Chapter 3: 
Why Do Drug Dealers 
Still Live with Their Moms?
Freakonomics
[EDITED AND ABRIDGED]
It was John Kenneth Galbraith who coined the phrase “conventional wisdom.”: “We associate truth with convenience,” he wrote. “We also find highly acceptable what contributes most to self-esteem….We adhere, as though to a raft, to those ideas which represent our understanding.”

Advertising is a brilliant tool for creating conventional wisdom. Listerine, for instance, was invented in the nineteenth century as a powerful surgical antiseptic. It was later sold, in distilled form, as a floor cleaner and a cure for gonorrhea. But it wasn’t a runaway success until the 1920s, when it was pitched as a solution for “chronic halitosis”—a then obscure medical term for bad breath. Listerine’s new ads featured forlorn young women and men, eager for marriage but turned off by their mate’s rotten breath. “Can I be happy with him in spite of that?” one maiden asked herself. Until that time, bad breath was not conventionally considered such a catastrophe. But Listerine changed that. As the advertising scholar James B. Twitchell writes, “Listerine did not make mouthwash as much as it made halitosis.” In just seven years, the company’s revenues rose from $115,000 to more than $8 million.




BARNES NOTE: Economics is all about “conventional wisdom”: 

1. Why do we do what we do? 

2. Why do we buy what we buy? 

3. Why is economics the way it is?
In continuing our look at “conventional wisdom”, let’s ask the question: Why DO drug dealers still live with their moms? Remember: “We associate truth with convenience”. The word “convenience” comes from the Latin, “convenientia”, meaning “not difficult". In my opinion, it’s actually NOT CONVENIENT to think about drug dealers living with their moms because it goes against my perception that drug dealers are ruthless killers who hate their moms and therefore would never live with them! Then, the very fact that drug dealers DO live with their moms goes against our “conventional wisdom” of truth and convenience. Let’s go back to the book…
Sudhir Venkatesh—nicknamed Sid—was born in India, raised in the suburbs of upstate New York and southern California, and graduated from the University of California at San Diego with a degree in mathematics. His graduate advisor sent Sid into the field. His assignment: to visit Chicago’s poorest black neighborhoods with a clipboard and a seventy-question, multiple-choice survey. This was the first question on the survey:

How do you feel about being black and poor?

1. Very bad

2. Bad

3. Neither bad nor good

4. Somewhat good

5. Very good

At the time, there was an ongoing gang war in Chicago. Things had been violent lately, with shootings nearly every day. The particular gang he visited, a branch of the Black Gangster Disciple Nation, was extremely on edge when he asked these questions. They didn’t know what to make of Sid. He didn’t seem to be a member of a rival gang. But maybe he was some kind of spy? He certainly wasn’t a cop. He wasn’t black, wasn’t white. He wasn’t exactly threatening—he was armed only with his clipboard—but he didn’t seem quite harmless either. Thanks to his three months trailing the Grateful Dead, he still looked, as he would later put it, “like a genuine freak, with hair down to my ass.” (SIDE NOTE: Aren’t the gang members having trouble with “conventional wisdom” in this case??)
As he continued his interviews and got to know the gang better, he learned a lot more than he’d originally planned. Most surprisingly, the answer to this question: How did the gang work? An awful lot like most American businesses, actually, though perhaps none more so than McDonald’s. In fact, if you were to hold a McDonald’s organizational chart and a Black Disciples organizational chart side by side, you could hardly tell the difference.

The gang that Sid had fallen in with was one of about a hundred branches— franchises, really—of a larger Black Disciples organization. J. T., the college-educated leader of his franchise, reported to a central leadership of about twenty men that was called, without irony, the board of directors. J. T. paid the board of directors nearly 20 percent of his revenues for the right to sell crack in a designated twelve-square-block area. The rest of the money was his to distribute as he saw fit. Three officers reported directly to J. T.: an enforcer (who ensured the gang members’ safety), a treasurer (who watched over the gang’s liquid assets), and a runner (who transported large quantities of drugs and money to and from the supplier). Beneath the officers were the street-level salesmen known as foot soldiers. J. T. might have had anywhere from 25 – 75 five foot soldiers on his payroll at any given time and the size of the gang’s territory At the very bottom of J. T.’s organization were as many as 200 members known as the rank and file. They were not employees at all. They did, however, pay dues to the gang—some for protection from rival gangs, others for the chance to eventually earn a job as a foot soldier.


The four years recorded in the gang’s notebooks coincided with the peak years of the crack boom, and business was excellent. J. T.’s franchise quadrupled its revenues during this period. In the first year, it took in an average of $18,500 each month; by the final year, it was collecting $68,400 a month. 
Here’s a look at the monthly revenues in the third year:

Drug sales 


$24,800

Dues 



$5,100

Extortion taxes 

$2,100

Total monthly revenues 
$32,000

The extortion taxes were paid by other businesses that operated on the gang’s turf, including grocery stores, gypsy cabs, pimps, and people selling stolen goods or repairing cars on the street.

Now, here’s what it cost J. T., excluding wages, to bring in that $32,000 per month:

Wholesale cost of drugs
$5,000

Board of directors fee 

$5,000

Mercenary fighters 

$1,300

Weapons 


$300

Miscellaneous 


$2,400

Total monthly costs

$14,000


J. T.’s annual salary was about $100,000—tax-free, of course, and not including the various off-the-books money he pocketed….J. T. paid his employees $9,500, a combined monthly salary that was only $1,000 more than his own official salary. J. T.’s hourly wage was $66. His three officers, meanwhile, each took home $700 a month, which works out to about $7 an hour. And the foot soldiers earned just $3.30 an hour, less than the minimum wage. 

So…the original question: If drug dealers make so much money, why are they still living with their mothers? The fact is, that, except for the top cats, they don’t make much money. They had no choice but to live with their mothers. For every big earner, there were hundreds more just scraping along. The top 120 men in the Black Disciples gang represented just 2.2% of the full-fledged gang membership but took home well more than half the money. 

In other words, a crack gang works pretty much like the standard capitalist enterprise: you have to be near the top of the pyramid to make a big wage. Notwithstanding the leadership’s rhetoric about the family nature of the business, the gang’s wages are about as skewed as wages in corporate America. A foot soldier had plenty in common with a McDonald’s burger flipper or a Wal-Mart shelf stocker. In fact, most of J. T.’s foot soldiers also held minimum-wage jobs in the legitimate sector to supplement their skimpy illicit earnings. The leader of another crack gang once told Sid that he could easily afford to pay his foot soldiers more, but it wouldn’t be smart. “You got all these n*ggers below you who want your job, you dig?” he said. “So, you know, you try to take care of them, but you know, you also have to show them you the boss. You always have to get yours first, or else you really ain’t no leader. If you start taking losses, they see you as weak and sh*t.”

So if crack dealing is the most dangerous job in America, and if the salary is only $3.30 an hour, why on earth would anyone take such a job? If you were a member of J. T.’s gang for all four years, here is the typical fate you would have faced during that period:

# of times arrested 

5.9

# of nonfatal wounds

2.4
Chance of being killed 
1 in 4

The answer to why you’d ever be a crack dealer has to do with the topic of “incentives”. And we’ll talk about “incentives” later…



STOP! Restate:


What is Mr. Galbraith trying to say? 








STOP! Summarize:


Create a “flowchart” for the organization of the gang, from top to bottom. 





STOP! Analyze:


How did Listerine create “conventional wisdom”? HINT: Think about this sentence: “Listerine associates the following “truth” (__________) and solves it with the following “convenience” (__________).”





STOP! Extrapolation:


We’ve been discussing total revenue, total cost, and how it makes profit. 


How much monthly profit does the gang make?








STOP! Extrapolation:


Add the “salaries” to your original flowchart.








