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SUMMARY

e Data recently made public by the Obama administration show that U.S. cocaine prices continued to fall
through 2007, while purity remained high.

e The new data undermine well-publicized claims by George W. Bush administration officials that supply
disruptions had achieved unprecedented cocaine shortages in the United States.

e Cocaine’s annual average U.S. retail price per pure gram in 2007 was the lowest figure on record, nearly
22 percent lower than in 1999, the year before Plan Colombia was launched.

e The inability to drive prices higher over this period squares with recent U.S. and UN assessments that
Colombian and overall Andean cocaine production has grown.

e Fresh claims of market disruptions and cocaine price spikes should be placed in historical perspective;
past disruptions have proven temporary.

e Helping Mexico to reduce drug-related violence and to improve public safety will not necessarily entail a
sustained reduction in the flow of illicit drugs into the United States.

e The United States can and should do more to reduce demand for cocaine, but a dramatic reduction in
the size of the lucrative U.S. cocaine market should not be expected any time soon.

e A realistic and humane drug policy should focus on harm reduction — aiming to minimize the harms
caused by illicit drug production, distribution and abuse, but also striving to minimize the damage done
by policies meant to control drugs.

En route to Mexico in March, Secretary of State Hillary Clinton slammed U.S. drug policy. “Clearly,”
Clinton said, “what we’ve been doing has not worked,” adding that the United States’ own “insatiable
demand for illegal drugs fuels the drug trade.”' Just days earlier, U.S. Special Representative for
Afghanistan and Pakistan, Richard Holbrooke, called U.S. efforts to eradicate Afghan opium poppy crops
the “most wasteful and ineffective program 1 have seen in 40 years.””




Condemnations of U.S. drug policy are not likely to surprise most Americans — an October 2008
Zogby/Inter-American Dialogue national survey found that 76 percent of likely voters considered the so-
called “war on drugs” to be “failing.”” But the fact that such views are being voiced so candidly by high-
level U.S. officials is a real change. In Congress as well, there are signs of drug war-weariness and a
readiness to explore new approaches. Most notably, Virginia Democratic Senator Jim Webb has
introduced legislation to create a national commission to chart a strategy for criminal justice reform,
including, according to Webb, “the whole area of drug policy.”* And at the state level, governments facing
budget deficits are rolling back harsh drug sentencing laws® that have fueled the nation’s skyrocketing
incarceration rate — the number of people behind bars for drug offenses has grown exponentially, rising
from fewer than 50,000 in 1980 to more than 500,000 today.6

Gil Kerlikowske, President Obama’s nominee to direct the White House Office of National Drug Control
Policy (ONDCP) has pledged that, should he be confirmed, the national drug strategy will be “rigorously
assessed and adapted to changing circumstances.”’ The decades-long U.S. effort to curtail the availability
of illicit drugs — primarily with punitive enforcement strategies like forced crop eradication abroad and
massive incarceration at home — is certainly ripe for rigorous assessment.

For a new Administration and Congressional leaders who appear inclined to take the evidence setiously in
contemplating more promising drug policy options, there is plenty to consider. As it happens, ONDCP
has already quietly released new data on the price and purity of cocaine that are very relevant to assessing
the impact of U.S. supply-control policies.

New Data, Same Story: Cocaine Prices Still Falling

Reducing the availability of drugs like cocaine has been a perennial goal of U.S. drug policy, in hopes that
higher prices and lower purity would translate into less consumption. But since the early 1980s, cocaine
prices have been falling, not rising, according to two comprehensive analyses, one from 2004 and the other
from 2008. The 2008 study, which was recently made public by the Obama administration, shows that
U.S. cocaine prices continued to fall through 2007, while purity remained high.® The new data undermine
well-publicized claims by George W. Bush administration officials that supply disruptions had achieved
unprecedented cocaine shortages in the United States.

The new cocaine price and purity estimates update a 2004 analysis conducted by RAND Corporation
researchers for ONDCP, which found U.S. wholesale and retail cocaine prices to be at or near historic
lows as of mid-2003.” Subsequently, however, President Bush’s drug policy director, John Walters,
announced cocaine price spikes in November 2005 and in November 2007, crediting U.S.-backed anti-
drug operations in Colombia and Mexico for achieving dramatic supply disruptions.'’

WOLA expressed caution about the Bush administration’s assertions, not about the plausibility that prices
had spiked, but about the magnitude and durability of the market disruption. Cocaine prices have
fluctuated many times over the years, but with a clear downward trajectory.’ “Based on the historical

i It is also important to note that price increases, when they do occur, can bring unwanted consequences, such as
increased predatory crime. For example, in November 2007, police in Washington, DC, speculated that an increase
in violent crime may have been linked to temporary cocaine supply disruptions. “When there’s the same amount of
demand and less supply, people are going to try to get what’s out there,” said Brian Bray, head of the local narcotics
division. “That’s when you see violence on the street level. A lot of these beefs are drug-related. A lot of
homicides are drug dealers fighting over turf and supply.” See Allison Klein and Clarence Williams, “In D.C., Price
of Cocaine Soars as Supply Declines,” Washington Post, 9 November 2007.
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record,” WOLA maintained in November 2007, “it would be more realistic to expect that, sooner rather
than later, cocaine prices will fall again as suppliers adjust and availability rebounds.”"'

Walters’ claims were greeted with skepticism by influential policymakers and the media.” For one, the
price estimates that Walters used to support his assertions in 2005 and again in 2007 were apparently
derived using methods different from those used by RAND researchers in their comprehensive 2004 study,
but details about the new methods were not disclosed. In addition, the data presented by Walters in 2005
and 2007 covered only brief stretches of time (less than three years), a presentation technique that
magnifies the short-term variability in the data and excludes consideration of long-term trends. (More
recent announcements by the U.S. Drug Enforcement Administration [DEA] exhibit similar weaknesses,
as detailed on page 8 below)."”

Consequently, in November 2007 the Washington Post “Fact Checker” concluded that Walters had “failed
to provide historical data to back up his claim of an ‘unprecedented disruption’ to the cocaine market.”"
WOLA and other observers suggested that, to be credible, updated price and purity estimates should be
generated using the same analytical methods used by RAND in its 2004 study, and should include several
decades’ worth of data, to put the latest findings in proper historical perspective.

An Inconvenient Truth

The report recently released by the Obama administration provides fresh evidence with which to evaluate
Walters’ claims, and more generally, gauge the impact of years of aggressive supply-control efforts on
cocaine availability. Prepared for ONDCP by the Institute for Defense Analyses (IDA), the study is based
on the DEA’s “System To Retrieve Information from Drug Evidence” (STRIDE) database and employs
the same methodology used by RAND researchers for their 2004 analysis. The findings stretch over a 27-
year period (from 1981 through 2007) and are reported in constant 2007 dollars. "

Curiously, while the IDA report is dated July 23, 2008, the results were not made public until after
President Obama took office in January 2009 and named Edward Jurith as Acting Director of ONDCP. It
does not seem unreasonable to suppose that if the IDA report had bolstered Walters’ claims of supply-side
success, then the findings might have been released while President Bush was still in office and Walters
was still in charge at ONDCP.

Apnnual Price and Purity Findings

In fact, the IDA analysis undermines Walters’ claims, as it shows cocaine prices continuing to drop even as
purity remained relatively steady. Most notably, cocaine’s annual average U.S. retail price per pure gram in
2007 was the lowest figure on record, nearly 22 percent lower than in 1999, the year before Plan Colombia
was launched, and more than 50 percent lower than in 1988, the year before President George H.W. Bush
announced his Administration’s “Andean Initiative” in an attempt to curb cocaine production. Moreover,
cocaine’s average retail purity in 2007 (64 percent) was comfortably within the range that has prevailed
since 1988 (low of 58 percent, high of 74 percent, with a median of 67 percent).

The IDA report also provides annual cocaine price and purity estimates for five major cities for which
sufficient data are available: Atlanta, Chicago, New York, San Diego and Washington, DC. In each city,
cocaine’s price fell in 2007 and in each city the 2007 price level was lower than in 1999. The individual city
trends do not differ much from the national trend.



Price Per Pure Gram in 2007 Dollars

As Figure 1 makes clear, the long-term trend of falling cocaine prices and high purity levels continued in
recent years. Indeed, cocaine’s annual average retail price has fallen each year from 2004 through 2007, the
longest such stretch of year-on-year declining prices since 1991-1994. To be sure, the net decline in 1991-
1994 (37.4 percent) was considerably steeper than the drop from 2004-2007 (17.5 percent).

The inability to drive prices higher over this period squares with recent assessments that Colombian and
overall Andean cocaine production has grown. An October 2008 report, prepared by the Government
Accountability Office (GAO) at the request of Delaware’s Joseph Biden (then Senator, now Vice
President), found that despite $6 billion in support of Plan Colombia since the year 2000, coca cultivation
and cocaine production in Colombia in 2006 had actually increased.'® According to the United Nations
Office on Drugs and Crime (UNODC), potential worldwide cocaine production in 2007 was 13 percent
higher than in 2000."

FIGURE 1 and TABLE 1. Annual average estimates of retail cocaine price and purity, 1981-2007
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Price trends are of course a function of both supply and demand. While robust supply is evidently a large
part of the equation, it may be that cocaine’s historically low U.S. retail prices are also due to slackening
demand. Indeed, total U.S. cocaine consumption appears to have peaked in the late 1980s, declined
modestly through the 1990s, and then plateaued. But there is no indication that consumption has been
going down in recent years. Household and school-based surveys, for example, show that the percentage
of Americans who use cocaine has remained basically stable since 2000." These surveys, however, say
little about the numbers or consumption patterns of the chronic, heavy users who account for the bulk of
cocaine consumption. The most recent published estimates of the number of chronic cocaine users and of
total U.S. cocaine consumption were released by ONDCP in 2001; the estimates extended through 1999,
with projections for the year 2000.” In 2005, ONDCP received a study by Abt Associates that updated
the cocaine consumption estimates through 2003, but the Bush administration’s ONDCP never released
the study.

Quarterly Price and Purity Findings

The continued decline in the annual price of cocaine revealed by the new IDA study belies the notion that
supply-side breakthroughs created unprecedented cocaine scarcities. Walters’ assertions can be examined
further in light of the IDA report’s findings presented on a quarterly basis (see Figure 2).

In November 2005, Walters announced that Plan Colombia had succeeded “for the first time” in driving
up U.S. cocaine prices and driving down purity, and pointing to a 19 percent increase in cocaine’s retail

price from February through September 2005, and a 15 percent decrease in purity over the same period.”

FIGURE 2: Quarterly estimates of retail cocaine price and purity, 1981-2007
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e According to the newly-released estimates, cocaine’s retail price did rise by 21.5 percent between
the 1% quarter of 2005 (January-March) and the 3" quarter of 2005 (July-September), and purity fell
from 67 to 64 percent. But in the 4" quarter of 2005 (October-December), cocaine’s price
plummeted by nearly 23 percent, dropping to a new low, while purity rebounded to nearly 74
percent. In other words, by the time Walters was touting the price increase that occurred earlier in
2005, it was already in process of being fully reversed. And even at the height of the 2005 increase
(in the 3" quarter), cocaine’s retail price was lower than the annual average price in 1999, before
Plan Colombia’s launch.

e The new estimates also make clear that the mid-2005 cocaine price spike was hardly unprecedented.
The IDA study reveals that during the 20-year period from 1988-2007, there were 14 instances of
quarterly-basis retail price increases greater than 20 percent, including six single-quarter increases,
four increases over two consecutive quarters (as in 2005 Q2 and Q3), and four increases over three
consecutive quarters. The mid-2005 increase was the smallest in magnitude of the 14 (see Table 2;
the mid-2005 increase is highlighted in yellow). Moreover, as proved to be the case in 2005, the
data make clear that every single instance in which prices increased has been followed by resumed
price declines.

e The plunge to a record-low price in the 4t quarter 2005 was not altogether new; similar step price
drops coming right on the heels of price increases occurred at the end of 1988 (a 29 percent
decline over two quarters) and in early 2002 (a 45 percent decline over three quarters). Finally,
despite the mid-year spike in 2005, cocaine’s annual average price was lower in 2005 than it was in
2004, and the annual average price fell again in 2006 and 2007.

TABLE 2: Retail cocaine price increases greater than 20 percent, quarterly basis,
ranked from largest to smallest, 1988-2007

Peri Consecutive | Percentage
eriod
Quarters Increase

1990 Q1 - Q3 3 49.2
2000 Q3 1 45.9
2002 Q3 1 43.0
1998 Q2 1 40.9
1994 Q4 — 1995 Q2 3 40.3
1997 Q1 - Q2 2 39.1
1999 Q3 — 2000 Q1 3 34.3
1988 Q2 — Q3 2 32.0
2001 Q3 1 317
2003 Q1 - Q3 3 27.5
2007 Q2 — Q3 2 26.4
2006 Q2 1 25.2
2001 Q1 1 22.6
2005 Q2 — Q3 2 215

Source: Institute for Defense Analyses (IDA), July 2008

In November 2007, Walters announced that the average U.S. retail price of cocaine had increased by 44
percent between January and September 2007, indicating scarcer cocaine supplies.”’ According to Walters,
the 2007 price surge was “unprecedented” and showed that the country was in the midst of “not only the
deepest [cocaine] shortage, but ... the longest we’ve ever seen.”” He made the announcement in Bogota,
Colombia, where he told reporters that “we’ve never had disruptions of this magnitude before.”*



e The new IDA estimates show that, similar to what occurred in 2005, cocaine’s retail price rose by
26.4 percent between the 1 quarter and the 3" quarter of 2007, while purity fell from 69 to 58
percent. Again, however, in the 4™ quarter of 2007, cocaine’s price fell nearly 12 percent, while
purity rebounded to 72 percent. In 2007, moreover, the mid-year increase came immediately after
the quarter with the single lowest price level on record (2007 Q1) — so that even the 26.4 percent
increase left cocaine’s price nearly 13 percent below the annual average price in 1999.

e In historical perspective, the mid-2007 price increase was not nearly as impressive as Walters had
claimed. As Table 2 shows (with the mid-2007 increase highlighted), in percentage terms there
have been ten larger price increases since 1988, including increases that occurred as recently as
2001 and 2003. In any case, the subsequent decline in the last quarter of 2007 left cocaine’s
quarterly price at near its historic low. Indeed, of the ten lowest quarterly price levels on record,
eight occurred from 2002-2007, including two in 2006 and two in 2007.

Shifting the Burden of Proof

What to make of the evidence of the nearly relentless fall in cocaine prices? On the bright side, less
expensive cocaine does not appear to have stimulated a significant increase in the prevalence of U.S.
cocaine use or even an increase in total cocaine consumption. But this stability in the U.S. cocaine market
comes despite the fact that cocaine has become more affordable, not because it has become more expensive; in 2007,
retail cocaine cost less than half what it cost in 1988. The new price and purity data confirm what had
already become quite clear: despite years of pursuing aggressive and costly policies aimed at curtailing
cocaine availability, supply has remained quite robust.” Whatever factors have accounted for the decline
and eventual stabilization of the prevalence of cocaine use in the United States, scarce supplies and rising
prices are not among them.

This does not mean that episodes of market disruption will not recur; on the contrary, the price and purity
time-series shows that fluctuations are quite common, and frequently of greater magnitude than the
increases that were trumpeted by the Bush administration. Indeed, it would be surprising if the current
confluence of events — stepped-up enforcement and interdiction by Mexican authorities, disputes within
and between Mexican drug trafficking organizations, increased shipment of cocaine to European markets,
and increased cocaine distribution within transit countries — did #of lead to disruptions and measurable
price spikes.

The historical record strongly suggests, however, that such disruptions will prove temporary.
Expectations for what can be accomplished through supply-side drug control strategies should be brought
into line with this sobering reality. At huge expense, we have pursued a set of supply-control policies that
have never achieved their explicit goals even as they have generated tremendous harm. This has been true
of both the incarceration-led approach that has defined U.S. drug policy at home and the forced crop-
eradication campaigns that have been the hallmark of our strategy abroad, especially in the Andes.” If we
are to have a productive debate on setting new drug policy priorities, the scope of the failure of supply-
side measures must be acknowledged. Otherwise, we risk repeating the same approaches that have already
proven so ineffective and wasteful.

This lesson is especially crucial in light of the situation in Mexico today. Mexico is struggling to contain
severe drug-related violence, and the United States — whose money and weapons stoke the power of
Mexican criminal organizations — is undoubtedly obligated to help Mexico stem the horrific violence.”
But it is important to realize that success in reducing the violence that is tormenting Mexico will not
necessarily imply or entail a sustained reduction in the flow of illicit drugs into the United States. Mexican
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government officials appear to take this view. According to Mexico’s Attorney General, Eduardo Medina-
Mora, “What is at stake is the ability of Mexico to keep peace and tranquility for its citizens. That is why
our objective is not ending drug trafficking. It is to remove power from these groups and remove their
ability to seize and to kidnap our right to live in peace.””’

The vast scale of the U.S.-Mexican commercial relationship presents drug traffickers with nearly boundless
opportunities to move their product into the United States, where cocaine has long since become a market
commodity, with prices that are high compared to legal drugs like alcohol and tobacco, but low enough to
retain a lucrative mass market. Moreover, to the extent that Mexico may succeed in making itself a less
hospitable place for illicit drug trafficking, operations can shift elsewhere. The rise of Mexican cocaine
trafficking was itself a consequence of the successful U.S. interdiction focus in the Caribbean in the late
1980s and early 1990s, which led Colombian trafficking groups to seek access to the U.S. market through
Mexico.”® Mexico’s location and close ties to the United States provide clear advantages for smugglers,
but successfully disrupting trafficking operations within Mexico would have the predictable consequence

of shifting activities to other areas within Mexico and to other countries in Central America and the
Caribbean.

The burden of proof should rest with those who would do more of the same and expect a different result.
Defenders of the status quo policies will likely continue to paint “light at the end of the tunnel” scenarios,
dismissing the price and purity estimates described here as “old data,” and predicting supply-side
breakthroughs that will shrink the U.S. drug market. But such views should be considered in light of the
actual historical evidence, not wishful thinking.

This means that claims of new price increases should not be considered in isolation, but be placed
explicitly in historical perspective (i.e., as part of the time-series stretching back to 1981). For example,
the New York Times reported recently that, according to the DEA, “Mexico’s battle against drugs is
clamping down on supplies, citing the doubling of cocaine prices in the United States over the past two
years.” ” But the new DEA claim invites skepticism for the same reasons as ONDCP’s claims in 2005
and 2007.” Unlike the comprehensive RAND and IDA studies, the DEA has not disclosed details of its
methods (other than the fact that the estimates are also generated from the STRIDE database). The DEA
estimates cover only 3% years, an abbreviated period that tends to accentuate fluctuations while
preventing consideration of the longer historical trends. Also, rather than distinguish among market levels
(e.g., retail and wholesale), the DEA appears to present price and purity levels for the U.S. cocaine market
as a whole, so the findings cannot be compared directly to the RAND and IDA time-series.

These differences are problematic for the credibility of the DEA estimates, because the DEA findings are
often at odds with the new IDA findings in a key respect — the direction of the price change. Where IDA
found cocaine retail prices to be declining from 2006 to 2007 (falling by 6.6 percent) the DEA figures
indicate that cocaine’s average price in 2007 was 26 percent higher than in 2006 (these are the only two full
calendar years for which the IDA and DEA estimates overlap entirely). Moreover, for three of the ten
quarters where the IDA and DEA quarterly estimates overlap, the direction of the price change differs.
For example, whereas IDA found a nearly 24 percent price decline from 2006 Q4 to 2007 Q1, the DEA
shows a nearly 10 percent zncrease between these two quarters. These obvious discrepancies in the
direction of change (not just the numerical levels) suggest that the DEA findings should be regarded with
caution, especially since the more comprehensive and transparent RAND and IDA analyses offer ample
grounds for skepticism about the likelihood of sustained market disruptions. Again, the point is not that
market disruptions do not occur. Disruptions have occurred rather frequently, and given the turbulence
in Mexico today it would be surprising if the market was 7oz being disrupted again. The point is that the
best available evidence and the historical record suggest that such disruptions will prove temporary.

8



Beyond Supply versus Demand: Embracing Harm Reduction

There is a strong case in favor of much more ambitious efforts to reduce the size of the illicit market
through proven demand-side strategies such as treatment.”’ At his Senate nomination hearing to head
ONDCP, Gil Kerlikowske signaled that “There will be a renewed focus on evidence-based approaches to
reduce demand for drugs, through prevention as well as treatment.””> This is of course to be welcomed.
But even so, substantial declines in the size of illicit drug markets should not be expected any time soon.
The debate over U.S. drug policy priorities will be more productive if this reality is absorbed as well.

Given demand for cocaine, there will be supply. With smarter policies, the size of the U.S. cocaine market
can probably be reduced, but perhaps not dramatically so, and certainly not to the point of vanishing. The
key to more effective policy, therefore, is to understand that drug-related problems cannot be eliminated,
but can surely be managed far better than we have to date. This entails adopting a harm reduction
approach that, broadly speaking, seeks to minimize the harms associated with illicit drug production,
distribution and abuse, but also to minimize the harms generated by policies meant to control drugs.” Let
the debate begin.
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