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Drug policies in Mexico and Chile:
Estimations of current social and economic
costs and the costs of alternative policy
scenarios
Executive summary

General background
According to the World Drug Report 2012 of the United Nations Oﬃce on
Drugs and Crime (UNODC), in 2010, approximately one in every 20 adults (1564 years of age) had used an illegal drug in the previous 12 months (a total of
230 million persons).1 This level of world-wide demand for illicit drugs drives
a network of drug traﬃcking organizations (DTOs) that link producing areas
with consumption centers, and which control a retail market estimated (in 2003)
to be 0.9 per cent of world GDP.2 The present international framework for confronting this problem is based on the 1961 United Nations Single Convention
on Narcotic Drugs, which called on all nations to prohibit the production and
supply of narcotic substances not licensed for medical treatment or research.
Fifty years after the drafting of that Convention, those policies have been called
into question, and today’s situation has been aptly described by Mark Kleiman:
“Current drug policies produce results that vary from unsatisfactory to catastrophic”.3
In 2008, three former presidents of Latin American countries, aware of the
limitations of current drug control policies, formed the Latin American Initiative on Drugs and Democracy, in order to promote the evaluation of the eﬃcacy
and impact of prohibitionist policies, and to explore the development of more
eﬃcient, safer and more humane alternatives.4 This initiative, in addition to
promoting debate concerning drug policies in the region, eventually sparked
legal changes in Brazil and Mexico that led to the “de-penalization” of possession of small amounts of illegal drugs in these two countries, but without clear
1 World

Drug Report 2012, p. 59.
Drug Report 2005, chapter 2.
3 Kleiman (2012), p.125.
4 The three former presidents were Fernando Henrique Cardoso of Brazil, Cesar Gaviria of
Colombia, and Ernesto Zedillo of Mexico (h p://drogasedemocracia.org/English/).
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guidelines to diﬀerentiate ﬁnal consumers from small-scale traﬃckers. Instead
of relaxing penalties associated with drug consumption, the ambiguities in the
new laws produced an unintended increase in the rates of imprisonment of ﬁnal consumers in these countries.
The continuing debate over drug policies in Latin America has led to recent proposals in Uruguay, Argentina, Colombia, and Chile to “de-penalize”
the consumption of marijuana, as well as the inclusion of the question of alternative drug policies in the agenda of a recent Latin American summit meeting.
One result of the summit meeting was that the Organization of American States
(OAS) is now formally commissioned with the task of exploring themes related
to the drug problem, with a view to providing balanced input to the debate over
drug policies in the region.
In elections held in 2012, two American States, Washington and Colorado,
“legalized” the recreational consumption of marijuana by adults, in deﬁance of
existing prohibitionist federal statutes. While these initiatives indicate a change
in the mood of the electorate in the United States, the existence of overlapping
jurisdictions in the American legal system creates a climate of uncertainty about
the viability of these state-level laws, should the federal government contest
them in court.
The recent interest in exploring alternative drug policies, particularly with
respect to “de-penalization” of marijuana in Latin America and the United States,
requires a reconsideration of existing studies of the economic and social costs
of the drug problem and an eﬀort to update and improve these types of studies.
The present document is one such eﬀort, based on the cost-of-illness methodology recommended by the World Health Organization (WHO) and promoted
within the Latin American region by the Inter-American Drug Abuse Control Commission (CICAD) of the Organization of American States (OAS). This
study analyzes the cases of Mexico and Chile, which represent, respectively,
the problems faced by a drug-transit country and a nation with relatively high
rates of internal consumption of illegal drugs. The main cost categories considered in this study are: drug-related health care and treatment costs; costs related to reducing demand (i.e., prevention); costs of lost productivity (income
lost due to treatment in hospitals and drug treatment centers, premature death,
and time spent in legal proceedings and jail); property damage; and the associated costs of law enforcement, the judicial system and other activities related
to controlling supply.
The present document (1) estimates the social and economic costs of the illegal drug problem in Mexico and Chile for the years 2008 and 2009, under thenexisting policies; (2) identiﬁes data deﬁciencies and other problems in each case,
making recommendations for future cost studies; and (3) carries out numerical
exercises that illustrate the possible impact of two alternative drug policies, related to “de-penalization” and legalization of drugs in each country, with a
comparison of the results. The study also identiﬁes methodological problems
inherent in the WHO and CICAD cost framework and suggests ways to overcome them.
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The case of Mexico
According to recent U.S. Secretary of State and National Drug Intelligence
Center (NDIC) estimates, approximately 95 per cent of all cocaine smuggled
into the United States passes through Mexico, and over 60 per cent of this cocaine enters by land routes along the U.S.-Mexican border. The NDIC also reports that 96 per cent of all marijuana smuggled into the United States originates in Mexico.5 Mexican heroin production is also a potential threat. In recent
years, Mexican authorities have destroyed, on average, approximately 15,000
hectares of poppy plants each year.6
The prevalence of consumption of illegal drugs in Mexico, however, is relatively low, especially when compared to prevalence rates in the United States or
Chile. In 2008, the prevalence of use of any illegal drug during the past year by
Mexicans in the 12 to 65 age group was only 1.4 per cent, while the corresponding rates in the United States and Chile were 14.2 and 11.4 per cent, respectively.
Despite these low rates of illegal drug consumption in Mexico, violence due to
rivalry between Mexican DTOs surged dramatically between 2008 and 2011, to
unprecedented levels. Homicides in Mexico have grown steadily, from 1.7 per
cent of all deaths in 2007 to 5.1 per cent in 2011, while deaths directly a ributed
to rivalry between drug gangs grew from 0.6 per cent to 2.8 per cent of all deaths
during the same period.7
This period of increased violence occurred during the Calderon administration (2006-2012), which adopted an anti-drug policy that militarized the eﬀort
to decapitate Mexican DTOs and stem the ﬂow of illegal drugs from Mexico
into the United States. According to oﬃcial Mexican reports, 47,512 deaths
were a ributable to conﬂicts between drug gangs from December 2006, when
Calderon took oﬃce, until September 2011, the date of the last oﬃcial report.
Historical costs related to the drug problem in Mexico
Perhaps unsurprisingly, given the militarization of the anti-drug eﬀort and
the high levels of drug-related violence, the major social and economic costs of
the Mexican drug problem are the components of law enforcement and productivity losses (approximately 95 per cent of all costs), followed by health costs,
demand reduction and property damage (principally vehicular accidents), which
together account for the remainder.
Although the total costs measured in pesos increased by 29.3 per cent between 2008 and 2009, the corresponding dollar amounts grew by only 6.5 per
cent, due to changes in the peso-dollar exchange rate. The world economic
5 United States Department of State (2012), p. 317; National Drug Intelligence Center (2011b),
pp. 13-14.
6 Presidencia de México (2012), Sexto Informe de Gobierno, Anexo Estadístico, México, D.F.
7 Presidencia de Mexico (2012), Sexto Informe de Gobierno; Presidencia/PGR, Base de datos de fallecimientos por presunta rivalidad delincuencial; SIREM (estimations for the period October-December
2011). During the period 2000-2005, homicides as a percentage of all deaths showed a steady decline, from a 2.7 to 2.0 per cent.
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Table 1: Mexico: Cost summary for 2008 and 2009
Summary
2008
Millions of
Millions of
% of total
Mexican
dollars
pesos
1,015.96
91.30
2.11
566.63
50.92
1.18
9,771.32
878.06
20.28
936.25
84.13
1.94
35,886.22
3,224.76
74.49
48,176.39
4,329.16
100.00

Cost category
Health Care
Demand Reduction (Prevention)
Lost Productivity
Property Damage
Law Enforcement
Grand Total
Total cost as a percentage of GDP
Total per capita cost (pesos and dollars)

0.40%
$451.59

0.40%
$40.58

2009
Millions of
Millions of
Mexican
% of total
dollars
pesos
1,028.58
76.12
1.65
871.58
64.50
1.40
13,785.77
1,020.16
22.13
729.21
53.96
1.17
45,889.93
3,395.90
73.65
62,305.06
4,610.64
100.00

Cost category
Health Care
Demand Reduction (Prevention)
Lost Productivity
Property Damage
Law Enforcement
Grand Total
Total cost as a percentage of GDP
Total per capita cost (pesos and dollars)

0.52%
579.31

Source: SIREM
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0.52%
42.87

Figure 1: Social and economic costs of the drug problem in Mexico in 2008 (base
case) and results of the scenarios of “de-penalization” and legalization
Alternative scenarios: Mexico (2008)
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downturn in 2009 led to a 6 per cent decline in Mexican GDP in that year (at
constant prices), and total costs, expressed as a percentage of GDP, increased
from 0.40 per cent in 2008 to 0.52 per cent in 2009.
The social and economic costs for 2008 and 2009 were derived from an analysis of health care statistics, including reports on drug treatment at public and
private rehabilitation centers published by the National Center of Epidemiological Surveillance and Diseases Control (CENAVECE/SISVEA), detailed accounts of federal spending compiled by the Center for the Study of Public Finances of the Chamber of Deputies, and other sources.8
Figure 1 shows the results of the analysis of costs for the year 2008 (base
case), and the outcome of an illustrative numerical exercise for two alternative
scenarios: the “de-penalization” of possession of reasonable quantities of illegal drugs for personal use, while maintaining the existing ban on production,
transportation and sale; and the legalization of production, distribution and
consumption of drugs, with regulation of product purity and dosage. Each
case contains a large bar on the right showing the total cost in millions of U.S.
dollars; the ﬁve leftmost bars of each case indicate the percentage contribution
of each cost category to the total cost.
8 Chapter 2 of the full study discusses the information sources and methods utilized in these cost
calculations, as well as a characterization of possible errors and omissions. In some cases, where
speciﬁc government program costs were not available, total agency costs were distributed using
assignment factors derived from published statistics. The statistical appendices for the Mexican
case contain a more detailed description of the sources used, and an aide mémoire is also available,
in the form of linked spreadsheets with live formulas showing all assumptions and how the results
were calculated.
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“De-penalization”
In the “de-penalization” scenario, the lack of sanctions for possession of
reasonable quantities of drugs for personal use stimulates an increase in the
prevalence of consumption, even though prices are not aﬀected. As a result,
the prevalence-associated costs of health care, prevention, loss of productivity
and property damage increase, as do the costs due to an increase in common
crimes commi ed under the inﬂuence of drugs. Federal law enforcement and
court costs related to persecution and imprisonment of drug consumers decline,
but other enforcement costs are not aﬀected, since production, transportation
and distribution remain illegal. The total cost of this scenario is 317 million dollars greater than that of the base case. While the law enforcement and related
costs decline from 74.5 percent (base case) to 55 per cent of the total, all other
cost categories show an increase, due to the higher prevalence rates of drug
consumption.
The results of this scenario depend heavily on a series of assumptions, since
no one can accurately predict the impact of major policy shifts on the prevalence
of drug use and other relevant cost factors.9 In particular, since prevalence rates
for drug use in Mexico in 2008 were very low, this exercise employs the assumption that Mexican prevalence rates increase to one-half of the level prevailing in
the United States in that same year. The corresponding costs related to health
care and those productivity losses associated with treatment and hospital care
of Mexican drug users increase in the same proportion as the increase in prevalence, while costs of prevention and property damage are assumed to increase
by 40 and 50 per cent, respectively. Given that 34.9 per cent of all federal crimes
were associated with possession of illegal drugs in 2008, federal law enforcement and judicial costs are reduced in that proportion, although similar costs
a ributable to the persecution of common crimes associated with drug use expand proportionally with the increase in prevalence, partially oﬀse ing these
gains. While costs associated with the use of Mexican military forces do not
decrease in this scenario, productivity losses due to violence related to DTOs
are assumed to decline by 25 per cent.
Legalization
The scenario involving the legalization of production, distribution and consumption of drugs envisions an even larger increase in the prevalence of drug
use, to the level existing in the United States during 2008, with health care costs
and productivity losses of Mexican drug users rising commensurately. Costs
associated with programs to reduce demand also grow by the same proportion,
while drug-related property damage doubles. Productivity losses due to violence related to DTOs disappears in this scenario, and federal law enforcement
and military costs fall to 20 per cent of previous levels, assuming that current
9 See for instance, the discussion in Pacula (2012), which reviews the diﬃculties inherent in generating alternative scenarios to current drug policies.
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drug-related DTOs shift their activities to other areas of organized crime.10 Local law enforcement costs related to common crimes associated with drug use,
however, increase in proportion to the increase in the prevalence of drug consumption. New regulatory costs associated with legalization of drugs are assumed to equal one-half of the 2008 federal budget dedicated to the regulation
of agriculture and the health sector (including the pharmaceutical industry),
and are added to the law enforcement cost category. Estimations of potential
tax income due to the legalization of drugs were excluded from this scenario,
due to deﬁciencies in available statistics related to market size and pa erns of
drug consumption.11
With the assumptions utilized in this numerical exercise, the total social and
economic costs under legalization decline by approximately 170 million dollars,
compared to the base case. The resulting cost structure, however, represents
a dramatic change from the current situation. Productivity losses are now the
predominant cost category (43.6 percent of total costs), followed by law enforcement (27.9 per cent), and health care (22.3 per cent). Property damage increases
to 4.1 per cent of total costs, while programs to reduce demand account for 2.3
per cent.
Discussion
The consideration of the social and economic costs of the alternative Mexican scenarios illustrates the complex interaction of factors that aﬀect the diﬀerent cost categories. Increases in the prevalence of drug use drive an expansion
of costs related to health care, productivity losses, property damage and local
law enforcement (for common crimes associated with drug use), and highlight
the need for eﬃcacious programs for demand reduction and prevention of drug
use. The removal of legal penalties for personal drug use should reduce costs
currently related to the persecution, trial and imprisonment of drug users, including related productivity losses. The legalization of production and distribution allows a reduction in the corresponding law enforcement costs, but the
cost of dealing with current DTOs that turn to other forms of organized crimes
probably will not disappear completely, and new regulatory costs must be considered.
These results indicate that an interesting trade-oﬀ exists between increases
in the prevalence of drug use and the potential for cost reductions in law enforcement. Current law enforcement costs serve as a kind of upper limit on to10 The reduction in drug smuggling activities from Mexico into the United States probably requires a relaxation of prohibitionist policies in that country.
11 In any event, potential ﬁscal income from the taxation of drug production and sales is probably
limited, due to the large price reductions that would probably accompany legalization. Although
speciﬁc prices and tax rates are hard to predict, most drugs are derived from easily cultivated
plants, and alternative gray market sources could emerge if governments try to impose high taxes
on these products. Of course, enforcing high tax rates would require law enforcement expenditures to limit gray market production and distribution, partially replicating the problems of current
prohibitionist policies. See, for instance, the interesting discussion of these issues in Kilmer and
Caulkins (2010), Kilmer et al. (2010) and Pacula (2009).
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tal potential cost savings, which are oﬀset by increases in health care and other
costs that are more directly related to the expansion in drug consumption under less restrictive policies. Indeed, if prevalence rates of drug consumption rise
suﬃciently in alternative scenarios, the resultant related costs will swamp potential gains on the law enforcement front, resulting in disfavorable economic
evaluations of the alternative policies. According to a sensitivity analysis of the
assumptions used in the legalization scenario in Mexico, prevalence rates for
use of any drug in the previous year in excess of 17 per cent produce cost increases that outweigh even a 100 per cent reduction in current law enforcement
spending.
While these numerical exercises suggest that the “de-penalization” scenario
for Mexico is somewhat more expensive than the status quo, and that a policy of
legalization would be marginally beneﬁcial, the diﬀerences from the base case
scenario probably fall within the margins for error introduced by the many
assumptions underlying the alternative scenarios. A safer conclusion would
be that, despite the changes in assumptions, the total costs of the alternative
scenarios are not very diﬀerent from the 2008 total cost estimate under then
current policies. Instead, what changes signiﬁcantly is the distribution of the
component costs, especially under the legalization scenario.

The case of Chile
There is essentially no illegal drug production in Chile, but it shares long,
poorly controlled borders with adjoining drug-producing countries that are important sources of illegal substances that are smuggled into Chile. The prevalence of consumption of illegal drugs in Chile is relatively high. In 2008, for instance, 11.4 per cent of the population between 12 and 64 years of age reported
using an illegal substance in the previous year, slightly below the corresponding rate of 14.2 per cent in the United States.
Historical costs related to the drug problem in Chile
The social and economic costs of the drug problem in Chile are basically a
function of local consumption, and hence are in some ways simpler than those
of the Mexican case, where the ﬂow of drugs through Mexican territory into the
United States and associated pa erns of violence are major problems. Chilean
law enforcement eﬀorts focus mainly on arrests of local “dealers” (many of
which are simply consumers who happened to possess quantities of drugs considered to be suspicious), and a ention to common crimes commi ed under the
inﬂuence of drugs, or in order to get money to buy drugs.
Estimations of the social and economic costs of the drug problem in Chile for
2008 and 2009 indicate that law enforcement costs account for more than 65 per
cent of total costs, while productivity losses account for approximately 26-27
per cent, followed by health-related costs and demand reduction (prevention),
on the order of 2-3 per cent each. The reported costs of drug related health care
8

Table 2: Chile: Cost summary for 2008 and 2009
Summary
2008
Billions of
Millions of
% of total
Chilean
dollars
pesos
16.10
30.84
2.80
12.60
24.13
2.19
148.29
284.08
25.83
397.14
760.81
69.17
574.12
1,099.85
100.00

Cost category
Health Care
Demand Reduction (Prevention)
Lost Productivity
Property Damage
Law Enforcement
Grand Total
Total cost as a percentage of GDP
Total per capita cost (pesos and dollars)

0.61%
$34,248

0.61%
$65.64

2009
Billions of
Millions of
Chilean
% of total
dollars
pesos
18.77
33.58
3.30
15.79
28.25
2.78
155.10
277.49
27.26
379.21
678.45
66.66
568.87
1,017.77
100.00

Cost category
Health Care
Demand Reduction (Prevention)
Lost Productivity
Property Damage
Law Enforcement
Grand Total
Total cost as a percentage of GDP
Total per capita cost (pesos and dollars)

0.59%
$33,607

0.59%
$60.05

Source: Fundación Chile 21

only cover information from public sector institutions. Property damage was
considered negligible and was not included in this study.
Law enforcement costs declined slightly in 2009 from 2008 levels, but the
other cost components increased in magnitude. Total overall costs declined
by 0.9 per cent from 2008 to 2009. Component costs were derived from oﬃcial
statistics reported by the National Board for the Control of Narcotics (CONACE),
the Ministry of Health, the Ministry of the Treasury, the National Statistical
Institute (INE), the Judiciary, the Public Defense Agency, the National Investigative Police (PDI), Carabineros de Chile, and Gendarmería de Chile, as well as
assignment factors and cost methodologies published in recent Chilean studies
on the social and economic costs of alcohol, tobacco and drugs.12
12 The following studies were particularly useful for the development of the Chilean cost estimates: Olavarria y Asociados (2009), Valenzuela and Larroulet (2010), Fernandez (2011) and Fernandez (2012). Chapter 3 of the full study provides greater detail on these cost estimates. In general,
Chilean law enforcement and drug-related statistics are of high quality and, in many cases, fairly
long series exist. These conditions allow estimates of certain cost components to be carried out
with greater precision in Chile, compared to the situation in Mexico, where statistics on the pe-
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Figure 2: Social and economic costs of the drug problem in Chile in 2008 (base
case) and results of the scenarios of “de-penalization” (of marijuana) and legalization
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Figure 2 summarizes the social and economic costs of the Chilean drug
problem for 2008, as well as the results of two numerical exercises based on
alternative scenarios: the “de-penalization” of personal consumption of marijuana and the legalization of drugs in Chile. The right-most bar of this ﬁgure
indicates the total cost for the base case and the two scenarios, and the remaining bars summarize the cost structure.
“De-penalization” of marijuana
This scenario permits the cultivation of marijuana plants for personal consumption, as well as raising the allowed quantity of marijuana for personal use
under the law, eliminating present ambiguities that allowed police to confuse
users with dealers. Distribution and sale of larger quantities would remain a
crime punishable by jail. Under this scenario, the prevalence rate of consumption of marijuana (within the past year) rises to 9.8 per cent of the 12-64 age
group, from the level observed in 2008 (6.4 per cent). The prevalence of consumption of other drugs remains unchanged, as do existing criminal penalties
for those drugs.
Under this scenario, total social and economic costs decline by 66.7 million
dollars, from 1.10 billion dollars (base case) to 1.03 billion dollars. Law enforcement costs decline to 58 per cent of total costs, while productivity losses increase
to 35.4 per cent. Health care costs and prevention costs also rise, to 4.1 and 2.6
per cent, respectively. Law enforcement savings are due mainly to reductions
nal system and drug volumes, prices and usage pa erns are of variable quality. These diﬀerences
in available statistics also aﬀect the numerical exercises underlying the evaluation of alternative
drug-policy scenarios.
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in the persecution and imprisonment of marijuana consumers, which reduce
both direct enforcement activity and productivity losses due to jail sentences.
These, however, are partially oﬀset by increases in common crimes associated
with the increased marijuana prevalence rate. Other costs, related to health care
costs, prevention and productivity losses by marijuana users, also increase.
Legalization
The legalization scenario in Chile contemplates removing restrictions on the
production, distribution and consumption of marijuana and cocaine within a
regulatory environment established by the government that maintains quality
and dosage standards and limits advertising and other forms of promotion of
consumption of these drugs. Under this scenario, the prevalence of marijuana
use within the last year rises to 16.0 per cent of the 12-64 year old population
(from 6.4 per cent in the base case), while the prevalence of cocaine use increases
from 1.8 per cent to 5.4 per cent.13
The increases in consumption of marijuana and cocaine due to legalization
drive increases in health care costs, prevention costs, and that portion of productivity losses due to the expanded use of these drugs. Both the law enforcement costs and costs of imprisonment of present consumers of these drugs, as
well as associated productivity losses, decline dramatically under this scenario,
although the savings derived from these cost components are somewhat oﬀset
by the increase in common crimes related to increased drug consumption.
Under the assumptions used in the legalization scenario, total costs actually
increase by 81.8 million dollars, over the base case level of 1.10 billion dollars.
Law enforcement costs (including an estimate of 3.3 million dollars for additional regulation required under legalization) decline to 36.6 per cent of total
costs. Productivity losses now account for over half of total costs (52.1 per cent),
while health care and prevention contribute 6.2 and 5.1 per cent of the total.
Discussion
In Chile, the “de-penalization” scenario results in modest reductions in total
costs, while legalization increases total costs by a small amount. The existence
of detailed Chilean statistics on drug use and prices permit consideration of the
possible impact of taxation policies for the legalization scenario.
A preliminary estimate of ﬁscal income from the application of the Chilean
value-added tax (19%) to consumer purchases of legalized marijuana and cocaine, based on 2008 street prices for these drugs (under prohibitionist policies),
and estimated volumes of consumption under legalization, suggests that this
new public income could more than compensate for the increase in total costs
noted above. Under less favorable price assumptions, the ﬁscal income would
be less, but not insigniﬁcant. If the price under legalization fell to one half of
13 The prevalence of pasta base (a low quality cocaine mixture) declines to zero in this scenario,
and previous pasta base users are assumed to shift to cocaine consumption.
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2008 levels, the resulting income from the value-added tax would still be suﬃcient to almost compensate for the estimated increase in total costs under this
scenario.
As in the Mexican case, however, one should view the total costs of the base
case and of the alternative scenarios for Chile in the context of possible errors in
the cost estimates and the utilization of a range of assumptions in developing
the corresponding policy exercises. As Figure 2 indicates, the diﬀerences in the
total costs of the three alternatives are not that great, but the changes in the cost
structure are much more pronounced, and probably more reliable.

Comparison of results for Mexico and Chile
Mexico and Chile are very diﬀerent countries. Mexico’s population and
GDP are each more than 6 times the corresponding values for Chile. Mexico is
a major supplier of the cocaine and marijuana and heroin that enters the United
States, while the drugs consumed by the Chilean population are smuggled in
from neighboring countries. Mexican prevalence rates for drug consumption,
however, are much lower than the corresponding rates for the United States or
Chile. Although, in 2008, the total magnitude of the social and economic cost of
the drug problem in Mexico was over 4 times that of Chile, Chile spent a greater
fraction of its GDP (0.61 per cent) on drug-related problems than did Mexico
(0.40 per cent).
Despite these diﬀerences, the structure of the component costs of the drug
problem in Mexico and Chile are basically quite similar.14 In 2008, 74.5 per cent
of total drug-related social and economic costs in Mexico were derived from
law enforcement and other costs related to the control of drug supply, while
the corresponding ﬁgure in Chile was 69.2 per cent. The greater percentage
for this item in Mexico is consistent with the greater magnitude of the drug
traﬃcking problem in that country and the extremely high levels of violence
associated with the Mexican drug cartels.
In both countries, the second most important cost category is lost productivity: 20.3 per cent of total costs in Mexico and 25.8 per cent the total for Chile.
This concept is deﬁned as income foregone due to hospital stays, internment in
residential drug treatment programs, premature death due to drug use or drugrelated violence or accidents, and time spent in legal processes and prison. The
greater importance of this category in Chile is probably due to higher Chilean
prevalence rates for drug consumption, but be er penal statistics and more precise estimates of drug-related prison terms in Chile might also be contributing
factors. The rest of the cost components are relatively small in both Mexico and
Chile. Health care and prevention costs form a slightly higher percentage of
total costs in Chile, and this is likely a product of the higher prevalence rates of
drug use in that country. While Chilean motor vehicle property damage due
to drug use was negligible, in Mexico this cost category was of low importance
14 See Figures 1 and 2 of this Executive Summary for a comparison of historical (base case) costs
in Mexico and Chile during 2008.
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but was measurable, and possibly reﬂects the long-distance movement of goods
along the geographically extensive Mexican highway network.
In Mexico, the total cost of the “de-penalization” scenario was slightly greater
than that of the base case, and the costs of the legalization scenario were slightly
lower, just the opposite of the pa ern observed in Chile. Neither country, however, reported marked diﬀerences between the alternatives scenarios and the
base case, especially when one considers the number of assumptions employed
in the generation of the corresponding numerical exercises. The changes noted
in the structure of the component costs between scenarios, however, showed
remarkable parallels in both countries.15
Observing the changes from the base case to the “de-penalization” and legalization scenarios (in that order), one can identify a clear tendency for a reduction in the importance of law enforcement in total costs, which is balanced
by a corresponding increase in the contribution of productivity losses, and, to
a lesser extent, expansion in the importance of the other cost categories (health
care, prevention and, in the case of Mexico, property damage).

Reﬂections on the CICAD cost framework
The International Guidelines for Estimating the Costs of Substance Abuse, published by the World Health Organization (WHO)16 and the Methodological guidelines for economic impact studies on illicit psychoactive substance abuse, published by
CICAD17 both promote the use of a set of techniques based on the cost-of-illness
approach for the estimation of the social and economic costs of the drug problem at the national level. Rather than prescribing a single method for estimating
costs, these documents present a general framework which permits the utilization of several alternative techniques. In particular, these guidelines allow cost
studies to be based either on the prevalence of drug use or the incidence of new
drug users.18 Since in most circumstances the number of new drug users is less
than the total of new and existing users, the use of one or the other measure can
produce large diﬀerences in the resultant costs.
The guidelines also permit the use of two diﬀerent techniques for estimating the social and economic cost of premature death due to drug use or drugrelated violence and accidents. The “human capital” approach employs the
net present value of current and future income foregone that a deceased person would have received had he or she enjoyed a normal life expectancy. This
technique depends on the age at the time of death, life expectancy, estimated
future income streams, and the value used for the discount rate. There is no
general agreement on the appropriate value to use for the discount rate, and
15 See

Figures 1 and 2 of the present document.
et al. (2003).
17 Perez Gomez et al. (2006).
18 Incidence measures of drug use count only new users in a given time period (expressed as the
percentage of new users in the total population of interest), while prevalence measures consider
the total of new and existing drug users at a given point in time (expressed as a percentage of the
total population of interest).
16 Single
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diﬀerent rates can produce large changes in the cost of premature deaths estimated using the “human capital” method.19
The other permi ed way to estimate the impact of premature deaths is the
“demographic” approach. This method compares the total population and the
associated age structure of population for current and past years with corresponding hypothetical populations and age structures where deaths due to the
drug problem do not exist, and sums the economic value of the avoided deaths.
This technique does not use discount rates.20
The guidelines also recognize that there exist signiﬁcant diﬀerences in the
availability and quality of statistical information in diﬀerent countries, and that
these diﬀerences may aﬀect the resulting cost estimates, complicating any eﬀort
to compare the costs reported by diﬀerent countries.
Several authors have identiﬁed deﬁciencies in the framework proposed in
the WHO and CICAD documents, but alternative techniques such as cost-beneﬁt
analysis and cost-eﬀectiveness studies also present challenges and inconsistencies. The WHO and CICAD guidelines are now well-accepted internationally
and provide a systematic consideration of basic cost categories related to health
care, demand reduction, lost productivity, property damage and law enforcement.21
The full study suggests a range of steps that can be taken to systematize and
standardize many elements that are typically incorporated into studies of the
social and economic costs of the drug problem, with a view to facilitating the
international comparison of national results.

General conclusions
Mexico and Chile are two very diﬀerent countries. The drug problem in
Mexico is centered around DTOs that smuggle South American cocaine and
Mexican marijuana into the lucrative United States drug market. The prevalence rates of illegal drug consumption in Mexico are generally very low. Chile
faces a situation of relatively high prevalence rates of internal consumption of
illegal drugs that are imported clandestinely from neighboring countries.
Although the magnitude of the drug problem in Mexico dwarfs that of Chile,
the structure of the component costs of the drug problem in each country is
surprisingly similar. While law enforcement and related costs dominate the
cost structures of Mexico and Chile, the second most important cost component in both cases is lost productivity due to hospitalization, participation in
residential drug treatment programs, premature death (due to drug use and
drug-related violence and accidents), and time spent in legal proceedings and
19 Chapter 5 of the full study explores the potential impact of applying diﬀerent discount rates,
using the “human capital” approach.
20 See chapter 5 of the full study for a numerical exercise illustrating the diﬀerence in estimated
costs between the “demographic” and “human capital” approaches.
21 See, for example, Moore and Caulkins (2006) and references therein.
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prison.22 Costs related to health care, eﬀorts to reduce the demand for drugs
(i.e., prevention) and property damage, considered as a group, are in a distant
third place.
The estimates of the total social and economic costs of the alternative scenarios of “de-penalization” and legalization in Mexico and Chile for the year 2008
show contrasting trends. In Mexico, “de-penalization” increased the prevalence of drug use and the concomitant costs related to health care, prevention,
property damage and associated productivity losses all rose in response. While
the direct law enforcement, court and detention costs associated with persons
arrested for drug possession, as well as relevant productivity losses dropped to
zero under this scenario, the greater portion of law enforcement costs related
to combating DTOs and interdicting drug shipments were unaﬀected. The increment in costs due to the increase in prevalence of drug use outweighed the
reduction in the costs of law enforcement, and as a result, the total cost of this
scenario was slightly greater than that of the base case.
In Chile, the “de-penalization” policy was limited to marijuana, where health
care and other associated costs were relatively low, while the law enforcement
and other control costs related to the arrest of marijuana users (and corresponding productivity losses) that could be avoided under the “de-penalization” scenario were larger, resulting in a marginally favorable economic evaluation for
this alternative when compared to the Chilean base case.
For the legalization scenario, just the opposite occurred. The reduction in
Mexican control costs (to 20 per cent of observed 2008 levels) was greater than
the posited increase in other costs driven by the greater prevalence of drug use
under legalization, but in Chile, the increment in prevalence-related costs was
larger than the reduction in law enforcement and other associated costs.
A comparison of Figures 1 and 2 indicates that the diﬀerences in the total
cost of the alternative policy scenarios and their respective base cases for Mexico and Chile were not very large, and probably fall within the margins of error
of the corresponding numerical exercises. The changes in the structure of component costs from one scenario to the next, however, were very clear and both
Mexico and Chile showed similar pa erns, suggesting that these changes in
structure are a signiﬁcant result of the present study. The increasing importance of productivity losses in the overall cost structure, as one moves from the
base case to the scenarios of “de-penalization” and legalization highlight the
importance of this element in the cost-of-illness methodology and the usefulness of including it in the public debate concerning alternative drug policies.
In both Mexico and Chile, the relatively small diﬀerences between the total
social and economic cost associated with the base case and the corresponding
total costs of the alternative scenarios do not provide conclusive economic evidence for preferring any alternative over the base case. The signiﬁcant changes
in the structure of the component costs under alternative scenarios, however,
22 The concept of lost productivity is an important element of the cost-of-illness methodology
promoted by the WHO and CICAD, but it is often excluded from the public debate about the magnitude of the drug problem and the potential impact of alternative drug policies.
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provide useful qualitative information for making an informed judgment about
alternatives based on general social values or political grounds.
It seems clear that alternative drug policies in Mexico and Chile would reduce the importance of law enforcement and related costs, but increase the
proportion of social and economic costs directed toward health care, prevention, property damage and lost productivity. This suggests that public debate
should be oriented toward highlighting the individual and social impacts of
these types of trade-oﬀs.
* * * * * * * * * *
Estimations of the social and economic costs of the drug problem under alternative drug policy scenarios are diﬃcult to carry out. The very nature of
the contemplated policy changes will often invalidate parameters and tendencies based on existing historical data that was collected under prohibitionist
policies, necessitating, in many cases, the use of assumptions. The resulting
assumption-based estimations must therefore be viewed as illustrative, rather
than deﬁnitive.
The principal drivers of the changes in the social and economic costs under the alternative policy scenarios analyzed in this study are: (1) the potential
increase in the prevalence of drug use in the general population that would accompany alternative policies of “de-penalization” of possession of small quantities of drugs for personal use or sharing among friends, or legalization of
drugs in general; and (2) the potential for reducing the costs related to drugrelated law enforcement and lost productivity due to legal proceedings and
imprisonment of drug oﬀenders.
Any increment in the prevalence of drug use will tend to generate increases
in the costs of
hospitalization and treatment of cases of drug abuse, as well as any associated productivity losses;
programs to reduce drug demand (i.e., prevention);
property damage due to drug-related vehicle accidents and other drugrelated causes;
lost productivity due to premature deaths due to drug abuse or drugrelated violence and accidents
additional elements of lost productivity (increased absenteeism, decreased
eﬃciency at work, etc.); and
law enforcement for that proportion of common crimes related to drug
use, and any lost productivity associated with those crimes.
The potential for reducing costs related to law enforcement and lost productivity due to legal proceedings and imprisonment of drug oﬀenders will vary,
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according to the alternative policy under consideration and the current levels
of these costs.
Under a scenario of “de-penalization” of possession of small amounts of
drugs for personal use or sharing among friends, these potential cost reductions
depend on
the total number of current arrests for drug possession that would be
avoided under the alternative policy;
the current direct law enforcement, court and prison costs associated with
these avoidable arrests;
current productivity losses associated with these avoidable arrests; and
in the case of a general amnesty, current direct prison costs of persons
previously sentenced for similar crimes currently serving time, as well as
any associated productivity losses.
The potential for cost reductions under a scenario of legalization23 would depend on elements such as
that portion of current direct law enforcement, court and prison costs that
would be avoided by legalizing drugs;
the portion of current productivity losses related to legal proceedings and
imprisonment that would be avoided under the legalization scenario;
in the case of a general amnesty, current direct prison costs of persons
currently serving time who were previously sentenced for crimes now
avoidable under a scenario of legalization, as well as any associated productivity losses; and
the proportion of current levels of lost productivity due premature deaths
a ributable to drug-related violence that would be avoidable under legalization.
The ﬁnal social and economic costs of the alternative policy scenarios will depend on the interplay between the impacts of these two driving factors. The
potential cost reductions in law enforcement and related productivity losses
serve as a kind of upper limit on which alternative scenarios will prove to be
economically a ractive when compared to the status quo. If the costs linked to
increases in the prevalence of drug use under the alternative policy are greater
than the potential cost reductions available, then the alternative scenario will be
more expensive and hence undesirable from a strictly economic point of view.
This situation underscores the need to identify and be er understand the
potential impact of policy alternatives on prevalence rates and pa erns of drug
use on diﬀerent segments of the population, as well as improve the administrative records, statistical series, and survey instruments required to characterize
existing costs with greater precision.
23 The costs of a new or expanded regulatory system would need to be subtracted from the total
of these potential cost reductions.
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