcohol Consumed per Capita
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The graph displays data on measured alcohol consumption per capita for the non-Prohibition
years along with estimated alcohol consumption per capita for all years. The estimates come
from regressions of each proxy series (e.g., the cirrhosis death rate) on a constant, a linear trend,
and actual alcohol consumption per capita. The data graphed are then the implied values of
alcohol consumption per capita for all years implied by inverting the estimated regression to
estimate alcohol consumption for the Prohibition years based on the proxy and the estimated
relation between the proxy and alcohol consumption. The estimation and inversion procedure
converts the units of each proxy into units of gallons of alcohol consumption per capita.

Prohibition enriches those most willing to violate society’s laws. In a legal market, the income
from drug production and sale is taxed, and the revenue affects everyone via lower other taxes or
higher government spending. In a black market, suppliers capture that revenue as profit. Existing
estimates suggest that federal, state, and local governments could collect roughly $50 billion per
year from legalized drugs.'

Prohibition has additional adverse consequences. Because drug crimes involve mutually beneficial
exchange, participants do not report them to police, who therefore rely on undercover buys-
and-busts, asset seizures, no-knock warrants, stop-and-frisk, and racial profiling, all of which
strain accepted notions of civil liberty."” More broadly, the drug war has fueled a broad range of
privacy-invading law enforcement tactics, such as domestic wiretaps.'® (See Figure 3) Because of
prohibition, many state governments ban over-the-counter sale of clean syringes, which increases
needle-sharing and thus promotes the spread of HIV and other blood-borne diseases.!” Because
of prohibition, marijuana is more tightly controlled than morphine or cocaine and cannot be used
for medical purposes.? Similarly, doctors face loss of their medical licenses or even jail time for
“excess” opiate prescribing, which encourages under-treatment of chronic pain.?

N
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Prohibition means that foreign policy and free trade negotiations are intertwined with decisions
about drug policy.2?2 Widespread non-compliance with prohibition, despite draconian enforcement,
signals users and non-users that laws are for suckers, undermining the spirit of voluntary
compliance that is essential to a free society. And expenditure on police, judges, prosecutors, and
prisons to enforce prohibition, summed across all levels of government, totals about $50 billion
per year in the United States alone.”

Figure 3. Major Offenses for Which Court-Authorized Intercepts (Wiretaps) Were Granted, 2014

2014 Wire Taps (USA Overall)

Larceny, Theft & Robbery 21

Kidnapping 4
Homicide & Assault 135
Gambling 13
Corruption 16
Other 93
Racketeering 72
Narcotics 3,170
Total 3,524

Source: uscourts.gov

To summarize, prohibition may reduce drug use relative to legalization. But whether that reduction
is large or small, prohibition has many other effects compared to legalization, including increased
crime, reduced health, greater corruption, diminished civil liberties, foregone tax revenues, and
substantial expenditure costs.




|s Prohibition Desirable Policy?

With that positive analysis as background, | ask whether prohibition is a good policy. This is what
economists call a normative analysis: one that asks whether prohibition is preferable to legalization,
taking as given a particular positive analysis of the differences between the two policies.

The positive analysis indicates that most effects of prohibition are undesirable. The possible
exception is prohibition’s impact, if any, in reducing drug use. So, analysis of prohibition versus
legalization might appear to turn on how policy should regard that potential reduction and thus on
whether consumers make rational decisions about drugs. In fact, the right normative conclusion
does not rest on whether consumers are rational.

If all consumers are assumed to be fully rational, then normative analysis of drug prohibition is
trivial.?* In that case, prohibition’s effects are all undesirable, since any reduction in use would be
a cost, not a benefit, of prohibition. In particular, under full rationality it would not matter whether
people consume drugs for the psychopharmacological effects, or the medicinal properties, or to
look cool; all that matters would be that consumers voluntarily choose to use drugs. Similarly,
under that view, it does not matter whether drugs are addictive or if use negatively affects health
or productivity; if rational people choose to accept such risks, they must think the benefits exceed
the costs.

The rational model of consumption was long believed to be inconsistent with many observed
behaviors related to drug consumption, such as addiction, withdrawal, relapse, and the like.
Theoretical work by Gary Becker and Kevin Murphy shows the rational model is potentially
consistent with those phenomena, and empirical work has had some success in fitting the model
to data.” That work does not prove that the rational model describes all drug consumption, but
it undermines the presumption that drug use is irrational. Stated differently, it is hard to deny
that at least some drug use fits the rational model. Many people claim to enjoy the pleasure
associated with marijuana consumption; others value the pain relief or mental calm produced
by opiates; still others appreciate the stimulation of cocaine, much as others appreciate the
stimulation of caffeine. Thus, at least some drug use is plausibly rational, implying prohibition-
induced reductions are a cost of prohibition.

If some consumers make irrational decisions about drug use, prohibition might generate one
benefit: preventing such consumers from using drugs. While the harms from drug consumption
are often exaggerated, some decisions to use drugs may indeed be ill-advised.? That's possible
for any good, but the risks maybe greater for potentially addictive goods that carry non-trivial
health risks. For example, short-sighted consumers might ignore the possibility of addiction and
underestimate any associated health risks. A policy that prevents such consumers from trying
drugs could, in principle, make them better off.?’

This argument for prohibition might seem plausible, but further inspection exposes deep flaws.
Even if irrationality is rampant and even if policy can prevent irrational drug use, the question
for any proposed policy is not just whether it generates benefits but whether these outweigh
the policy’s costs. So any benefit from policy-induced reductions in irrational drug use must be
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weighed against the costs of the policy used to achieve that reduction. One potentially large cost
is any policy-induced reduction in rational drug use, but there are many others, as well.

The evidence is robust that prohibition has numerous adverse side effects, such as increased
crime and corruption, greater HIV infection, diminished civil liberties, forgone tax revenues, and
significant direct costs for police, judges, prosecutors, and prisons. Plus, prohibition does not
appear to have substantial impacts in reducing drug use. And while hard data are not available,
it is plausible that rational users are the ones most likely deterred by prohibition, while irrational
consumers ignore prohibition. So it is almost inconceivable that the one possible benefit of
prohibition could plausibly exceed its costs. Even if irrationality warrants policies to reduce drug
use, prohibition is almost certainly the worst choice among such policies.

Beyond those concerns, the harms from drug use are not only routinely exaggerated but are also
not obviously different from those of legal goods such as alcohol, tobacco, saturated fat, and
more; indeed, the currently legal substances are the ones whose long-term side effects cause
serious illness or death (e.g., cirrhosis, lung cancer, emphysema, heart disease). Yet outlawing
marijuana, heroin, cocaine, and other illegal drugs suggests those goods are unacceptably “bad”
while legal goods such as alcohol and tobacco are at least “tolerable.” Further, policy-induced
reductions in irrational drug consumption might induce substitution toward the legal goods that
have similar or even more harmful effects.

Perhaps most importantly, prohibition almost certainly harms irrational users

The evidence

IS robust that
prohibition has
numerous adverse
side effects, such as
increased crime and
corruption, greater
HIV infection,
diminished civil
liberties, forgone
tax revenues, and
significant direct
costs for police,
judges, prosecutors,
and prisons.

more than rational users, given that many irrational users consume anyway.
Prohibition means that users must purchase from criminals who are likely
to victimize them, often in dangerous neighborhoods. Prohibition means
users face not just health risks but also arrest, loss of professional licenses
and eligibility for student loans, and more. Prohibition means users face
heightened difficulty in assessing the quality of the drugs they purchase, since
in underground markets, consumers cannot sue sellers of manufacturers for
faulty products, or complain to government watchdog groups, or consistently
patronize sellers with reputations for quality, or generate bad publicity for
purveyors of adulterated or mislabeled products; thus, prohibition generates
increased accidental overdoses and poisonings. Prohibition raises production
and selling costs, and therefore also drug prices,”® so users face elevated
incentives to consume via unsafe ingestion methods, such as needle-sharing,
and therefore face a greater risk of HIV and hepatitis.

All those negative effects of prohibition harm both rational and irrational
consumers, butrationalusers are more likely to recognize the risks and adjust
their behavior to minimize the adverse impacts. To minimize risk of arrest,
rational consumers will grow their own marijuana or buy other drugs from
known, repeat suppliers. To avoid the risks of impurities, rational consumers
will again purchase from reliable suppliers, or try small doses initially, or
avoid illegal drugs and substitute legally available and thus reliable alcohol
instead. Rational consumers will avoid sharing needles, either ingesting via
other methods or substituting other drugs, or they will be more successfulin
obtaining clean syringes from legal and illegal connections.




Prohibition may also harm irrational consumers by glamorizing drug use in the eyes of those too
young, naive, foolish, or myopic to consider the long-term consequences; rational users discount
such imagery. Under prohibition, the monetary rewards for working in the drug trade are high,
but this is merely compensation for an elevated risk of injury, death, and imprisonment. Rational
persons understand that and accept such risks only if the total compensation equals that available
in other sectors. Myopic teenagers, on the other hand, focus on the up-front cash and thus expose
themselves to excess risk of death or prison. Prohibition suggests to less rational parents that
policy can prevent youth drug use; rational parents realize that prohibition has minor impacts
on availability, so they must still intervene to protect their children from foolish choices and
dangerous influences.

Thus while prohibition may prevent some users from consuming drugs in the first place,
prohibition makes use more dangerous and costly for those who consume despite prohibition,
and those negative effects are far worse for irrational consumers. And since prohibition’s overall
impact on use appears modest, it's unlikely that the benefit from reduced irrational use could
plausibly outweigh the increased negatives for those who use despite prohibition.

Conclusion

In comparing self-control to state control the conclusion applies broadly. In many contexts,
some consumers make poor decisions, but state control is a blunt instrument for improving
those decisions. Rational consumers understand the implications of government policies and
can therefore adjust their behavior to moderate the impact. Irrational consumers, however, may
respond in ways that make their irrationality more costly. Self-control is not always perfect;
nothing guarantees that all individuals make good decisions about their own well-being all of
the time. But substituting state control for self-control generally yields far worse outcomes; that
approach imposes sub-optimal choices on rational individuals and creates perverse incentives
that harm precisely the irrational individuals the state control is attempting to protect.
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