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Cournot... but criminal

A gang g and a state s compete offering (substitutable) governance services to
residents in quantities qi, where the state’s quantity is exogenously fixed at qs.

An inverse demand function is given by:

p = α− βqg − γqs

β > 0 makes it downward-sloping.

γ > 0 implies state and gang governance are substitutes.

Gangs have a constant marginal cost cg.
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The Gang’s Optimisation Problem

Gangs will maximise their profit function: Vg = (p− cg)qg.

Solving for the best response and differentiating:

∂q∗g(qs)

∂qs
=

−γ
2β

Because γ > 0 and β > 0, state and criminal governance are strategic
substitutes.

When the state increases its presence, the gang’s optimal reaction is to
decrease governance.
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Indirect Benefits

Suppose profits are now given by:

Vg = (p− cg)qg + δ(qg, qs) · πg

δ(·) is a Contest Success Function, such as qg
qg+qs

.

πg is the gang’s return to complete control of the territory, such as retail drug
sales and other business lines, or intangible benefits.

Let λ ≡ ∂2δ
∂qgqs

and ψ ≡ ∂2δ
(∂qg)2

:

∂q∗g(qs)

∂qs
=

λπg − γ

2β − ψπg
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Second Derivatives

λ =
∂2δ

∂qgqs

λ is the cross-partial derivative of both quantities.

For the most general CSF, λ = qg−qs
(qg+qs)

3 .

When qg > qs, λ > 0. When qg < qs, λ < 0.

ψ =
∂2δ

(∂qg)2

ψ can be interpreted as rate of increase of the marginal returns to governance.

When δ is concave, ψ < 0. When δ is convex, ψ > 0.
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¿Complements or Substitutes?

Case #1: ψπg < 2β and λπg > γ

If drug rents are high and/or gangs are initially powerful, and marginal returns are
decreasing, they are strategic complements.

Case #2: ψπg > 2β and λπg < γ

If returns to governance are increasing, and λπg is sufficiently low, they are
strategic complements.

Case #3: α(Q)

If demand were endogenous to governance quantities, they can be strategic
complements.
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The Origins of Organised Crime in Medelĺın

Medelĺın was at the centre of international drug trafficking in the 1980s.

After the fall of the Medelĺın Cartel in the mid 1990s, international drug
cartels did not return to the city.

A short-lived criminal monopoly was established in 2003.

After the extradition of its leader, the monopoly dissolved into hundreds of
small gangs: Combos.

Prior to the emergence of combos as the main criminal actors in Medelĺın,
retail drug sales were uncommon.
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Combos

Combos are small local gangs that
operate independently.

Approximately 400 are spread all over
the city and typically span no more than
a few city blocks.

They are at the base of a pyramidal
structure in the city, reporting to about
18 razones (mafias) which act as their
upstream suppliers.

They number a few dozen permanent
members.

Blattman et al (2025) Gang Rule Nicolás Malfetano 11 / 37



Combo Activities

Combos are primarily retail drug organisations.

Local governance “goods” are supplied by combos:

Security.
Conflict resolution.
Contract enforcement.
Suppressing anti-social and disruptive behaviour.

They are deeply intertwined with local communities.

Security fees are collected from businesses in exchange for protection.

They frequently and openly use violence and coercion to govern.
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Who do people trust?

Small local gangs known as combos still control large areas in and around
the city. “If you have a problem here you go to a combo, not the police,”
says Juliana, [a] maid from Comuna 1. Research published by the National
Bureau of Economic Research last year showed that Juliana’s view is shared
by most of Medelĺın’s poorer residents, who have more faith in the combos to
respond rapidly to their problems than they do in the police or the mayor’s
office. As well as city taxes, many locals pay a vacuna (vaccine) to the
combos “for security”, says Juliana. When a truce among the combos broke
down in 2009 it led to a spike in homicides. They have since patched up
their differences, but that could change.

The Economist, 2022.
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Who governs?
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Data

A representative sample of 7000 households and businesses is surveyed on a
broad range of variables, categorised into governance, accesibility, and
legitimacy.

Qualitative interviews are carried out with:

167 community leaders and dozens of shops.
23 city leaders, 10 prosecutors, and 17 experts.
140 members, half of them in prisons, of 79 groups (combos and razones).
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Survey Descriptive Statistics (1)
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Survey Descriptive Statistics (2)
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Research Question

When the state increases its presence, do the combos react by pulling back on
governance (crowding out), or by doubling down (crowding in)?

Theoretically ambiguous.

An exogenous source of variation in state presence at the city block level is
necessary to identify a causal effect.

An administrative reform in 1987 offers precisely that.

Six comunas were divided into 16, splitting them in two or three.

State presence, in the form of police patrols, dispute resolution, and family
services, is organised at the comuna level (from local headquarters).

Simultaneously, security spending at the city level increased dramatically.
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Illustration
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Identification Strategy

Similar blocks in close geographic proximity were exogenously assigned local
state headquarters at differential distance.

Identification relies on three assumptions:

Outcomes are not systematically under-reported when the block is far from the
state, but correctly when close to the state.
The only thing that changes discontinuously at the border is proximity to
comuna-based services.
1987 borders were not drawn in response to gang behaviour.

If the assumptions hold, all confounder differences between nearby blocks will
be uncorrelated with the distance shock.
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Econometric Estimation

∆Yijb = αb + β∆dij + θ∆Xij + λBij + εijb

∆Yijb is the difference in outcomes within block pairs.

∆Xij is a vector of pair differences in control variables.

Bij is a vector of each block’s distance to a common point on the border.

αb are border fixed effects.

∆dij is the intensity of the distance shock (measured in 100m).

βcombo > 0 implies strategic complementary between state and gang governance.
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Balance Test (1)
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Balance Test (2)
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Heterogeneity Analysis

∆Yijb = αb + β∆dij + γπij + δ∆dij × πij + θ∆Xij + λBij + εijb

πij is a measure of the potential for illicit rents, proxied by distance to drug
markets (exogeneised through a predictive model and standardised).

δ captures the extent to which the distance shock resulted in more governance
in present-day drug hotspots.

If governance is a way to protect illicit rents, δ > 0.

Blattman et al (2025) Gang Rule Nicolás Malfetano 25 / 37



1 A Model of Governance Competition

2 Setting: The Combos of Medelĺın
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Qualitative Evidence: Clues

Gang members insist on two reasons to govern:

Ensuring order minimises the police’s need to enter a neighbourhood (which
combos want to avoid).
Loyalty from residents helps combos when the police do enter.

Vacunas are small, highly subsidised, and selectively charged.

Governance is a way to protect other rents (πg), not as a revenue source in and
of itself.

State and gang governance are imperfect substitutes. Combos are more
effective at enforcing dispute resolutions, thanks to their greater coercive power.
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Baseline Results
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Baseline Results Interpretation

On Combo governance, β̂ > 0, implying that movement closer to local state
headquarters increases gang governance.

On accessibility, both the state and combos increase it as they are closer to
local state headquarters.

On legitimacy, no statistically significant results.

Median ∆d is 400 metres.

Because pre-treatment gang presence was non-existent, these effects should be
interpreted as the emergence of gang governance, rather than expansion.

Because gang borders do not align with administrative ones, this estimate is
within the same combo.
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Tax Results
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Heterogeneity Results
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Heterogeneity Results Interpretation

Despite legitimacy not being statistically significant in the main specification,
substantial heterogeneity is present.

Combos govern more in locations near drug markets. The state’s governance is
evenly allocated.

Close to drug markets, closeness to the state is associated with a decrease in
state and combo legitimacy.

Consistent with general disapproval of retail drug selling.

Could imply combo governance is a way to mitigate the negative consequences
on legitimacy of the drug business.
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Economic and Demographic Results (1)
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Economic and Demographic Results (2)
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Economic and Demographic Results Interpretation

Some results on human capital (educational attainment, school enrolment)
suggest some selective migration.

No apparent results on other dimensions.

The development mechanism (α(Q)) may be at play, but in small magnitudes,
and not in the dimensions that reflect increased demand for governance.

No strong evidence this is the driving mechanism behind the original results.
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Findings

The evidence suggests gang governance behaves as a strategic complement
to state governance.

Gang governance is most intense when illicit rents are at stake (πg), consistent
with gang governance being absent in areas where illicit rents are not the main
source of revenue (e.g. El Salvador vs Democratic Republic of Congo).

Potentially, criminal rule is a way to counteract legitimacy losses from retail
drug sales and other activities.

Gang rule might affect semi-strong states more severely than outright weak
ones.

The trade-off is tough: Crackdowns could bring more violence, not less.

Alternatively, attacking πg could be a more effective policy response.
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