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Gangs & Extortion | 1

I Organized crime and associated extortion is a common aspect of life
in many countries

I Extortion acts as a driving force behind violence and competition
between gangs:

> Extortion is the main revenue source for gangs in El Salvador
> Estimated that 70% of firms pay extortion (Martínez et al., 2016)

� Little is known about the effect of gang competition on extortion, and
the pass-through to consumers

I Understanding coordination between gangs is particularly important
> Governments often facilitate cooperation between criminal

organizations
> Enforcement may affect incentives for gangs to collude
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Challenge: Measuring Extortion | 2

I Gang extortion is difficult to measure systematically
> It is difficult to observe and is rarely reported to the police
> In El Salvador, very small share of extortion victims ever report

incidents to police (FUSADES, 2016)

I This has meant that we lack a complete understanding of the
economics of extortion by organized gangs:
� How do gangs determine extortion rates?

� How does gang competition matter for extortion?

� What are the downstream effects/incidence of extortion?
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I Leverage data from a leading wholesale distributor in El Salvador
> Detailed sales data with revenue and cost for each product/retailer
> Location and payment amount of >50,000 extortion incidents
> Gangs required trucks to pay extortion in order to deliver to an area

Figure 1: Routes, Deliveries, & Extortion Payments on a Single Day
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I Examine the 2016 non-aggression pact between gangs in El Salvador

Figure 2: Homicides and Gang Collusion
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� How do gangs determine extortion rates?
> Simple theoretical framework highlights the role of competition in the

market for extortion
> Empirical evidence consistent with price discrimination by gangs

� How does gang competition affect extortion?
> Non-aggression pact increased extortion by about 19% percent in areas

with previous gang competition

� What are the downstream effects of extortion?
> Find substantial pass-through of extortion to retailers
> For pharmaceuticals, non-aggression pact increased prices and hospital

admissions for associated diseases
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Gang Violence & Extortion in El Salvador j 6

I El Salvador is known as one of the most violent peacetime countries
in the world

> Homicide rate of 103 per 100,000 people in 2015(Gagne, 2016)

I Largely due to two gangs: MS-13 and Barrio 18
> Account for 87% of gang membership
> Gangs are present in almost all of the 262 municipalities(International

Crisis Group, 2017a)

I Much of the violence in El Salvador can be traced back to extortion
> Extortion is the �economic engine� behind the gangs and violence

(International Crisis Group, 2017b)

> Gangs �ght and compete for territory in order to extort �rms
> Gangs use violence to collect extortion
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I Transportation and distribution �rms are often a target for extortion
(Martínez et al., 2016)

I Gangs require trucks to pay extortion in order to deliver to an area:
> Payments described as �rights to deliver� (rather than rights to pass

through) (Reyes, 2021)

> Trucks are often stopped on side streets prior to a delivery rather than
on main roads

> Distributors in general cannot stop delivering to a location

I Distributors generally only pay one gang to make a delivery:
> Gangs have exclusive control of territory
> Gangs compete over territory rather than directly compete to provide

�protection�
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