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Latin American Studies

Some countries develop illegal drug industries, and others do not. Discerning
the distinguishing characteristics—social, economic, and political—of countries
with these industries forms the subject of this sophisticated and humane study.

The author, Francisco E. Thoumi, though trained as an economist, rejects
simplisti® economic solutions as well as simplistic moral ones as he addresses
the Andean countries of Peru, Colombia, and Bolivia and the attitudes and
responses of the United States. He investigates how the United States and the
Andean countries perceive drug issues; the history, structure, and evolution of
drug industries in the Andes; the size of the industries in Peru, Colbmbia, and
* Bolivia; and their economic, political, and social effects in each country.

Thoumi also addresses the political systems and social characteristics of these
countries and Wh;‘}’ they have been so vulnerable to influence from these indus-
tries. In addition, he offers case studies of a variety of anti-drug efforts includ-
ing crop substitution and alternative development, eradication, interdiction of
illicit traffic and mahufacturing facilities, and extradition to the United States
of traffickers. » :

~Francisco E. Thoumi received his Ph.D. in economics from the Universi\ty of
Minnesota. He has been a professor at the Universidad de Los Andes, in Bogota,
California State University, and the Universidad Nacional de Colombia, and
has worked for the World Bank, the Inter-American Development Bank, and
the United Nations Office of Drug Control and Crime Prevention. He is a
member of the Colombian Academy of Economic Sciences.
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The Size of the Illegal Drug Industry

The size of the illegal drug industry is a key determinant of the industry’s
effects on a society. But estimates of illegal drugs’ total revenues, inputs,
value added, employment, exports, the amount of narco-dollars that enter
a country’s economy, and other related economic indicators are highly
uncertain and difficult to ascertain. Data on the size and ownership
structure of the industry are inaccurate, difficult to obtain, and frequently
derived from secondary and indirect sources that provide, at best, a fuzzy
approximation to reality. This inaccuracy is mainly due to the industry’s
illegality, which challenges scholars in their research. Obviously, re-
searchers cannot go to the industry’s association or government statistics
office and ask for balance sheets and other relevant data. Indeed, they are
reduced to largely indirect and highly speculative estimates.

The difficulties inherent in the data and the estimates based on them are

- well known (e.g.: Thoumi 1993, 1995d; Clawson and Lee 1996; Reuter

1996; and Steiner 1997). Still, the pressures on some entities to
produce data and the publicity benefits that can be obtained by doing so
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142 Size of the Illegal Drug Industry

lead sometimes to arbitrary estimates. Three cases illustrate this point.
Freemantle (1986, 211) claimed that “drugs provide Colombia’s biggest
source of foreign income, nearly 36 percent of its total gross national
product.” Giorgio Giacomelli, the United Nations Drug Control Program
(UNDCP) executive director in 1996, gave $500 billion a year as the size
of the world illegal drug economy. UNDCP’s (1997) World Drug Report
provided a lower figure ($400 billion). More recently, in a late 1999
speech, Michel Camdessus, the International Monetary Fund executive
director, claimed that the money-laundering volume was between 2 and
5 percent of the world’s gross product. These figures are credible because
they came from apparently authoritative sources. Still, none of these state-
ments were backed by serious research, but they have been widely used
and abused.! Steiner (1997) provided an excellent review of such estimates
and charitably referred to them as “folkloric estimates.”

A listing of the steps required to estimate the size of the illegal coca and
cocaine industry will highlight the uncertainties found at each stage of the
business. To estimate coca and cocaine value added in each of the three
Andean countries studied, it is necessary to first figure out the size of
the coca crop in Bolivia, Colombia, and Peru. One must then estimate
conversion factors from coca leaves to coca paste, coca paste to cocaine
base, and cocaine base to cocaine. These vary depending at least on the
following factors: the type of coca plants and their age; weather conditions;
coca plant density per hectare; the amount and types of fertilizers and
herbicides used; the frequency of pruning; the skills of chemists and the
type and quality of the chemicals used; and the time between the moment
leaves are harvested and the actual refining process begins. Furthermore,
because improved varieties have been developed and yields have in-
creased, it is also necessary to continuously update the conversion factors
to take technological improvements into account.

Other data requirements to estimate the industry’s value added are the
actual inputs used in the chemical and agro-industrial processes and their

'E.g., this occurred at an international conference in September 1998 organized by
the U.N. International Scientific and Professional Advisory Council in Courmayeur
Mont Blanc, Italy. Some participants contested the United Nations Drug Control
Program’s (UNDCP’s) $500 billion a year figure frequently reported by the media. A
high-level U.N. official at the conference had to humbly explain that such a figure was
just a back-of-the-envelope estimate that he had made under pressure a few years ear-
lier when he had to provide a figure for a U.N. speech. In early December 1999, I
interviewed several International Monetary Fund officials in Washington and could
find no source for Camdessus’s estimate or anyone working on money laundering.
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