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Abstract

Interviews with low-level drug dealersin New Y ork City reveal that the monetary costs of
distributing drugs are modest. Hence, the proportion of sales revenue retained by these sellersisa
meaningful indicator of their earnings. There are four distinct types of sellers, with systematic
differences across types in the proportion of salesrevenue retained. Entrepreneurs who own the
drugs they sdll retain the largest share (about 50%). Independent consignment sellersretain less
(about 25%). Consignment sellers who operate within fixed selling locations or “ spots’ retain till
less (10%), and the sellers who were paid hourly to sell from spots retained the smallest proportion
(3%). These differences might explain variation in reports of sellers’ earnings and may have
significant implications for the relative ability of enforcement against spots and enforcement

against sellers operating outside of spotsto drive up drug prices and suppress drug use.
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Introduction
Motivation

Drug dedlers and drug dealing organizations are in avery real sense businesses. Furthermore, they
are businesses whose operations the government seeks to control or “regulate.” However, thereis
agreat ded that is not understood about practical aspects of the operation of these businesses, and
this ignorance impedes effective intervention. This paper seeks to fill in some gapsin our
knowledge by drawing on interviews with 300 drug sellersin New Y ork City that were conducted
between 1989 and 1996. Much of the qualitative information embodied in this data base has
already been reported ( ); this paper augments and extends those contributions by focusing on
some of the more quantitative information, with particular emphasis on prices, costs, and dollar

flows. Hence, this paper complements the work of Johnson et a. (1985) and Reuter et al. (1990).

Description of Data

These data derive from the “Natural History of Crack Distribution/Abuse” project, an ongoing
large-scale ethnographic study designed to develop a systematic understanding of crack selling and
drug careers. This project collected detailed information on the structure and functioning of cocaine
and crack distribution in New Y ork City, primarily in inner-city minority communities where crack
selling has become amajor career for many citizens (Dunlap and Johnson 1992, 1996, 1998;
Williams et a. 1992; Manwar et al. 1994).

Over 1500 different crack sdllers and distributors were systematically observed in the field. About
300 crack and other drug distributors were selected as focal subjects and interviewed at least once
between 1989 and 1996. About one-third of these had a second interview at alater date aswell. A
third of these 300 subjects were female, and over two-thirds were African-American. Subjects
were recruited primarily in Manhattan, although many were also observed and/or recruited in
Brooklyn. During in-depth interviews which often lasted one to three hours, subjects were asked
severa standard questions and probes about how they sold and packaged drugs, and about the
prices they charged for such retail units. The interviews were transcribed verbatim, yielding about

75,000 pages (4.8 million words) of transcripts and field notes for analysis.
Coding
Interview transcripts were uploaded into the FolioViews text management program, and were then

searched for sections of text that contained discussion of drug selling. FolioViews alows one to
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search text using keywords and, after locating a“hit,” to mark the text containing the keyword for
later extraction and analysis. Aninitial list of keywords was created based on prior knowledge
about drugs and drug selling. Later, new candidates for keywords emerged from reading the
transcripts, and these were added to the origind list.

Keywords fell into five categories: words dencting value, both generally (e.g., cost) and
specificaly (dollar); names of drugs (crack, rock); terms describing organizational features and
roles (supplier, sdller); names for units of sale and packaging materials (nickel, vial); and terms
illustrating various facets of selling activity (selling, re-up). The categories are not mutually
exclusive as some keywords fit into more than one category. FolioViews alows for the use of a
delimiter to obtain hits for al inflections of a given root keyword. For instance, a search of the
word “price” would aso provide instances of the words “prices’ and “pricing.” A samplelist of

the keywords used is presented in Table 1.

Table 1: Keywords Used for Searching the Database
(Inflections of These Root Words Were Searched but Are not Listed)

Category Keywords

Vaue

Five, three, ten, thousand, twenty, two, cost, dollar, price

Names of Drugs

Blunt, coke, cocaine, crack, powder, heroin, horse, joint,

marijuana, rock

Organization; roles

Business, consignment, crew, customer, dealer,

distributor, location, posse, seller, spot, supplier, worker

Units of sale; materials used for packaging

Bag, bottle, bundle, eighth, eight-ball , gram, half, kilo,

nickel, ounce, pack, sample, trey, via, zip lock

Facetg/activities of drug selling

Business, buy, cook, cut, deliver ,ded, distribute, hustle,

invest, profit, re-up, sell, spend, supply

Thelist of keywords formed the basis for a series of searches of the entire body of transcripts.
When a search produced a hit, the surrounding text was read to seeif it contained information on
the respondent’s selling activity. If so, that section of interview was marked for future reference.

This process was repeated until it was clear that all portions of interviews that contained salling-
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related information had been located and marked. Finally, each marked portion of text was
extracted, printed, and read. From the first reading, it became clear that the data could address
severa distinct issues, such as the size and nature of retail transactions, and the earnings of
different types of sellers. The extracts were reread to identify all information relevant to those

issues, asis discussed below.

Organization of Paper

The datayield insights into three issues: (1) the size and nature of retail crack transactions; (2)
information on some business expenses not previously described in the literature; and (3)
information on differences in earnings across four types of sellers: “ entrepreneurs’ who own the
drugs they sdll, those who sdll on consignment independently, those who sell on consignment from
within afixed location (“spot”) as part of a crew, and those who are paid hourly to sell from a
“gpot.” Thethird issue isthe most interesting, but is discussed last because insights with respect to
the first two issues are used to justify aspects of the analysis and interpretation of the third. In
particular, the first two subsections justify two assumptions: that the average retail crack saleis
about $20, and that the costs of packaging drugs and of converting cocaine powder into crack are
negligible relative to the value of the drugs. Readers who are not interested in those points or who
are willing to accept them on faith may proceed directly to the section on “Dealers Earnings and

Variation in Returns Across Modes of Distribution.”

Size and Nature of Retail Crack Transactions

It iscommonly asserted in both the scholarly and popular press that crack is cheaper than powder
cocaine (e.g., Marzuk et al. 1990; Combs 1996), and this “fact” is offered as one explanation for
why crack spread so quickly (e.g., Chaiken 1993). However, there are no systematic differencesin
the price per pure gram at which crack and powder cocaine sell (Caulkins 1997). (Infact, crack is
dightly more expensive per raw or street gram because its purity istypically alittle higher than

that of powder cocaine selling in the same city at the sametime.)
Another version of the “crack is cheaper” story argues that “crack seems to be less expensive

becauseit issold in small quantities at alow price” (Gold 1987). In particular, there is sometimes

anotion that the usual retail crack transaction involves one $5 “rock,” whereas some researchers
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claim that cocaine powder is only available in larger units. For instance, Inciardi (1987) quotes an

informant who reports that the smallest unit of cocaine powder available was agram at $75.

We do not question that crack is more often sold in smaller units than is powder. Indeed, severa
dedlersin the current study mentioned that $1 rocks were sold. However, we believe that both
crack and powder cocaine can be sold in large or small quantities, loose or in vials and,
furthermore, that the average retail crack saleis closer to $20 than to $5. Crack is probably sold
to addicts on the street in smaller unit sizes today than powder cocaine was 15 years ago to
“yuppies,” but that may have more to do with the different characteristics of the users than with the

different characteristics of the drugs.

With respect to minimum sizes of sales, there is no physical reason why powder cocaine cannot be
packaged and sold in vias or in small unit quantities. One dedler reported selling $5 vials of
powder; conversely, others reported “loose crack” being sold for $40 per gram, weighed on ascale.
A $10 bag of heroin powder contains about the same amount of material as a $1 bag of cocaine
powder would." Additionally, the Drug Enforcement Administration’s STRIDE database (System
to Retrieve Information from Drug Evidence) records many instances of enforcement agents

purchasing cocaine powder for less than $20.

With respect to the average size of a crack sale, Table 2 summarizes what the seven respondents
who addressed this issue describe as low-end, average, and upper-end numbers of vialsin atypica
retail transaction. It appears that the average retail crack transaction consists of 5 - 6 vials worth a
total of just under $20. Three and five dollar sales occur, but they are the exception, not the norm,

and larger transactions occur as well.

Table 2: Reported Average Size of a Retail Crack Transaction

Respondent Low-end Average High-end Price per vid
Read 4-5 probably $5
Lorraine 5 $2
Quinby 5 “recently” sold 30 $2-$5
Rachel one, “rarely” 7 $3
Steve “some” buy 2 - 3; 5-6 “doctors and $3
7/23/98 5




“not too many” buy 1 lawyers’ buy 50

Tito “sometimes’ 1 5 mostly $5, some $10
Bubler “crack bums’ buy 1 20- 30 $5
ABC 5-10 $2

The (Small) Costs of Doing Business

Below we analyze what proportion of sales revenue a dealer retains after paying for the drugs he or
she purchases. We do not take account of other monetary costs of doing business, such asthe
costs of dividing and packaging the drugs or of converting powder cocaine into crack. Ignoring
those costs is only justifiable if they represent a small fraction of the revenues obtained from selling
the drugs. We argue in this section that those costs are in fact small relative to the value of the

drugs sold.

“ Cooking Up” Cocaine Powder into Crack

One respondent reported making up to $1,000 per hour from 1980 to 1983 cooking garbage cans
full of crack for sale to professionals, studio owners, and music industry people; however, every
other reference to cooking crack suggested far lower pay. Cooking crack apparently takes skill;
some dealers report not being good at it personaly. However, there apparently are enough people
who both have that skill and are willing to do the work so that cookers only receive a small fraction
of the value of what they process. When asked whether he paid someone to cook crack, one dedler,
“Dutch,” replied “No. All he wanted was a piece of rock.” Chef, who prides herself on being
skilled at the art, took three hours to cook an ounce of cocaine powder, worth $700, into crack that
sold at retail for $2,000. For that work, she was paid $20 plus whatever scraps of crack that were
left over. The scraps had aretail value of $55 and so were worth about $20 to the seller. Steve
paid someone $100 to cook 1.25 ounces of cocaine, purchased for $1,500, into $6,500 worth of

crack.

These accounts are consistent with two othersin the literature. International Drug Report
(1996:16) states that, in the presence of a dedler, undercover agents paid a cooker $100 to produce
an amount of crack for which they then paid $2,800. Carlson and Siegal (1991:12) report that,

“one cooker claimed that he normally charges a person a $50 piece of crack to rock up an ounce of
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cocaine.” Since a$50 rock is not usualy larger than one-haf gram, this suggests that conversion

costs are not more than 2% of the cocaine' s value.

Thus it appears that converting cocaine powder into crack accounts for no more than 1 - 3% of
crack’sretail value. One respondent (Rachel) summarized the lack of expense asfollows. “Itain’t
no overhead hardly. ... You can always go to the smoke shop and grab a[pyrex] bottle for $1.
Baking soda, if you go to the grocery store as compared to the corner store you get a bottle of
baking soda at 49 cents. Sixty-nine at the corner store. Y ou know, you need some water, you

know. Itain't ahell of alot of overhead and you don’t have to be ageniusto do it.”

Packaging

One respondent (Robert) reported that the vials in which crack was often sold cost $10 per 100-lot.
Four other respondents put the price at between $2 and $3 per 100. One reported that small
glassine bags (another common packaging material) sold for $2 per 100 or $13-$15 per 1,000,
depending on the size. Since these vias and bags typically contained $3 - $10 of drugs, packaging

material accounts for less than 1% of the retail price.

The value of the labor required to put the drugs into the packaging is somewhat more substantial,
both because it takes a nontrivial amount of time to manipulate very small quantities of material
and because the work is reported to be tedious and boring. Chef was paid $100 for 4-6 hours spent
packaging marijuanainto plastic bags, about the same hourly rate she received for cooking crack.
Steve and his partner paid a third person $50 to work alongside them, packaging into $3 vials an
amount of crack that would sell at retail for $6,500. This suggests that packaging labor accounts
for 2.3% of theretail price (3* $50/ $6,500) or about $0.069 per vial. Andrew and Spanky
report collectively using about 7.5 hours of labor to pack between 500 and 800 vials with crack
that would sell for $2,300 at retail. If they value their time at $7 per hour (the median wage in
legitimate employment reported by dealersto Reuter et al., 1990), packaging labor would account

for 2.3% of retail salesrevenuein this case as well.
Other Costs

A few of the respondents reported “cutting” or diluting the drugs, but the value of such additivesis
negligible compared to the value of the drugs themselves.” Some dealers mentioned the cost of
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acquiring agood decimal scale for weighing drugs sold loose ($120) and the cost of guns (typically
$100 - $250 per gun). Because such items are not consumed in the process of distributing drugs,
their costs can be amortized over many transactions and so do not account for alarge share of

revenues.

Dealers Earningsand Variation in Returns Across M odes of Distribution

It iswell known that drugs are distributed through a hierarchical distribution chain and that
dealers accounting profits are so large because the price per unit increases markedly as one moves
down the chain to smaller transaction sizes. Our first objective was to summarize what the
respondents reported concerning those markups and dollar flows. We are far from the first authors
to address this question; at least since Preble and Casey (1969) people have attempted to
characterize this sort of transaction information. However, because of the unusual nature of this
data and the fact that drug markets are constantly evolving, more recent information on this matter

is not entirely redundant.

Furthermore, while there is considerable variation both in past characterizations of the drug
distribution hierarchy and in the price data themselves (Caulkins 1994), thereis at best a
rudimentary understanding of the origins of this variation. So our second objectiveis to tap the
richness of the information in the interview transcripts to discover the circumstances by which

some dedlers are able to reap greater returns from a given volume of sales than are others.

To address thisissue systematically, we searched the data for all instances in which the following
eight pieces of information could be ascertained for a given dealer’ s activity: quantity of drugs
purchased, purchase price, average size of asae, selling price, how many sales were associated
with a given unit of drugs purchased, the dealers’ gross revenues, net revenues, and the “mark up”
(retio of the amount for which the drugs were sold). These eight quantities are related. For
instance, when there was no dilution, the number of sales equals the quantity purchased divided by
the average size of asale. Generally aslong as four of these quantities were given, the other four
could be inferred. The 45 instances for which complete information about the “cycle”’ of drug
distribution was given or could be ascertained are listed in Table 3. (A “cycle” of sdlling consists
of obtaining drugs from a supplier, dividing them into smaller packets, and selling those smaller

packets.)
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Not al of the table entries are integers because ranges of values were replaced by their midpoints
and because some figures were obtained by working backward from other figures. For example,
Rachel reported that her average sale involved seven $3 vials and that she made a profit of $100 -
$150 by sdlling the drugs sheinitially bought for $100. We take her gross revenues to be the $100
spent acquiring the drugs plus $125 in profit (the midpoint of $100 and $150), or $225. Dividing
that figure by her reported average sale size of $21 (seven $3 vials) gives the estimated 10.71 sales
by Rachel for every purchase she makes.

Four respondents (Steve, Rachel, ABC, and Lauraine) described their typical retail crack sale;
others did not. Based on the discussion above, when there is no specific information available we
assume that the average retail crack saleis $20. With less justification we assume the same value
for retail heroin and powder cocaine sales. Only one respondent (Mattey) described an average
heroin sale. That figure was $40, but Rocheleau and Boyum (1994:50) report an average of
$16.90 per transaction based on interviews with 49 users. The only respondent who sold cocaine
powder at retail (Marva) did not explicitly state how large her average retail salewas. All we

know is that the powder was packaged in $5 bags.

As mentioned, the transcripts revealed four distinct types of sdllers: (1) “entrepreneurs’ who own
the drugs they sdll, (2) those who sell on consignment independently, (3) those who sell on
consignment from within afixed location (“spot”) as part of acrew, and (4) those who are paid

hourly to sell from a“spot.” The datain Table 3 are broken down by type of sdller.
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Table 3: Transaction Data by Type of Sellers

Purchase  Purchase Sales Sales  Num. of % of Rev.
Dealer Drug Quantity Price Quantity Price Sales |Revenues retained  Markup
Entrepreneurs
Read MJ pound $350 $5 bags $5 300 $1,500 76.7% 4.29
Steve &
partner crack 1.25 oz. $1,650 | 5-6, $3 vials $16.50 393.9 | $6,500 74.6% 3.94
Locks MJ 1/4 pound $350 0.5 oz. $137.50 8 $1,100 68.2% 3.14
Robert crack powder $300 retail $20 375 $750 60.0% 2.50
Read MJ pound $350 1 oz. $50 16 $800 56.3% 2.29
Rachel crack 3 grams $100 | 7, $3 vials $21 10.7 $225 55.6% 2.25
Bee cocaine | 10 grams $200 | 3-4 $10 bags  $35 11.4 $400 50.0% 2.00
Read* crack powder $450 | 10, $5 caps $30 30 $900 50.0% 2.00
Chef's
boss* crack ounce $700 | 40, $5 bags $140 10 $1,400 50.0% 2.00
Quinby*  crack powder $250 | 50X$3 vials  $100 5 $500 50.0% 2.00
Moe crack ounce $600 retail $20 60 $1,200 50.0% 2.00
Tito* heroin 7.5 grams $1,500 | 10, $10 bags  $70 42.9 $3,000 50.0% 2.00
Moe MJ** pound $3,000 0z. $350 16 $5,600 46.4% 1.87
Silver* cocaine 1.5 kgs $42,000 125 gms $5,000 12 $60,000 30.0% 1.43
Moe MJ** pound $3,000 0z. $250 16 $4,000 25.0% 1.33
Independent Consignment Sellers
Benny crack 200, $10 vials  $1,000 retail $20 100 $2,000 50.0% 2.00
Marva crack 350, $5 vials $950 retail $20 87.5 $1,750 45.7% 1.84
Marva cocaine | 280, $5 bags $800 retail $20 70 $1,400 42.9% 1.75
Joe crack 20, $5 vials $60 retail $20 5 $100 40.0% 1.67
Read's
Customer crack 10, $5 vials $30 retail $20 2.5 $50 40.0% 1.67
Joe heroin  |100, $10 bags $650 retail $20 50 $1,000 35.0% 1.54
David crack 50, $3 vials $100 retail $20 7.5 $150 33.3% 1.50
Dutch crack 60, $5 bags $300 retail $20 22.5 $450 33.3% 1.50
Dutch crack 160, $5 bags $800 retail $20 60 $1,200 33.3% 1.50
Ann heroin 10, $10 bags $70 retail $20 5 $100 30.0% 1.43
Brenda crack 10, $10 vials $70 retail $20 5 $100 30.0% 1.43
Tito's
employee heroin | 10, $10 bags $70 retail $20 5 $100 30.0% 1.43
Chef crack 40, $5 vials $160 retail $20 10 $200 20.0% 1.25
Keith crack 10, $10 vials $30 retail $20 5 $100 20.0% 1.25
LS crack 50, $3 vials $125 retail $20 75 $150 16.7% 1.20
Paul crack 12, $10 vials $100 retail $20 6 $120 16.7% 1.20
Isabella  crack 15, $3 vials $65 retail $20 3.75 $75 13.3% 1.15
Vicky crack 24, $5 vials $105 retail $20 6 $120 12.5% 1.14
ABC crack 40, $2 vials $70 | 5-10 $2 vials  $15 5.33 $80 12.5% 1.14
Isabella  heroin 10, $10 bags $90 retail $20 5 $100 10.0% 1.11
LS heroin | 10, $10 bags $90 retail $20 5 $100 10.0% 1.11
Quinby crack 25, $3 vials $65 retail $20 3.75 $75 13.3% 1.15
Quinby  heroin |24, $10 bags $216 retail $20 12 $240 10.0% 1.11
Dollar Bill crack 100, $3 vials $275 retail $20 15 $300 8.3% 1.09
Sold from a "Spot" on Consignment
Nisi crack 12, $5 vials $50 retail $20 3 $60 16.7% 1.20
Bubler crack 26, $5 vials $115 retail $20 6.5 $130 11.5% 1.13
Isabella  crack 100, $3 vials $270 retail $20 15 $300 10.0% 1.11
ST crack 100, $5 vials $475 retail $20 25 $500 5.0% 1.05
Sold from a "Spot" on Salary (converted salary to a "purchase price")
Creek crack 100, $3 vials $289 retail $20 15 $300 3.6% 1.04
Lauraine crack 250, $2 vials $487 | 5, $2 vials $10 50 $500 2.7% 1.03
* Sold to other dealers, not directly to customers.
** Moe charged his friends $250/ounce and strangers $350/ounce for marijuana
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For entrepreneurs, the purchase price isliterally what was paid to obtain the drugs. For other
sellersit is a pseudo-purchase price set such that the amount the seller made was the difference
between the sales revenue and that pseudo-purchase price. For example, if a consignment seller

received $20 for selling ten $10 packets, the pseudo-purchase price is $100 - $20 = $80.

A pseudo-purchase price was computed similarly for the two respondents who received an hourly
wage to sell from aspot. For example, Lauraine was paid $80 for working a 12 hour shift. On
average she would sell six packets of one hundred $3 vials per shift, with packets delivered one at
time. Since she worked 2 hours and made $80/6 = $13.33 per packet sold, we imputed a pseudo-
purchase price of $300 - $13.33 = $288.67; the proportion of sales revenue she retained was the

same as it would be for someone who bought the packet of crack vias for that amount.

Mogt of the respondents sold directly to users. Four of the entrepreneurs supplied independent
consignment sellers. One (Silver) sold quantities of cocaine (125 grams) that were well above
retail or first-level wholesale levels. (Dealers who sold to other sellers are denoted with an asterisk
inTable 3.)

Analysis of Differences by Type of Seller

One gtriking feature which emerges from the datain Table 3 is that entrepreneursretain alarger
share of sales revenues than do independent consignment sellers. Although there isless data for
spot sellers, it appears that independent consignment sellersin turn retain a larger share of
revenues than do consignment sellers who work in spots, and that salaried sellersin spots retain the

smallest fraction of all.

Since the price per unit increases with decreasing transaction size, one would expect sellers who
make alarger number of smaller salesto retain a greater proportion of sales revenue. Hence, it is
important to look at the proportion of revenue retained for any given number of sales made per

selling cycle as another way of gauging the variation in earnings. Thisis shown in Figure 1.
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Figure 1: Proportion of Revenues Retained vs. Number of Sales, by Type of Seller
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Figure 1 shows that the observed rank order (entrepreneurs retaining more than independents,
independents more than spot consignment sellers, and spot consignment more than hourly spot
workers) isnot just an artifact of differences across groups in the number of sales per cycle.
Furthermore, the exceptionsto the rule are truly exceptional cases. The only two entrepreneurs
who retain less than 40% of sales were Silver selling packets of 125 grams of cocaine and Moe
selling ounces of marijuana, particularly to friends. It isnot surprising that some dealers making
larger unit sales retained a smaller percentage of salesrevenue. Silver’s sales ($5,000 each) were
over an order of magnitude larger than the next largest sale, and Mog' s were the second largest.
Also, when Moe sold to friends, he may have been exposed to less risk of arrest and/or may have

been accepting alow price as afavor to hisfriends.

Benny and Marva are the only two independents who retained more than 40% of sales revenues.

Each made an unusually large number of sales (70-100) per selling cycle. They effectively skipped
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one level of the distribution chain, and so retained a greater proportion of sales revenues by

“cutting out a middleman.”

Figure 1 isonly atwo-way analysis. Perhaps some or al of the apparent difference might be
explained by other factors, such as the type of drug sold, whether the individua is selling to users
or lower-level dealers, or the gender of the seller. So, it is appropriate to do amultivariate
regression. It isnot appropriate, however, to assume that thereis alinear relationship between the

proportion of revenues retained and the branching factor.

The price of drug transactions grows in proportion to the size of the transaction raised to a power
(Caulkins and Padman 1993), i.e.,

transaction price = a * (transaction size)®,
so one would expect the proportion of revenues retained to be

proportion retained = 1 - (number of sales)® ™.
Since the quantity discount factor (b) is not known, it is easier to do the regression with a closely
related dependent variable, the ratio of sales revenue to the amount paid to acquire the drugs which
were sold, called the “markup” here. (Specifically, markup is the reciprocal of 1 - proportion
retained.) For example, dealers often speak of trying to “double their money” by selling the drugs
for twice as much as they paid to obtain them; that would correspond to a markup of 2.0.

markup = (number of sales)®®,
which suggests regressing the log of the markup on the log of the number of sales, using dummy

variables for the various conditions of interest.®

There are relatively few observations for “spot”-based selling, and there may be uncontrolled - for
differences between the ancillary support services offered in a spot versus outside a spot, so one
could argue that observations on “spot” sellers should be excluded. On the other hand, oneis
always reluctant to discard data. In this case the regression yields the same qualitative results

whether or not data from spot sellersareincluded. (See Table 4.)

The regression results confirm that entrepreneurs benefit from a higher markup (greater proportion

of sdlesrevenue retained). Also, the coefficients for spot selling, both on consignment and for a
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wage, have the expected signs (negative) relative to the omitted category of independent

consignment selling. Other than number of sales, none of the other variables was significant.

Table 4: Regression Results

Regression Statistics Data from outside "spots” All data
Multiple R 0.842 0.861
R Square 0.709 0.742
Adjusted R Square 0.655 0.685
Observations 39 45

Coefficient Std Error P-value |Coefficient Std Error P-value
Intercept 0.021 0.097 0.830 0.042 0.092 0.651
In(num. of sales) 0.122 0.030 0.000 0.112 0.028 0.000
Sell to Supplier? -0.138 0.132 0.302 -0.148 0.128 0.255
Entrepreneur? 0.418 0.109 0.001 0.433 0.105 0.000
Spot Consignment? -0.195 0.108 0.078
Spot Salary? -0.419 0.154 0.010
Heroin? -0.061 0.088 0.489 -0.062 0.085 0.469
Marijuana? 0.029 0.128 0.819 0.025 0.124 0.843
Female? 0.034 0.072 0.645 0.038 0.066 0.567

Boldface indicates statistically significant at the 0.001 level.
Underline indicates statistically significant at the 0.01 level.

Discussion

One obvious conclusion is that neither “drug selling” nor even “retail drug selling” isa

homogenous job classification. We propose here a more refined classification (entrepreneurs,

independent consignment sellers, spot-based consignment sellers, and spot-based wage earners).

There are certainly other roles (runners, touters, doormen, etc.) and further refinements could be

made, but the current categorization arose naturally from the data, and there are systematic

differences in monetary compensation between these categories.

A corollary is that one must be cautious when comparing reports of retail sellers' earnings that are

given by different authors. In the fall of 1989, the New York Times ran articles that appeared to

make conflicting claims about the earnings of retail crack sellers. Many articles described the

trade as being very lucrative; Kifner (1989), for example, quotes people who were pessimistic

about President Bush's drug plan because “there's so much money in drugs.” In stark contrast,

Kolata (1989) bemoans the sweatshop-like conditions endured by crack dealers. Superficialy
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these reports seem contradictory. In view of the analysis above, however, both New York Times
reporters could have been completely accurate, but merely describing two different types of retail

sellers without making an explicit distinction or contrast between the types.

It isinteresting to speculate as to why these differences in earnings might exist, both between the
earnings of sdllersin spots and outside of spots and between entrepreneurs and consignment sellers
operating outside of spots. (We do not have enough observations even to specul ate about

differences between consignment sellers in spots and wage earnersin spots.)

Differences in earnings between sellers in and outside of spots

Sellersin spots retain less than sellers who operate outside of spots, so why would any sellers be
willing to work in spots? It may be that sellers in spots benefit from greater support services, such
as lookouts, runners, doorkeepers, a physical location, etc., that reduce the sellers’ risk of arrest,
robbery, or injury. Unfortunately, we do not have enough data to estimate the value of these

Services.

From the perspective of higher-level suppliers, if sellersin spots retain asmaller share of the
revenues than do entrepreneurs, the higher-level suppliers should in theory prefer to distribute al of
their drugs through spots. Why do they not? One explanation might be that there are barriers to
entry which constrain the number of spots, at least in the short run. Spots can only be set up and
operated by an organization. Perhaps relatively few individuals are capable of assembling and
coordinating the activities of such an organization. In contrast, there are few barriers to entry (or
exit) asan individua entrepreneur. Therefore, if there are not enough spots to meet demand, the

residual demand could be met by these (higher-cost) individual sellers.

If this were the case, the situation would be parald to the “Learning Curve Theory” Kleiman
(1989) suggests for the marijuana market. According to that theory, as long as the low cost
provider (spot sellers) cannot meet market demand, the market price is determined by how much it
costs residual suppliers (entrepreneurs) to supply the market, and the low cost, spot suppliers reap
quasi-rents. If the capacity of spot-based sellers expanded to the point where they could meet all

demand, entrepreneurs would be driven out of business and competition among spot-based
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providers would drive the market price down, perhaps sharply, reducing or perhaps even

eliminating the quasi-rents.

The theory has interesting implications for enforcement. In the short run, enforcement against
independents could raise their costs, driving up the market price somewhat, whereas enforcement
against low-cost, spot-based sellers might reduce their quasi-rents but wouldn't affect the market
price or consumption. However, if spot-based capacity tends to grow over time and enforcement
can constrain that capacity (either through physical incapacitation or by making it difficult to
organize sufficiently to run a spot), then in the long run enforcement’ s comparative effects are
almost the opposite. In the long run enforcement against entrepreneurs might be irrelevant to price
if expansion of spot-based selling drives them out of business, whereas enforcement against spots

might prevent their growth and attendant price collapse.

At this point thisis all speculation. But it raises the possibility that enforcement against different
types of sellers (in spots vs. out) might have materialy different effects on prices and, hence, on
consumption. Relatively little attention has been paid to this possibility in the past, and so it

deserves further exploration.

Differences between entrepreneurs and consignment sellers outside of spots

Among those who sell outside spots, independent consignment sellers receive less monetary
compensation than do entrepreneurs. One reason for this might be that consignment sellers
sometimes “come up short” and cannot pay the supplier for the drugs received. On average,
independents retained about 25% of sales revenues; entrepreneurs retained 50%. So if
independents absconded with the drugs one-third of the time, the value of what they received —
counting drugs as well as money —would equal 50% of the retail value of the drugs they sold or
could have sold. “Coming up short” is not uncommon, but it does not seem plausible that it occurs
as often as one-third of the time and, since it is frequently punished, absconding with drugsis not

costless.
Theoretically one might expect entrepreneurs to retain a greater share of revenues because they

accept all of the risks associated with owning the product. Practically, though, it is hard to identify

what risks could explain such alarge difference in earnings retained. Two prominent risks are
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losing the product to theft or to seizure by police. Such events are pure losses for an entrepreneur.
For consgnment sellers, they are equivaent to absconding with the drugs and then losing them.
(Whether the consignment seller uses the drugs or loses them is of little interest to the seller’s
supplier; either way the consignment seller has come up short.) Again, it is hard to imagine that
consignment sellers come up short as often as one-third of thetime. Another risk is that the quality
of the drugsis poor, but that risk affects consignment sellers and entrepreneurs similarly. If it
takes longer to sall lower-quality drugs, both types of sellers have to invest more of their time. If
they have to offer discounts, those discounts come out of the seller’s pocket in either case.

(Consignment sellers must return a fixed dollar amount to the supplier, not a percentage of sales.)

Suppliers might give entrepreneurs better terms than they give consignment sellers because the
suppliers only have to meet and interact with entrepreneurs once (when the drugs and money are
exchanged), whereas two meetings are required with consignment sellers (one to provide the drugs
and one to collect the money). Meetings can be costly in terms of time, exposure to enforcement

risk, and exposure to violence from the other party to the transaction.

Presumably meetings are costly to the sellers as well, so why wouldn’t they always prefer to
operate as entrepreneurs? An obvious answer is that they might be cash-constrained. In some
sense, drug sellers “ shouldn’t” be cash-constrained. Consignment sallerstypically retain 25% of
saesrevenue, so if they saved their earnings from three cycles of selling they would have enough
cash to buy the drugs outright at the price suppliers demand of consignment sellers. Since
entrepreneurs buy drugs for about half their ultimate selling price, consignment sellers would have
enough cash to buy the drugs under the terms offered to entrepreneurs after only two “cycles’.
Furthermore, the majority of consignment sellers in this sample completed three or more cyclesin a
day, a behavior that has been noted elsewhere (Johnson et al. 1990). So only sellers who are
extraordinarily poor at saving money need be cash-constrained for long, athough sellers who are
drug-addicted may fit that description. By selection effects alone, one would expect drug addicts to
have less sdlf-control than the population as awhole, and possession of money can stimulate
intense cravings for drugs, making it hard for some addicts to possess even relatively modest
amounts of cash (Petrakis et a. 1996). So another explanation for the earnings differencesis that
they reflect differences in the qualities of the individuals. Entrepreneurs might retain a higher
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proportion of sales revenue than do consignment sellers because they have scarce ability to hold

significant amounts of drugs and/or cash responsibly.

Summary

Transcripts of interviews with retail and low-level wholesale dealers reveal some interesting facts
about the economics of drug selling. The average value of aretail crack saleis about $20; the fee
for “cooking” cocaine powder into crack accounts for about 1 - 3% of the retail value of the crack;
packaging materials account for less than 1% of drugs' retail sales value, but the labor involved in

packaging might account for alittle over 2% of retail salesvalue.

More significantly, the transcripts reveal that there are four distinct types of sellers, and further

that there are systematic and significant differences across types of sellersin the proportion of sales
revenue retained by the seller. In particular, entrepreneurs who own the drugs they sell retain the
largest share of sales revenues (about 50%). Independent consignment sellers retain less (about
25%). Consignment sellers who operate within fixed selling locations or “spots” retain still less
(10%), and the two sdllersin the sample who were paid hourly to sell from spots retained the
smallest proportion of sales revenue (3%). These differences might help explain variation in past

reports of sellers earnings and variation in prices.

There are avariety of possible explanations for these variations in earnings. Some are
straightforward. Spot sellers may receive a smaller share of sales revenue because they enjoy
greater non-monetary benefits (e.g., reduced risk of arrest). Entrepreneurs may do better than
independent consignment sellers because they are more skilled at managing quantities of money and
drugs responsibly and because they are easier for suppliers to work with. Other possible
explanations have significant policy implications. If only high barriers to entry retard the market
from moving toward lower cost, spot-based selling operations, then enforcement against spots may
have materially different consequences on drug prices and use than would enforcement against
sellers who operate outside of spots. Hence, further investigation to understand the origins and

implications of these differences in earnings across types of sellersis warranted.
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End Notes

! Drug Enforcement Agency (1994: vi) reports the average purity of heroin sold at retail in New
York City in 1993 was 61.8%, only dightly below that of cocaine. Office of National Drug
Control Policy (1997:240) reports that in the same year heroin cost $1,399/pure gram at retail vs.

$110 per pure gram for cocaine.

2 Consider, as an example, the cost of diluents and adulterants for cocaine. In 1992 the average
purity of cocaine sold at retail in the US was roughly 76% (Office of National Drug Control
Policy, 1997). At import, it was roughly 90% pure. Total cocaine consumption was about 290
tons of pure cocaine (Everingham and Rydell 1994:xvi), suggesting that a little over 60 tons of
diluents and adulterants were added to the cocaine within the US. Common adulterants and
diluents include manitol and inositol (vitamin B-12). Even purchased at retail, these cost on the

order of $10 for 100 grams, at which price 60 tons costs just $6 million.
3This regression gives exactly the same results as regressing log(1 - proportion retained) on

log(number of sales) and the dummy variables, except that the signs of all of the coefficients are

multiplied by - 1.
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Wage Earners
People paid by the hour and those in support roles seemed to earn much less than either
“independents’ or consignment sellers. Two people who sold from “spots’ reported being paid by

the hour.

The *doorman” of one operation (watches the door and sounds alarm if police are seen) was paid
$50 aday. The*“chief” of one spot’s operation was paid $200 per day for checking deliveries and
arranging meals. One retail seller reported paying a touter $50 per night to steer customers his
way; interesting, the sellers objective was not to sell more drugs but to sell a certain amount

(%$2,000) more quickly, to minimize exposure to enforcement risk.

Finances of Organizations and Selling “ Spots”

There were afew descriptions of organizations running a*“spot”. These are not reported here
because the descriptions were usually not complete (e.g., were given just from the perspective of
one worker) and seemed to vary considerably from spot to spot. The general sense, though, is that
organizations sought to amortize the fixed cost of a“crew” of salaried employees (lookouts,
gunmen, runners, etc.) by having the seller or “pitcher” in the spot sell very large volumes. When
the operation was running smoothly, they were apparently quite efficient, with a crew of fiveto ten
able to sell $5,000 - $10,000 per day, depending on the day. (“Check days,” particularly around
thefirst of the month, were consistently reported to be the busiest; Fridays and Saturdays were
busier than other days, Sundays were less busy.)

Some spots paid employees by the hour, others by volume. For example, one organization paid its
doorman $50 per day. Another paid the doorman $3 per pack of crack sold, with typical volume of

20 packs per day.

Creek made $30 - $35 per day for a 10 hour shift during which she would sell $900 worth of
crack. (Creek was locked into her spot and could not get out by herself.)

A priori, one might expect entrepreneurs to make the most money because drug dealing is a risky

business and they bear the entire burden of that risk ... Interpretation.
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