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Introduction

For quite some time now, all marijuana-related activities such as production, distribution, and even possession have been prohibited in the United States by the Federal Controlled Substances Act. However, with the changes in the global economic situation, the fiscal impacts of legalizing previously banned substances have made some States to consider breaking free from the restrictions. States such as Washington and Colorado have already crossed this line and legalized recreation consumption of an ounce or less for persons aged twenty-one and above. With the current trend and implied positive correlation between legalization and tax revenues, scholars note that more States are likely to follow suit and legalize recreational marijuana. A review of recent literature on the subject matter reveal that there is a positive correlation in that legalizing recreational marijuana leads to high tax revenues for States as illustrated in the following section.

Literature Review

Minors prohibited from consumption of marijuana make up a significant share of total marijuana purchases while total users spend approximately $30 billion annually on marijuana. On this note, tax revenues are likely to increase because legalization of marijuana for recreational purposes will reduce untaxed sales, gray-market tax evasion, untaxed marijuana purchases, black market purchases, among others. This is the view of various scholars including Caulkins, Hawken, Kilmer, Kleiman, Pfrommer, Pruess, and Shaw as they shed light on the possible high taxes revenue gained from legalization of marijuana for recreational use. The State can increase its revenues by hundreds of billions of dollars by making the sale and production of marijuana a government monopoly
.

At the same time, Michael Caputo and Brian Ostrom point out that indeed there is a potential tax revenue to be derived from the marijuana market. These scholars note that the potential tax revenue for marijuana was estimated to be around 2.55 to 9.09 billion dollars. They note that the state tax revenue is dependent on factors such as the uncertain relating to the marijuana’s price elasticity of demand, sales, and purchases in the black market, home cultivation by individual users, among others. All these, they argue, may impact potential tax revenues either positively or negatively. However, they note that the size of state tax revenue critically depends on the enforcement rates and penalties directed to attempted evasion of a legal and taxed industry, that is, if marijuana is legalized
. 
Caulkins, Kilmer, MacCoun, Pacula, and Reuter also examine the effects of legalization of recreational marijuana on consumption and production costs. Their findings indicate that there is a direct connection between legalization and tax revenues. In line with this, the scholars note that the main reason why legalization of marijuana was brought into the mainstream debate in California, was that the move would raise tax revenues. If cannabis production, distribution, and possession are legalized for recreational use, the primary economic effect would be experienced in the sense that wholesale prices of the product will go down and consumption will increase. Tax revenues gained from the recreational marijuana industry will depend on the State-set tax level, decisions on whether to regulate and/or tax cannabinoid levels, incentives for continued black market, restrictions on advertising, as well as how the general regulatory system is adjusted and/or designed
.

After-legalization tax revenues associated with recreational marijuana is dependent on the inter-state variations in price. Comparing the local prices of legalized marijuana with the current smuggled prices arising from the prohibitions places upon production, distribution, and consumption of marijuana, the State is set to lose more in revenues than it would if the substance was legalized. Caulkins and Bond maintain that the gradient price of marijuana and the potential revenue to be generated for the State are influenced by issues of whether the State allows the supply to marijuana to be made so as to meet the increasing demand within the State. Failure to do this lead to cross-border country smuggling or even inter-state smuggling which greatly undermines the revenue generation for the government through exports
. 
Schuermeyer, Salomonsen-Sautel, Price, Balan, Thurstone, Min Sakai conducted a study on the use of medical and recreational marijuana in Colorado to determine the temporal trends, attitudes and effects of the use of this substances in the light of the legalization debate. They note that Washington and Colorado State have legalized individuals aged twenty-one and above to be in possession of recreational marijuana. They further argue that within the legalization debate, proponents cite that one of the main benefits of legalized marijuana is the increased tax revenue that States are bound to receive from the marijuana industry. They further argue that legalizing it will considerably reduce the rate of criminal activities as well as criminal justice costs, and is so doing, taxpayer’s money will be saved in one way or the other. Schuemeyer et al. also note that between July 2011 and June 2012, the marijuana industry in Colorado matured significantly and accumulated retail sales revenues of over $219,000,000
.
According to Kenneth Clements and Xueyan Zhao, legalizing the recreational use of Marijuana can take two courses. Either, marijuana can be legalized and taxed, in which case, a new market price crucially dependent on the tax rate imposed by the government would arise. On the other hand, it can be legalized and no tax imposed. In this case, they note that the price of marijuana would fall basically because its producers would be saved from incurring various non-production costs trying to circumvent the ban, expenses met trying to avoid prosecution, or even the cost of being prosecuted, among others
. These non-production costs represent the risk premium faced when operating a business illegally, and therefore, legalizing marijuana removes the risk premium leaving only the government-imposed tax rate to separate producer and consumer prices
.

On the other hand, David Trilling traces the changes in perceptions and illegality views relating to marijuana among the Americans and different states within the country. The scholar notes that in 1969 84% of Americans felt that marijuana should be illegal but surprisingly, this number had fallen to 44% by 2015. Trilling also note that the major question raised in regards to the legalization of marijuana is on how it can be taxed. Notably, post-legalization fiscal impact of marijuana in Colorado is that the State raised $135 million in tax revenue and fees from legal marijuana sales. In summary, by legalizing marijuana the U.S can raise $4 to $12 billion each year by taxing legal marijuana
.
Gavin Ekins and Joseph Henchman also maintain that there is a revenue impact of State legalized recreational marijuana. The scholars note that the marijuana tax revenue collection in both Washington and Colorado have exceeded the estimates that had been made initially. They also point out that the national current size of the marijuana market is approximately $45 billion each year, which translates to roughly 0.28% of the gross domestic product (GDP) and comprises the consumption of about 26 million pounds of marijuana annually. Therefore, they argue, a mature and legal marijuana industry has the potential to generate tax revenues worth up to $28 billion for the local, federal and state governments. For the federal government, it is estimated that the tax revenues would be around $7 billion with $5.5 billion coming from business taxes and the remaining $1.5 billion being generated from payroll and income taxes
. 

Conclusion
Like any other business, the marijuana industry has three phases’ names: production, distribution, and consumption and therefore its fiscal impact is depended on the rules of supply and demand. However, the problem is that this industry exists outside the legal framework, and therefore, most a significant portion of the potential tax revenues that States would earn is lost through the non-production costs involved in running an illegal business. Scholars, therefore, concur that legalizing recreational marijuana would definitely increase consumption rates and consequently raise tax revenues for states. In other words, legalization and tax revenues are positively correlated. Further study of the relationship between the two would be dependent on State and inter-State data on tax revenue generated during the pre and post-legalization periods.
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