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Dr Milton Friedman May 25, 2000

What is supply and demand?

You distinguish between the producers, who are sellers of product, and the 
consumers, who are the purchasers… If you think of the consumers of bread, there are 
various prices at which bread could be sold. For each price, there’s a quantity of bread 
that consumers will buy: if the price is very high, they will generally be able to buy 
very few loaves. If the price is very low, they will buy many loaves, so that you have 
what we call a Demand Curve, which is - on the vertical axis you have price, on the 
horizontal axis, quantity - and there is a curve running down, which is negatively 
sloped, which show the number of loaves of bread that would be demanded at each 
price. That’s the demand side.

On the other hand there are the bakers and so on who are baking the bread. The higher 
the price, the more they’ll be willing to provide, to stay alive. The lower the price, the 
less they’d be willing to make to survive. That gives you a supply curve, which is 
positively sloped, which shows that at low price there would be very little bread 
available for purchase. Where the two curves cross is the price at which the number of 
loaves demanded is exactly equal to the number of loaves supplied. And that is called 
the Market - or the Equilibrium - Price.

Is cocaine different from any other market product by dint of its illegality?

No different whatsoever. But what’s different is - in each case for each product, the 
sources of the demand and supply may be very different. For bread the sources of 
demand are consumers and the sources of supply are bakers and bakeries. For cocaine 
the sources of demand are consumers who want to use cocaine. Suppliers are the 
people who produce cocaine and manufacture it into drugs and who are willing to
provide it to buyers. The fundamental principle is the same although the people who 
are involved and the incentives involved are very different. So it will behave like any 
other commodity on the market. 

Now, the fact that it is illegal in this case will have various effects. It will lead some 
people who - if it were legal might be willing to buy it - to refrain from buying it 
because the actual price is not only what they have to pay for it but they really have to 
include the risk of being arrested so that the real price, as it were, is considerably 
higher than the nominal price. On the other hand there may well be people, youngsters 
in particular, who are induced by the fact that it is illegal in order to show their 
independence of the law and their parents. There will be some who will buy it when 
it’s illegal who would not buy it if it was legal. On the supply side, again, the cost of 
producing it is higher than the price that’s charged, because it has to include the 
chance of getting arrested and so on. On the other hand because it’s illegal, the people 
who run the racket - the drug sellers - do not register and don’t have to go through the 
business of being regulated by the government and in particular they never pay taxes. 
So it’s not entirely one sided. People are inclined to say that ‘Well if it were legal, the 
price would be a small fraction of what it is now because there would be so many 
more people who would supply it’ and that’s probably true in the end. But the 
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difference between the legal and the illegal price is probably much less than people 
believe because the illegal sellers save costs in the form of taxes.

One of the key goals of the War on Drugs is to cause the street price of cocaine to 
rise. What does this achieve?

By making [cocaine] costly enough to sell the product, the street price will rise. If the 
chance of being arrested is very high, no-one will go into the business of selling 
cocaine unless he can get a very high price for it. Take a place like Saudi Arabia, 
where the penalty for being caught selling drugs it to have your arm cut off. I’m sure 
the price of cocaine is very high in Saudi Arabia - because very few people are willing 
to go into the business. Now the fact of the matter is that so far as the major countries, 
like the United States are concerned, they are not willing to go to that extreme.

But they are willing to go some way in that direction. If they did manage to cause the 
price of cocaine on the street to rise, how would the market react? Would it make it 
more appealing for the people down in South America to smuggle it?

No - no, not at all. Because the reason the price has gone up is because you’ve made it 
more costly.

The reason [cocaine] has become scarce is because more of it has been interdicted and 
taken over by the police. So in order to produce one gram on the street you have to try 
to bring in 5 grams. As it happens, interdiction is not very efficient. But let’s suppose 
that 4 out of every 5 grams coming in IS interdicted. Then in order to produce a gram 
to sell on the street, you have to produce 5 grams in Colombia. 

Then you could sell the cocaine for a price five times higher on the street because it’s 
that much rarer…? 

Well, yes but let’s assume that you’re the supplier. You’re no better off getting a 
higher price under those conditions than you would be getting a lower price with less 
effective interdiction.

Cesar Gaviria, former president of Colombia, commented that demand for cocaine in 
the West – rather than supply in South America - is the engine of the problem. Do you 
agree?

He’s absolutely right. I have always said that what seems to me to be most immoral 
about drug prohibition in the United States is that we impose on places like Colombia
the loss of thousands of lives because we cannot enforce our own laws. Our laws 
make it illegal for people to consume cocaine. If we could enforce those laws, there 
would be no demand for cocaine. It wouldn’t pay anybody to grow the stuff. It 
wouldn’t pay anybody to risk being shot or arrested or what-not, in Colombia. His 
statement is 100% right. On the other hand, it overstates it in one respect. No matter 
what happens to demand - it doesn’t overstate it practically. Suppose Colombia could 
completely wipe out all cocaine production within Colombia - it was wholly 
successful. Well, then you would find cocaine production would shift elsewhere. It 
would move to Peru, Chile - I don’t know. Maybe Turkey. To the Golden Triangle -
who knows?
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So it’s impossible to eradicate supply of cocaine while there is still a demand for it?

Absolutely. As a practical matter I think it is impossible. …You understand that I’m 
in favour of legalising, and I always have been (on moral grounds as well as practical 
ones. I don’t think it’s the business of the government to tell me what I can put in my 
mouth any more than it’s the business of the govt to tell me what I can put in my 
head)

In a market economy, is there some way a government could perhaps eradicate 
demand?

They can only eradicate demand by being willing to impose penalties like those in 
Saudi Arabia. If they said anybody caught smuggling a gram of cocaine will have his 
arm chopped off, you’d come pretty close to eradicating cocaine use.

Do you think that would be acceptable?

No. I do not think - it’s a practical matter - it is possible to eradicate demand. And 
after all we’ve had a lot of experience. There has been an attempt to eradicate demand 
for years. There are only two groups in my opinion who benefit from the existing 
prohibition of drugs: there are the drug cartels - the criminal element. In the legal 
business there would still be producers but there would be no role for the criminal 
element. And the second beneficiaries are the law enforcement agencies. Expenditures 
on drug prohibition have gone up steadily over time. We have had a change in the 
laws which enable foreclosures in the name of drugs without appropriate legal 
protections of property. And there is no doubt that the law enforcement agencies have 
been engaging in foreclosure to benefit themselves. 

To what extent do you agree with the idea of decertifying countries such as Colombia 
when they fail to stop drug production?

Well, it’s a fool’s game. WE’RE the ones who are responsible for this, not them. If we 
can’t get our own house in order, what the hell business to we have going about 
decertifying or decertifying other countries?

Why do people take up dealing drugs?

To make money. Why do you take up writing a book? 

Legislators frequently portray drug dealers as ‘evil’, child killers and so forth…

Nonsense. These are people who want to make money and this is the easiest way they 
can make money. And certain kinds of character traits are undoubtedly advantageous 
in just the same way as certain kinds of character traits are advantageous in writing 
history books…

Locking up drug dealers forever: do you think this achieves anything all?
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[laughs] No. No. As long as there are enormous profits to made from dealing drugs, 
unless you use really draconian measures, you’re not going to stop them.

In market terms why do you think crack cocaine was so successful?

It was cheap. In my opinion, if drugs had been legal you would not have had crack 
cocaine. The only reason crack cocaine was invented and developed was because it 
was a way of making a given amount of cocaine go farther to produce highs. So you 
could have cheap hits and bring the cost of cocaine down into the financial capacities 
of the lowest income people. 

A simple marketing decision, in fact? 

Mmn-Hmn.

What lessons have we learned, or failed to learn, from Prohibition?

The lesson we have failed to learn is that prohibition never works. It makes thing 
worse rather then better. As a matter of fact, as you recognise, alcohol is a much more 
destructive element than cocaine. There are far more deaths attributable to excess use 
of alcohol than to excess use of all the illegal drugs. The moral case - if there be a 
moral case at all - for alcoholic prohibition is very much stronger than for prohibiting 
cocaine. But it tuned out that the lesson that we should have learned is that you cannot 
prohibit people from doing something that they want, without destroying their civil 
liberties and freedom. A totalitarian state like Saudi Arabia may be able to come close 
to enforcing Prohibition but no reasonably democratic, open society, will ever 
succeed.

Does prohibition plays into the hands of the drug producers and, ultimately, the  
cartels?

It’s simply supply and demand. As you make it more expensive to violate the law, 
there are fewer people who are able to supply that service. And so the effect of 
vigorous enforcement is to reduce the number of drug cartel leaders. And to increase 
their income. They are still there because it is worth their while. And their competitors 
have been eliminated by the fact that the other people don’t want to pay the price, 
don’t want to take the chances involved in getting into the business. So in a sense you 
can say that prohibition has benefited the remaining cartel leaders but it has reduced 
the number of them.

Will cocaine ever be legalised in the US?

Ever is a long word… I cannot see it in the foreseeable future but I am not willing to 
say never. But there is movement in the US - as there is in Europe - for reducing 
prohibition of marijuana. And there is also growing support for various harm 
reduction measures such as Swiss heroin places and so on.

Why is there such a reluctance to admit that the War on Drugs is not working?
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It’s in the self-interest of the people who are running the War on Drugs to promote 
that view. As I said before, two groups benefit from it: the drug cartels and the law 
enforcement agencies. What is it? We’re now spending 20 billion dollars a year on 
law enforcement. That’s a hell of a lot of money! There are strong vested interests in 
retaining prohibition. There are only very much weaker interests in getting rid of it.

It might be argued that the State acts towards its citizens as parents act towards their 
children. Isn’t it the State’s responsibility to protect us against dangers and 
dangerous chemicals?

Are your parents in favour of prohibiting alcohol? Well, they are utterly illogical. 
Alcohol destroys many more people’s lives than cocaine…

…but statistically, that’s because alcohol is legal and cocaine is illegal…

Oh yes, but even if all of it were legal. If you go back to before 1914 when it was all 
legal, alcohol consumption was much more widespread than the consumption of 
cocaine…

Apart from the fact that it is illegal, do you see cocaine as fundamentally different 
from any other global commodity?

No way whatsoever. The fundamental immorality is in terms of human rights. … It’s 
fundamentally wrong for the government to control what you think and talk and say 
but it’s all right for the government to control what you eat or drink. Where’s the 
logical difference between them?

Have you ever found yourself criticised for these views?

Of course, sure. I’ve been criticised for my views on many things. This among them.

Are you are of how many web sites there are dedicated to you - fan club-type sites?

I don’t follow that stuff. I don’t do any lecturing any more - or very little. I’m 87 
years old…

But you’re aware that they’ve named a choir after you in Norway…?

That I do know! That happened in connection with the Nobel prize. 

Are they any good?

Yes, I heard them at the time in 1976. I should explain, though, that I’m not a good 
judge of music - I’m illiterate with respect to music. I enjoyed the words but I 
couldn’t judge the sound…


