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SURVEY QUESTIONS
Drag the statements below to reorder them. In order of priority, please rank the themes you believe
are most important for this Inquiry into the use of Cannabis in Victoria to consider::
Accessing and using cannabis,Education,Public health,Young people and children,Mental health,Social
impacts,Public safety,Criminal activity
What best describes your interest in our Inquiry? (select all that apply) :
Individual

Are there any additional themes we should consider?

Select all that apply. Do you think there should be restrictions on the use of cannabis? :
Personal use of cannabis should be legal. ,Sale of cannabis should be legal and regulated. ,Cultivation of
cannabis for personal use should be legal.

YOUR SUBMISSION
Submission:
Legalising and regulating the production, distribution, sale and use of cannabis in Australia addresses all five
points of the terms of reference of the inquiry.
Firstly, by legalising and regulating access to and use of cannabis, regulatory bodies gain control over the
production and distribution process. This enables those bodies to ensure that no potentially dangerous
additives or harmful levels of THC are present in the product, making it safer for users. Tax revenue from
cannabis sales can assist in funding programs and services to mitigate the harm caused by drugs, as well as
other social, educational and health programs, which will allow additional implementation of health
education campaigns and programs to educate individuals.
Regulating the production, distribution and sale of cannabis products also allows for an age limit to be
placed on it's sale, as is the case with alcohol sales.
In addition, by incorporating production and sale into safe, government-regulated channels, the incentive for
users to buy cannabis from unregulated sources is removed, allowing legitimate sources to control the
market. Once legitimate options for purchase are available, the criminal cannabis trade will be crippled by a
lack of consumers.
Young people can be impacted negatively by drug use, and much of combatting this issue lies in education.
By legalising cannabis for personal use, the stigma regarding cannabis use can be broken down, allowing for
greater transparency and educational opportunities between individuals without fear of criminal or social
repercussions.
To cite a personal example, a childhood friend of mine was killed several years ago as a result of a 'drug deal
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gone wrong'. He was looking to buy cannabis, and the individuals he had contacted to purchase the drug
from proceeded to rob and assault him. My friend sustained severe internal injuries and died in hospital
several days later. He was sixteen years old, and his death was both tragic and preventable.
If cannabis had been legal when my friend was trying to purchase it, he would not have needed to try and set
up a 'back-streets' sale, instead he may have been able to purchase it safely from a regulated and licensed
provider, similar to a bottle shop.
If personal cannabis use had been legal when my friend was alive, and the stigma surrounding drug use was
not so pervasive, there may have been opportunities for his parents, education providers and peers to discuss
drug use in a transparent, honest and meaningful manner.
By legalising cannabis and taking steps to destigmatise cannabis usage, assessing the social, health and
mental health impacts of drug use would be greatly impacted. When stigmas surrounding drug use are
broken down, individuals are able to discuss their drug use without fear of social or criminal repercussions,
meaning that any surveys or assessments of the impact of personal cannabis usage would be both easier and
more accurate, as there is no need to attempt to conceal or lie about their usage.
Myriad studies have shown that prohibition does not work, and can actually have the effect of worsening the
problem and pushing vulnerable individuals to the margins of society. By legalising and regulating cannabis
for personal use, the government has the opportunity to control and manage cannabis use in Australia, while
using generated tax revenue from its sale to fund public health, social and educational programs.
Do you have any additional comments or suggestions?:
Legalising and regulating cannabis for personal use is the most responsible and most effective approach to
combat social and public health issues, stigma surrounding drug use impacting on educational outcomes, and
the criminal cannabis trade.
FILE ATTACHMENTS
File1: 5f4bd28c05155-An alternative to the war on drugs.pdf
File2: 5f4bd28c06636-Prohibition of cannabis.pdf
File3: 5f4bd28c06be2-Toward a regulatory framework for the legalization of cannabis.pdf
Signature:
Ruby Edwards
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An alternative to the war on drugs
Author(s): Stephen Rolles
Source: BMJ: British Medical Journal , 17 July 2010, Vol. 341, No. 7764 (17 July 2010),
pp. 127-128
Published by: BMJ
Stable URL: http://www.jstor.com/stable/20734821
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ANALYSIS

An alternative to the war on drugs
Stephen Rolles argues that we need to end the criminalisation of drugs and set up regulatory

models that will control drug markets and reduce the harms caused by current policy
The criminalisation of drugs has, historically, driven by pragmatic necessity: harm reduction
been presented as an emergency response to an emerging in the mid-1980s in response to the
ply, and use of certain drugs has not only failed imminent threat rather than an evidence based epidemic of HIV among injecting drug users,
and decriminalisation in response to resource
to deliver its intended goals but has been counter
health or social policy intervention.11 Prohibition

Consensus is growing within the drugs field and
beyond that the prohibition on production, sup

productive. Evidence is mounting that this policy

ist rhetoric frames drugs as menacing not just to

pressures on overburdened criminal justice

systems (and, to a lesser extent, concerns over
has not only exacerbated many public health prob health but also to our children, national security,
and the moral fabric of the rights of users). Both policies have proved
lems, such as adulterated
drugs1 and the spread of "Non-medical drug markets can
society itself. The prohibi their effectiveness. Harm reduction is now used

HIV and hepatitis and remain in the hands of unregulated
C infection among inject criminal profiteers or they can
ing drug users, and has be controlled and regulated by
created a much larger appropriate government authorities'9

tion model is positioned in policy or practice in 93 countries,16 and several

as a response to such countries in mainland Europe,1718 and central
threats,1213 and is often and Latin America have decriminalised all drugs,

misappropriated into with others, including states in Australia and the

populist political narra United States, decriminalising cannabis.19
set of secondary harms
associated with the criminal market. These now uves such as "crackdowns" on crime, immigration,
Decriminalisation has shown that less punitive
include vast networks of organised crime, endemic and, more recently, the war on terror.
approaches do not necessarily lead to increased
violence related to the drug market,2 corruption of
This conceptualisation has resulted in the puni use. In Portugal, for example, use among school
law enforcement and governments, militarised crop tive enforcement of drug policy becoming largely

eradication programmes (environmental damage,

age young people has fallen since all drugs were

immune from meaningful scrutiny.14 A curi decriminalised in 2001.20 More broadly, an exten

food insecurity, and human displacement), and ously self justifying logic now prevails in which
the harms of prohibition?such as drug related
These conclusions have been reached by a suc organised crime and deaths from contaminated
cession of committees and reports including, in heroin?are conflated with the harms of drug use.
the United Kingdom alone, the Police Founda These policy related harms then bolster the appar
tion,5 the Home Affairs Select Committee,6 The ent menace of drugs and justify the continuation,
funding for terrorism and insurgency.3 4

sive World Health Organization study concluded:
"Globally, drug use is not distributed evenly and is

not simply related to drug policy, since countries

with stringent user-level illegal drug policies did
not have lower levels of use than countries with
liberal ones."21

prime minister's Strategy Unit,7 the Royal Society

or intensification, of prohibition. This has helped

Similarly US states that have decriminalised can

of Arts,8 and the UK Drug Policy Consortium.9 The

create a high level policy environment that rou

nabis do not have higher levels of use than those

United Nations Office of Drugs and Crime has also tinely ignores or actively suppresses critical sci without. More importantly, the Netherlands, where

acknowledged the many "unintended negative

entific engagement and is uniquely divorced from cannabis is available from licensed premises, does

consequences" of drug enforcement,10 increasingly most public health and social policy norms, such

not have significantly different levels of use from its

shifting its public rhetoric away from its former

as evaluation of interventions using established prohibitionist neighbours.19

aspirational goals of a "drug free world," towards

indicators of health and wellbeing.

"containment" of the problem at current levels.

Problems off prohibition

Despite this hostile ideological environment,

New approach

two distinct policy trends have emerged in recent

Although these emerging policy trends are impor

decades: harm reduction15 and decriminalisation

tant, they can be seen primarily as symptomatic

Despite this emerging consensus on the nature of personal possession and use. Although responses to mitigate the harms created by the
of the problem, the debate about how policy can both are nominally permitted within exist

prohibitionist policy environment. Neither directly

tackles the public health or wider social harms

evolve to respond to it remains driven more by pop

ing international legal frameworks, they pose

ulist politics and tabloid headlines than by rational

serious practical and intellectual challenges created or exacerbated by the illegal production
to the overarching status quo. Both have been and supply of drugs.

analysis or public health principles.

127

BMJ 117 JULY 2010 | VOLUME 341

This content downloaded from
110.22.177.107 on Sun, 30 Aug 2020 15:38:24 UTC
All use subject to https://about.jstor.org/terms
4 of 31

LC LSIC Inquiry into Use
of Cannabis in Victoria
Submission 1349

ANALYSIS_

Rather than a universal model, a flexible range of public health sectors have failed to engage with for

The logic of both, however, ultimately leads us to

confront the inevitable choice: non-medical drug regulatory tools would be available with the more

far too long.

restrictive controls used for more risky products and Stephen Rolles senior policy analyst, Transform Drug Policy

markets can remain in the hands of unregulated

criminal profiteers or they can be controlled and less restrictive controls for lower risk products. Such

regulated by appropriate government authori

differential application of regulatory controls could

Foundation, Bristol BS5 OHE steve@tdpf.org.uk

Ac pted:3June2010
Contributors and sources: SR is the author of After the War on

ties. There is no third option under which drugs additionally help create a risk-availability gradi
do not exist. The choice needs to be based on an ent. This holds the potential to not only reduce
evaluation of which option will deliver the best harms associated with illicit supply and current

Drugs: Blueprint fa Regulation. The book is published by Transform

Competing interests: The writing and production of SR's book,

outcomes in terms of minimising the harms, both

patterns of consumption but, in the longer term,

domestic and international, associated with drug

to progressively encourage use of safer products,

production, supply, and use. This does not preclude

behaviours, and environments. Understanding

reducing demand as a legitimate long term policy of such processes is emerging from "route transi

goal, rather it accepts that policy must also deal

tion" interventions aimed at encouraging injecting

with the reality of current high levels of demand.

users to move to lower risk non-injecting modes of

A historical stumbling block in this debate has administration by, for example, providing foil for
been that the eloquent and detailed critiques of the

smoking.23 This process is the opposite of what has

drug war have not been matched by a vision for its

happened under prohibition, where a profit driven

replacement. Unless a credible public health led dynamic has tended to tilt the market towards ever
model of drug market regulation is proposed, myths more potent (but profitable) drugs and drug prepa

and misrepresentations will inevitably fill the void.

rations, as well as encouraging riskier behaviours

So what would such a model look like?

in high risk environments.

Transform's blueprint for regulation22 attempts

The oversight and enforcement of new regula

Drug Policy Foundation, which actively campaigns fa drug policy

and law reform, and is available free online (www.tdpf.ag.uk/

Transform_Drugs_Blueprint.pdf).
including a contributioi to his salary, were funded by the J Pagi
Getty Jr Charitable Trust and the Glass House Trust.

Provenance and peer review: Commissiaied; externally peer
reviewed.
1 Cole C, Jones L, McVeigh J, Kicman A, Qutub Syed Q, Bellis
M. A guide to the adulterants, bulking agents and other
contaminants found in illicit drugs. Centre for Public Health,

John Moores University, 2010.
2 Werb D, Rowell G, KerrT, Guyatt G, Montaner J, Wood E. Effect

of drug law enforcement on drug-related violence: evidence
from a scientific review. International Centre for Science in

Drug Policy, 2010.
3 Felbab-BrownV. Shooting up: counter-insurgency and the
waron drugs. Brookings Institution Press, 2009.
4 Barrett D, Lines L, Schleifer R, Elliot R, Bewley-Taylor D.

Recalibrating the regime. Beckley Foundation. International

Harm Reduction Association, 2008.

5 Police Foundation. Drugs and the law: report of the
independent inquiry into the Misuse of Drugs Act 1971.

to answer this question by offering different

tions would largely fall within the remit of existing

options for controls over products (dose, prepara

public health, regulatory, and enforcement agen

6 Home Affairs Select Committee. The government's drugs

tion, price, and packaging), vendors (licensing,

cies. Activities that take place outside the regulatory

7 Prime Minister's Strategy Unit. Strategy Unit drugs report.

vetting and training requirements, marketing framework would naturally remain prohibited and
and promotions), outlets (location, outlet den
subject to civil or criminal sanctions.
sity, appearance), who has access (age controls,

Regulation is no silver bullet. In the short term

licensed buyers, club membership schemes), and

it can only seek to reduce the problems that stem

where and when drugs can be consumed. It then from prohibition and the illicit trade it has cre
explores options for different drugs in different ated. It cannot tackle the underlying drivers of

populations and sug
gests the regulatory
models that may deliver
the best outcomes (box).

Lessons are drawn from

successes and fail

ings with alcohol and
tobacco regulation in
the UK and beyond, as

Five basic models for regulating drug availability22

Medical prescription model or supervised
venues-for highest risk drugs Gnjected drugs
including heroin and more potent stimulants such

as methamphetamine) and problematic users

problematic drug use
such as inequality and
social deprivation. But
by promoting a more
pragmatic public health

Specialist pharmacist retail model?combined
with named/licensed user access and rationing

model and freeing up
resources for evidence

of volume of sales for moderate risk drugs

based social policy and

such as amphetamine, powder cocaine, and

public health based

well as controls over

methylenedioxymethamphetamine (ecstasy)

medicinal drugs and

Licensed retailing?including tiers of regulation

create a more conducive

appropriate to product risk and local needs. Used

environment for doing

other risky products and

activities that are regu
lated by government.

Such a risk guided
regulatory approach is
the norm for almost all

other arenas of public

policy, and in this

for lower risk drugs and preparations such as lower

strength stimulant based drinks

Licensed premises for sale and consumption?
similar to licensed alcohol venues and Dutch
cannabis "coffee shops," potentially also for
smoking opium or poppy tea
Unlicensed sales?mm\ma\ regulation for the safest
products, such as caffeine drinks and coca tea

respect it is prohibition,

interventions it would

2007.

9 Reuter P, Stevens A. An analysis of UK drug policy. UK Drug

Policy Commission, 2007.
10 Costa A. Making drug controrfit for purpose": Buildingon
the UNGASS decade. UN Office on Drugs and Crime, 2008.
11 Barrett D. Security, development and human rights:
Normative, legal and policy challenges for the international
drug control system. IntJ Drug Policy 2010;21:140-4.
12 United Nations. United Nations convention against illicit

traffic in narcotic drugs and psychotropic substances. 1988.
www.unodc.org/pdf/convention_1988_en.pdf.
13 Brown G. Prime minister's questions. Hansard 2010 Mar 24.
www.publications.partiament.uk/pa/cm200910/

cmhansrd/cml00324/debtext/100324-0003.
htm#10032434000735.

14 Committee on Data and Research forPolicyon Illegal Drugs.
Informing America's policy on illegal drugs: what we don't
know keeps hurting us. National Research Council, National

Academy Press, 2001.
15 International Harm Reduction Association. What is harm
reduction? A position statement. 2010. www.ihra.net/

Whatisharmreduction.

oping and implement
ing a new regulatory
infrastructure would

17 European Monitoring Centre for Drugs and Drug Addiction.

represent only a frac
tion of the ever increas

ing resources currently
directed into efforts to

control supply. There would also be potential for
translating a proportion of existing criminal profits

tutional and political obstacles presented by the

2003.www.cabinetoffice.gov.uk/media/cabinetoffice/
strategy/assets/drugsjeportpdf..
8 Royal Society of Arts Commission on Illegal Drugs,
Communities and Public Policy. Drugs?facing facts. RSA,

16 Cook C, ed. The global state of harm reduction 2010:

lous and radical policy option.
kets depend on negotiating the substantial insti

policy: is it working? Stationery Office, 2002.

so. The costs of devel

not regulation, that can be viewed as the anoma

Moves towards legal regulation of drug mar

Police Foundation, 1999.

into legitimate tax revenue.

Different social environments will require dif
ferent approaches in response to the specific chal

keyissuesforbroadeningtheresponse.www.ihra.net/
Assets/2522/l/GlobalState2010_Web.pdf.
Illicit drug use in the EU: legislative approaches. EU, 2005.
18 BlickmanTJelsmaM. Drug policy reform in practice.
Transnational Institute, 2009.
19 Room R, HallW, Reuter P, Fischer B, Lenton S. Global cannabis

commission report. Beckley Foundation, 2009.
20 Hughes C, Stevens A. What can we learn from the Portuguese
decriminalisation of illicit drugs? BrJ Criminology
(forthcoming).
21 Degenhard L, Chi? W-T, Sampson N, Kessler RC, Anthony JC,
AngermeyerM, et al. Toward a global view of alcohol,

tobacco, cannabis, and cocaine use: findings from the WHO

World Mental Health Surveys. PLoSMed 2008;5:el41.
22 Rolles S.After the war on drugs: blueprint for regulation.
Transform Drug Policy Foundation, 2009. www.tdpf.org.uk/
Transform_Drugs_Blueprint.pdf.
23 Bridge J. Route transition interventions: Potential public

international drug control system (the UN drug

lenges they face. Transform's blueprint does not

conventions). They would also need to be phased

seek to provide all the answers but to move the

in cautiously over several years, with close evalua

debate beyond whether we should end the war on Cite this as: BMJ 2010;340:c3360

health gains from reducing or preventing injecting. IntJ Drug

Policy 2010;21:125-8.

tion and monitoring of effects and any unintended drugs to what the world could look like after the SeeEDIT0RIAL,p107; FEATURE, 124;ANALYSIS, 129;

negative consequences.

war on drugs. It is a debate that the medical and

RESEARCH, 135
128 BMJ 117 JULY 20101 VOLUME 341
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Prohibition of cannabis: Is not achieving its aims in the US, and may even worsen
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EDITORIALS

Prohibition of cannabis
Is not achieving its aims in the US, and may even worsen outcomes
A new report, Tools for Debate: US Federal Government Data on

tion, consumption can be constrained. However, the alcohol

Cannabis Prohibition, focuses on the effects of the enforcement

control regimes of that time were far more restrictive than they

of drug prohibition in recent decades in the United States.1 It

are now in the United Kingdom and in many English speaking

shows that efforts to suppress the selling and use of cannabis

jurisdictions.

increased substantially. Adjusting for inflation, the US fed

Analysis shows that these strong alcohol regulatory systems

eral antidrug budget increased from about $i.5bn (?0.95bn;

limited the harms from drinking in the period before about

l.lbn) in 1981 to more than $18bn in 2002. Between 1990
and 2006, annual cannabis related arrests increased from
fewer than 350000 to more than 800000 and annual sei

cannabis or other drugs. In some places, state control instru

of Population Health, University
of Melbourne; Centre for Social
Research on Alcohol and Drugs,
Stockholm University; and AER
Centre for Alcohol Policy Research,

Turning Point Alcohol and Drug
Centre, Fitzroy, VIC 3065,

Australia

robinr@turningpoint.org.au
Competing interests: The author
has completed the Unified
Competing Interest form (available

on request) and declares no
support from any organisation for
the submitted work; he received

travel expenses from the Beckley
Foundation and from the Society
for the Study of Addiction in
relation to two of the references

cited here; he has no other
relationships or activities that

could appear to have influenced
the submitted work.

ments?such as licensing regimes, inspectors, and sales outlets

zures of cannabis from less than 500000 lb (226 798 kg) to

run by the government?are still in place for alcohol and these

more than 2 500000 lb. In the same period the availability of

could be extended to cover cannabis. For instance, state retail

illicit cannabis and the number of users rose: the retail price of
Robin Room professor, School

1960, but the lessons have not been applied to regulating

monopolies for off sale of alcohol in Canada (except Alberta),

cannabis decreased by more than half, the potency increased,

the Nordic countries (except Denmark), and several US states

and the proportion of users who were young adults went up

would provide workable and well controlled retail outlets for

from about 25% to more than 30%. Intensified enforcement
of cannabis prohibition thus did not have the intended effects.

The report then turns to "unintended consequences" of

cannabis, as has been proposed in Oregon.
The US has a particular hurdle with respect to regulating

cannabis: US court decisions on "commercial free speech"

prohibition, arguing that both in the US and in countries sup

question restrictions on advertising and promotion of a legal

plying the markets of affluent countries, drug prohibition con

product.10 Barriers also exist at an international level. Psycho

tributed to increased rates of violence because enforcement

active substances such as cannabis (and alcohol and tobacco)

made the illicit market a richer prize for criminal groups to

should be exempted from World Trade Organization free trade

fight over. The report concludes with a brief discussion of the

provisions.11 The requirements in the drug control treaties for

alternatives to prohibition?decrirninalisation and legalisa

criminalisation of non-medical production and use need to

tion?arguing that experience with regulation of alcohol and

be neutralised, at least with respect to domestic markets. For

tobacco offers many lessons on how a regulated market in can

countries following this thread, adopting a new framework

nabis might best be organised.
The report's conclusions on the ineffectiveness in the US of

convention on cannabis control could allow a regulated legal
domestic market,3 while keeping in place international market

"supply control" (the conventional term for enforcement of

controls as a matter of comity (whereby jurisdictions recognise

drug prohibition) are in line with reviews of the evidence from

and support each other's internal laws).

a global perspective.2 3
Tools for Debate joins a bookshelf of reports from the past

The evidence from Tools for Debate is not only that the pro
hibition system is not achieving its aims, but that more efforts

Provenance and peer review:
Commissioned; not externally
peer reviewed.

half century describing perverse effects of drug prohibition and

in the same direction only worsen the results. The challenge for

charting ways out of the maze. So far, no government has dared

researchers and policy analysts now is to flesh out the details of

to follow the thread all the way. Now, with the proposition of

effective regulatory regimes, as was done at the brink of repeal

Cite this as: BMJ 2010;341:c5492

setting up a legal regulatory system on the California ballot in

of US alcohol prohibition.12

doi:10.1136/bmj.c5492

November,4 the international drug prohibition system may find

1 Wood E, Werb D, Fischer B, Hart C, Wodak A, Bastos Fl, et al. Tools for

debate: US federal government data on cannabis prohibition. International

itself facing a non-violent popular revolution. Half a century
after the present international system was consolidated by the

Centre for Science in Drug Policy, 2010.

2 BaborT, Caulkins J, Edwards G, Fischer B, Foxcroft D, Humphreys K, etal.

1961 Single Convention on Narcotic Drugs, the drug prohibi
tion wave may finally be ebbing.

There is a precedent. A wave of alcohol prohibition swept
over the international scene a century ago, with 11 countries

adopting prohibition between 1914 and 1920.5 Eventually
the wave receded, with US repeal in 1933 marking the end
of alcohol prohibition at the national level. Prohibition was
replaced by restrictive regulatory regimes,6 which restrained

alcohol consumption and problems related to alcohol until
these constraints were eroded by the neoliberal free market

ideologies of recent decades.7
Because the international drug prohibition movement was

bmj.com archive
O Read Jeremy
Sare's blog on

originally an offshoot of the movement to prohibit alcohol,8 a
detailed examination of the experience with alcohol is particu
larly relevant. The RAND modelling of the effects of legalising

marijuana in California projects an increase in consumption,

decriminalising drugs at

probably a substantial one,9 but experience with the repeal of

www.bmj.com/blogs

alcohol prohibition shows that with substantial state regula

Drug policy and the public good. Oxford University Press, 2010.

3 Room R, Fischer B, Hall W, Lenton S, Reuter P. Cannabis policy: moving
beyond stalemate. Oxford University Press and Beckley Foundation, 2010.

4 Legislative Analyst's Office. [Analysis:] Proposition 19: changes California
law to legalize marijuana and allow it to be regulated and taxed; initiative

statute. 2010. www.lao.ca.gov/ballot/2010/19_ll_2010.aspx.
5 Schrad ML. The political power of bad ideas: networks, institutions and the
global prohibition wave. Oxford University Press, 2010.

6 Thompson S, Genosko G. Punched drunk: alcohol, surveillance and the
LCBO, 1927-1975. Femwood Publishing, 2009.
7 Room R. The long reaction against the wowser: the prehistory of alcohol
deregulation in Australia. Health SociolRev 2010;19:151-63.
8 Room R. "Justly anxious respectingthe moral and material consequences":
the proliferation of international control regimes for psychoactive

. substances. Social History Alcohol Drugs 2008;22:6-21.
9 Kilmer B, Caulkins JP, Pacula RL, MacCoun RJ, Reuter PH. Altered state?

Assessing how marijuana legalization in California could influence
marijuana consumption and public budgets. RAND Corporation, 2010.
www.rand.org/pubs/occasional_papers/2010/RAND_OP315.pdf.
10 Cohen H. Freedom of speech and press:'exceptions to the first amendment.
Congressional Research Service, 2009. www.ras.org/sgp/crs/misc/95

815.pdf.
11 Room R, Schmidt L, Rehm J, Makela P. International regulation of alcohol.

BMJ 2008;337:a2364.
12 FosdickRB, Scott AL. Toward liquor control. Harper& Bros, 1933.
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Canadian Public Policy
Toward a Regulatory Framework for the Legalization of Cannabis
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Toward a Regulatory Framework for the
Legalization of Cannabis: How Do We Get
to There from Here?
PHILIPPE CYRENNE
Department of Economics, University of Winnipeg, Winnipeg, Manitoba

MARIAN SHANAHAN
National Drug and Alcohol Research Centre, UNSW Medicine,
University of New South Wales, Sydney, New South Wales, Australia
This article discusses several issues related to the development of a regulatory system for the legalization
of cannabis. We first outline a framework for considering how goods and services in general are treated
from a legal and regulatory point of view. This is followed by a brief summary of the current legal treatment of cannabis in Canada and in several other countries. Next, we outline several possible motivations
for government intervention in the cannabis industry, followed by a discussion of policy options available
for realizing an optimal regulatory structure for cannabis in general. Finally, we summarize the nature of
the policy choices facing the federal and provincial governments in developing a regulatory framework
for the legalization of recreational cannabis in Canada.
Keywords: cannabis, legalization, regulatory framework, policy options
Dans cet article, nous examinons plusieurs questions liées à la mise en place d’un cadre réglementaire en
matière de légalisation du cannabis. Nous soulignons d’abord la façon dont les biens et services en général
sont traités d’un point de vue légal et réglementaire. Puis nous résumons brièvement comment la loi,
au Canada et dans plusieurs autres pays, considère actuellement le cannabis. Ensuite, nous exposons
les raisons qui peuvent pousser des gouvernements à intervenir dans le secteur du cannabis, et nous
analysons les différentes politiques que ceux-ci peuvent adopter pour créer une structure réglementaire
optimale pour le cannabis. Enfin, nous résumons la nature des choix politiques qui s’offrent aux gouvernements fédéral et provinciaux afin de créer un cadre réglementaire pour la légalisation du cannabis récréatif
au Canada.
Mots clés : cannabis, légalisation, cadre réglementaire, options politiques

Introduction
The process for the legalization of cannabis in Canada is
quickly gaining momentum. In November 2016, several
proposals for the reform of the cannabis market were
outlined in the Health Canada (2016) report ‘‘A Framework for the Legalization and Regulation of Cannabis
in Canada: The Final Report of the Task Force on
Cannabis Legalization and Regulation.’’ The report was
in response to Prime Minister Justin Trudeau’s election
promise that it was a goal of his party to legalize the
use of cannabis. The report makes recommendations to
the federal government that are directed at minimizing
harms of use, establishing a responsible supply chain,

enforcing public safety, and maintaining medical access.
On April 13, 2017, the federal government tabled legislation in the spirit of the task force report in the form of
Bill C-37, which included an act and amendments to
the Controlled Drugs and Substances Act and repeals Part
XII of the Criminal Code.1 The goals of the act are multifaceted and include a desire to restrict youth access to
cannabis; deter and reduce criminal activity in the industry; reduce the burden on the criminal justice system;
and allow adults to possess and access regulated, qualitycontrolled legal cannabis.The legalization of the recreational use of cannabis falls on the heels of the legalization
of cannabis for medical reasons, which went into effect
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on August 24, 2016. For some observers, the legalization
of medical cannabis provides insight into how the recreational market will develop, whereas others feel the legalization of cannabis for recreational use will require a
fundamental restructuring of the cannabis industry. For
example, given that the legalization of cannabis will be
nationwide, a key question that remains is the role of
the provinces in the new regulatory framework. For the
medical marijuana market, production decisions have
been determined at the federal level, which has resulted
in most licenses being allocated to producers in two
provinces.2 Because the provinces are to play a role in
the supply chain for recreational cannabis as recommended by the Task Force on Cannabis Legalization
and Regulation, some system of licensing producers
and a wholesale and retail network must be established.
Although the legislative changes have been initiated
by the federal government, much of the responsibility
for the implementation falls on the provinces and territories. Apart from concerns regarding how the changed
legal treatment of cannabis will affect their citizens as
well as their fiscal situations, jurisdictions are currently
drafting legislation to regulate the wholesale distribution, retail structures, where cannabis can be consumed,
and laws pertaining to driving under the influence. Of
those jurisdictions that have announced policies (as of
January 2, 2017), all have proposed that their provincial
liquor control boards will act as wholesalers and be
responsible for the distribution of cannabis to retailers,
and most have determined the legal age will be 19 years
(similar to that for alcohol). Although not all jurisdictions have announced their plans, and none have passed
the requisite legislation, it appears that most provinces
are proposing to allow retail sales by private sector firms.
In thinking about a regulatory framework for legalized
cannabis, it is helpful to consider how a range of industries that share characteristics with cannabis are regulated.
First, like alcohol, cigarettes, and gambling, cannabis is
thought to be habit forming for some people. By habit
forming, we mean consumption in one period is related
to the amount consumed in previous periods (Becker
and Murphy 1988; Chaloupka 1991; MacDonald 2004).3
An important concern is whether there is a steady-state
level of consumption, that is, a level of consumption that
does not impinge on the consumption of other goods,
the development of human capital skills, or commitment
to the labour market (van Ours and Williams 2015).
Second, like tobacco, cannabis is an agricultural product
and is processed into different forms for consumer use.
Third, like alcohol, cannabis leads to impairment, which
raises serious concerns about people driving and operating heavy equipment while under the influence. Fourth,
for a significant number of people, their demands for
alcohol, tobacco, or gambling are insensitive to tax increases, providing a potentially rich source of revenue
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for governments. Fifth, similar to alcohol, effective home
production of cannabis is possible, which suggests that
efforts by the state to control the available supply of
cannabis could be reduced somewhat. Sixth, like the
social costs from liquor consumption and cigarette smoking, there are concerns about the larger social costs of
cannabis (Pudney, Adda, and Boone 2010).
This article is an attempt to highlight several of these
issues related to legalization of the recreational use of
cannabis at the national level. We begin by outlining a
general framework for considering changes to the legal
treatment of cannabis, followed by a brief discussion of
several countries that have taken steps toward the legalization of cannabis. We then present an overview of
the latest research regarding the social costs of cannabis,
which is then followed by a discussion of the possible
motivations for government intervention in the cannabis
industry. The article concludes with a discussion of the
policy options for realizing the most effective regulatory
structure for the legalization of recreational cannabis,
which builds on recent work in the area (Sen 2016;
Clements and Zhao 2009).

Nature of Cannabis and Cannabis
Production
To consider the optimal regulatory system for the cannabis
industry, it is important to have a sound understanding
of the nature of the product. Cannabis or marijuana
is the dry flowers and leaves from the Cannabis sativa
plant. Although both the leaves and the flowers contain
cannabinoids, the flowers are much more potent than
the leaves. This form of cannabis is typically smoked in
a pipe or cigarette, eaten or vaporised. Hashish (or hash)
is the compressed or purified preparation of resin glands
called trichomes and is typically consumed by eating,
vaporising, or smoking it. Hashish is more potent than
the unprocessed form. The main psychoactive ingredient
in cannabis is delta-9-tetrahydrocannabinol (THC), but
there are more than 80 identified cannabinoids, and the
mix of the cannabinoids in each variety can differ considerably. The ratio can also vary between plants of the
same variety, and according to growing and harvesting
practices and the time for and conditions in which the
product is stored.
Regarding the production of cannabis, it can be grown
in pots, in greenhouses and large sheds, and as a field
crop. Plants grown indoors are often grown in a liquid
medium with the addition of irrigation. The growth rate
of cannabis plants can be forced by using artificial lights.
This involves finely controlling lighting with light metres
and timers and changing the type of light emissions
at the various stages of growth (Cervantes 2002). Other
considerations are the density of plants per light, wattage
of the light, and the provision of the necessary plant
nutrients to accompany this forced growth. Once the
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grower turns to the use of high-intensity lighting, fans
and air conditioners must be introduced so that the
plants do not overheat under the lights. All of these use
large amounts of electricity. Although productivity may
be higher with this method of growing, it can also lead
to high levels of moisture, often resulting in infestation
of mould, mildew, and fungal growth not only in the
plants but in the walls and ceilings (Cervantes 2002).
This is not only harmful to the plant and potentially the
consumer but also to those working in this environment.

A Framework for Considering the Changing
Legal Status of Cannabis
To provide a framework for understanding the effect of
changing cannabis’s legal status, it is useful to consider
how the cannabis market can be viewed in relation to
the legal and regulatory treatment of other goods and
services in the economy. In doing so, we examine three
characteristics of goods and services: (1) the degree
of government regulation or control, (2) the degree of
social costs that accompany its use, and (3) the degree
of legal sanctions that accompany its production and
use. We feel it is possible to think of regulation and legal
sanctions as separate characteristics of how goods and
services are treated in an economy. For example, the
government’s role in providing or regulating a good or
service may be limited, but significant legal sanctions
may accompany the unauthorized use or production of
the product. An example would be prescription drugs.
Similarly, the government may have a significant regulatory role, but the legal sanctions for unauthorized use
or production may be slight. An example would be the
gambling industry. Governments are often heavily involved in regulating gambling, but individuals who
undertake unauthorized gambling may not suffer severe
legal sanctions.
Figure 1 illustrates these issues. On the horizontal
axis is the degree of government control or state regulation of the particular industry. The left end of the box
reflects zero government control or oversight of the
private firms in the industry. The right end of the box
reflects complete state control over the production and
distribution of the good. From left to right are cases of
increasing state control. Moving slightly to the right
would reflect minimal state control, which would involve legislation that restricts the actions of all firms in
the economy. This legislation is typically summarized
in a state’s antitrust or competition laws. Even more
state control would involve specific industry regulations
that place restrictions on how firms may conduct their
business. Yet, even more state control is exercised through
the use of state or government regulatory boards, which
are arm’s-length agencies that have oversight over the
operations of firms. In some countries, such as the United

Figure 1: Social Costs, State Regulation, and Legal Sanctions

States, much regulatory work oversees the operations of
private firms. Even more state control occurs in countries
in which the good or service is produced by government
enterprises or crown corporations, which are state-owned
firms that operate at arm’s length according to their legislative mandate and are often overseen by government
regulatory boards or departments. Finally, even more
government control is provided by a government department, in which the good or service is supplied by government employees. In this case, state control over the
production or supply of the good or service is complete.
The vertical axis in Figure 1, the height of the box,
reflects the degree to which legal sanctions are imposed
on the unauthorized production, distribution, and consumption of the good. At the bottom would be a completely legal good; at the top would be the most severe
legal sanctions available. Moving up the box involves
some minimal legal sanctions for violations of some
aspects of production or consumption of a good—for
example, restaurants fined for improper handling of food
or consumers fined for smoking tobacco or consuming
alcohol in an unapproved area. These are examples of
civil offences, which are actions the state wishes to discourage through the use of fines for which a conviction
requires evidence based on a balance of probabilities.
More severe legal sanctions involve a criminal offence—
actions the state considers very serious and for which it
reserves severe penalties for offenders. Given the severity
of the penalty, the burden of proof for a criminal conviction is very high—proof beyond a reasonable doubt
as well as criminal intent. The penalties include a combination of fines and imprisonment depending on the
nature of the offence. If convicted, the person may receive a criminal record, which can restrict his or her ability
to cross borders, lead to increased stigmatisation, negatively affect the ability to gain employment, negatively
affect family and other interpersonal relationships, and
result in negative perceptions of police and the law (Ali
et al. 1999; Hales et al. 2004; Shanahan, Hughes, and
McSweeney 2016).
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The depth of the box in Figure 1 indicates the level of
social costs that accompany the production and consumption of the good or service. This could be defined
as the ratio of social costs to private benefits. Two factors
come into play in assessing the total social costs of a
good: the severity of the harms at the level of the individual and the number of people consuming the product.
The front of the box would represent a good or service
that yields no social costs, the back of the box a good
that yields large social costs.4 For some goods, little, if
any, social costs may accompany the production and
consumption of a good. However, even some goods
such as agricultural products can have adverse longterm environmental or negative health effects on other individuals who are neither producing nor consuming the
product. For example, the consumption of coffee may
result in few negative health impacts, but its production
may result in a significant environmental impact. Moving
along the spectrum are goods such as tobacco, alcohol,
crystal methamphetamine, and crack cocaine, each of
which result in significant health and social harms.
A particular point in Figure 1 can illustrate the regulatory and legal treatment that accompanies the production of a particular good or service. Consider point A in
the box. This point represents about 50 percent on the
scale for each factor—that is, significant state control,
significant social costs, and a significant degree of legal
sanctions associated with the production and consumption of the good. An increase in legal sanctions would
raise the height of point A in Figure 1, and a decrease
in legal sanctions, as proposed by the current Liberal
government, would lower the height of point A. If no
legal sanctions were involved, point A would be on the
floor of the box. An increase in state regulation control
would move point A to the right in the box, and a
decrease in state control would move point A to the
left. It seems evident that as the perceived social costs
associated with a good or service increase, governments
feel a responsibility to increase both the degree of state
regulation and the degree of legal sanctions over unauthorized production, distribution, and consumption of
the good.
It is clear that the discussion regarding how cannabis
should be regulated and the degree of sanctions for legal
infractions centers largely on the degree of social costs
that accompany the recreational use of cannabis and
the impact of the enforcement of laws and regulations.
Some observers feel that cannabis consumption results in
few social costs, which would suggest little regulation or
legal sanctions would be required and that the cannabis
industry should be located at point B in the southwest
corner of Figure 1. Others feel that legalising cannabis
will have significant social costs, with cannabis located
closer to point A, which would likely bring forth a significant degree of state regulation and a significant degree
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of legal sanctions (Sabet 2007; Tonry and Wilson 1990).
Others might feel that excessively criminalising or regulating cannabis consumption has little impact on consumption and could result in higher social costs (Nadelmann
1989; Rolles 2009). To summarize, for a given level of
social costs, the overall social welfare from the legalization of the recreational use of cannabis will depend on
the particular combination of state regulation and legal
sanctions adopted.

Current Legal Treatment of Cannabis
Cannabis falls under the Single Convention on Narcotic
Drugs of 1961 (as amended by the 1972 Protocol); the
Convention on Psychotropic Substances of 1971; and
the United Nations Convention against Illicit Traffic in
Narcotic Drugs and Psychotropic Substances of 1988
(United Nations 1961, 1971, 1988). These treaties require
signature countries to legislate to create a range of drug
offences and to create mechanisms for controlling, monitoring, and reporting on the availability of the pharmaceutical products covered by the treaties (McDonald and
Hughes 2017). However, the treaties also provide nations
that have signed the treaties some flexibility to develop
and implement drug laws under their own legal system.
Medicinal cannabis programs and laws decriminalising
cannabis (and other illicit drugs) have used this flexibility.
The treatment of cannabis internationally varies in
terms of the actual laws and how they are enforced.
Europe provides insights as to the laws’ complexity.
Recreational cannabis is not legal in any country in the
European Union and, moreover, there is no harmonised
European law on cannabis (European Monitoring Centre
for Drugs and Addiction 2017). Some countries treat
cannabis as a soft drug with lesser penalties (e.g., Cyprus,
Italy, the Netherlands, Portugal, and the United Kingdom);
others treat it as a riskier drug (Bulgaria and Romania).
Still other countries have strict laws on the books but
do not enforce them. Some European countries, such as
Croatia, Portugal, Slovenia, and Luxembourg, have decriminalised the use or personal possession of cannabis,
which means that drugs are confiscated, and non-criminal
penalties can be applied. Other countries such as Austria,
Germany, and Poland have depenalised use and personal
possession of cannabis (i.e., closing the case without imposing punishment because the case is considered minor;
European Monitoring Centre for Drugs and Drug Addiction 2017). Moreover, cannabis social clubs are currently
operating in several European countries (France, Belgium,
Germany, Slovenia, and Spain) on the assumption that
if one person will not be arrested for cultivating one
cannabis plant in private for his or her own use, then
groups of individuals will not be arrested for cultivating
plants together for their own use (European Monitoring
Centre for Drugs and Drug Addiction 2017). These clubs
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persist despite not being condoned by their national
authorities.
In the Netherlands, where cannabis is often perceived
to have been legalised, the control of cannabis falls under
the Opium Act (European Monitoring Centre for Drugs
and Drug Addiction 2007), which is strictly prohibitionist
in nature. The sale and supply of cannabis is illegal, and
possession, manufacture, and cultivation are included
under this law (Shanahan 2011). However, arresting and
criminalising users possessing small quantities of any
drug for personal use is not regarded as a priority for
law enforcement, and use is tolerated under guidelines
issued by the Office of the Public Prosecutor. Under
these guidelines, the behaviours of use and possession
of five or less grams of cannabis are not criminalised in
the Netherlands, although drug use is not permitted in
schools or on public transportation. This is commonly
referred to as de facto legalization. Coffee shops have
emerged as the official–unofficial sales channel for cannabis, albeit under strict conditions. However, supply and
cultivation of cannabis remain illegal and are resolutely
prosecuted with a maximum penalty of four years’ imprisonment and significant fines. This leaves the Netherlands in the position in which it is legal to buy cannabis
but not to grow or supply it. Each cannabis shop is
limited to 500 grams in the shop at a given time.
Uruguay was the first country to legalise cannabis
for non-medicinal purposes (Cerdá and Kilmer 2017).
Those in Uruguay who are citizens, are at least age 18
years, and wish to consume cannabis can choose to
either grow cannabis at home, join a cannabis social
club, or purchase cannabis from a pharmacy; they must
register their method of obtaining cannabis with the
government (and can only choose one method). Implementation has been slow, with the latter option only recently available and immediately coming under threat
from US banks, who have indicated that they will stop
doing business with any bank in Uruguay that provides
services for those businesses involved in the sale of
cannabis.5 What is not yet clear is the response of the
broader international community and the UN Office of
Drug Control to this development.
The United States has seen a dramatic change in
cannabis policy driven by several voter initiatives at the
state level. Traditionally, at the federal level, the United
States has been a strong and vehement advocate for
drug prohibition (including cannabis) both domestically
and internationally. Despite this, there has been an increasing shift in some states from decriminalising the
possession of a small amount of cannabis to legalising
medical cannabis to legalising recreational cannabis. At
the time of writing, 29 US states have some form of
legalised medical cannabis, and 8 states (Colorado and
Washington in 2012; Oregon and Alaska in 2014; and

California, Massachusetts, Maine, and Nevada in 2016)
have voted to permit the legal supply and consumption
of cannabis.
In the United States, federal law prohibits the production, distribution, sale, and even possession of cannabis
which is classified as a Schedule 1 drug under the US
Controlled Substances Act (1970). The Controlled Substances Act overrides state laws and has twice been
confirmed by the US Supreme Court. The policy of the
Obama administration, created under a memo, allowed
states to introduce legalization of cannabis without
federal interference if there was a strong regulatory system in place and the supply to minors and growing of
cannabis on federal lands was prevented. However, it
remains the case that each person who has participated
in the cannabis industry in those states that have legalised
cannabis has, in effect, violated a federal law.
Carnevale et al. (2017) provide an excellent summary
of key regulations in the first four US states to legalise
cannabis. All restrict sales to those age 21 and older,
and all have implemented fines or suspensions for
supplying to minors. Sales to residents are limited to one
ounce in all four states, and all recreational sales must
occur in cannabis-only stores with public consumption
unlawful. Three states (Alaska, Oregon, and Washington)
make no distinction between tourists and residents,
whereas Colorado limits sales to non-residents to 0.25
ounce. Two states (Colorado and Washington) have
given local authorities say over where cannabis stores
can be located. Home growing is permitted in Alaska
(up to 12 plants per household if at least two adults
older than age 21 reside in the home), Colorado (up to
six plants per resident older than age 21, with as many
as three flowering at one time), and in Oregon (four
plants per adult for recreational users, and six plants
for those registered with the medical program). Home
growing is not permitted in Washington (Carnevale
et al. 2017). Colorado initially imposed a 29 percent tax
(which dropped to 27 percent in July 2017) on recreational cannabis, and Washington imposes a 37 percent
retail tax on top of the standard 6.5 percent sales tax.
Alaska imposes a 5 percent sales tax on retail sales and
a 20 percent effective tax rate paid by the cultivator, and
Oregon imposes a tax of 17 percent on recreational sales
(Henchman and Scarboro 2016). Colorado separates
medical and recreational cannabis, with higher taxes on
recreational cannabis. Not surprisingly, medical cannabis
accounts for a significant portion of sales, and Washington
is making moves to bring the previously unregulated
medical cannabis market and recreational market into a
single system with a single tax rate.
Australia is another example of a country where
cannabis laws have changed to lessen the impact of
cannabis possession in the absence of legalization. In
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most states and territories in Australia, it is still a criminal
offence to possess, grow, manufacture, or supply or
traffic cannabis. However, the possession of cannabis for
personal use and cultivation of a single non-hydroponic
plant has been decriminalised in three jurisdictions, with
offenders having the option to pay a civil penalty (also
called a cannabis expiation notice) rather than receive a
criminal charge with a potential conviction and sentence.
Other states have depenalised cannabis. Depenalisation
provides the opportunity for police to reduce the penalties
by, for example, diverting people who use drugs to
treatment rather than charging them with an offence
(McDonald and Hughes 2017).
Australia also provides an example of how an otherwise illicit substance can be produced. Tasmania has
legalised and regulated poppy growing. This state is
responsible for producing about half of the world’s
alkaloids used in manufacturing medications such as
morphine, endone, and so forth. To comply with the
1961 United Nations Single Convention on Narcotic Drugs
(United Nations 1961), necessary laws were passed, and
the Tasmanian Poppy Advisory and Control Board was
established. The board regulates the control and supervision of poppy growing and production in Tasmania,
and it is responsible for processing applications for
licences, overseeing the destruction of unauthorized
crops, determining product estimates for contract growing and harvesting, and several other advising, statistical, and monitoring activities. At the level of the farm,
licences to grow Papaver somniferum, the poppy from
which opium is derived, cannot be granted by the control
board without a valid contract with a licenced processing
company. It is illegal to grow the poppy without such a
licence. Farmers are required to maintain secure fencing,
permit only authorised personnel on the fields, and provide warnings on the gates. It has been suggested that
given the large number of farms growing Papaver somniferum, often in isolated locations, these regulations likely
do little to maintain the security of the crop.
In Canada, cannabis is currently a Schedule II drug
under the Controlled Drugs and Substances Act and, unless
regulated for production and distribution for medical
purposes, is subject to offences under that act (Government of Canada 2016; see Government of Canada,
Department of Justice, 2017). Possessing and selling
marijuana for non-medical purposes is still illegal everywhere in Canada. As a Schedule II drug, cannabis is in
a different drug category than Schedule I drugs, which
include opium, codeine, morphine, and oxycodone. The
act specifies offences and punishments for a variety of
offences, including (1) possession of substance, (2) trafficking, (3) importing and exporting, and (4) production of
substance. As might be expected, the punishments vary

doi:10.3138/cpp.2017-026

59

depending on the particular offence, with punishment
for possession being much less than for trafficking, importing and exporting, and production. In 2016, the latest
year for which data are available, 54,940 marijuana(or cannabis-) related offences were reported nationally,
according to Statistics Canada (2017). For these offences,
23,329 persons (42.5 percent) faced charges. The total
number of drug offences reported in 2016 was 95,417;
10,639 were for trafficking, production, or distribution
of cannabis (11.1 percent of the total), with possession
of cannabis accounting for 46 percent. Together, drug
offences related to cannabis were close to 60% of all
drug offences reported in Canada in 2016. Simple possession charges may or may not make it to court, but a
significant number do go to court, and a conviction
may occur. For example, from 2008 to 2012, 58,938
possession cases went to court, and defendants were
found guilty 43 percent of the time. The remaining cases
were either stayed, which means the prosecution is
discontinued but could be resumed in a year, or withdrawn (Law Facts n.d.-b). However, even when cases
are stayed or withdrawn, people charged for possession
of small amounts may incur substantial legal bills as
well as other court-mandated costs. For example, individuals charged with possession may be offered diversion. In Ontario, diversion involves the option for an
accused to perform community service to have a charge
or charges stayed or withdrawn by the Crown. This
option is generally available to accused persons who
do not have a criminal record (Law Facts n.d.-a). Apart
from community service, the Crown may also require
the payment of monies to a charity.
It appears the recent policy pronouncements regarding impending legalization have caused uncertainty for
law enforcement officials in Canada. On the one hand,
given that laws regarding cannabis are still on the books,
law enforcement officials feel they must still charge individuals for possession, even for small amounts. There
is also a belief that enforcing cannabis laws will aid in
enforcing other laws. On the other hand, there seems to
be some limited evidence that the existing laws regarding cannabis possession are being unequally applied.
Using Statistics Canada data, CBC News reports that
for Canada as a whole 79.7 people are charged for pot
possession (per 100,000), whereas for Kelowna it is 250.51
and for St. John’s NF it is 11.16 (Levasseur, Marcoux,
and Kubinec 2015).
The proposed legislation, Bill C-37—An Act respecting
Cannabis and to amend the Controlled Drugs and Substances
Act, the Criminal Code and other Acts, is designed to restrict youth access to cannabis, deter and reduce criminal
activity and the burden on the criminal justice system,
provide legal production of cannabis, and allow adults
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to possess and access regulated, quality-controlled cannabis. The act specifies a sharing of regulatory powers between the federal and provincial governments, with the
federal government setting broad requirements for producers, industry rules, and standards and leaving the
provinces to oversee the licencing and sale of cannabis,
subject to federal conditions. The act proposes a range
of penalties, with civil penalties for small amounts of
illegal distribution, possession over prescribed limits,
and production of cannabis beyond personal cultivation
limits and large criminal penalties for those engaged in
large-scale illegal distribution, possession, and production
of cannabis.
The civil penalties include tickets for small amounts,
with the criminal penalty for large-scale illegal distribution or sale involving up to 14 years in jail; for the possession of large amounts over the limit, up to 5 years in
jail; and for production of cannabis beyond the personal
limit and taking cannabis across Canada’s borders, up to
14 years in jail.
Subsequent to the introduction of the legislation, two
further announcements were made. After a series of reports of pesticide-contaminated medical cannabis, Health
Canada announced it would introduce financial penalties
of up to $1 million for unauthorized pesticide use
(Robertson 2017a). In addition, some clarity on taxation
is beginning to emerge. The Government of Canada has
suggested that the total of federal and provincial territorial taxes on cannabis products should not exceed
$1.00 per gram, or 10 percent of the producer’s sale price
of a product. After an initial offer of a 50:50 split with
the provinces, the federal government and provinces
agreed that the provinces will get $0.75 of every dollar
collected in excise tax levied on cannabis for the first
two years, with a $100 million a year cap of the federal
portion of tax revenues (Harris and Cochrane 2017).
Cannabis product sales will also be taxable under the
Goods and Services Tax/Harmonized Sales Tax (GST/
HST), as is currently the case for medical cannabis.6
To summarize, it appears that the Canadian federal
government has chosen to retain significant legal sanctions against the unauthorized possession and production of cannabis for the recreational cannabis market.
As shown in Figure 1, the government’s position would
be placed near point A—which is a significant height as
outlined in that figure.

Current Estimates of the Social Costs of
Cannabis
Governments often intervene to internalize the social
costs that accrue when the main actor (decision maker,
producer, distributor, or consumer) does not bear the
full costs (third-party effects). Standard examples are
the effects of pollution and second-hand smoke on third

parties, but they can also include unintended consequences such as increased health care costs, impact on
family members, and lower productivity. When there
are external costs, too much of the good or service is
being produced and sold—or, in other words, the market
price is too low. To have buyers and sellers take these
external costs or third-party effects into account, governments often use taxes or permits to try to ‘‘internalize’’
them.
It is important to note that the idea of a social cost
is not related to the overall effects on a buyer from the
consumption of a good or service, which can contain
both positive and negative features. For example, if someone consumes alcohol, any adverse long-term health
effects on the person would not be considered external
or social costs. However, to the extent that alcohol consumption leads to adverse effects on family members,
neighbours, firms, coworkers, and others, its costs are
considered as external or social costs. Unlike many other
illicit drugs and alcohol, there are no documented cases
of overdose from cannabis, nor does it appear to have
the cancer-causing impact of tobacco (Hall 2016), leading
some to conclude that the health harms from cannabis are
minimal. However, there can be acute impacts such as
anxiety, paranoia, and hallucinations that commonly resolve when intoxication passes (Hall 2016). Long-term
mental health issues are often more complex to disentangle because of preexisting but often undiagnosed
mental health problems and the co-consumption of
alcohol and other psychoactive drugs. Nonetheless, daily
cannabis use has been consistently associated with an
increased risk of psychotic symptoms and with receiving a diagnosis of schizophrenia (Hall 2016). Although
the increased risk is small (only twofold), the high social
and health care cost of this illness make this an issue of
consequence (Carr et al. 2003).
Neuroimaging studies of the brain suggest there is
evidence that regular cannabis during adolescence can
have a negatively affect on the developing brain. Findings from cohort studies that associate the lack of school
achievement to early and frequent cannabis use are
often disputed over issues of correlation and causality
(Hall and Lynskey 2016; Solowij et al. 2012; Volkow et al.
2016). However, as Hall (2016) points out, ‘‘In an employment market with fewer unskilled jobs for the less
cognitively able, cannabis legalization may increase the
prevalence of cannabis dependence in the poorest and
most disadvantaged segments of the population’’ (59).
Estimating consumption, both current and into the
future, is difficult, but we can use some available data to
provide an estimate of current consumption by frequency
of use. Using data on the frequency of consumption,
estimates of the number of joints consumed per day of
use, and an estimate of 0.4 gram of cannabis per joint,
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Table 1: Cannabis Consumption Estimates
Days Used
per Year
365
182
12
6
2
a
b
c

Joints per
Day, Mean
(95% CI)a
3.5 (2.4,
1.8 (1.6,
1.7 (1.3,
1.3 (1.2,
1.1 (1.0,

4.6)
2.1)
2.1)
1.5)
1.2)

Plants per Person per Year by Varying Yield per Plant c
Joints
per Year

Grams
per Yearb

25.5 gm/plant

33.9 gm/plant

36.9 gm/plant

1,277.5
331.2
20.4
8.0
2.2

511.0
132.5
8.2
3.2
0.9

20
5
<1
<1
<1

15
4
<1
<1
<1

14
4
<1
<1
<1

From Shanahan (2011), sourced from Australian survey data.
Calculated as 0.4 grams per joint multiplied by joints per year.
From Matthew-Simmons, Shanahan, and Ritter (2011).

we derive a crude estimate of current consumption. This
does not account for potency of cannabis or mixing of
tobacco with cannabis.
Table 1 provides one estimate, based on Australian
survey data, of cannabis consumption in terms of frequency and amount consumed. On the basis of consumption of 3.5 joints per day, those consuming cannabis daily
consume on average more than 500 grams per year. The
Canadian Community Mental Health Survey (Statistic
Canada 2012) reported that 12.2 percent (3.7 million
persons) of those age 15 years or older had consumed
cannabis in the previous year, with more than a halfmillion people consuming cannabis daily. The yield per
plant is widely variable, and dependent on growing
conditions including whether it is grown hydroponically, in a pot, or outdoors. Using three estimates from
the literature, we have estimated the number of plant
equivalents per consumer on the basis of consumption.
It is often believed that cannabis dependence does
not exist. Cannabis dependence is characterized by compulsive use, impaired control, and continued use despite
physical and psychological problems caused or exacerbated by such drug use. Although it may not be as
harmful as dependence on other drugs such as alcohol,
heroin, and methamphetamine, cannabis dependence
does nonetheless occur, particularly among those who
use frequently, that is, daily or almost daily (Anthony,
Warner, and Kessler 1994). Studies have demonstrated
that, for those with cannabis dependence who want to
desist, it may take up to six serious attempts to quit.
Further dependence may lead to increased use of tobacco;
early school leaving; and difficulties participating in daily
school, work, and social activities. Hall (2016) argues that
the often cited estimates from studies in the 1990s of a
9 percent risk of dependence among lifetime users and
a 15 percent risk of dependence among adolescents
(Budney 2006; Budney et al. 1998) are likely underestimates because cannabis is both more available and its
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THC content is now higher. In addition, when the assessment of dependence is undertaken using the same measure of tobacco use (consumed more than 100 times), the
risk of cannabis dependence was three times higher
(Caulkins 2016). Among Canadians age 15 years and older,
6.8 percent have ever suffered from cannabis abuse or
dependence, with 1.3 percent reporting dependence in
the past 12 months (Statistics Canada 2012).
Driving and cannabis is one area in which the evidence is not clear and the ability to assess the impact is
hampered by the lack of science. The metabolites from
cannabis remain in the body for some time (days and
even weeks), but this does not mean that the person is
necessarily intoxicated, which makes policing a challenge.
What does seem evident is that although driving under
the influence of cannabis might be less risky than driving
under the influence of alcohol, there is credible evidence
that driving under the influence of cannabis does increase
the risk of motor vehicle accidents (Caulkins et al. 2012).
Aside from the criminal justice costs, there are health
and social costs related to the consumption of cannabis,
although these are not always acknowledged. In Australia,
Moore (2007) estimated per-year social costs of $192
(AUD) per non-dependent cannabis user and $11,296
AUD per dependent cannabis user, compared with
$927 AUD per non-dependent amphetamine user and
$44,661 AUD per dependent amphetamine user and $1,967
AUD per non-dependent opiate user and $30,633 AUD
per dependent opiate user. Nutt et al. (2007) produced
a drug harm index that included acute and chronic
harms plus harms related to injecting drugs. Among
20 substances, the mean score for cannabis was in the
middle, well below heroin, cocaine, and alcohol but
higher than LSD, anabolic steroids, and ecstasy.
To summarize, the current evidence suggests that
cannabis use has significant social costs, particularly for
young people, which, in terms of Figure 1, suggests that
point A is a significant distance in the northeast direction.
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Figure 2: Simple Economics of a Cannabis Market

Motivations for Government Regulation of
the Cannabis Market
There are many reasons why government regulation of
the cannabis market might be considered.7 Similar to
other industries, regulation may be used (1) to internalize
social costs, (2) to regulate prices, (3) to provide information, (4) for health and safety reasons, (5) for market stability reasons, (6) for paternalistic reasons, (7) for political
reasons, (8) for fiscal reasons, and (9) to limit criminal
activity.8
Before discussing these motivations for government
regulation, it is helpful to outline a simple model of a
cannabis market to provide a context for several subsequent issues. The downward sloping curve in Figure 2,
labelled DM, describes the market demand for cannabis
in a particular jurisdiction, assuming initially a closed
market. It describes an inverse relationship between
the price per unit of cannabis and the total amount of
cannabis sold. The market demand is equal to the sum
of individuals’ market demands, and those demands
are determined not only by the price of cannabis but
by each individual’s income and the prices of related
goods, both complements and substitutes. The slope of
the demand curve reflects the availability of substitutes;
the larger the number of substitutes for cannabis, the
flatter the DM will be. How far the DM is from the origin
depends on the size of the market, that is, how many
consumers there are and the size of their incomes as
well as the prices of other related goods.
The market supply curve SM reflects the minimum
price at which the various quantities can be supplied by
firms in the cannabis industry. The price at which they
are able to supply the cannabis is related to their costs,
which include the costs of inputs used in the production
of cannabis. The horizontal nature of the supply curve
assumes that the entire market can be supplied at the

constant per unit price, Po . In some markets, costs rise
as more is supplied, which means the supply curve is
upward sloping. It is probably safe to assume that, if
legalised, cannabis can be grown at a constant cost,
because the inputs required to grow cannabis are widely
available at a constant price.
The perfectly competitive outcome occurs at output
level Qo *, where DM ¼ SM , or the quantity demanded
equals the quantity supplied, yielding a market price of
Po *, which equals the minimum cost suppliers of cannabis
need to operate.
The preceding scenario describes the market for what
might be called a ‘‘benign’’ good, which is a good that
yields no social costs. Suppose now each unit of cannabis
produced and consumed yields a social or external cost
for which a dollar estimate is assigned, given by $d
dollars. To internalize these social costs, governments
can try to limit the amount of cannabis produced to Q *
or impose a tax per unit equal to $d. We discuss these
options in the context of alternative economic systems for
the production and distribution of cannabis, but before
that discussion it is useful to examine other reasons
often suggested for the regulation of industries such as
cannabis.
One potential motivation for government regulation
in markets in general is to ensure that consumer prices
reflect the costs of production. This applies even to
markets that have no other reasons for government
intervention. In general, the optimal market structure
for the industry depends on the relationship between
the minimum efficient scale (MES)—the output (q) at
which the average cost of production is minimized—
and the size of the market.9 The most general shape for
average cost is U shaped in relation to output, which
suggests that as output is increased by the firm, average
costs fall because of economies of scale, flatten out (which
determines the MES), and then begin to rise again as the
firm’s output increases.
The particular shape of a firm’s average cost curve
depends on the nature of the scale economies involved
in producing the good. For example, if the economies
of scale for growing cannabis are relatively small, the
optimal size of a cannabis operation would be small in
terms of the number of plants produced. If the economies
of scale are relatively large, then larger cannabis operations are optimal in terms of providing cannabis at the
lowest average cost. For cases in which the MES output
(q) is small in relation to the size of the market (Q) at the
respective minimum average cost (AC), the market is
able to support a large number of MES-sized firms. In
cases in which the market can support a large number of
MES firms and there is free entry, it has been shown that
competition can in general be relied on to provide goods
at prices that are close to average costs. If social costs
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are minimal, this is the outcome that yields the highest
measure of welfare for consumers and producers as
a whole.10 In the case in which the MES output (q) is
large in relation to the size of the market (Q), it has been
suggested the competitive process might not yield the
best outcome. With few firms in a market, economists
generally feel that the resulting industry output will result in higher prices for consumers and economic profits
for firms. In the extreme case, in which the market can
only support one MES firm because of large economies
of scale, the market structure is a natural monopoly. In
the case of a natural monopoly or a natural oligopoly
(few MES-sized firms in the market), the only dimension
for which state control might be needed for a benign
good is that regarding price. The cost of production
may fall in the shift to legal production, but what is less
clear is whether there will be economies of scale within
the legal system.
Early research in the United States suggests that the
economies of scale in the legal production of cannabis
will occur, but they may be minimal at least for growing
indoors and in greenhouses. It might be expected that
the ability to purchase larger, more efficient machinery,
to obtain quantity discounts from suppliers, to spread
fixed costs over larger production areas, and to receive
volume discounts for electricity might lead to large
economies of scale. Using existing data to assess potential economies of scale between smaller and larger indoor
facilities, Hawken and Prieger (2013) found the short-run
variable costs of labour for trimming, water, nutrients,
and pesticide scale up and down with size, as do some
of the fixed start-up costs. Moreover, there were diseconomies of scale for security and construction, and
there were economies related to scale for electrical work,
licencing, and electricity tariffs.
On the basis of interviews with large growers,
Hawken and Prieger (2013) conclude that the economies
of scale for large outdoor operations might be substantial, and would result in significant innovation in
growing technology and improvements in production
management with legalization. For example, Caulkins
(2010) estimates that the cost per pound of cannabis is
$225 for indoor microgrowing (with unpriced labour),
$200–$400 for smaller indoor operations, $70–$215 for
greenhouse growing, and less than $10 for large-scale
outdoor growing by professional farmers with modern
farm machinery. In addition to the questions regarding
economies of scale in cannabis farming discussed earlier,
the increasing demand for organic, home-grown, or different strains of cannabis with different mixes of cannabinoids raises further uncertainties as to the efficient level
of output for growers.
Apart from these third-party or social cost reasons, it
has been suggested that governments can improve the
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operation of markets by providing or mandating information on products or services. In particular, in some
cases an asymmetry of product knowledge might exist
before the market transaction.11 The fear here is that
the asymmetry may lead sellers to supply more of the
good than is socially optimal. To reduce this information
asymmetry, governments can often improve the market
outcome by mandating information disclosure or in some
cases by directly supplying the good. With respect to the
cannabis market, a key argument advanced in support of
significant government regulation is to ensure that sellers
of cannabis provide clear and accurate information regarding the nature (including potency and mix of cannabinoids) of the cannabis product.
Health and safety reasons for regulation have often
been cited for the regulation of industries. This is based
on the idea that in the absence of government regulation, private-sector firms would not be sufficiently diligent
in ensuring that their products are safe. With regard to
health and safety efforts, producers have two options.
On one hand, they can cut costs and safety regulations
and perhaps earn a short-term increase in profits. On
the other hand, if they maintain quality, they are likely
to have a larger number of repeat customers and also
avoid being sued for negligence. This is essentially a
cost–benefit calculation, and in the case of long-lived
producers and relatively low discount rates for profits,
maintaining health and safety regulations is seen as a
profit-maximizing strategy in the long run. However,
despite what appear to be strong incentives for producers
to maintain health and safety standards for their products,
most observers feel that some government regulation is
desirable as insurance against possible abuses.
Although some medicinal cannabis may be cultivated
under strict conditions that are meant to ensure it is free
from pesticides and fungi, most cannabis is grown illicitly
and not subject to testing. The fact that harmful bacteria
and fungi are often found is one reason the Canadian
Medical Association (CMA) is opposed to allowing
home cultivation in the legalized system (CMA 2016,
10). For example, analyses of cannabis purchased from
randomly selected cannabis ‘‘coffee shops’’ in the Netherlands found that all of the samples were contaminated
with bacteria and fungi well above recommended limits,
whereas cannabis produced for medicinal cannabis purposes was contaminant free (Hazekamp 2006).
Pesticides are also a potential threat. Little attention
appears to have been paid to the use of pesticides in
cannabis, at least for US medical cannabis. With the
legalization of cannabis in Colorado, it has been the first
state to address this issue. There are currently no legal
pesticides registered in the United States specifically for
cannabis, and studies have demonstrated that chemical
residues do transfer into the cannabis smoke (Subritzky,
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Pettigrew, and Lenton 2017). It is interesting to note that
as of February 10, 2017, Health Canada has not required
medical marijuana producers to test for banned chemicals. This is after product recalls from two Canadian
medical marijuana producers because of the presence of
a banned pesticide, including myclobutanil, which is a
fungicide that can emit hydrogen cyanide when heated
(see Robertson 2017b). Although the chemical is approved
for use for some food crops, including lettuce, fresh fruit,
and berries, is designed to be washed off and is banned
for plants that are smoked, including tobacco. There are
also health and safety concerns with respect to pesticide
use in tobacco (MacKenzie, Freeman, and Winstanley
2016), another crop that is smoked. Some evidence suggests that the tobacco industry exerts considerable influence over the pesticide regulatory process (McDaniel,
Solomon, and Malone 2005). However, there is currently
little detail on the type and quantity of pesticides used
on tobacco crops worldwide (MacKenzie et al. 2016).
In addition, it is recognized there may be health and
safety issues at the retail level. In Australia, for example,
all staff selling alcohol must have responsible-serviceof-alcohol training provided by a recognized trainer
(Liquor and Gaming Authority 2018). In Canada these
training courses are offered by the provinces and are
not necessarily required, but they could be modified for
staff selling cannabis and would include, for example,
information on risks of cannabis use, and information
on how to access treatment. As with pharmacists and
those who serve alcohol, they would be required to refuse
service to those who are deemed under the influence
(Rolles, 2009).
Intervening for market stability reasons is a more
recent argument in support of government regulation,
particularly in agricultural markets. This is based on
the idea that, for some agricultural crops, farmers face
a great deal of production variation due to weather
and other factors. This randomness results in significant
swings in production, prices, and profits for farmers that
cannot be or are not effectively insured against by farmers.
In response to this risk, farmers have often lobbied to
obtain rights to supply management, which enables
producers to agree to control outputs without violating
laws against price-fixing cartels. In general, efforts taken
collectively by private firms to limit their outputs in a
conspiracy to fix prices is a per se criminal offence in
the competition laws of most countries. In the case of
cannabis production, it is important to note there is a
significant difference in the variability of production
depending on whether it is grown indoors or outdoors.
In indoor production, whether it is grown in homes or
commercial buildings, there is significant control over
the production process and the growing of the plants.
In other words, there is less production uncertainty if

cannabis is produced indoors. Cannabis grown indoors,
in terms of production, might be considered similar to
dairy production. In contrast, significant amounts of
illegally grown cannabis are grown in selected outdoor
areas. Growing outdoors means that crops are more
greatly affected by random factors, including weather,
insects, and cross-pollination. Much like other agricultural groups, the yields and potency from a cannabis
farm can vary significantly depending on weather conditions. It has been estimated that the cost per gram is
lower when cannabis is produced outdoors; however, if
the outdoor production results in significant variation in
potency and quality, growing cannabis outdoors may
not be as profitable. Therefore, to the extent that more
of the cannabis crop is grown indoors, there is less variability in production, and to the extent that more is
grown outside, there is greater variability in production.
In some cases, governments intervene in markets for
what are called paternalistic reasons. When governments
intervene for paternalistic reasons, they are limiting the
choices of individuals on the basis of the government’s
particular preferences regarding what choices are appropriate, much like parents limiting the choices of their
children. For cannabis, it has been suggested that governments need to intervene because if left to market forces,
the amount of cannabis purchased would exceed a level
considered prudent by government and public health
officials. Related to this issue is the economics literature
regarding drug use, which has been split between the
myopic and rational models of addiction. According to
MacDonald (2004), myopic consumers do not take into
account the effect of present consumption on future consumption, and rational consumers do take into account
the effect on their future consumption when consuming
today. If most cannabis consumers are myopic, then this
provides at least some justification for a paternalistic
governmental role; if most consumers are rational, it
does not.12
Governments sometimes intervene in markets for more
political and less altruistic reasons. Political pressure may
come from consumers or industry. By intervening selectively in a market, governments can create winners and
losers. In particular, if there are restrictions on entry or
asymmetrical treatment of existing firms and entrants,
then governments have the ability to create ‘‘rents’’ for
firms, that is, economic profits due to some market restriction. In addition, governments have often intervened
either directly or through legislation to protect smaller
firms from competition from larger scaled operations.
For example, the US Robinson-Patman Act (1936) is an
example in which smaller retailers were given legislative
protection from larger chain stores. In the agriculture
industry, a long-standing objection to liberalization is
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that smaller family farms would disappear because of
their higher costs.
Governments also intervene in markets to raise revenues to support government programs. For example,
cigarettes, liquor, and energy (gasoline and diesel) are
subject to excise taxes in Canada and are often subject
to sales taxes.13 For example, for 2015–2016 the total
taxes and net income to all governments in Canada
from the sale of alcoholic beverages was $11.47 billion,
split between total tax revenues of $5.38 billion and net
incomes of provincial liquor authorities of $6.09 billion.
A common argument in support of the legalization of
cannabis is that it would be a significant revenue source.
For example, in Colorado the legalized cannabis market
raised $141 million from sales and excise taxes in 2016
(Colorado Department of Revenue 2016), and $256
million was raised in Washington State (‘‘502 Data’’ 2018).
In their analysis of the tax revenues from marijuana
legalization efforts in the United States, Henchman and
Scarboro (2016) make several pertinent observations.
First, early movers in the legalization process, Colorado,
Washington, and Oregon, quickly reduced their tax
rates from the initial 30 percent rate because at those
levels the black-market supply was not significantly
affected. They also suggest that the easiest method of taxation of legalized marijuana is the retail sales tax. Other
bases for taxation, which include ‘‘taxing marijuana
flowers at a certain dollar amount, taxing at the processor or producer level rather than the retail level, or
taxing products by their level of THC, have faced practical difficulties’’ (Henchman and Scarboro 2016, 1).
Regarding possible revenues for the recreational
market in Canada, the Parliament Budget Office of the
Canadian government undertook an analysis of this
issue in 2016. They estimate that by 2018, Canadians
age 15 and older will consume an estimated 655 metric
tonnes of cannabis, with the clear majority of total
demand—98 percent—coming from the 41 percent of
consumers who consume at least once a week or daily
(Government of Canada 2016, 2). They report that in
2015–2016 the average price of illicit cannabis was
$8.84 per gram and forecast that the pretax price of legal
cannabis would be $7.50. They also forecast that once
sales taxes are levied, assuming a rate of 12.1 percent,
the tax revenues from cannabis will be in the range of
$500 million nationwide, based on the (PST/HST/GST)
sales taxes. Of this amount, they calculate that 60 percent
of sales tax revenues will accrue to the provinces, with
the federal government receiving the remaining 40 percent
(Government of Canada 2016, 2–4).
In contrast, a commentary released by CIBC World
Markets suggests that the total revenue take by governments in Canada from the legalization of cannabis could
be in the $2–$3 billion range if the good was taxed at
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normal rates (Shenfield 2016). However, they suggest it
could rise to as much as $5 billion if the underground
market was effectively curtailed and cannabis was taxed
and distributed through government-controlled liquor
boards, similarly to alcohol. Therefore, one estimate of the
total government take from the legalization of cannabis is
40 percent to 50 percent of the total government revenues
currently raised from alcohol taxation and distribution,
which was $11.47 billion in 2015–2016.
Given that not all provinces have the same tax system, it is instructive to examine two provinces, Ontario
and Manitoba, as examples of the possible distribution
of cannabis revenues between the federal and provincial
governments. In Ontario’s 2015–2016 fiscal year, the
total of taxes and the liquor authority’s net income was
$4.16 billion, $2.19 billion raised in total taxes and other
revenue and $1.97 billion from the liquor authority’s net
income. Of the $2.19 billion in tax revenue, the province
received 73.4 percent of the harmonized sales tax and
other revenues. For the same year in Manitoba, the
corresponding total taxes and other revenue was $156
million and net income of liquor authorities was $275
million, for a total of $431 million. Of the $156 million
in tax revenues, the Manitoba government received 39
percent from its provincial sales tax, and the federal
government received 61 percent of the total from the
GST, the federal excise tax, and custom duties. As can
be seen, at least for liquor, the provinces earn most
revenues from the taxation and distribution of liquor.
That is, whereas the federal government receives the
majority of tax revenues, the provinces earn not only
revenues from provincial taxes but also substantial net incomes from the operations of the government-operated
liquor control outlets and boards.
A strong argument put forth for decriminalization
or legalization of a previously banned substance is to
reduce the presence of criminal enterprises. There is
considerable evidence that the existing illegal status of
cannabis has resulted in significant returns to illegal
suppliers (Kilmer et al. 2010; Miron 2005). One estimate
of the annual costs and potential income from a single
growing operation found that the income was close to
three times the cost of set-up (Shanahan 2011). Because
of the inherent instability of illicit production, all set-up
costs were allocated to a single year; should these costs
be depreciated over the life of the capital, the potential
for profit would be even greater (Shanahan 2011). The
current high prices of cannabis do not reflect the costs
of growing; rather, they reflect the price of the current
risk for the grower and distributor and the artisanal
nature of growing. It is interesting to note that a large
amount of space is not required to grow sufficient
cannabis to supply a legal market. One estimate is that
it would require only 10–17 one-acre greenhouses to
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supply the total demand for legal cannabis market in the
Australian state of New South Wales (population of 6.89
million, assuming 12.4 percent of the population consumed cannabis at current use levels; Shanahan 2011).
To put the preceding discussion of the expected tax
revenues and the desire to reduce the size of the black
market into context, it is helpful to consider the recent
history of cigarette taxation in Canada. Cigarettes have
long been taxed in Canada, and policy-makers have
sought to use taxation to discourage demand, reduce
health costs, and internalize social costs. To that end, in
the early 1990s the Liberal government of Jean Chrétien
sought to substantially increase taxes on cigarettes. However, the wide disparity in levels of taxation, and subsequently in the price of cigarettes in Canada and the
United States, led to a great increase in smuggling
(Farnsworth 1994). Given this disparity, it was estimated
that three-quarters of all cigarettes purchased in Quebec
and one-third of those purchased in Ontario were contraband. To combat smuggling, the federal government
cut its federal excise tax on cigarettes from $16 dollars a
carton to $11.00. The Quebec government cut its provincial tobacco tax by $11 a carton. All told, the price of a
carton of cigarettes was cut almost in half in the province
of Quebec—from $44 to $23.14

Possible Government Roles in the Legalized
Cannabis Market
An advantage of legalizing a formally illegal activity
is that it provides a onetime opportunity to outline a
framework based on the experience of several industries
that also yield social costs. In viewing the possible economic arrangements for the production and distribution
of legalized cannabis, it is helpful to consider several
possible models. Although a variety of methods could
be considered, we focus on a few well-known cases.
Within these cases, some variation occurs, which we
also discuss. The following are possible roles for government in the legalized cannabis market. They correspond
to increasing degrees of government regulation as suggested by movements in the horizontal direction as depicted in Figure 1. As we show, models of government
regulation can involve combinations of government regulatory instruments.

Government Taxation of Private Cannabis
Firms with Free Entry
Toward the left side of box shown in Figure 1, the government could limit its involvement to the taxation of private
firms. For example, to internalize the social costs of cannabis, a clear alternative is a simple retail excise tax when
retailers purchase their supplies from producers, wholesalers, or manufacturers. Referring to Figure 2, governments could levy a per-unit tax $t ¼ $d on retailers

much like as is done with alcohol and cigarettes. For
cannabis, this tax could be set at a price per gram. Doing
this would result in the socially optimal output level or
quantity sold Q *. Governments would receive total tax
revenue equal to the grey area in Figure 2. Assuming
perfectly competitive producers, retailers would purchase
the cannabis from producers or wholesalers at the per
unit price w * (indicated by the dotted line), then add
their per-unit retailing costs, yielding the retail price,
Po * ¼ AC. This assumes perfectly competitive retailers;
if retailers have some market power, then they would
add an additional mark-up, raising the retail price above
Po *. Setting a per-unit or excise tax on a good supplied
by a largely competitive industry is the method currently
used in taxing cigarettes and gasoline in several jurisdictions. For some products such as gasoline, excise taxes
are levied at both the provincial and the federal level.
For example, motorists in Manitoba currently pay $0.14
per litre to the Manitoba government and $0.14 per litre
to the federal government. In addition, the federal government also levies a 5 percent GST on these products, leading to tax cascading.
This case can be described as a complete free market
in cannabis, which would involve free entry into the
cannabis industry with no output controls on cannabis
producers. Regarding the production of cannabis, prospective growers could set up their operations and
produce as much of the type of cannabis that they think
they can sell. In terms of the location of their production
facilities, producers may face some local municipal restrictions should they want to set up in certain urban
areas. Once the cannabis is produced, growers could
sell their product to wholesalers or sell directly to retail
operations. There may also be a manufacturing stage
in which the raw cannabis is processed in some form.
Alternatively, growers and processors could be vertically
integrated. By vertically integrating, individual cannabis
companies would assume the roles of growers, wholesalers, and retailers. Vertically integrating often allows
companies to reduce contracting costs, maintain product
quality, and avoid inefficiently marking up the product
at each stage in the process. A disadvantage of vertical integration is that companies must maintain their
own standalone facilities, which can raise the cost of
distribution.
These considerations lead to a discussion of how
cannabis should be distributed. For example, should
cannabis and alcohol be sold together, for example, in
private retail stores or in government stores? Alternatively, should cannabis be sold in pharmacies alongside
other pharmaceuticals?15 Whether retailers would choose
to do this depends on whether there are retail or shopping economies. A retailing economy exists if costs are
lower from selling multiple products in a retail outlet,
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and a shopping economy exists if the total demand for
the two products is higher if they are sold in the same
outlet. A retailing economy is a result of an economy
of scope, that is, total retailing costs are lower if both
products are sold together rather than in separate outlets. A shopping economy is a result of savings in consumer search and shopping costs as a result of offering
complementary products in the same store. With free
entry, the optimal retailing strategy would be determined
by competition.
A free market would also include the freedom of
suppliers to create and market a variety of cannabisbased products. In a completely free market, retailers
could decide on the type or strain of cannabis, type of
product to sell (herbal or hashish and products to which
cannabis has been added, such as cookies, candies, and
chocolate), and the location of retail outlets. Similarly,
in a free market, some retailers would choose to signal
the type and quality of the product they are selling.
That is, some sellers would want to develop a reputation for selling quality-controlled cannabis, by strain
and THC level. If ensuring quality control involves
higher production and distribution costs, the cannabis
sold in those shops would have to be sold at a price
that would cover those costs. Others might want to sell
‘‘discount’’-type cannabis, which could feature a range
of THC. It is possible that separate markets could coexist, because different quality markets exist for alcohol.
A free market could also include voluntary firms acting collectively to market their products. For example,
some agricultural producers act collectively to market
their products but do not have the ability to limit the
total production of the product. For example, in Manitoba, the organization Peak of the Market (formerly the
Manitoba Vegetable Producers’ Marketing Board) markets more than 110 different types of Manitoba vegetables
to wholesalers and retailers throughout Canada and the
United States, as well as in many other countries worldwide.
In the case in which production costs are lower in
other jurisdictions, then little home-grown production
of cannabis would be undertaken in higher cost jurisdictions. This would result in only a retail market, in which
retailers would source cannabis from the low-cost jurisdictions and would compete on price and quality. Correspondingly, low-cost jurisdictions would produce both
for the local market and for export to other jurisdictions.

Government Oversight of Private Firms
Apart from the free market model we have outlined, the
government could provide oversight of private cannabis
firms by developing a separate regulatory body. For
example, such an organization could be called the
Cannabis Regulatory Board. It would be created through
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government legislation, and its members would be appointed for a fixed term (say, five years). It could have
members drawn from a wide variety of areas with an
interest in the successful operation of the cannabis industry and could include experts on public health,
physicians, drug treatment experts, economists, lawyers,
police officials, industry experts, marketers, and laypeople. The private firms would have to report annually
to the board on their activities and any significant
changes in industry practices. Governments could, for
example, provide oversight over public or private retailers.
In most jurisdictions, local governments put restrictions on
the location of retail outlets or their hours of operation,
which often leads to a significant variation in these.
Related to the preceding discussion is the issue of
the recommended age for legal purchase of cannabis.
Research suggests that potential mental health problems,
related health care costs, educational attainment, and lost
productivity are inversely related to age, with younger
people being more susceptible to negative health effects
as well as higher social costs through impaired driving.
On one hand, the CMA (2016, 9) recommends that the
minimum legal age for the purchase of cannabis be set
at 21 and that the quantity and potency of cannabis be
more restricted to those younger than age 25.16 On the
other hand, the legal age for alcohol consumption is 18
or 19 throughout Canada, and it appears unlikely the
provinces would set the legal age of cannabis consumption at a different age.
Regarding where consumption should be allowed,
it seems clear that regulations for cannabis will in some
cases mirror the current restrictions on alcohol and
cigarette smoking. With respect to alcohol, cannabis is
an intoxicant that limits the acceptable public areas for
consumption; with respect to cigarette smoking, secondhand cannabis smoke and odour also places limits on
public use.

Government Licensing System
The public sector role could also include the maintenance
of a licensing system for growers and retailers. Although
the licensing of products and services is ubiquitous,
licensing can range from a mere notification of intent to
produce to a system that involves output controls and
inspection of facilities. Agricultural producers are often
inspected for health and safety reasons.17 For example,
dairy producers must meet food safety standards for
the storing of milk. A licensing system generally specifies
some conditions that must be met by producers or sellers
of a product that, if not met, result in fines, temporary
closure of facilities, or a revocation of licences.
As an alternative to free entry, the government could
set up a licensing system to allocate the production
or sales limit Q * between firms. This is essentially the

8 Canadian Public Policy / Analyse de politiques, March / mars 2018

This content downloaded from
110.22.177.107 on Sun, 30 Aug 2020 16:18:02 UTC
All use subject to https://about.jstor.org/terms
22 of 31

68

LC LSIC Inquiry into Use
of Cannabis in Victoria
Submission 1349

Cyrenne and Shanahan

current system governing the medical cannabis market.18
Given that a production limit Q * is set, the retail price
would rise to P *, the same retail price as under taxation.
In this case, the state issues n production licences, which
enables each grower to produce qi * amount of cannabis,
called a quota. In setting the production limit Q *, the
state faces a benefit–cost calculation. The benefit of a
larger Q * is that it will lower the market price and limit
the supplies from illegal sellers, who face higher costs of
distribution, given that it is illegal. That is, the residual
demand facing illegal sellers given by the segment |ac|
on the demand curve DM will be smaller the larger Q *
is. The cost of a larger Q * is that it will lower the market
price and increase total consumption. This is, by itself,
undesirable. The cost can be mitigated somewhat by
limiting the availability of the good to minors. However,
to the extent that restricting sales to minors is unsuccessful, an opportunity exists for black market producers to
sell to minors or for entrepreneurs to buy legal supplies
and resell them to minors.
To allocate these production rights or licences, the
state can use various methods that include (1) first
come, first served; (2) what has been described as a
‘‘beauty contest,’’ and (3) an auction. Regarding first
come, first served, given the existence of a medicinal
cannabis network, there might be pressure on the state
to give priority to these sellers. In a beauty contest, the
state would accept applications from prospective suppliers and select those producers that are most appealing to the state, given some criteria. This gives the state
considerable discretion regarding who gets these rights.
The third method, an auction system, is the method that
most economists recommend for distributing production
licences.
The first two systems will yield a windfall gain to
growers. With an output limit set at Q *, the market
price will rise to the optimal level p *. In this case, absent
any other measures, each cannabis grower will earn a
profit of p ¼ (p *  AC)q *. The government has a few
options for dealing with the windfall gain. It could either
(1) lease the production rights to cannabis producers or
(2) sell the production rights outright. Regarding leasing,
the government would estimate the resulting market
price and sell the production rights to firms at a price p *
minus their costs times the amount of output they want
to produce. The result would be the maximum that each
cannabis grower would be willing to pay for the right to
grow and sell the crop. The state could write contracts
with producers that could be for a fixed term, say five
years. The contract would state the amount of cannabis
the state would purchase per year (qi *) and the amount
it would pay per unit (wi *). The price could be fixed or
tied to some measure of the producer’s input costs. In
this case, the state keeps the production rights but leases
them to producers.

Regarding the selling of production rights or quotas,
the state could arrange an auction system in which
the quotas are auctioned off to prospective producers.
If a competitive bidding process exists, the maximum
amount a seller would pay would equal the future discounted profits from using the quota. The advantage of
this approach is that it allows the state to reap a significant amount of value from the legalization of the
product. An auction would allocate the rights to produce
the cannabis to the cannabis producers in perpetuity.
An important issue related to auctioning off production rights is how the state will adapt to changes in
demand and costs with respect to the cannabis market.
For example, suppose the state sets a target wholesale
price for cannabis based on the aggregate quota that is
sold, Q *, and the retailing industry is competitive. Now
suppose there is an increase in demand for cannabis.
Given the increase in demand, there will be pressure for
the retail price to rise, which will provide an increased
opportunity for illegal sellers to enter the market. The
state could increase the quota of existing producers, or
it could auction off additional quota to new producers.
In both cases, the capital gain that would accompany
the higher price would not be realized, upsetting the
existing producers. A similar issue is how the state deals
with a reallocation of licenses or production quotas
between producers. In a free market, the quota would
go to the producer who values it the highest. Under a
state licensing system, several criteria could be used,
ranging from a desire to replicate the competitive reallocation system to a number of other criteria.19
In the Canadian case, and in other federal systems, a
key question is to what extent there will be free movement of cannabis across provinces or subnational jurisdictions given legalization.20 Free movement of wine between
provinces is still being debated in Canada, with some
movement toward a freer market planned (Glowacki
2017).21 Free movement of wine, liquor, or cannabis can
cause problems for a provincially controlled wholesaler,
who marks up the wholesale prices and then distributes
the profits to governments in the form of wholesale
tax revenues. Although having the liquor control board
collect the tax this way allows provinces to maintain
control over the distribution of wine and spirits, sales
outside of this system result in a loss in provincial tax
revenues.
We should mention that a common variation on this
licensing system—supply management—exists in Canada
for several agricultural products. In Canada, the government has allowed some agricultural producers to act
collectively to coordinate the production and distribution of several agricultural products. Rather than have
the state control production, the task is delegated to a
producer’s cooperative, called an Agricultural Marketing Board (AMB). An AMB is an entity created through
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legislation that enables it to control the total production
of an agricultural product. An AMB might be thought
of as a wholesaler, production controller, cooperative
advertiser, and lobbying organization (Veeman 1997).
Supply management is currently used in Canada for
dairy production as well as chicken and turkey products,
table eggs, and broiler hatching eggs (Heminthavong
2015).22
AMBs are often rife with what is called ‘‘regulatory
capture.’’ This occurs when an organization ostensibly
set up to further the public interest begins to identify
and function largely on the behalf of producers. When
a regulated industry is captured by producers, it can be
very successful in raising the incomes of producers. The
reason for this, according to Stigler (1971), is that for
many products, small reductions in output and hence
small price increases that are very valuable to producers
often go unnoticed by consumers.
AMBs have been criticized by economists on several
grounds. First, the quotas are often less than what
would be produced in a competitive open market, with
the result that prices tend to be higher than in jurisdictions without AMBs. Second, output restriction often results in significant profits to quota holders. These profits
then become capitalized in the value of the quota. Third,
AMBs tend to stifle innovation, because all producers
must agree to changes in production techniques. Fourth,
AMBs tend to raise the cost of entry for farmers, because
to produce the product, one must first buy the quota
(rights to produce) from an existing farmer. However,
an advantage of AMBs as applied to cannabis or other
psychoactive products is that there might be greater
control over production and hence prices. Also, they
provide an opportunity to control the product characteristics and promote standardization of the product.
Although controlling the amount of cannabis produced
and sold using a licensing system to internalize social costs
seems like a reasonable approach, several practical difficulties emerge. First is the problem of identifying legal
versus illegal supplies of cannabis. In some states in the
United States, the cannabis produced is tracked to identify the legal supply of cannabis. Second, the presence of
home production of cannabis will certainly affect governments’ ability to limit overall production.23 Third is the
issue of identifying the number of legal plants individuals
are able to grow. Fourth, given that cannabis will be
available through mail order, the mail system would
need to identify legal versus illegal supplies of cannabis.
Fifth, in the initial stages of alcohol regulation, governments tried to adopt a purchasing system that tracked
and recorded the purchases of alcohol.24 This system
was in many ways similar to how prescription drugs
are sold, with pharmacists keeping a record of who
purchased the drugs as well as the amount and dosage.
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This system was open to widespread abuse in terms
of the recording of purchases, apart from the issue of
whether a private or government-run retailer needs
to have a record of the amount of alcohol or cannabis
purchased.

Government Ownership of Producers,
Wholesalers, or Retailers
Another possibility is public production of cannabis. For
example, a state-owned enterprise operating at arm’s
length from the government could be created with a
mandate to grow and supply cannabis for both medical
and recreational users. Although state-owned enterprises
supply several products in Canada, for example, electricity and natural gas, they have rarely been used to
produce and distribute agricultural products. However,
one example is the federal government’s attempt to
grow cannabis in abandoned mine shafts in northern
Manitoba. It has been suggested that this experiment
failed in part because of an inability to supply the strains
with desired blends of cannabidiols and THC as well as
the potency levels demanded by consumers.25
Governments could also be involved at the wholesale
level. For example, several provincial governments use
liquor control boards as the liquor wholesaler for both
their own government-run retail outlets and for private
firms. Given this wholesaling monopoly, liquor control
boards can mark up the wholesale prices of liquor, wine,
and spirits, which yields a stream of profits for the provincial government. By maintaining a wholesale monopoly, the liquor control board can preserve the retail
prices in its own stores and can also determine the
nature of the products allowed to be sold in the province.
A downside of a wholesale monopoly is that the fact that
inefficient taxation can exist. For example, in Manitoba,
liquor prices are currently marked up at the wholesale
level, and provincial and retail sales taxes are also imposed on the retail price. This tax cascading can result
in considerable welfare losses as well as inefficient tax
collection. Efficient taxation suggests that provincial
and federal governments should coordinate to set the
most efficient overall tax level to internalize social costs
and perhaps reduce criminal activity. Once the efficient
tax level is set, the sharing rule of taxes can be negotiated.
A wholesale government monopoly also provides a
third option for eliminating the windfall gain to growers
from the production limit. The government could be
the sole buyer of cannabis produced in the jurisdiction.
Figure 3 illustrates how a possible licensing for recreational cannabis might be structured. One licensing system
would require cannabis growers to obtain a production
licence from the state or government. Each grower could
then distribute the raw cannabis to a processor who
would then sell their output to the Cannabis Control
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Figure 3: Possible Licensing System for Recreational Cannabis

Board, which would act as a wholesaler. The dotted line
around a grower and processor suggests these firms
could be vertically integrated. The Cannabis Control
Board could be a state-owned enterprise designed to
facilitate the production and distribution of cannabis. In
such a system, the Cannabis Control Board would add a
markup over the wholesale price (Pi *  wi *), which
would be retained by the board and forwarded to the
government. The cannabis would then be sold to retailers, who would then sell it to consumers. In general,
the price paid to growers would vary depending on the
quality and potency of the cannabis. An advantage of
this system is that the government would retain the
profits from the production and distribution of cannabis.
This is a version of how alcohol is sold in several Canadian provinces. For example, the Manitoba Liquor and
Lotteries Corporation acts as a retailer and wholesaler
supplying wine to a limited number of private wine
stores in Manitoba. If the wholesale and producer stage
is government controlled, there appears to be less need
for further government control at the retail level.26
Finally, it is also possible that cannabis could be sold
through public enterprises or Crown corporations, as
is the case with alcohol in some provinces. In other
provinces, beer and wine are also sold by private retailers. When sold through private retailers, the wholesale prices are often set by the corresponding Crown
corporation. The issue of whether liquor retailing should
be undertaken by government or left to the private
sector has long been debated in Canada. An argument
in support of the government operating retail outlets

has resulted, in part, from studies that appear to demonstrate that government enterprises allow for greater control over the availability of alcohol, which often results
in lower rates of underage drinking and binge drinking
and fewer motor vehicle accidents (Babor et al. 2010).
The issue is whether private firms would be sufficiently
vigilant to ensure responsible distribution of cannabis,
for example, ensuring that minors are not allowed to
purchase cannabis products.

Summary of the Regulatory Options for the
Legalization of Recreational Cannabis
The choice between regulatory options is essentially an
exercise in the trade-offs between the perceived social
costs and benefits. One method of understanding which
options would preferable would be to conduct a cost–
benefit analysis (CBA); a CBA applies welfare economics to public policy choices. As applied to the policies
for cannabis, CBA suggests that the appropriate system
should be the one that maximizes overall societal welfare.
In examining potential policy options, analysts examine
the effects of the proposed policy on several key participants in the economy. In undertaking a new project or
a new public policy, the key measure is to what extent
societal welfare is changed. As applied to the legalization of recreational cannabis, the components of the
welfare change (DW) can be described as follows:27
W ¼ CS þ G þ p ð þ CÞ þ L L  SC; ð1Þ
where DW is the total change in welfare in present value
or annual terms; DCS is the change in consumer surplus,
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which is difference between consumer valuation and
market price; DG is the change in government net receipts, which can include any change in legal and regulatory costs; Dp is the change in net profits to the firms in
the private sector—producers, wholesalers, or retailers—
and DC is the change in the net profits accruing to firms
selling complementary or substitute products; DL is the
change in net benefits to workers (also called the labour
externality); DSC is the change in social costs, which can
include all external costs and all other long-term health
and other costs incurred by cannabis users; and l p and
lL are the social welfare weights, with lp ¼ 1 and
lL ¼ 1 being common assumptions. In general, the profits
of foreign firms operating in the domestic economy could
be added to Equation (1); however, at this stage, no
foreign firms are involved in the Canadian cannabis
industry.28
Whether the comparison in the CBA is between the
current criminalization of cannabis and a generic representation of legalization or between two specific but yet
to be introduced policies, the unknowns are considerable
(see, e.g., Shanahan and Ritter 2013, 2014). For example,
if comparing legalization and criminalization, how will
consumer surplus be estimated given the dearth of information on the relationship between current price and
potency of cannabis? Moreover, will any change in demand for cannabis under legalization, or indeed between
policies, be a function of price, of availability, or a change
in social acceptability of cannabis (or a combination of
all)? If, under legalization, labelling on packaging includes the potency (percentage of THC and other main
cannabinoids), what is the value of this information to
consumers? Also, does search time or time to purchase
increase or decrease under different policy options, and
how does that affect consumption? Given different policies
(government-run cannabis-only shops at limited locations
vs. private dispensaries), one would expect substantial
differences between policies. One key piece of missing
information relates to changes in the consumption of
cannabis under different policy options and any related
harms and benefits. This refers not just to the frequency
and quantity of cannabis consumed but also to the mode
of consumption. As with the consumption of other psychoactive substances (i.e., alcohol), there will be a range
of health and other social harms, but to what extent
they change with legalization or vary between different
polices remains to be seen. Early policy announcements
by some provinces would seem to suggest very different
policy choices, thus allowing exploration of these differences in the future.
Although public officials using the results of a CBA
to make their decisions should arguably choose the project
or policy that leads to the greatest increase in societal
welfare CBA often excludes important costs and benefits
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because they are too difficult to quantify (Shanahan and
Ritter 2013). As such, much work is needed to quantify
all the important costs and benefits of various policy
options, and although much of the necessary information is not currently available, CBA can be conducted in
the future to inform revisions to policy.

Comments and Conclusions
It many ways, the key questions facing regulators regarding legalized cannabis are like those that plagued regulation of cigarettes and alcohol.29 Specifically, what method
is best to ensure that the social costs from consumption
are internalized while providing a legal good for which
a significant demand exists in the population.
As with cigarettes and liquor, there are significant
long-term health costs to consider. Although in general
economists consider only social costs and social benefits
in devising regulatory policy, there have been arguments
advanced in favour of government intervention even
when costs and benefits are private. For example, if consumers are ignorant about the long-term private health
impact of cannabis consumption and cannabis producers
do not have sufficient incentive to reveal this information or use resources to influence consumption, then an
‘‘informational failure’’ exists, which is often a justification for government involvement.
An interesting issue that arises is that in internalizing
the social costs of cannabis production, less attention
has been paid to what the equilibrium distribution of
cannabis production would be, given a free market or a
government-regulated market. Most discussions, at least
in terms of cannabis for medical use, assume that most
jurisdictions would be autarkic, that is, producing the
amount of cannabis that would be consumed by their
own citizens.
Although cannabis can literally be grown anywhere,
there is significant variation in the cost conditions associated with growing cannabis, both indoors and outdoors.
In a free market, retailers would seek the lowest cost
supply of cannabis, which can result in a concentration
of production both nationally and internationally. In that
case, a system of production controls to limit production
and raise retail prices to cover the social costs in a given
jurisdiction is less feasible. With little domestic production, governments have two options. The first is for
the government to have an import or a wholesale
monopoly. That is, all cannabis would be purchased by
the state-owned enterprise, which would mark up the
wholesale price and then resell to retailers. Alternatively,
if a significant amount of cannabis is imported into a
country, the national government may have a role to
play in inspection of the cannabis imports, and might
even levy import tariffs.
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The second option is the system that exists for
tobacco and gasoline, in which governments play a
minor role in the distribution system, but merely specifies the level of the excise taxes, which are collected
by retailers. However, even in these industries, the resulting combination of excise taxes and sales taxes results in
inefficient tax levels. In this case, the issues of quality control and product safety are left with the distributors of the
product, much as they are for tobacco and alcohol.
Going forward, as more jurisdictions decriminalize
or legalize cannabis, the market for cannabis will become globalized, with the jurisdictions with the best
growing conditions or more abundant labour being the
lowest cost suppliers. Given very low production costs
and relatively cheap transportation costs, it may be difficult for governments to control the price of cannabis to
limit the demand for it. As the wholesale price of cannabis
falls, governments would need to set higher levels of taxes
to discourage consumption, providing a ready market
for illegal suppliers.
An additional issue is whether it is feasible or desirable to maintain a parallel medical cannabis system with
the introduction of a recreational market. A case in point
would be a drug that is offered both over the counter
and by prescription. For example, lower doses of codeine
are available over the counter, whereas stronger doses
are available only by prescription. There would be little
need to seek a prescription for cannabis given a ready
legal supply if the recreational quality was similar to
the quality and price in the medical market. As suggested by the CMA (2016, 14), there appears to be little
practical support for maintaining a separate regulatory
framework for medical cannabis and recreational users
of cannabis. In addition, efforts in Colorado to maintain
two systems with two separate tax rates have led to a
lowering of the tax rate, and thus the price, for recreational cannabis.
As can be gleaned from the recent flurry of provincial
reports outlining elements of their regulatory systems, it
is clear a variety of approaches will be used, at least at
the outset, to regulate the recreational market for cannabis. As more is learned regarding the social costs of legalization, as well as the fiscal impacts for governments, a
rough consensus may emerge regarding the most appropriate role for provinces and the federal government in
the recreational cannabis industry.
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Notes
1

A nice summary of the objectives and components of the
act can be found at the Government of Canada (2017).

16

As of 2017, 31 of 38 licences for the production of medical
marijuana have been allocated to producers in Ontario and
British Columbia. Ontario has 23; British Columbia, 8; and
Saskatchewan, 2, with New Brunswick, Prince Edward
Island, Quebec, Manitoba, and Alberta each allocated 1
licence for medical marijuana. See Health Canada (2018).
In other words, for some products such as liquor, cigarettes,
and gambling, there is a positive correlation between consumption in adjacent periods. For a nice summary of the
rational addiction model and a discussion of number of
subsequent developments, see MacDonald (2004).
It is acknowledged that few if any goods or services have
zero social costs.
The best reference for this issue is Londoño (2017).
For details, see Department of Finance Canada (2017).
For an introduction to some issues related to cannabis regulation, see Transform Drug Policy Foundation (2018).
For a good introduction to economic regulation, see
Brander (2013). For a book that examines regulatory issues
in general and in particular industries, see Decker (2015).
Average cost is defined as the cost in dollar terms associated with a given level of output.
It is clear that the existing firms would not be receptive to
this increased competition; however, market economies
with competition laws prevent firms from taking extraordinary measures to prevent entry. The only legal method
firms can use to make entry of additional firms unprofitable is by finding a way to lower costs or by developing
brand loyalty.
An often-cited example is the doctor–patient relationship;
doctors are felt to have better knowledge of the patient’s
need for treatment than the patient.
See also Becker and Murphy (1988) and Chaloupka (1991)
for formal economic models of the demand for habitforming goods.
Chaloupka, Yurekli, and Fong (2012,174–176) describe a
number of ways in which tobacco is taxed worldwide
to limit tobacco consumption. They report using World
Health Organization data that most high-income countries
impose both excise taxes and ad valorem (sales taxes),
whereas the lowest income countries focus mostly on sales
taxes. In addition, nearly all countries impose import duties
on tobacco leaf and tobacco products.
See Farnsworth (1994). The federal government also imposed an $8.00 per carton export levy on Canadian manufactured cigarettes to stop the export of cigarettes to the
United States that were subsequently smuggled into Canada.
It is interesting to note that a survey of members of the
CMA found that the first preference for the nature of the
retail distribution of recreational cannabis was non–health
care structures such as liquor stores, followed by dispensaries
and finally pharmacies. The CMA (2016:12) concluded from
its members’ weak support for the distribution of cannabis
through pharmacies that they did not want to lend credibility
to the idea that cannabis could be used as pharmaceutical
medication.
The CMA (2016) also recommends that the minimum age
be established at the national level.
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17 For example, Manitoba’s Peak of the Market organization
states, ‘‘Our Peak of the Market growers and Distribution
Centre undergo an independent third party food safety
audit every single year’’ (Peak of the Market 2018).
18 A licensing system has also been used in other industries,
for example, radio and television companies or, more recently, spectrum for use by wireless companies.
19 A similar issue is faced by governments that allocate video
lottery terminals to operators. The agreements involve
revenue sharing of some sort between the government and
the operator. From time to time, the government decides to
reallocate some of the terminals to different operators or
different locations to increase revenues and taxes.
20 For a considerable time, Canadian provinces required
brewers who want to sell beer in their provinces to operate
breweries within the province. One consequence of this
requirement was that many of the breweries were of relatively small scale, which increased their average costs.
21 According to Mark Hicken (2017) of WineLaw, the shipping
of alcohol from one province into another province was
previously prohibited by a federal law stemming from the
prohibition era. This law was amended by Bill C-311 on June
28, 2012. According to Hicken, the bill created a national
personal use exemption for wine subject to applicable provincial laws. In June 2014, the federal government also
amended the law to extend the personal use exemption to
include the interprovincial shipment of beer and spirits.
However, the various provinces have not embraced the
spirit of these changes and have created various barriers to
interprovincial direct-to-consumer shipments.’’
22 See also Martha Hall Findlay (2012) for a recent discussion
of supply management in Canada.
23 The CMA (2016:10) does not recommend home cultivation
in a legalized system for this reason.
24 For the experience in Manitoba, see Liquor and Gaming
Authority of Manitoba (2018). For Ontario, which shares a
similar history, see Thompson and Senosko (2009).
25 In December 2000, Health Canada awarded a five-year,
$5.7 million contract for the production of a domestic
supply of research-grade cannabis to Prairie Plant Systems,
a Winnipeg-based company. The plants were to be grown
the bottom of a former zinc and copper mine in Flin Flon,
Manitoba. For a discussion of this and other issues related
to the medical marijuana market in Canada, see Lucas (2008).
26 To obtain the maximum profits from a monopoly good
using distortionary pricing, only one markup is needed.
The markup would take the form of a wholesale price
above producer price. The most profits can be obtained by
a pure profit tax, in which the good is sold to retailers at
production cost, but then all the profits that result at the
retail level are taxed away.
27 A number of standard references describe the CBA process;
however, a particular accessible reference is Boardman
et al. (2006).
28 An additional issue is how any change in profits to illegal
producers would be weighted regarding the overall welfare
change. Presumably the weight would be close to zero and
perhaps even negative. This is an interesting issue perhaps
requiring further study.
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29 As with tobacco, setting and enforcing policy choices, including taxation, may be further complicated by assertions
of some Indigenous leaders that they are exempt from provincial or federal legislation regarding taxation.
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