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Introduction

IN THE 2000s, white-collar crime has become a
topic of almost daily news. The white-collar crime
that caused the bankruptcy of Enron Corporation
resulted in financial losses exceeding $66 billion to
stockholders, and likely helped lead to the recall of
the governor of California. Massive violations of
laws pertaining to improper investments in mutual
funds and large banking firms in the United States
have resulted in major losses to legitimate investors,
whose losses are still being calculated. The use of
shareholders’ assets to fund the lavish private
lifestyles of corporate chief executive officers, pres-
idents, and chairs of the board of large corpora-
tions are becoming the fodder of scandal and
media.

For example, television viewers were treated to
an edited version of a videotape of Tyco Interna-
tional Limited head Dennis Kozlowski and friends
in a $2-million bacchanal celebrating his wife’s
birthday at the expense of the corporation. The
WorldCom bankruptcy that resulted from white-
collar crime caused billions of dollars in lost invest-
ments. The costs to ordinary stockholders are
massive, but costs to employees, collateral business,
communities, and society are incalculable.

Human lives have been altered forever by the
unlawful actions of a few whose need for power and
profit resulted in illegal, unethical, and immoral
acts. While one can conceive of the plausibility that

the offenders did not define their behaviors as crim-
inal, that in part could be because there is no clear
definition of what is meant by the term white-collar
crime.

The concept of white-collar crime was first con-
ceived by Edward Alsworth Ross (1907), and ap-
proximately 30 years later white-collar crime was
born in the ideas of Edwin H. Sutherland
(1939-40). Sutherland, in coining the term, defined
white-collar crime as “... a crime committed by a
person of respectability and high social status in the
course of his occupation.” For Sutherland, the
white-collar category included “business managers
and executives,” although, in research, he included
corporations as offenders as well. He believed that a
white-collar offense was a crime if it proved to be
socially injurious and punishable.

Therefore, an act of white-collar crime could be
dealt with in a criminal, civil, or administrative
manner. Paul Tappan (1947), a lawyer and sociolo-
gist, disagreed with Sutherland’s argument. Tappan
believed that a behavior could only be considered a
white-collar crime if the act was legally defined as a
crime and if the offender had been convicted for
the offense. That is, he rejected Sutherland’s belief
that a white-collar crime could be a violation of
civil or administrative law without being con-
demned by criminal law. Frank Hartung (1950) ar-
gued that while legal definitions were important in
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the general scheme of things, white-collar crimes
represented a special case. Whereas, in most in-
stances, it is possible to distinguish between crimi-
nal and civil violations, in the case of white-collar
crime the artificial distinction between civil and
criminal laws was blurred and lacked importance. In
response to Hartung’s statement, Ernest Burgess
(1950) rejected a totally legal definition of crime, ar-
guing for a labeling-perspective definition that re-
quired that persons could only be criminals if they
perceived of themselves as such. From the white-
collar offender’s perspective, Gilbert Geis’s (1967)
findings would support Burgess’s definition of
crime. Geis found that white-collar criminals often
do not perceive their acts as crime, and therefore do
not perceive of themselves as criminals.

Marshall Clinard and Richard Quinney (1973)
replaced the term white-collar crime with two other
classification categories, Corporate Crime and Oc-
cupational Crime. Corporate Crime referred to the
criminal behaviors of corporate entities, while Oc-
cupational Crime referred to the criminal behaviors
of persons within their occupational status.

Laura Schrager and James Short (1978) pro-
posed the term organizational crime. They consid-
ered such crime in the context of the operative
goals of the organization, the actual unstated goals
of the organization, which often differ from its offi-
cial goals. Clinard and Peter Yeager (1980) defined
corporate crime as ““... any act committed by corpo-
rations that is punishable by the state, regardless of
whether it is punished under administrative, civil,
or criminal law.”

Albert Biderman and Albert Reiss (1980) with-
drew the idea of status from the definition of white-
collar crime. They argued that individuals, other
than those of an upper-class, were capable of com-
mitting crimes in their occupational roles. As a re-
sult, they emphasized the importance of defining
white-collar crime as a violation of a position of
trust. For example, if a waitress inflates a cus-
tomer’s bill, the customer is likely to pay both the
inflated amount as well as a larger tip without realiz-
ing that she has been victimized. The waitress, for
her part, not only profits personally, but also vio-
lates the trust placed in her by her employer.

James Coleman (1989) suggested that many of
the attempts to redefine white-collar crime in other
terms have undermined Sutherland’s 1949 position
since they “do not include many of the offenses
covered in Sutherland’s original definition,” and/or

“are best seen as varieties of white-collar crime.”
Clinard (1990) suggested replacing white-collar
crime with the terms corporate corruption and abuse
of corporate power. These terms included both cor-
porate and occupational crimes, regardless of
whether they violate criminal, civil, or administra-
tive laws. In addition, Clinard included behaviors
that may not be explicitly defined as violations of
law, but that may be unethical and/or immoral in
the corporate or occupational context. For exam-
ple, a scientist who cheats on her research by alter-
ing the findings of a study may not have violated a
law or regulation, but instead has violated an ethical
rule or norm of the scientific community. Under
Clinard’s hypothesis, that person may have commit-
ted a white-collar offense, since she engaged in an
unethical and/or immoral behavior in her occupa-
tional context.

For the purposes of this encyclopedia, white-
collar crime can be defined as:

Any behavior that occurs in a corporate and/or
individual occupational context; and, that is
committed for personal and/or corporate gain;
and/or, violates the trust associated with that in-
dividual’s and/or corporation’s position and/or
status; and that is a violation of any criminal
law, civil law, administrative law, rule, ruling,
norm, or regulation condemning the behavior.

This definition is necessarily both sociological
and legalistic in nature, and therefore includes any
behavior that may be socially defined as unethical
or immoral, as well as behavior that is not legally
defined as an offense. In addition, the definition
does not include Sutherland’s requisite that the vio-
lation be “committed by a person of respectability
and high social status.” This description was not in-
cluded because white-collar crimes can be commit-
ted by persons who do not necessarily hold “high
social status.”

Bank tellers do not usually enjoy high social sta-
tus in our society however, they are in a position of
trust where they can engage in white-collar crime.
Furthermore, John Hagan and Patricia Parker (1985)
have suggested that those persons convicted for
white-collar offenses are more likely to be in mid-
dle-management than in the high prestige and social
status group of the top managers in criminal corpo-
rations. Finally, punishability for an act is not an im-
portant issue. However, it may be assumed that if an
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act is a violation of some law, then it must be pun-
ishable as well. This broad definition of white-collar
crime may bother some scholars in the field. How-
ever, given the diversity of the behaviors that have
come to be described as white-collar and corporate
crime, it is difficult to create a succinct definition
without necessarily excluding some of the tangen-
tial behaviors.

HISTORY OF WHITE-COLLAR CRIME

Laws against those actions that have come to be de-
fined as white-collar crimes have existed since an-
cient times. Usually, such laws were developed in
reaction to events in which there was a perception
that something had occurred that challenged the
moral sensibilities of the society. Geis, in his article
in this encyclopedia on ancient mercantile crime,
discusses the creation of laws to protect consumers
and to guarantee an adequate food supply for the
people. While hoarding grain in order to reduce
supply and provide large profits might make sense
to a lot of people, hoarding could also lead to pubic
unrest and the overthrow of governments that
chose to do nothing to guarantee a reasonably
priced supply of staple foods.

George Robb (1993) described the cyclical de-
velopment and repeal of white-collar crime laws in
response to specific acts of fraud and immorality in
business that brought fortunes to some and ruin to
many. Many of these laws were developed to deal
with “stock touting,” a practice that has existed as
long as there have been stock markets, and that con-
tinues to occur to this day. Stock touting involves
creating companies, and issuing stock in those com-
panies based on false and/or misleading assets, in-
formation, or promise.

For example, Robb wrote about persons who
created companies to build railroads in far parts of
Great Britain, claiming that they possessed govern-
ment guarantees that when the railroad was built,
stockholders would be instantly wealthy. The stock
sold quickly to speculators interested in making
money, and the touters quickly disappeared, money
in hand, with no railroad ever built. Such frauds
aimed at unsuspecting speculators can be found in
modern days as well. For example, the high-technol-
ogy “bubble” of the 1990s resulted in the sale of
stock in companies with much promise, but little if
any underlying market value. When the bubble
burst, stockholders were left holding shares in com-

panies that lacked any tangible assets. Compound-
ing the problem, many stockholders had borrowed
money using their stockholdings as collateral, leav-
ing those unable to repay their debts bankrupt and
their lenders taking losses as well. Robb noted that
touting laws were enacted in reaction to such losses,
and would be repeatedly repealed once the British
Parliament decided that there was no longer a risk
of such behaviors. Unfortunately, as soon as the
laws were repealed, stock touts reappeared, new
laws were created in response to their behaviors,
and the cycle would continue over and over.

The Interstate Commerce Commission (ICC)
Act of 1887 was enacted in the United States in re-
sponse to the behaviors of the robber barons in the
railroad industry. The robber barons, who included
so-called reputable business leaders and politicians
such as Leland Stanford, St., and Jay Gould, built
railroads connecting the East and West Coasts of
the United States, often without investing a cent of
their own, and used their transportation monopoly
to their own benefit. Before the passage of the ICC
act, the railroad owners were free to set their own
prices for transporting goods, often raising prices to
the point that western farmers and ranchers could
not make a profit on their goods. The ICC act cre-
ated a commission that was meant to regulate the
cost of interstate transportation of goods to guar-
antee that railroads would receive a fair income for
their services, while farmers and ranchers would
still be able to profit from their labors and goods.

The Sherman Antitrust Act of 1890 was en-
acted as a response to the growth of monopolies
that threatened to destroy competition in the mar-
ketplace. A monopoly occurs when a producer con-
trols an entire market for a product to the exclusion
of others who would produce the product for a
lesser cost. A monopoly allows the controlling pro-
ducer to set any price for a product. A monopoly
producer can set that price as high as she wants,
with no fear of losing business due to competition
from other producers. The Sherman Act was offi-
cially enacted because companies in various indus-
try groups were attempting to eliminate their
competition in the marketplace, thus hurting the
economy.

It is noteworthy, however, that for the first
decade of its existence, the Sherman Act was used
almost exclusively as a tool to harass and criminal-
ize the labor unions in their attempts to organize
employees of those corporations which the act was
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enacted to regulate. Other acts, such as the Clayton
Antitrust Act of 1914, the Federal Trade Commis-
sion Act of 1914, the Robinson-Patman Act of
1936, the Cellar-Kefauver Act of 1950, and the
Hart-Scott-Rodino Act of 1976, furthered attempts
to shape and regulate unethical behaviors of busi-
ness.

The Pure Food, Drug, and Cosmetic Act of
1906 served to rein-in industries that produced
products that might endanger the welfare of Amer-
icans. Prior to this act, there were no enforceable
regulation over food production in the United
States. Authors, such as Upton Sinclair, in his novel
The Jungle, exposed the abuses in the meatpacking
industry. Also, prior to the passage of the act, po-
tions sold as drugs and cosmetics often had little or
no positive effect; more likely having a significant
negative effect on the health safety of consumers.
The Sarbanes-Oxley Act of 2002 is a more recent
attempt to respond to corporate criminal wrongdo-
ing, requiring greater disclosure and accountability
for corporate boards-of-trustees for the unethical
and illegal behaviors of their executives and corpo-
rations.

The academic study of white-collar crime did
not begin until Sutherland used the term white-col-
lar crime in his presidential address before the
American Sociological Society in 1939. In his 1949
book, White-Collar Crime, Sutherland presented the
results of a study of white-collar crime offenses.
During the next decade, a very limited amount of
research on white-collar crime existed, primarily in-
volving the definitional issues discussed previously.
It was not until the publication of studies of the de-
scriptions of behaviors defined as white-collar or
corporate crimes, or Modus Operandi Studies as
John Braithwaite (1985) has called them, that aca-
demic researchers renewed their interest in the
topic.

These included studies such as Geis’s research
on the heavy electrical equipment scandal of the
late 1950s and early 1960s; Quinney’s (1963) study
of prescription violations among pharmacists, and
Diane Vaughan’s (1983) investigation of the Revco
prescription fraud scandal. These and similar re-
search probes have given us a basic description of
diverse white-collar and corporate crimes.

THE ENCYCLOPEDIA

This reference, the Encyclopedia of White-Collar &
Corporate Crime, is edited to incorporate informa-
tion about a variety of white-collar crimes, and pro-
vides examples of persons, statutes, companies, and
convictions. It is acknowledged that it does not, and
cannot encompass all behaviors that may be defined
as white-collar crimes. The articles have been writ-
ten primarily for the college library, public library,
and high-school library readers. Post-graduate aca-
demics and law firms may find the reference useful
to add to their libraries. As such, the articles focus
on the introductory knowledge that students can
utilize.

The authors of the articles come from a variety
of social science disciplines, although nearly all are
current or retired academicians. The articles on laws
describe the specific elements of the laws in terms
of what types of illegal acts they are meant to apply
to. Articles dealing individuals give a brief biogra-
phical sketch of the individual, but primarily focus
on how they relate to the study of white-collar
crime. Criminal events include descriptions of spe-
cific cases of white-collar crime, some very current,
and others that were studied in the past. Both are
relevant to our knowledge of white-collar crime.
Some of the articles also deal with white-collar
crime in countries other than the United States, to
provide perspective that white-collar and corporate
crime is hardly an American phenomenon.

As the definitions of white-collar and corporate
crime remain somewhat fluid, we have included in
this work other articles dealing with organized
crime and prostitution, for example, which we ac-
knowledge are not conventionally defined as white-
collar crimes. However, elements of organized
crime, prostitution, drug-trafficking, human-traf-
ficking (for example) are addressed in this encyclo-
pedia as these are criminal activities intertwined
with white-collar crimes such as money-laundering,
bribery, and government corruption.

LAWRENCE M. SALINGER, PH.D.
ARKANSAS STATE UNIVERSITY
GENERAL EDITOR

JUNE 2004



Reader’s Guide

This list is provided to assist readers in locating article entries on related topics. It classifies entries into 17

topical categories. Some entry titles appear in more than one category.
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Antitrust
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Bank Fraud
Bankruptcy Fraud

Bid Rigging

Boycott

Campaign Finance
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Charity Fraud
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Computer Hacking
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American Hospital Supply
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Bank of Credit and Commerce
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Banker’s Trust

Barings Bank
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Beech Aircraft
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Board of Directors

Bre-X

Canadian Mining Scandals
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Carl Karcher Enterprises
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Drexel Burnham Lambert

E. F Hutton

Eli Lilly

Enron Corporation

Film Recovery Systems

Firestone Tires

Fisher-Price

Ford Motor Company

G. D. Searle

General Dynamics

General Electric

General Motors

Georgia Pacific

Global Crossing

Great Electrical Equipment
Conspiracy

Gulf Oil Corporation

IBM

Imperial Food Products

Investors Overseas Services

ITT

Johns-Manville

Kerr-McGee

Kidder, Peabody

Lloyds of London

Lockheed

Madison Guaranty

Merrill Lynch

Metallgesellschaft

Microsoft

Morgan Grenfell

Morton-Thiocol

National Medical Enterprises

NatWest Markets

Northrop Grumman

Owens Corning

Pharmaceutical Industry

Procter and Gamble, Inc.

Revco

Rite Aid

Rockwell International
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WorldCom

CONSUMERS

Advance Fee Scam

Age Discrimination

Automobile

Bait and Switch

Bank Fraud

Beech-Nut Nutrition

Bendectin

Better Business Bureaus

Breast Implants

Caveat Emptor

Charity Fraud

Cigarette Advertising

Consumer Deaths

Contractor Fraud
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Cyberstalking

Dalkon Shield

Direct-Mail Fraud

Fertility Fraud
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Identity Theft
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Infant Formula
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Tampons and Toxic Shock

Telemarketing Fraud
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COUNTRIES & REGIONS
Africa

Arab Nations
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Asia

Australia

Brazil

Canada

Canadian Mining Scandals
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Central America
China
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Eastern Europe
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Germany
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Age Discrimination

Ancient Mercantile Crime
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Board of Directors

Bribery

Capitalism

Caveat Emptor

Civil Forfeiture

Class-Action Lawsuits

Conflict Theory

Consequences of White-
Collar Crime

Conspiracy

Corporate Criminal Liability

Corruption

Crime Seriousness

Criminal Facilitation

Critical Theory

Differential Association

Drug Trafficking
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Elite Crime
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Fear of Crime

Felony
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Forgery

Gender Discrimination

Global Warming

Globalization

Hartung-Burgess Debate

Human Trafficking

Investigation Techniques

Juries and Awards

Justice, Department of

Knapp Commission

Legal Malpractice

Military-Industrial Complex

Misappropriation Theory

Mollen Commission

Money Laundering

Multinational Corporations

National White-Collar
Crime Center

Negligence

Oligopoly

Organized Crime

Perjury

Police Brutality

Police Corruption

Political Assassinations

Pornography

Prosecution

Prostitution

Public Corruption

Racial Discrimination

Racketeering

Religious Fraud

Respondeat Superior

Risk Analysis

Self-Control Theory

Sutherland-Tappan Debate

Techniques of
Neutralization

FINANCIAL & SECURITIES
FRAUD

Accounting Fraud

Arbitrage

Bad Checks

Banco Ambrosiano

Bank Fraud

Bank of Credit and Commerce
International

Banker’s Trust

Bankruptcy Fraud

Barings Bank

Bendix Corporation
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Bond Fraud
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Counterfeiting
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Drexel Burnham Lambert

Embezzlement
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Flaming Ferraris

Insider Trading

Investment Trust Fraud

Nonprofit Organization Fraud

Offshore Bank Accounts

Offshore Entities

Savings & Loan Fraud

Securities Fraud

Stock Fraud

Teamsters Pension Fund

Vatican Bank

GOVERNMENT

Bid Rigging
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Corruption
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Clayton Antitrust Act
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Computer Fraud and
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Consumer Product Safety
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Ethics Reform Act
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Financial Crime
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Insider Trading
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Health Act
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Pure Food, Drug and
Cosmetics Act
Racketeer Influenced
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Robinson-Patman Act
Sherman Antitrust Act
Toxic Substances Control Act
Truth in Lending Act
Truth in Labeling
Witness and Victim
Protection Act
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Dalkon Shield
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POLITICAL SCANDALS
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Contra-Gate

Watergate
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Air Pollution
Asbestos

Buffalo Creek
Exxon Valdez

Coal Mining
Global Warming
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Waste Management, Inc.
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Challenger Disaster
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Dalkon Shield
Defective Products
Ford Pinto

Infant Formula
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Product Deficiencies
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Bank Fraud
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Federal Gambling Regulation
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Free Enterprise System
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Advance Fee Scam

Art Fraud

Bad Checks

Bait and Switch

Better Business Bureaus

Bid Rigging

Bond Fraud

Charity Fraud

Computer Hacking

Consumer Product Safety
Commission Act

Contractor Fraud

Counterfeiting

Currency Fraud

Daisy Chains
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Scams

Stock Churning
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Robber Barons
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War Crimes
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World War II

WORK-RELATED CRIMES
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Capitalism

Challenger Disaster

Coal Mining
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Employee Safety

Film Recovery Systems
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Industrial Revolution
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Control Act

Ocean Ranger
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Workplace Deaths



Timeline

1473

One of the first pieces of legislation relating to the
crime known today as embezzlement is enacted in
England based on a crime known as the Carrier’s
Case, which involved the theft of bales of wool by
an agent while transporting them to the coast.

1863

Congress enacts the False Claims Act; it is designed
to deter fraud against the federal government by au-
thorizing private citizens to file charges against any
party attempting to collect payment from the gov-
ernment through fraudulent claims.

1880

The term boycott is originated, named after Charles
Cunningham Boycott, whose ruthless evictions of
tenants in Ireland provoked his employees so much
they refused to have any dealings with him.

1881

Looking to supplement a federal trademark law
passed in 1870, Congress passes the Trade-Mark
Act, which allows trademark holders to sue for in-
fringement of their trademarked product.

1886
A United States Supreme Court ruling in Santa Bar-
bara v. California declares that a corporation is a nat-

ural person, that is, a corporation is guaranteed the
same civil liberties that a person has bestowed upon
him or her.

1890

The Sherman Antitrust Act provides a working def-
inition of corporate crime, stating, “every contract,
combination in restraint of trade or commerce
among the several states, or with foreign nations, is
hereby declared to be illegal. Every person who
shall make any such contract or engage in any such
combination or conspiracy, shall be deemed guilty
of a misdemeanor, and, on conviction thereof, shall
be punished by a fine not exceeding five thousand
dollars, or by imprisonment not exceeding one year,
or by both said punishments, in the discretion of
the court.”

1906

The federal government files a lawsuit against Stan-
dard Oil and John D. Rockefeller, claiming violation
of the Sherman Antitrust Act. The case is debated
all the way to Supreme Court, and in 1911 Standard
QOil is divided into 34 smaller companies.

1906

President Theodore Roosevelt coins the term muck-
rakers, referring to a group of journalists who were
among the first to expose corruption in American

xvii



xviii  Timeline

big business. He said of them, “[they have] provided
American journalism with what many regard as one
of its finest hours.”

1906

In response to Upton Sinclair’s concerns about the
safety of America’s meat supply documented in
The Jungle, coupled with issues pertaining to the
quality of drugs being manufactured and the highly
exaggerated claims proffered by the producers of
health tonics, salves, and potions, Congress enacts
The Pure Food and Drug Act. The act specifies that
any meat products sold in interstate commerce had
to be inspected by federal regulators.

1907

Edward Alsworth Ross introduces the concept of
economic or financial crimes without giving evi-
dence of the immensity of the offenses that exist at
the time.

1898-1914

In the first five years following the enactment of the
Sherman Antitrust Act, the U.S. Department of
Justice only files nine cases relating to antitrust laws,
and only 16 in the first 12 years.

Of the first 10 antitrust cases, the majority are
filed against organized labor and labor organizer
Samuel Gompers alleging restraint of trade by or-
ganizing strikes and boycotts. This was not the leg-
islative intent of lawmakers stated in the Sherman
Antitrust Act.

1914

The Federal Trade Commission Act is enacted. The
act states that false advertising, which includes ad-
vertising facts that the advertiser has no reasonable
basis to believe, regardless of future events that may
prove the facts true, is an unfair and deceptive form
of commerce.

1914

Due to the vague language in antitrust legislation,
the U.S. Congress passes the Clayton Antitrust Act,
supplementing and strengthening the Sherman An-
titrust Act of 1890.

1920

The U.S. Congress passes the Truth in Fabric Act,
designed to accurately display the type of fur or
cloth the consumer is buying.

1924

Portuguese-born Arturo Alvez Reis uses forged
government documents in order to deceive the
British bank-note printer, Waterlow, into assuming
that Alvez was executing an official government
order. Alvez makes off with a high sum of Por-
tuguese bank notes before the British authorities
discover his intentions later that year.

1927

The U.S. Supreme Court upholds the previous rul-
ing on the Teapot Dome Scandal, which declared
the federal government’s leases on the Teapot
Dome and Elk Hills oil reserves as “illegal and
fraudulent.” Warren G. Harding, who was impli-
cated in the scandal, is considered by many political
historians to have been the worst president in U.S.
history.

1931

Notorious gangster Al Capone, whose crimes ex-
tend far beyond the one he was imprisoned for, is
convicted of income tax evasion, as the mafia boss
kept no record of his finances.

1938

The U.S. Congress passes The Food, Drug, and
Cosmetic Act, regulating cosmetics and therapeutic
devices.

1939

Edwin Sutherland presents his presidential address
to the American Sociological Society (ASS) meeting
in Philadelphia, Pennsylvania. In the address,
Sutherland, for the first time, describes white-collar
crime, a term he has coined to describe the criminal
activities of the upper-class and corporations.

1946

The Lanham Act, which lays the groundwork for all
future trademark legislation, defines a trademark as
“any word, name, symbol, device, or any combina-
tion thereof adopted by a manufacturer or mer-
chants to identify goods and distinguish them from
those manufactured or sold by others.”

1947

The first environmental law in the 20th century is
passed. The Federal Insecticide, Fungicide and Ro-
denticide Act requires companies to register pesti-
cides used in interstate commerce.
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1949

Edwin Sutherland publishes the first edition of
White-Collar Crime. In that book, he details the
criminal behaviors of the 70 largest U.S. corpora-
tions at the time. He does not mention the names of
the corporations out of apparent fear of reprisal.
The 1983 third edition of the book, published 33
years after Sutherland’s death, gives the names of
the corporations studied for the first edition. He
also theorizes that white-collar crime can be ex-
plained best by his theory of differential associa-
tion, which assumes that all behaviors are learned
behaviors.

1950
The Celler-Kefauver Act is passed, strengthening
previous antitrust legislation by amending sections

and adding provisions to the Clayton Antitrust Act
of 1914.

1949-56

Telephone company AT&T is accused of antitrust
laws by the Federal Communications Commission
(FCC); the FCC’s intention being the removal of
AT&T subsidiaries Western Electric and Bell Labo-
ratories from the company’s system. AT&T agrees
to a consent decree, allowing the company to keep
control of the two subsidiaries but forbidding it to
expand into other areas of communication.

1956

Congress passes the Federal Water Pollution Con-
trol Act. The act creates the Federal Water Pollu-
tion Control Administration, which approves and
regulates new water quality standards.

1956

Facing mounting lawsuits by thousands of women
claiming their children had been born with birth de-
fects, pharmaceutical manufacturer Merrell Dow
discontinues the production of Bendectin, a pre-
scription drug that is used to alleviate morning sick-
ness and nausea in pregnant women.

1959

The U.S. Senate begins committee hearings into al-
legations that the largest electrical equipment mak-
ers in the United States were conspiring to fix
prices. Among the manufacturers were major
providers General Electric, Westinghouse, Allis
Chalmers, and Federal Pacific Electric.

1960

Congress investigates the meatpacking industry; re-
ports conclude that about 15 percent of all com-
mercially slaughtered animals and about 25 percent
of all commercially prepared meat products were
not examined by USDA investigators because the
meat was only distributed within the slaughtering
and packing plant’s state.

1960

The International Brotherhood of Teamsters Pen-
sion Fund managers loan money from the fund to
organized criminals, usually through straw men, for
casinos, hotels, and resorts. The recipients of the
fund “proceeds” included such noteworthy estab-
lishments as Rancho La Costa, Circus Circus, Cae-
sar’s Palace, the Dunes, and the Sands.

1957-61

Multinational conglomerate General Electric, West-
inghouse, and other manufacturers of heavy electri-
cal equipment are convicted of price-fixing and
other charges for electrical equipment valued at
$1.74 billion per year. It is the largest price-fixing
case in the history of the Sherman Antitrust Act at
that time. This is the first time that individual white-
collar criminals are jailed for their offenses. GE’s
fine is equivalent to a person earning $175,000 per
year having to pay a $3 parking ticket.

1962
United States Steel Corporation is accused of viola-
tions of the Sherman Antitrust Act, issuing build-
ing loans that stipulate the builder/borrower must
use materials purchased from the steel corporation
at artificially high prices.

The case is tried in the Supreme Court three
times before a February 1977 ruling stated that the
corporation did not violate antitrust laws.

1962
The U.S. Congress passes the Kefauver Harris Drug
Amendments, requiring that drug companies show
evidence their products were safe to a relative de-
gree.

1965

The United States Congress passes the Federal Cig-
arette Labeling and Advertising Act, requiring the
surgeon general’s health warnings on all cigarette
packages.
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1966

The U.S. Congress passes the National Traffic and
Motor Vehicle Safety Act in mandating the incor-
poration of safety devices that were designed to pre-
vent as many fatalities as possible in automobile
accidents. During the next six years, automobile ac-
cidents decline at an average rate of 3.5 percent an-
nually. The act also established the National
Highway Traffic Safety Administration under the
Department of Transportation to oversee safety
and consumer programs, including motor vehicle
crash testing and automotive recalls.

1968

The U.S. Congress passes the Truth in Lending Act,
designed to promote economic stability by protect-
ing the credit rights of consumers. No longer, the
act says, will consumers be subject to fine print and
misleading credit applications.

1970

Ford Motor Corporation unveils its new automo-
bile, the Pinto, despite tests revealing that rear-end
collisions sometimes caused fuel-line ruptures, set-
ting the vehicle aflame.

1970

In response to rising concerns about worker and
workplace safety, the U.S. Congress passes the Oc-
cupational Safety and Health Act. Enacted under
the federal government’s Constitutional right to
regulate interstate commerce, the legislation aimed
to guarantee that workers across the country have a
workplace that is free from unreasonable dangers.

1970

In response to growing concern for the environ-
ment, the Clean Air Act (CAA), first passed in 1970
and amended substantially in 1990, introduced a set
of guidelines requiring states to regulate sources of
air pollution to specific air quality requirements,
and to have regulatory programs in order to attain
improved levels of air quality.

1971
The U.S. Congress bans all broadcast advertising re-
lated to cigarettes.

1972
The Consumer Product Safety Act is enacted as a
response to perceptions that product liability laws

did not sufficiently protect consumers from unsafe
products. To implement the act, the Consumer
Product Safety Commission was created. The Com-
mission was responsible for administering addi-
tional consumer protection laws, including the
Federal Hazardous Substances Act and the Flamma-

ble Fabrics Act.

1976

Amending the Clayton Act of 1914, Congress
passes the Hart-Scott-Rodino Antitrust Improve-
ments Act, requiring that certain proposed mergers
of assets be approved beforehand by the Federal
Trade Commission and the Antitrust Division of
the U.S. Department of Justice.

1976

The Toxic Substances Control Act is signed into
law by the U.S. Congress and directs the administra-
tor of the Environmental Protection Agency (EPA)
to establish testing procedures for toxic chemicals,
publicize results of chemicals that prove to be dan-
gerous, and to set guidelines for controlling toxic
chemicals.

1977-79

The Federal Bureau of Investigation conducts a
sting operation in which agents pretend to be
wealthy Arab sheiks seeking investment opportuni-
ties in the United States. Seven legislators, including
a Senator and six Congressional representatives are
videotaped accepting bribes from these agents in re-
turn for political favors. The scandal comes to be
known as ABSCAM, after the bogus Abdul Enter-

prise company.

1980
Marshall Clinard’s book, Corporate Crime, reveals
that between 1975 and 1976 the country’s 582

largest corporations had violated the law a total of
1,553 times.

1980

The Equal Employment Opportunity Commission
issues a set of guidelines detailing prohibited sexual
behavior that applies to all federal agencies and to
private businesses with 15 or more employees

1981
Three General Electric executives are imprisoned
over a payment of $1.25 million to a Puerto Rican
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official to obtain contracts to a federally owned
electrical plant.

1984

Ten thousand workers and townspeople are killed
after one of Union Carbide’s India-based plant re-
leases liquid methyl isocyanate, a harmful gaseous
chemical, after allowing a number of their products
to rust and decay.

1984

A Louisiana hospital requires that all surgical pa-
tients use the services of one of four anesthesiolo-
gists. A competing anesthesiologist charged that this
violated the Sherman Antitrust Act. The U.S.
Supreme Court’s 1984 decision that this case did
not represent an illegal tying arrangement was based
on the hospital’s lack of dominant position; it only
housed 30 percent of area hospitalized patients.

1976-85

A report by the U.S. General Accounting Office re-
veals that 51.5 percent of all drugs introduced had
to be relabeled because of serious adverse reactions
found after the marketing of these drugs.

1980-86

Teledyne Hydra-Power, a unit of Teledyne Indus-
tries, defrauds the U.S. Navy of $4.5 million on a
helicopter contract by inflating the price of parts and
hours worked.

1988

The Major Fraud Act is signed into law by Presi-
dent Ronald Reagan, significantly increasing the
maximum penalties that could be assessed for cer-
tain economic frauds committed against the U.S.
government.

1988

Congress updates the Lanham Act with the Trade-
mark Law Revision Act, changing the period of
trademark protection from 20 years to 10 years,
with infinite renewals. The act also stipulates that
after five years, the trademark holder is required to
file an affidavit showing that the trademark will
continue to be used.

1989
The U.S. government brings criminal charges
against Charles Keating for fraud, racketeering and

conspiracy, and the government takes control of
Lincoln Savings and Loan.

1989

The U.S. Public Interest Research Group reports
that oil company Chevron’s operations in the Gulf
of Mexico have a less-than-admirable safety record.
The research firm reported that between 1956 and
1989, offshore rigs operated by Chevron had expe-
rienced 10 gas blowouts, 65 fires and explosions, 40
pollution incidents, and 5 pipeline breaks or leaks.

1989

A study by research firm Essential Information re-
ports that between 1984 and 1989, Chevron had
spilled a total of 2.8 million gallons of oil, making
it the world’s largest and most consistent spiller of
oil.

1989

Talk show televangelist Jim Bakker is convicted of
fraudulently raising more than $158 million. A 28-
page indictment included 8 counts of mail fraud, 15
counts of wire fraud use of telephone and televi-
sion, and 1 count of conspiracy to commit wire and
mail fraud.

1989

U.S. multinational corporation Union Carbide set-
tles out of court for $480 million with the families
of victims involved in a 1984 chemical spill.

1990

The U.S. Congress passes the Nutrition Labeling
and Education Act of 1990, requiring all packaged
foods to carry labels with nutrition information.

1990

Problems, including bribery and mispricing, involv-
ing General Electric become so pervasive that the
Pentagon’s Defense Contract Management Agency
takes the unique step of setting up a special investi-
gations office just for the company. The office se-
cures 22 criminal indictments against the company,
its subcontractors and employees, and recovers

$221.7 million.

1980-90

Legislation is enacted to curb redlining, a process in
which real estate agents and insurance companies
exclude certain socioeconomic groups and/or races
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from certain neighborhoods. Such acts include the
Home Ownership Protection Act, the Community
Reinvestment Act, and the Home Mortgage Disclo-
sure Act.

1991

Twenty-five employees are killed in a fire in an Im-
perial Food Products Incorporated chicken process-
ing plant. The employees were unable to escape the
flames due to the exit doors being locked due to
management fear of employee theft.

1991

Investment company Solomon Smith Barney’s tele-
com research analyst Jack Grubman falsifies com-
pany reports to make certain companies appear
healthier than they actually were, causing a number
of investors to lose substantial amounts of money.

1992

A lagged time-series analysis of price-fixing offenses
between 1890 and 1988 finds no significant relation-
ship between price-fixing enforcement and political
and economic variables. The study is the only long-
term longitudinal study of price-fixing.

1997

Camel Cigarette Corporation drops its famous Joe
Camel advertising campaign amid mounting law-
suits that claimed the cigarette-smoking cartoon
character featured on posters was marketed toward
children, a demographic that could not legally pur-
chase the product.

1990-2000
The Financial Action Task Force (FATF) calculates
that approximately $500 billion is processed in
money laundering operations around the world
each year.

2000

Owens Corning, which sells industrial pipe insula-
tion, is driven to bankruptcy by the settlement of
over 243,000 asbestos-related claims.

2001

An Italian court acquits former chemical company
managers of charges that stemmed from a 10-year
period in which 150 workers died from exposure to
a harmful chemical. The managers were acquitted
because the company was not aware of the harmful

effects of the chemical until after the workers were
contaminated.

1990-2002

General Electric is involved in 63 court cases
brought against it by the federal government. The
sum of the settlements reaches $982 million.

2002

The Securities and Exchange Commission files a
lawsuit against former executives of Waste Manage-
ment, Inc., accusing them of inflating earnings by al-
most $2 million.

2002

John J. Rigas of Adelphia Communications, a cable
company based in a small rural town, is accused by
the federal government of concealing $2.3 billion in
debt from investigators and Adelphia Communica-
cations shareholders.

2002

In response to the growing amount of stock fraud
cases, Congress passes the Sarbanes-Oxley Act, cre-
ating a series of oversight measures, and expanded
and increased the sanctions for illicit white-collar
actions.

1980-2003

Millions of Americans are affected by advanced fee
fraud associated with African-based criminal
groups. Advanced fee fraud involves a promise of a
large amount of money given to the participant if
the participant details personal banking informa-
tion to the foreign-based entity.

2003

A study estimates that the common practice of
price fixing may cost the American public as much
as $78 billion per year.

2004

Media tycoon Martha Stewart is convicted of lying
to cover up possible insider trading. Critics accuse
prosecutors of zealously showcasing the Stewart
case as an example of how rich and famous white-
collar criminals are now being pursued and prose-
cuted by the U.S. government.
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A. H. Robins

IN 1997, more than 25 years after A. H. Robins in-
troduced the Dalkon Shield intrauterine device
(IUD) as a safe, effective contraceptive, the last of
the product liability suits against the company were
headed for court. In the intervening years, at least 20
deaths and 200 miscarriages had been caused by the
Dalkon Shield; 235,000 women attributed pelvic in-
fections, often leading to infertility, to their use of
the product. The Shield had been on the market in
the United States for less than four years, from Jan-
uary 1971 to June 1974.

Marketed by A. H. Robins as a safer, more effec-
tive alternative to oral contraceptives, the Dalkon
Shield was essentially an untested device with un-
known effects. At the time, the U.S. Food and Drug
Administration (FDA) required advance testing and
approval only for drugs, not for medical devices.
Since IUDs are presumed to work by irritating the
uterus in a woman, thus preventing fertilized eggs
from implanting there, they qualified as contracep-
tive devices.

Although A. H. Robins included copper in the
Dalkon Shield in hope of an additional contracep-
tive effect, and mentioned this in their marketing to
doctors, the company downplayed the importance
of the copper in its reports to the FDA so that the
Shield would not be reclassified as a drug.

Such testing as the company relied upon was in-
adequate and misrepresented. The original clinical
trial by Dr. Hugh Davis, inventor of the Shield and
shareholder in the Dalkon Company bought by
Robins, claimed a 1.1 percent pregnancy rate, with
few side effects or spontaneous rejections of the
Shield. Later reviews of Davis’s study argued that
his testing period was insufficient, his sample too
small, and his procedures gravely flawed. The Shield
was also significantly redesigned by A. H. Robins,
making Davis’s results meaningless. Results from a
later 10-clinic study, touted by A. H. Robins as the
“Cadillac” of clinical studies, were largely concealed
from the public. In an internal company report
quoted by Minneapolis, Minnesota, investigative re-
porters Susan Perry and Jim Dawson, project coor-
dinator Dr. Ellen Preston noted that studies would
be funded only if they were “known in advance to
be favorable.” Lacking such studies, Robins contin-
ued to use the 1.1 percent figure in its marketing,
even though independent researchers put the preg-
nancy rate as high as 5 percent and argued that the
Shield’s rejection rate and side effects were worse
than those of other IUDs.

The falsely low pregnancy rate attributed to the
Shield left doctors and patients unprepared for the
device’s high risk of a second-trimester septic abor-
tion. A. H. Robins initially instructed doctors not
to remove the Shield from women who became
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pregnant, as attempting to remove the device was
likely to cause a miscarriage. However, doctors dis-
covered that leaving it in almost always led to life-
threatening infections at the 20th week of the
pregnancy. It was at this point that expansion of the
uterus pulled the IUD’s tail string into the ordinar-
ily sterile womb.

The Dalkon Shield’s tail string was unusual
among [UDs in being a multifilament string in
which bacteria, ordinarily present in the vagina,
could lodge between the filaments and wick upward
into the womb. Internal memos indicate that A. H.
Robins’s management knew about the potential for
this problem before the device went to market but
were more concerned about how the stiff string
might irritate men during intercourse. One manager
at the Chap Stick factory, where tails were attached
to Shields, pointed out the wicking problem and
noted that the attachment process damaged the tails
in ways that increased the likelihood of bacteria
reaching the womb. He was fired.

The result of wicking was a virtual epidemic of
pelvic inflammatory disease (PID) among Dalkon
Shield wearers. Bacteria gained a foothold in the
womb’s irritated lining, initially causing low-grade
infections that were often mistaken for flu. A seri-
ous outbreak of PID, however, could be life-threat-
ening, and untreated PID typically results in
infertility.

Although doctors reported these illnesses and
patients’ difficulty tolerating the Shield to A. H.
Robins, company management insisted that they
were not aware of significant problems with the
Dalkon Shield. In June 1973, after the company had
received warnings even from doctors involved in its
early aggressive promotion of the Shield, A. H.
Robins executives testified to a House Government
Operations subcommittee that the device was en-
tirely safe. A year later, swamped with product lia-
bility suits from injured women, A. H. Robins
stopped selling the Shield in the United States,
though it continued sales in the developing world.

As the FDA scheduled hearings on whether
IUDs were safe, A.H. Robins executives hurried to
destroy files that would show they knew the dan-
gers of their product. An attack of conscience by
Roger Tuttle, the lawyer in charge of A. H. Robins’s
Dalkon Shield litigation, resulted in his secretly pre-
serving some of the most incriminating documents.
He produced these documents on behalf of Dalkon
Shield plaintiffs in 1984. The first major product li-

ability lawsuit against A. H. Robins went to trial in
Kansas in 1974; a jury awarded Connie Deemer
$10,000 in compensatory damages and $75,000 in
punitive damages for harms caused by her Dalkon
Shield embedding in her uterus.

Dalkon Shield litigation was about to become
big business, led by attorneys Michael Ceresi and
Dale Larson of Minneapolis law firm Robins, Zelle,
Larson and Kaplan, with a seminal series of trials
taking place before flamboyant Minnesota judge
Miles Lord. A. H. Robins’s attorneys attempted to
discourage lawsuits by grilling plaintiffs about their
sexual history, bathroom habits, and even whether
they wore pantyhose. None of these factors were
ever shown to have any relationship to PID or other
harms attributed to the Shield.

A. H. Robins attempted to limit its liability by
declaring bankruptcy under a Chapter 11 restruc-
turing in August 1985. The restructuring plan, ad-
ministered by Judge Robert Merhige in the
company’s home jurisdiction of Richmond, Vir-
ginia, ultimately set up a $2.35 billion trust to pay
claimants. Richard Sobol’s history of the bank-
ruptcy argues that Robins manipulated the process
to minimize the number of claimants and to delay
payments so long that many injured women were
too old to use their settlements to pay for fertility
treatments. Certainly, in 1991, six years after the ini-
tial filing, women were complaining that settle-
ments were too slow and too small. Meanwhile, A.
H. Robins denounced its external legal counsel for
over-billing the company.

Sobol notes that A. H. Robins’s reorganization
plan included provisions that plaintiffs could not
sue third parties, such as the individual A.H.
Robins executives who had approved the com-
pany’s handling of the Dalkon Shield. This injunc-
tion was probably an incentive for American Home
Products, now renamed Wyeth, to purchase the
bankrupt company in 1988.

Thanks in part to the Dalkon Shield tragedy, the
FDA gained, in 1976, the authority to require test-
ing and approval of medical devices. The first [UD
they approved, G.D. Searle’s Copper-7, became a
focus of similar litigation in the mid-1980s. In 1991,
Dr. Richard A. Kromnal, who had been a consult-
ant for A. H. Robins on the Dalkon Shield, pub-
lished a reanalysis of his own study data, arguing
that the risks of IUDs had been overstated by other
researchers. As of late 2003, Planned Parenthood
was promoting IUDs as “the most inexpensive long-
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term reversible method of contraception available
in the world.” Wyeth does not currently market
[UDs.
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AAMCO

PERHAPS IRONICALLY for a company that
stresses trust in its advertising, this 700-shop trans-
mission repair franchise has a 35-year history of de-
frauding consumers with unneeded overhauls and
unhonored warranties.

Founded by high school drop-out Anthony A.
Martino in 1959 as a shop that specialized in repair-
ing the newly available automatic transmissions,
AAMCO went national as a franchise in 1962 with
the help of franchising expert—and later company
president—Robert Morgan. As with many fran-
chise operations, AAMCOQO’s ideal franchisee was
not a shop owner with relevant technical skills, but
an energetic, inexperienced entrepreneur who was
willing to learn a system. Arthur Glickman reports
in Mr. Badwrench that AAMCO actively sought

non-mechanics to operate its franchises. The

AAMCO system emphasized bringing customers in
with promised low prices, then selling higher-priced
services. A sales manual from the late 1960s, about
the time that Morgan bought out Martino, is
quoted by Glickman as stating: “It is AAMCQO’s
policy that the purchase of an AAMCO custom re-
built transmission be suggested to every customer
who enters your shop.”

By 1970, AAMCO franchisees had followed
these instructions so thoroughly that the parent
company had to sign a consent agreement with the
Federal Trade Commission (FTC) promising no
more deceptive advertising or bait-and-switch sales
tactics. Fourteen months later, AAMCO admitted
to 233 violations of this order. Over the next 15
years, a series of undercover investigations in 17
states found that AAMCO shops consistently sold
unneeded, and sometimes unperformed, transmis-
sion rebuilds. These investigations culminated in a
1987 14-state settlement in which AAMCO prom-
ised to implement a “secret shopper” program that
would prevent individual AAMCO shops from in-
flating repair costs.

The most common complaint against AAMCO
was that customers whose cars needed minor re-
pairs were sold a complete transmission rebuild or
replacement, with a lifetime warranty, at a cost
about eight times that of the needed work. Meth-
ods of motivating car owners to pay for extensive
transmission work ranged from the classic “metal
shavings in the pan”’—promoting a common, harm-
less condition as cause for alarm—to showing cus-
tomers damaged parts from other transmissions
kept for the deceptive purpose.

Many customers complained later that their
transmissions were in worse shape after the repairs
than before, and that AAMCO attempted to charge
for additional repairs rather than honoring their
warranties. Complained Anita Rubin, who bought
the lifetime warranty for her five-year-old truck
only to have AAMCO fail to fix it four times, to the
New York Times: “What are they advertising? It
doesn’t say it’s a lifetime warranty as long as it does-
n’t break down.”

By 1989, some AAMCO franchisees were so
frustrated that they considered filing a class action
lawsuit against the company, alleging that the com-
pany failed to provide technical support and ha-
rassed franchisees who refused to sell unneeded
repairs to consumers. The matter was settled out of
court.
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AAMCO continues to offer customers the op-
tion of buying a lifetime warranty on transmissions.
The corporate internet site boasts that CEO Keith
Morgan, son of Robert Morgan, has since 1992 led
the company to its highest profits ever.

SEE ALSO
advertising fraud; bait and switch; scams; Better Business
Bureau.
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ABSCAM

THE ABSCAM scandal involved a Federal Bureau
of Investigation (FBI) sting operation conducted
during the late 1970s in which members of Con-
gress and other prominent political figures were
videotaped accepting financial bribes from agents
posing as Arabian sheiks. In all, seven legislators in-
cluding a senator and six Congressional representa-
tives from five different states were convicted, fined
and/or imprisoned for accepting cash or stock
bribes in return for political favors.

The ABSCAM (which is short for Abdul Scam
and named after the bogus Abdul Enterprise com-
pany) operation began in 1978 when FBI agents
working with a convicted swindler, Melvin Wein-
berg, created a fraudulent Arabian company, Abdul
Enterprises Limited, on Long Island, New York.
The fictitious company was set up to represent
imaginary and wealthy Arabs, Kambir Abdul Rah-
man and Yassir Habib, who were interested in in-
vesting in the United States.

Weinberg was designated the chairman of the
company. Once established, agents quickly spread
word about the two wealthy Arab businessmen and
their intentions to engage in shrewd business trans-
actions. As part of the operation, the FBI deposited

$1 million at the Chase Manhattan Bank in the
name of Abdul Enterprises to give the false com-
pany instant credibility. Originally, the operation
was established to focus on business officials ac-
cepting bribes or engaging in other fraudulent prac-
tices. For instance, the fictitious Arabs engaged in
several scrupulous deals with individuals selling
stolen securities, art, and forgers of certificates of
deposit. However, by the fall of 1978, the AB-
SCAM operation ventured into the political arena
that involved bribes of federal and state officials.

A group that had sold Abdul Enterprises phony
certificates of deposit suggested that the wealthy
Arabs should establish a casino in New Jersey. This
forger group offered to introduce the fictitious
Arabs to a New Jersey politician who could guaran-
tee a state gambling license. The politician was An-
gelo Errichetti who was the mayor of Camden, New
Jersey. Shortly after their initial meeting with
Errichetti, Abdul Enterprises was able to bribe the
vice-chairman of the New Jersey Casino Commis-
sion, Kenneth MacDonald, concerning the approval
of the gambling license. By the spring of 1979,
Errichetti provided undercover FBI agents with a
written list of federal and state politicians in New
Jersey and the surrounding areas who were willing
to engage in similar corrupt relationships. Errichetti
indicated that these politicians were open to bribes
concerning construction related issues, such as zon-
ing waivers and building permits. In other instances,
Errichetti arranged meetings between two Philadel-
phia lawyers, Howard Criden and Ellis Cook, and
the Arab sheiks who expressed interest in gaining
political asylum.

The Congressional bribery stage of ABSCAM
operation occurred in July 1979 when Errichetti
arranged a meeting between associates of Kambir
Abdul Rahman, one of the fictitious Arab business-
men, and two Democratic representatives from
Pennsylvania, Ozzie Myers and Raymond Lederer.
In particular, the two representatives were given
$50,000 in cash to provide assistance in immigra-
tion issues and other political favors. Errichetti also
introduced the Arab businessmen to Frank Thomp-
son, Jr., a well-established Democratic New Jersey
legislator. Thompson was the chairman of the
House Committee on Administration and the Sub-
committee on Labor-Management Relations.

Similar to Myers and Lederer, Thompson was
offered bribes to help the Arabs overcome immigra-
tion laws. From this arrangement, Thompson intro-
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duced the Arabs to another congressman, John
Michael Murphy, from Staten Island, New York.
Murphy was chairman of the Committee on the
Merchant Marine and Fisheries and readily helped
the Arabs in exchange for monetary gifts. Finally,
Errichetti introduced the Arab businessmen to Har-
rison Williams, Jr., the senior senator from New Jer-
sey.

Williams was a distinguished Democratic legis-
lator who served as chairman of the Committee on
Labor and Human Resources and of the Subcom-
mittee on Securities, Housing, and Urban Affairs.
Beyond cash incentives, Abdul Enterprises offered
Williams stock certificates in a fraudulent titanium
company in exchange for influencing government
contracts for proposed ventures.

The many exchanges between the Arab agents
and the congressmen were secretly recorded and
videotaped by the FBI. These recordings captured
meetings, agreements to accept payments, and the
actual acceptance of bribes. Telephone conversa-
tions were also recorded. Based on this evidence,
several legislators were brought to court on charges
of bribery. In many instances, the legislators main-
tained that the ABSCAM operations were prime
examples of entrapment intended to smear them
and their reputations. Notwithstanding these allega-
tions, several of the legislators were convicted of
various criminal charges and some were even sen-
tenced to prison terms including Senator Harrison
Williams.

Beyond the criminal convictions, many mem-
bers were expelled from Congress or forced to re-
sign. For instance, Michael Meyers was expelled
from the House of Representatives marking one of
the few times in history a sitting member of Con-
gress was expelled for committing official corrup-
tion. Two other members, John Jenrette and
Raymond Lederer resigned before their expected
expulsions. Williams also resigned just days before
his expected expulsion.

SEE ALSO
bribery; corruption; graft.
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accounting fraud

ACCOUNTING FRAUD, or false financial report-
ing, is often at the heart of the most extensive
white-collar crimes. Among the examples are the
Equity Funding Corporation of America, the fiscal
fabrications of hundreds of savings and loan annual
reports in the 1980s, and Enron Corporation. Ac-
countants and auditors may assist in other corpo-
rate offenses by covering up evidence. For example,
by making profit from labor or environmental law
violations appear as legitimate income or keeping it
off the records altogether.

Accurate financial statements and reports of as-
sets and liabilities, profit or loss, are absolutely re-
quired for business and investment decisions.
Accounting fraud involves falsification of financial
records by overstating profits and assets, understat-
ing liabilities and debt, or hiding profit from tax au-
thorities. The complexity of accounting practices
makes obscuring a company’s true financial stand-
ing easy. As such, the public relies on the profes-
sional ethics of accountants.

Opinion polls place accountants among the
most honest professionals. The designation Certi-
fied Public Accountant (CPA) after an accountant’s
name tends to reassure us her report is a true repre-
sentation of the financial status of a business or or-
ganization. The image is enhanced by independent
auditors, whose accounting examinations are often
required by law.

With honest accountants and auditors double-
checking figures, we assume correctly, in most cases,
that financial statements are reliable descriptions of
financial positions. Incidents involving Enron,
WorldCom, and other corporations engaged in
massive accounting fraud caution against such as-
sumptions.

Accountants may overtly falsify or issue highly
misleading statements for many reasons. Just be-
cause they are audited is no guarantee financial
statements are correct, as the Enron and other casw-
cases illustrated.
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Accounting fraud can be complex or as simple as changing
the left-most digit in a column.

The role of accountants and auditors in ac-
counting fraud is complex. Accountants do not
have control over the data they are given. There is a
lot of room for dishonesty, if not by the account-
ant, then by employers or clients applying pressure
or misleading financial data. The potential for fraud
is considered in training accounting students, alert-
ing them to the possibility of being asked to certify
financial reports that are less than accurate.

The auditor’s main job is ensuring standard ac-
cepted accounting practices are followed. Even if
not, given the complexity of corporate accounts,
they can explain “irregularities” that are not fraud-
ulent. Extensive accounting frauds require some co-
operation between auditors and executives in a
company to falsify and certify incorrect reports.
Auditors may not want to question some practices
or data submitted by good clients.

The line is crossed when what is clearly fraudu-
lent is termed an “irregularity” by auditors remain-
ing silent in the face of an obvious accounting
fraud. Accounting practices can be so far from stan-
dard regulations, or in violation of regulations that
auditors who remain silent or otherwise cover-up a
fraud can be criminally charged. By such inaction
they become part of a criminal conspiracy.

Accounting fraud takes many forms. While
some are complex requiring advanced knowledge of
accounting principles, those most common are easy
to understand. To name a few, the oldest is keeping
two sets of accounting books. First, there is the set
that accurately indicates the company’s financial
position, and the second set of books is for the In-
ternal Revenue Service, illustrating a much less

profitable enterprise for tax purposes. There are
many ways false financial records help executives or
other company personnel. If short-term revenues
fall short of goals needed to receive a bonus, ac-
countants can be asked to make it appear as if goals
were reached. Fraudulent invoices for products and
services not delivered make revenues appear higher.

Simple tricks include listing income near the
end of a quarter in the revenue column for mer-
chandise not yet shipped; this is revenue that be-
longs in the next quarter. When it appears sales are
going to be low, channel stuffing involves shipping
unordered goods to regular customers. If, or more
likely when, merchandise is returned, there is a
worse problem in the next quarter, but for now
these unordered shipments are recorded as sales on
the current quarterly report.

At other times, usually for tax purposes, it is de-
sired to report low profits. False expenses make
profits seem smaller. To cheat tax authorities, cor-
porations that operate globally can resort to trans-
fer pricing. The corporation divides operations,
placing subsidiaries in different countries. One is
called a production company and the other distri-
bution. The production company is located in a
high-tax country and it sells millions of units to the
distribution company at a nominal price. Since the
value of products sold is recorded as small, tax is
low. The distribution company in a low-tax country
greatly increases the unit price for sale. Profits are
high, but taxes are low due to its location in a low-
tax country.

OVERT AND COVERT FRAUD

Many accounting frauds are overt falsifications. On
the simplest level, changing a number in a column
far enough to the left drastically changes the appear-
ance of a company’s financial situation in the direc-
tion desired by those involved in the fraud.
However, most accounting frauds involve a series of
transactions to at least make things appear legiti-
mate.

A classic example was in the savings and loan
scandal of the 1980s, which engaged in land flips. In
a land flip, a piece of real estate is bought for a few
thousand dollars and listed as an asset worth mil-
lions. A series of transactions took place between
two or more savings and loans buying the same
piece of land, knowing full well it was not worth
much, at an ever-increasing price for each transac-
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tion. What was next to worthless was then listed as
a major asset.

Motives for accounting fraud and the way
records are falsified vary by industry and the goals
offenders have in mind. Increasing sales commis-
sion suggests one method, while cheating on taxes is
another. For the largest schemes, perpetrators have
a vested interest in corporate profits. Executives re-
ceive stock options and a large number of shares as
part of their compensation. If revenues increase, so
does their income.

As such, accounting fraud often has its origin
among executives. Since executives are hired to in-
crease profits and stock prices the report to share-
holders indicates whether or not they have been
successful. They do not want bad news for share-
holders (nor for themselves) so they put pressure on
accountants to make the report look as favorable as
possible. Not only executives, but also lower-level
managers are paid on the basis of company per-
formance, usually in sales. The W. T. Grant Com-
pany went bankrupt in the 1970s because store
managers learned how to make sales appear good
enough to meet goals to net pay increases and
bonuses, when, in fact, sales were low. By the time
the true financial picture became clear, it was too
late to avert bankruptcy.

Accounting fraud can make just about any bad
financial situation appear good. When natural
downturns in markets occur, resorting to account-
ing fraud is usually felt to be temporary. In the long
run, it is doomed to fail. When revenue cannot
cover expenses and loan payments, failure is in-
evitable regardless of what an inaccurate financial
statement reports.

SEE ALSO
Equity Funding scandal; Enron Corporation; stock
fraud; insider trading; land flips.
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Adelphia Communications

CREATED AND FOUNDED by John J. Rigas,
Adelphia Communications grew in the 1990s to be-
come one of the largest cable media providers in the
United States. Because of its size, investors and
shareholders were shocked when they learned that
the company filed for bankruptcy in June 2002.
However, headquartered in Coudersport, Pennsyl-
vania, a small rural community that Rigas called
home, Adelphia Communications was not immune
from white-collar crime. Federal investigators ar-
rested Rigas, and his two sons, Michael and Timo-
thy, on July 24, 2002, and paraded the group in
handcuffs before the media.

At 77 years old, Rigas did not appear to be a
typical criminal. The accusations levied against him,
his sons, and two other employees, were far from
typical. The group was accused of concealing $2.3
billion in debt from investigators and shareholders,
and hiding their deals that were motivated purely
out of self-interest rather than corporate interest.
Estimates suggest that their illicit actions netted
them $1 billion which they used to support their
lavish lifestyles. According to federal prosecutors,
the defendants misused the money as personal
loans and cash advances, and even built a $13 mil-
lion professional golf course with the misappropri-
ated funds.

Rigas, his sons, and the two employees involved
in the scheme, former Vice President of Finance
James R. Brown and former Director of Internal
Reporting Michael C. Mulcahey, were indicted in
October 2002. United States Attorney James B.
Comey described the scheme as “one of the most
elaborate and extensive corporate frauds in United
States history.” They also faced stiff civil charges
for their misdeeds.

If convicted of the criminal charges, each defen-
dant could be sentenced to up to 250 years in
prison, fines up to $20 million, and forfeiture of
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$2.5 billion. To some observers, Rigas was used as
the poster boy of what the government can do to
white-collar offenders. To others, the system’s re-
sponse was long overdue. Many of those who live
in the Coudersport community continue to stand
behind Rigas, offering their support and question-
ing the veracity of the charges against him and his
sons.
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securities fraud; bank fraud; corporate liability.
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advance fee fraud

A SPECIFIC TYPE of fraud that has become syn-
onymous with African-based criminal groups, and
Nigerian criminal enterprises in particular, is popu-
larly referred to as advance fee fraud (also called
“419 Fraud” after the relevant section of the Niger-
ian Criminal Code). This fraud scheme emerged in
the early 1980s and is a variation of the confidence
swindle, which preys on peoples’ greed and naively.
Advance fee fraud targets individuals and busi-
nesses offering huge sums of money from govern-
ment officials or businessmen in African countries.
The targets of the fraud—which include businesses
and individuals—receive a solicitation (by letter,
fax, and increasingly e-mail) from a businessman or
ex-government official in an African country, prom-
ising that a large sum of money (often in the tens of
millions of dollars) will be deposited into the tar-
get’s bank account. In return, the recipient of the
letter is offered a percentage of the total amount
that purportedly will be wired or transferred from
Nigeria (or another African country).

The solicitation will ask its prospective victim
to respond to the correspondence, including name,
address, phone number, and banking information.
Subsequent correspondence will ask for a process-

ing fee from the target before the money can be
transferred. This fee is often in the tens of thou-
sands of dollars. The letter will often provide spe-
cific directions on how this fee should be paid
(usually a wire transfer to an overseas bank ac-
count). Once the processing fee is deposited, the
funds are quickly withdrawn, and the perpetrators
either disappear or attempt to coax even more
money from the victim. Some schemes have gone so
far as to have victims fly to an African country,
where they are extorted for even more money
through intimidation and violence. Of course, no
funds ever transferred to the target.

The funds that are purportedly to be deposited
in a target’s account are frequently described as
money that must be quickly and surreptitiously
transferred out of an African country due to a
number of reasons, such as a civil war, bankruptcy
fraud, an unclaimed bank account or inheritance, or
the embezzlement of money from a government or
business. Regardless of the specific claim, the
source of the funds is frequently held out as ille-
gally derived. This tactic is used to increase the
credibility of the offer (relying on widely held
awareness of corruption in African countries) and
to deter any victims who accept the offer from
going to police due to their own perceived complic-
ity in an illegal action. Although originated by
Nigerian criminal groups, advance fee fraud scams
now originate in a number of African countries and
use internal conflicts or other circumstances spe-
cific to that country as a pretense under which
funds must be transferred abroad. Below is just one
example of hundreds of thousands of advance fee
fraud letters (in this case, via spam e-mail).

Dear Friend,

Compliment of the season to you. I contact you
with the uttermost trust and full hope that you
will be in position to assist me in this mutual
transaction that will benefit both of us if we join
hands to work as partner. And a choice of your
Country.

I am James Biko, 24 yrs old, from Guinea
Bissau, born and brought up in Ghana. The son
of late chief Martins Biko a gold merchant and
dealer in Ghana. I must confess my agitation and
my word is my bond.

Late chief Martins Biko, who was assassi-
nated on 17th Aug 2001 by unknown faces on
his way to Accra Ghana, may his soul rest in
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peace. Before his death, he made a deposit of
two trunk boxes contents US$14.000.000 mil-
lion and (286) kilos of (Raw Gold), with a rep-
utable Security Company here in Cote d’Ivoire.
And registered the contents as Family valuables
belonging to his foreign business partner who
will come soon for the claim/release and export
to Abroad (no name).

I ask for you to focus your mind in this
transaction, for this is not Government money;,
this transaction is Legal, Genuine and no risk of
any kind in this transaction.

I humbly request for your permit, to submit
your name to the security company as my late
father s foreign business partner, for the immedi-
ate change of ownership with your name as the
beneficiary of the consignment for onward re-
lease of the two trunk boxes said (money/Gold).
And also, you help me to market the (Gold) and
invest the money in a blue chip and profitable
business in your Country, you been the trustee.
While I will continue my Education.

As soon as you find this possible and inter-
esting to help me, kindly furnish me with the
followings: (1) your full name and contact ad-
dress. (2) your private Tel/Fax numbers. All this
information, I will submit to the security com-
pany for the change of ownership with your
name and to enable me send to you the follow-
ing documents proof via your Fax number: (1)
The deposit certificate (2) Agreement and the re-
ceipt of the of-front payment, paid by my late fa-
ther. (3) The Will proof, Legally and willed by
my late father for this transaction.

Please, don’t betray me if this money comes
to your care, because this money is my only fu-
ture hope, and be rest assured that this is real
and never a joke.

[ offer to give you (25 percent) of the total
sum after the release of the boxes for your noble
assistance. Treat as confidential for the security
of this transaction and my Dear Life. Waiting
for your urgent and positive response.

Best regards,

James Biko

Abidjan, Cote d’Ivoire

SEE ALSO

Nigerian 419; scams; internet fraud.
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advertising fraud

ADVERTISING FRAUD is generally defined as ad-
vertising that is misleading in any material respect,
either explicitly or indirectly through representa-
tions made in a statement or combination of state-
ments, and any failure to reveal material facts. A
statement or representation in an advertisement
may also be false or fraudulent when it constitutes a
half-truth.

The legal definition is much stricter than com-
mon sense, which requires the element of ‘“decep-
tion” in advertising to establish the illegality.
According to Section 15 of the Federal Trade Com-
mission Act of the United States, deceptive adver-
tisements are those that are “misleading in material
respect,” and this has been interpreted by the
courts to mean that the deceptive advertisement
must affect the purchasing decisions of the cus-
tomer.

Any form of commercial information or com-
munication, which is contrary in whole or in part to
actual conditions or to the acquisition conditions of
the goods and services offered, or using texts, dia-
logues, sounds, images, or descriptions that directly
or indirectly, or even by omission of essential prod-
uct information, can mislead, deceive, or confuse
the consumer. All forms of fraudulent advertising
or abusive advertising are prohibited, as are those
leading to error in the choice of the goods or serv-
ices that could affect the interests and rights of the
consumer.

Many economists complain that the extensive
and fraudulent use of advertising involves undue
costs and is a bar to free competition, with a result-



10 advertising fraud

ant adverse effect on the operation of the free price
system. Experts in home economics charge it with
being a poor guide to consumption. Criminologists
and legal scholars have noted its far more serious
consequences, including death and bodily harm
caused by fraudulent advertising.

On the other hand, according to the “high stan-
dard of living” hypothesis, advertising represents an
economical means of exchange. It could help to
lower costs because it makes possible large-scale op-
erations in industries operating under decreasing
costs. It is an essential source of product informa-
tion in an advanced economy. It could actually en-
courage product development and technological
improvement by inducing consumers to want the
new and improved products offered.

Therefore, it is implied that advertising fraud
could be forgiven in order to promote a high stan-
dard of living for the society as a whole. However,
the argument that advertising fraud could be toler-
ated has lacked resources for obtaining the needed
evidence based on a large-scale analysis of such a
problem. Some scholars argue that advertising ex-
penditures are wasteful by creating a demand to use
up natural resources and increases the cost of prod-
ucts.

The history of corporations using blatantly
fraudulent claims, as well as exaggerated claims, or
puffery, is a long one. The roots of the tremendous
growth in American advertising that took place
after the Civil War were laid down over centuries of
evolution in Western market places.

Ethical issues regarding advertising were seldom
raised because advertising was considered merely a
matter of announcing the availability of products.
Even then, however, manufacturers devised and im-
plemented skillful and boastful advertising to sell
harmful drugs and other bad products. By the end
of the 19th century, abuses in advertising flourished
along with consumers’ suspicions about advertised
food. Pure food regulation, not advertising regula-
tion. was introduced to deal with such a problem in
the second half of the 19th century.

In the United States, heightened attention to ad-
vertising’s credibility in the first decade of the 20th
century foreshadowed the appearance around 1911
of an energetic truth-in-advertising movement,
which initiated legislation and established organiza-
tions to combat dishonest business advertising.
However, the criminal nature of the sanction, the
inclusion of requirements of intent, materiality,

and other restrictive elements, and the failure to
provide administrative machinery for enforcement,
severely limited the effectiveness of these statutes in
suppressing false or misleading advertising. More
generally, the advertising industry’s desire for self-
regulation has meant that prosecutions have been
infrequent and convictions rarer still. Private nego-
tiation resolved most complaints.

REGULATION

Federal and state laws and the Federal Trade Com-
mission (FTC) accompanied this self-regulation. In
1914, the Federal Trade Commission Act was en-
acted, which states that false advertising is a form of
unfair and deceptive commerce. Under the act, the
term false advertising extends well beyond untrue
advertisements. It also includes advertisements that
make representations that the advertiser has no rea-
sonable basis to believe, even if the representations
turn out to be true. An example would be an adver-
tisement for a vehicle that states that the vehicle
uses less gasoline than any comparable vehicle. The
advertiser would have committed false advertising if
it had no reasonable basis to believe the truth of
this claim (such as through comparative tests), even
if it turned out to be true.

Under the law, the government doesn’t have to
prove the deceptive intentions at an administrative
hearing or in court. The fact that it had a deceptive
quality is sufficient. If the ad is deceptive in nature,
the defendant faces legal problems even if she has
the best intentions. The fact that she didn’t know
the information was false is irrelevant. To determin-
ing whether or not a statement is deceptive, how-
ever, is a much more complex process, because one
must not only examine the nature of the statement
but also the potential effect on the customer.

The FTC Act created the FTC and gave the
commission broad authority to regulate advertising.
The FTC is the main federal agency that takes action
against unlawful advertising. Under this broad man-
date, the FTC has issued regulations prohibiting ad-
vertisements that could be misleading even if they
are true. A famous example involves Anacin, a
brand of aspirin. The maker of Anacin ran ads
claiming that clinical tests showed that Anacin de-
livered the same headache relief as the leading pain-
relief prescription. The ad did not mention that
aspirin itself is the leading pain medicine. The FTC
determined that the ad was misleading. The ad im-
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plied that Anacin was more effective than aspirin,
when in fact, Anacin is really just aspirin.

Over the years, the FTC has taken enforcement
actions against many businesses accused of engag-
ing in false and deceptive advertising. A significant
number of those administrative actions have been
tested in court. For the most part, the FTC relies on
consumers and competitors to report unlawful ad-
vertising. If FTC investigators are convinced that an
ad violates the law, they usually try to bring the vio-
lator into voluntary compliance through informal
means. If that does not work, the FTC can issue a
cease-and-desist order and bring a civil lawsuit on
behalf of people who have been harmed.

The FTC can also seek an injunctive decree
from the court to stop a questionable ad while an
investigation is in progress. In addition, the FTC
can require an advertiser to correct ads, that is, to
state the correct facts and admit that an earlier ad
was deceptive. For example, Listerine mouthwash
was long touted as a cold and sore throat remedy.
The FTC forced the manufacturer to run ads stating
that Listerine would not cure colds or relieve sore
throats.

The FTC has a further power, known as “fenc-
ing in.” This enables the FTC to bar misleading ads
with respect to a particular product and across all of
a business’s other unrelated product lines. For ex-
ample, a testimonial constituting false advertising
regarding product A could lead purchasers to be-
lieve that products B and C must also be great. In
that case, the FTC could bar use of the ad for prod-
ucts A, B, and C.

Court decisions indicated that the judiciary
would look favorably on commission action against
dishonest advertising. By 1925, advertising cases ac-
counted for three-quarters of the FTC’s orders. In
the 1920s and 1930s, a consumer movement at-
tacked deceptive advertising. The efforts of the con-
sumer groups generally reinforced earlier notions
that truthful information was at the heart of con-
sumers’ needs. Consumer advocates in the interwar
years showed little faith that advertising itself, even
if regulated, could supply the truthful information
that buyers required. Within the advertising indus-
try, however, there were modest moves toward self-
regulation, in part to stave off burdensome external
controls, in part to curb what advertising people
themselves considered to be persistent abuses. The
American Association of Advertising Agencies, for
example, devised a code of ethics for its members in

1924, but it was vague and lacked the threat of pun-
ishment.

TELEVISION AND CONSUMERISM

Despite the clarification of its authority to take ac-
tion against deceptive advertising, the FTC in these
years was hamstrung by bureaucratic inertia and a
cumbersome legal process. A business journalist in
1957 described the FTC as “a headless, drifting
agency which acted desultorily and seldom hurt
anybody very much.” The postwar years, however,
saw both changes in the nature of advertising and
the appearance of new critiques of advertising and
consumption. Advertising volume expanded along
with the booming economy, but perhaps more cru-
cially, it employed the new medium of television to
reach its audiences.

By 1960, advertisers spent over $1.5 billion on
television. The new medium’s fusion of sight,
sound, and motion in living rooms forced an expan-
sion of the concept of truth in advertising. In 1970,
for example, the FTC took action against Campbell
Soup for a commercial for vegetable soup, in which
the photographers had put clear marbles at the bot-
tom of a bowl to make the soup’s ingredients rise to
the top and appear more abundant. Campbell
agreed in a consent order to discontinue the proce-
dure.

These changes set the stage for a revival of con-
sumerism and new efforts to control advertising
during the 1960s. Consumerists had long com-
plained that the FTC and other regulatory agencies
shared a revolving door with regulated businesses.
Although self-regulation and government control
had recognized some of the new problems, the
major challenge to policy makers was to find appro-
priate ways to curtail the fraudulent abuses in adver-
tising.

Awakened from its postwar torpor by some
sharp consumerist attacks, the FTC emerged by the
early 1970s as a more energetic regulator of adver-
tising practices. The FTC had broadened the defini-
tion of advertising fraud from the Progressive Era’s
fixation on literal truth. It began a program requir-
ing advertisers to provide information substantiat-
ing the claims they made in their publicity.

Failure to supply adequate evidence, in the judg-
ment of commission staff, could bring about a
charge of deception or unfairness. Indeed, the FTC
articulated a principle stating that advertising claims
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that lacked a “reasonable basis” for belief were un-
fair practices.

It was, however, nowhere near the solution to
the problem because the FTC had not been given
the legal instruments or the staff necessary to effec-
tively administer and monitor advertising. More-
over, in many cases, the FTC relied heavily upon
making deals with companies, in the form of con-
sent orders, to halt misleading or false advertising.
In 1971, consultation among advertisers, agency,
and media interests bore fruit in the creation of a
new self-regulatory system. The scheme designated
the National Advertising Division (NAD) of the
Council of Better Business Bureaus as an investigat-
ing body and created a National Advertising Review
Board (NARB) to evaluate complaints about adver-
tising.

The purpose or mission of the NARB, as ex-
plained in its Statement of Organization and Proce-
dures, is to “sustain high standards of truth and
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Used-car dealers have been known to employ deceptive ad-
vertising in luring customers to car lots.

accuracy in national advertising.” In reviewing ad-
vertisements, if a panel of the NARB decides that
an advertisement is misleading or deceptive, it will
request that the advertiser modify or withdraw the
ad. If the advertiser “fails to respond or indicates
his unwillingness to accept or comply with the deci-
sion, the panel will issue a Notice of Intent to the
advertiser that the matter will be publicly referred
to an appropriate agency of government.” The
NARB therefore serves as a self-regulatory agency,
monitoring the activities of companies and agencies

alike.
ADVERTISING GROWTH

At the same time, advertising has expanded rapidly
since the 1970s. In 1973, advertising expenditures
amounted to $25 billion, and by 1993 had increased
to over $110 billion in the United States. Since the
mid-1970s, however, pressure for deregulation has
partially stymied governmental and industry efforts
to regulate advertising. The FTC has been attentive
to business protests against its actions and hostile to
governmental regulation against false advertising.
The FTC was reluctant to pursue deceptive and un-
fair advertising cases during the Ronald Reagan
years in the 1980s. Chairman James Miller of the
FTC in the Reagan administration, for example,
asked Congress to enact a restrictive definition of
deceptive advertising. When Congress rejected this
path, a majority of the commissioners voted to
apply it anyway in FTC work. These standards re-
quired a showing of “likeliness to mislead” the
“reasonable” consumer about “material” matters
rather than incidental ones.

On the other hand, consumers became impa-
tient with misleading and deceptive advertising,
tired of being treated like pawns in a market grid
box, and of being intellectually abused by a bom-
bardment of inane and degrading advertisements.
In almost every piece of merchandise a consumer
buys, she is influenced consciously or uncon-
sciously, directly or indirectly, by advertising. Some
scholars declared that all advertising is deceptive be-
cause it is designed to manipulate. The major part
of informative advertising is, and always has been, a
campaign of exaggeration, half-truths, intended am-
biguities, direct lies, and general deceptions. In a
Gallup poll on the honesty and ethics of people in
32 different professions, advertising and advertising
practitioners ranked near the bottom. False nutri-
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tional claims and falsified demonstrations are just
two illegal aspects of advertising and product pro-
motion, which is a $100 billion a year business in
the United States.

LANHAM ACT AND STATE LAWS

In addition to the FTC under the FTC Act, private
parties, such as consumers or competitors, can also
bring a legal action regarding false advertising under
the Lanham Act. To establish a violation under the
Lanham Act, consumers and competitors must
prove the following: 1) the advertiser made false
statements of fact about its product; 2) the false ad-
vertisements actually deceived or had the capacity
to deceive a substantial segment of the target popu-
lation; 3) the deception was material; 4) the falsely
advertised product was sold in interstate commerce;
and 5) the party bringing the lawsuit (the plaintiff)
was injured as a result of the deception.

Actual loss is not required to show an injury.
All that is needed is a reasonable basis for the belief
that the plaintiff is likely to be damaged as a result
of the advertising in question. An example of such
damage would include ads that deceive consumers
who are the target population of both the advertiser
and the plaintiff. The penalties for a Lanham Act vi-
olation include the plaintiff’s lost profits, the addi-
tional profits to the advertiser resulting from the
deceptive ad, treble damages, and attorneys’ fees.

In addition to the FTC Act and the Lanham
Act, which are federal statutes, most states also have
laws proscribing false advertising. For example, I1li-
nois has enacted the Uniform Deceptive Trade Prac-
tices Act. Under the act, a ‘“deceptive trade
practice” includes such practices as “palming off,”
misrepresentation, product disparagement, and
bait-and-switch advertising.

Palming off occurs when an advertiser creates
the impression that its goods or services are those
that are furnished by a competitor. For example,
this could occur if you set up a hamburger stand
that looked like a McDonald’s restaurant. Misrepre-
sentation occurs when an advertiser makes false or
misleading claims about its goods or services, as
under the FTC Act and the Lanham Act. Product
disparagement occurs when an advertiser intention-
ally makes false or misleading negative remarks
about competing goods or services, causing its com-
petitor to lose sales. Bait-and-switch advertising oc-
curs when the advertised goods or services are

withdrawn from the market and substitute goods or
services are instead offered for sale.

Most states have laws, usually in the form of
consumer fraud or deceptive practices statutes that
regulate advertising. Under these laws, state or local
officials can seek injunctions against unlawful ads
and take legal action to get restitution to consumers.
Some laws provide for criminal penalties, such as
fines and jail, but criminal proceedings for false ad-
vertising are rare unless fraud is involved.

Consumers often have the right to sue advertis-
ers under state consumer protection laws. For ex-
ample, someone who purchases a product or service
in reliance on a false or deceptive ad might sue in
small claims court for a refund or join with others
to sue for a huge sum in another court.

A competitor harmed by unlawful advertising,
or faced with the likelihood of such harm, generally
has the right to seek an injunction and possibly an
award of money (damages) as well, although dam-
ages are often difficult to prove. Such cases usually
are based on one of two legal theories: unfair com-
petition or commercial disparagement. Despite
these different laws which deal with advertising
fraud, the most powerful tool is still the FTC Act in
the United States. Some scholars noted that prose-
cutions of false advertising cases had proven diffi-
cult under the fraud laws due to the absence of
major, highly motivated victims and problems of
proving intent and damage. Some argue that the
FTC action against advertising fraud can be im-
proved if the government facilitates the agency with
more staff and resources, as well as political sup-
port.

In fact, the difficulty of proof and the trend of
lenience toward advertising fraud cases can be
found in many countries in the world. For example,
in Canada, each year thousands of allegedly false,
misleading or deceptive advertisements are reported
to the Department of Consumer and Corporate Af-
fairs.

The number of files of advertising illegalities
opened went from 33 in 1968-69 to 12,374 in
1987-88. However, only a small number of the
cases resulted in recommendations to the attorney
general for criminal prosecution. There have been
very few convictions against advertising fraud.

SEE ALSO
Federal Trade Commission Act; Federal Trade Commis-
sion; reform and regulation; prosecution; puffery.



14  Africa

BIBLIOGRAPHY. James W. Coleman, The Criminal
Elite: The Sociology of White-Collar Crime (St. Martin’s
Press, 1994); David R. Simon, Elite Deviance (Allyn and
Bacon, 1999); Laureen Snider, Bad Business: Corporate
Crime in Canada (Nelson Canada, 1993); Mary L. Azcue-
naga, Advertising Regulation and the Free Market (Interna-
tional Congress of Advertising and Free Market, 1995);
Laura Ries, The Fall of Advertising and the Rise of PR
(HarperBusiness, 2002); Pamela Walker Laird, Advertis-
ing Progress: American Business and the Rise of Consumer
Marketing (John Hopkins University Press, 1998); Ivan L.
Preston, Great American Blow-up: Puffery in Advertising
and Selling (University of Wisconsin Press, 1996); Basics
In False Advertising (Poznak Law Firm Ltd., 2003).

HONGMING CHENG, PH.D.
ST. THOMAS UNIVERSITY
ZHEJIANG WANLI UNIVERSITY

Africa

AS ONE OF THE last parts of the world to strive
for an advanced capitalist economy, Africa was also
one of the last to develop a significant international
business elite. Until the wave of decolonization fol-
lowing World War II, the countries of Africa were
more often the victims of corporate and govern-
ment malfeasance, and mismanagement by coun-
tries outside of the continent. Only recently have
these countries, especially South Africa, faced the
challenge of holding the reins on economic crimes
in times of political transition and economic global-
ization.

White-collar crime is a Western concept and is
not always easy to apply to the various societies of
Africa, whose ideas of both crime and economics
can be radically different. For example, western
African customs long supported the dash system,
in which government officials performed their du-
ties in return for tips, or dash. When Western cor-
porations sought to do business in countries such as
Nigeria, it was expected that they would also partic-
ipate in the system and provide dash in order to
grease the gears of business. The local elites saw this
as tradition not as bribery, but through Western
eyes it fits the definition of white-collar crime.

West Africa became firmly linked to the nas-
cent global economy in the late 16th and early 17th
centuries with the advent of the Atlantic slave trade.

The trade originated with the Portuguese, who sent
government-backed missions to Africa to procure
gold for trade with Asia. Once the other Europeans
learned of the market for slaves, competition in-
creased and a number of joint-stock companies, no-
tably the Dutch West India Company (WIC), based
their existence on the profits from the triangular
trade between Africa, Europe, and the Americas.

THE CORPORATE SLAVE TRADE

Initially, these companies were not strictly-speaking
exploitive, as they tapped into already existing net-
works for procuring and selling slaves, but their in-
volvement increased the intensity of the trade and
contributed to profound political changes. Along
the west coast of Africa, leaders used the profits
and prestige of the Atlantic slave trade to consoli-
date their power over tribe members and to extend
that power over others. The trade created and
strengthened an economic and political elite who
often leveraged their positions for personal gain, a
trend that would continue in the 20th century.

The large profits from the slave trade also en-
couraged economic recklessness back in Europe. In
the 18th century, two spectacular stock market bub-
bles, the Mississippi Scheme in France and the
South Seas Scandal in England, stemmed from the
creation of joint-stock companies whose profits
were to come from the slave trade. John Law’s Mis-
sissippi Company failed spectacularly, leaving
France with massive debt, a general mistrust of fi-
nancial instruments, and lingering concerns about
the government’s ability to manage its finances. The
fallout from the scandals had little effect back in
Africa because competition for lucrative and exclu-
sive slave-trading contracts was intense, and when
one player dropped out or proved unsatisfactory,
there were always others waiting in the wings.

Slavery was outlawed by nearly every Western
country by the 19th century and many expected
that Africa would follow suit. When this proved
not to be the case, imperial powers cited the contin-
uation of slavery as a moral pretext for greater con-
trol by paternalistic, economically advanced
countries. In the late 19th century, nearly all of
Africa was carved up by European powers into
spheres of colonial rule. The cooperation of
African leaders was assured through the financial
and political incentives, often thinly disguised
bribery. The primary purpose of these colonies,
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however, was economic. Europeans were looking
for new markets for their own manufactured goods
and new sources of key raw materials, such as cop-
per or oil.

CRIMES OF IMPERIALISM

Whether or not new imperialism could be called a
crime is a hotly debated subject. Defenders of the
idea point to the essentially exploitative nature of
colonial interests. Imperial powers would extract
valuable raw materials from their dependencies, but
for use and profit of the home country only. The
enterprises would provide little extra employment
for the natives and even less tax revenue. Once they
became independent, the countries of Africa would
find themselves “looted” of their most valuable re-
source and with very little capital to show for it.
Colonialism also heightened the previously existing
distance between the economic elites and the rest of
the population. More than ever, economic power
came with collusion with the West.

When the colonial powers became distracted by
the triple catastrophes of World War I, the Great
Depression, and World War II, African countries
gained increasing degrees of independence and by
the 1960s, most were at least nominally independ-
ent of their former masters. In addition, the global
economic boom that followed World War II re-
sulted in rapid economic growth for most of Africa.
This combination of new governments and eco-
nomic change proved to be very volatile. With little
experience in managing export-oriented industries,
many new leaders found themselves relying more
on customary relations than development theory.
Warring tribes struggled for political and economic
control and national loyalties were often weak or
nonexistent. Political corruption ran rampant, espe-
cially in sub-Saharan regions, and was called “the
most destructive of Africa’s moral diseases.”

NIGERIA

Nigeria provides an interesting case study. It became
independent in 1960, but almost immediately vio-
lent rebellions erupted among the different tribes,
each demanding their own state. The country was
divided into 12 states (later 19), resulting in an un-
stable federation. Government officials remained
loyal to their own tribes. After a rigged election in
1966, civil war ensued, to be replaced by military

government. Nigeria was fortunate to have large oil
reserves and the sale of oil constituted the bulk of
Nigerian government revenue by 1979. With re-
newed confidence from the civil war and military
rule, several Nigerian officials began awarding con-
tracts to foreign corporations in return for substan-
tial kickbacks. According to analysts, ‘“most
Nigerians believe[d] that their government minis-
ters, civil and military, systematically take a rake-off
on government contracts.” Some scholars have con-
tended that at different times the Nigerian govern-
ment used its position essentially to collect bribes,
resulting in major transfers to personal accounts in
foreign countries.

GHANA, UGANDA, ZAMBIA

Different countries dealt with the rampant corrup-
tion in various ways. Military or one-party dictator-
ship was one option. In Ghana, Colonel Ignatius
Kutu Acheampong seized power in 1972 after civil-
ian government proved unable to deal with wide-
spread political corruption, especially smuggling by
officials. His regime showed that military regimes
were no better equipped to handle the problem
than nonmilitary governments and he was quickly
deposed.

In Uganda, Idi Amin, a former general, took
over power in 1971. Amin had been accused of
large-scale smuggling and misappropriation of
funds while serving previous governments, though
he used his influence to exonerate himself. He then
used the money gained from these activities to in-
crease his personal control over the army, making
his coup possible. He quelled ethnic conflicts in the
country by eradicating members of rival tribes, the
Acholi and the Lango, and by forcibly expelling
Uganda’s economically dominant Asian minority.

In Zambia, President Kenneth Kaunda dealt
with corruption from a Christian-inspired moral
perspective (his father had been a minister). For ex-
ample, he fired his minister of labor for being in-
volved with a company that had received many
questionable loans from the government. In a cele-
brated case in 1970, he suspended numerous others
for misuse of government revenue. His one-party
state, however, did not enjoy widespread support.

Many countries dealt with corruption by insti-
tuting greater state control over the economy, some-
times with socialist overtones. War-time conditions
had greatly increased the power of the state to regu-
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late the economy. African leaders often expanded
this power to include marketing boards, govern-
ment ownership of industry, and increased ex-
change and price controls. In North Africa, the
creation of the OPEC (Organization of Petroleum
Exporting Countries) cartel in 1960, as a means of
leveraging the oil resources of nations such as
Libya, Algeria, and Nigeria, was a significant contri-
bution to corruption. These policies favored the
dominance of an economic elite and often had dele-
terious effects on small producers, especially in agri-
culture. They also created the opportunity for
further political corruption in the form of selling
government contracts, licenses, monopolies, or
other inside deals in return for cash payments.
Beginning in the 1980s, problems with debt and
exchange rates forced many African countries to
adopt stricter policy controls from international in-
stitutions, notably the IMF (International Mone-
tary Fund) and the World Bank. Along with these
changes, political reform and democratization have
also advanced. Many of Africa’s more notorious
dictators, such as Uganda’s Amin, have been over-
turned, resulting in more open government.

REFORM AND CORRUPTION

New and reformed regimes have also had problems
with corruption. In July 2002, for example, Presi-
dent Ange-Felix Patasse of the Central African Re-
publican had 20 government officials arrested for
embezzlement. In Malawi, the IMF has accused the
president of illegally selling grain reserves shortly
before a major drought, and in Angola rampant cor-
ruption has frustrated the efforts of humanitarian
workers to restore services after the civil war.

In the later 20th century and early 21st, corrup-
tion and white-collar crime have become less inter-
nal to the government systems and increasingly
linked to relationships with multinational corpora-
tions. In 2003, the president of Nigeria accused sev-
eral multinational oil companies of taking some
$600 billion in illegal tax bonuses. In 1992, the
Khalifa family, based in Algeria, began taking advan-
tage of new open markets to create a worldwide em-
pire, including the first private Algerian bank, an
airline, two television channels, and companies spe-
cializing in catering, rental cars, graphic design, and
construction. Economists reckoned the collective
worth of the group to be close to $2 billion annu-
ally. In 2001, the group came under government sus-

picion and transfers were suspended. While leaving
the country, three bank managers were appre-
hended with large suitcases full of cash. Since then,
the Algerian government has suspended the opera-
tions of most of the other branches of the group,
laying off thousands, and the leader, Ralik Khalifa,

has gone into hiding.
SOUTH AFRICA

In South Africa, the transition from apartheid to
the rule of the African National Congress (ANC)
coalition has been difficult and all types of crime,
including white collar, have been on the rise. In one
of the most publicized cases of such crime, Winnie
Mandela, former wife of ANC founder Nelson
Mandela, faced 85 charges of fraud and theft in
2002. Using her control over the ANC’s Woman'’s
League, Mandela helped to forge letters with the
purpose of getting bank loans for the organization.

Convicted of most of the charges, she was sen-
tenced to five years in jail. Despite the existence of
numerous organizations designed to fight white-col-
lar crime, corporate and government scandals have
also proliferated. In 2001, a project to modernize
the South African armed forces resulted in the dis-
tribution of numerous lucrative contracts and alle-
gations of significant kickbacks and favoritism
among government ministers. Similar accusations
were made regarding the purchase of HIV/AIDS

Cape Town exemplifies the post-apartheid South African
economy fraught with its share of corruption.
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drugs. The credibility of government officials was
also tarnished by a scandal over diamond and land
rights involving the New Diamond Corporation
and the acceptance of bribes from Taiwanese offi-
cials designed to block South African recognition
of mainland China.

On the other hand, the government has accused
South African chemical company SASOL of con-
spiracy and dishonest practices in connection to its
cooperation with German banks. In 2002, the prin-
ciple managers of South Africa’s second largest
trade union, Nehawu, faced charges of theft and
fraud when a government audit found over 500,000
rand missing from its accounts.

ADVANCE FEE FRAUD

Perhaps the most infamous white-collar crime to
come out of Africa in recent times is the Nigerian
Mail scam. Using an official-looking structure and
language, the e-mails suggest to the unwary that they
help a Nigerian official to recover funds by provid-
ing bank account information. In return for the
users’ cooperation, they will get a percentage of the
recovered funds, often millions of dollars. Fraud-
sters, working largely at internet cafes in Nigeria
and other African countries, have sent millions of
these e-mails. Many have been successful, though
the exact amount of funds unwary volunteers have
forfeited remains unknown. The scam has attracted
a host of imitators in other African countries.

SEE ALSO
oil crimes; corruption; public corruption; bribery; em-
bezzlement; globalization; capitalism; advance fee fraud;

South Africa.
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age discrimination

IN THE UNITED STATES, age discrimination is
generally associated with old age, but there is dis-
crimination against youth as well. Ageism really was
not evident in America until industrialization
began, shortly after the Civil War. It reached its
zenith when a 1907 veterans law declared that all
people over age 62, regardless of their actual state of
health, were disabled.

The second cause of age discrimination against
the elderly was the Social Security Act of 1935.
Ironically, the law was designed to help older people
enjoy their “golden years” by providing them with a
guaranteed, although meager, pension. Unfortu-
nately the law had the effect of forcing many older
Americans out of the labor force after age 65, a
practice not made illegal until 1967 with the passage
of the Federal Age Discrimination Act.

American society possesses a phobia about
aging and being elderly. One reason for the aging
phobia concerns the way the mass media obsesses
over youth and virtually ignores the elderly or por-
trays them in a negative light. Numerous studies
demonstrate that the elderly are virtually invisible
in much of the media.

ELDERLY MYTHS

Because their lifestyles and social problems are ig-
nored, mythical stereotypes about their physical,
mental, and moral conditions abound: The elderly
are senile, mentally ill, or suffer from declining in-
telligence; the aged are lonely and unhappy to the
point of being miserable; the elderly are chronically
sick; the aged are unable to live by themselves; the
elderly become ill upon retirement; most of the
aged are poor; older people are asexual and uninter-
ested in sex; most of the elderly live in nursing
homes; the aged are unproductive and a drain on so-
ciety. These are all myths.
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Age discrimination is mostly based on myths about old age
that ignore the vitality of many senior Americans.

OLDER AMERICANS ACT

One major attempt to resolve some of the elderly’s
social problems is the Older Americans Act (OAA,
last amended in 2000). This federal law provides the
funding and policies for state and area agencies on
aging to identify the elderly's needs and provide
services that meet those needs. Community
providers furnish delivered meals, transportation,
information and assistance, outreach, legal assis-
tance, ombudsman services and many others under
the act. It does not set specific funding authoriza-
tion levels, but requests Congress to approve “such
sums as may be necessary.” The exceptions to this
are the family caregiver support component, pro-
grams for Native Americans, and older workers
funding all set at specified levels. However, funding
authorization does not mean actual appropriation.
The OAA has historically been funded far below
authorization levels.

Other functions of the act include emphasizing
the importance of information and assistance serv-
ices. It creates a hotline for the dissemination of in-
formation about retirement, and requires area

agencies on aging (AAAs) to report annually to the
state agency regarding needs of older persons and
service provision. AAAs must coordinate commu-
nity-based and long-term care services to enable
older individuals to remain in their homes. AAAs
must also provide a grievance procedure for older
individuals who are dissatisfied with their services.
The act also contains a Senior Community Ser-
vice Employment Program (SCSEP) to develop in-
dividual economic self-sufficiency for seniors
through community service activities for unem-
ployed, low-income persons who are 55 years of age
and older and have poor employment prospects.

EMPLOYMENT DISCRIMINATION

A federal law passed in the 1960s prohibits discrim-
ination against the elderly in the job arena. Another
paradox of ageism in America, however, is that the
number of job discrimination suits filed by elderly
persons has reached an all time high. Age discrimi-
nation is a particular problem for blue-collar work-
ers employed in declining industries, such as
automobiles and aerospace.

Since 1990, cases of forced retirement and out-
right firing have been filed on behalf of older work-
ers in a broad variety of fields, such as real estate,
television news broadcasting, and investment. The
bitter truth is that older workers are frequently at
the top of the pay structure within most companies,
and forcing them out, while retaining younger, less
costly workers, is a deviously rational economic act
in an age of restructuring and down-sizing.

The elderly suffer very high rates of victimiza-
tion from white-collar crimes, especially scams
(confidence games) and frauds. Amazingly, nine out
of 10 fraud victims do not report crimes against
them to the police, largely due to personal embar-
rassment or the smallness of the particular, individ-
ual loss. The abuse of elderly people in America is a
recently discovered and serious social problem that
includes several forms of maltreatment. Physical
abuse can include everything from pushing and
shoving to rape and assault. Psychological abuse
consists of threats, verbal intimidation, and isola-
tion. Many elderly also suffer from neglect, depri-
vation, inadequate medical care, poor nutrition,
and other essential goods and services. The elderly
are also prone to financial exploitation, wherein
their money is mismanaged, misused, squandered,
or stolen.
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Finally, there are serious problematic condi-
tions in America’s nursing home system. While
there are many fine nursing residence units in the
United States, a minority of these institutions have
been involved in scandals that have caused the pub-
lic to distrust all nursing homes. Additionally, tens
of thousands of deaths in nursing homes occur
each year do to the side effects of prescribed drugs.
In some cases these are improperly administered.

YOUTH DISCRIMINATION

Though not within the strict parameters of white-
collar crime, age discrimination against youths
echoes criminal discrimination against the elderly.
Within families, children are the least powerful and
most unprotected members. About one in every six
children in America is a victim of incest, physical
and/or psychological abuse. One-third of the vic-
tims of physical abuse in the United States are ba-
bies, and at least 5,000 children die from child abuse
each year.

Children face abuse not only from inside the
family but outside as well. The most recent notori-
ous examples concern sexual abuse by Catholic
clergy and daycare center personnel. For example,
between 1984 and 2002, the American branch of
the Roman Catholic Church paid $1 billion in set-
tlements of child molestation incidents involving
priests.

Over three million American children (one in
six under age seven) have dangerous levels of lead in
their bodies from paint chips and dust. Each year,
gunshots, drownings, and bicycle and motorcycle
injuries kill 8,000 American children and perma-
nently disable 50,000. Each year, an estimated 1.3
million children leave home. A growing number
(around 10 percent) are “push outs” who leave be-
cause their parents refuse to let them live at home,
but most leave without parental permission. At
least 50 percent of homeless children were physi-
cally or sexually abused before leaving home, and
push out runaways report more violence and con-
flict with parents.

Nothing quite attests to the alienation of Amer-
ica’s youth as the unemployment rate among teens,
versus that of adults. In 2003, unemployment rates
were just over 6 percent for adults 20 and over, just
one-third of the teen unemployment rate. Poor
teens suffer unemployment rates averaging just over
30 percent, compared to rates of 11.2 percent for

poor adult males and 10.5 percent for poor adult fe-
males.

SEE ALSO
gender discrimination; scams; Medicare and Medicaid
fraud.
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Agnew, Spiro T. (1918-1996)

ON OCTOBER 10, 1973, Spiro “Ted” Agnew be-
came the first vice president of the United States to
resign because of scandal. Agnew’s resignation had
nothing to do with the Watergate scandal that had
been brewing in the nation’s capital since the dis-
covery of the break-in at Democratic party head-
quarters on June 17, 1972, and was followed less
than a year later by the resignation of President
Richard Nixon. If Agnew had been more honest, he
would have become the 38th president of the
United States. Instead, Gerald Ford, who had been
nominated by Nixon as Agnew’s replacement, suc-
ceeded to the office of president when Nixon re-
signed on August 9, 1974.

The troubles that led to Agnew’s resignation
could be traced back to his home state of Mary-
land. State attorneys in Baltimore maintained that
Agnew had taken bribes for government contracts,
first as a Baltimore county executive and then as
governor of Maryland. Agnew responded that the
accusations were all “a pack of lies,” and insisted
that he had become accustomed to “unsubstanti-
ated charges, rumors, innuendos, and speculation”
since he had entered political life.

In the early days of the investigation, Agnew
never allowed himself to believe that the Nixon
White House would not be able to protect him
from federal investigators and federal courts. He in-
sisted until his death that he had done nothing
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wrong because accepting money for political rea-
sons was ‘“just the way things were done in Mary-
land.”

Agnew had developed an antagonistic relation-
ship with the media, and they were only too ready
to turn the attack on him when reports began to
surface that he was under investigation for possible
conspiracy, extortion, bribery, and tax evasion.
Once he understood that the investigation would
proceed, Agnew considered asking the House of
Representatives to draw up charges of impeach-
ment. He believed that once he was impeached and
on trial before the Senate, public opinion would be
on his side. Initially, Nixon was opposed to the idea
but later seriously considered it.

However, Agnew’s team of lawyers contended
that he should seriously consider a plea bargain to
bring the scandal to a speedy and dignified end. The
prosecutors agreed, and the bargaining process
began on September 13, 1973. Even though Agnew
would have liked to trade his resignation for having
the charges against him dropped, it was never a real
option for the prosecutors. Agnew’s lawyers negoti-
ated a deal by which he could plead nolo contendre
(no contest) to the single charge of income tax eva-
sion and render his resignation as vice president of
the United States in return for a promise that he
would never have to serve any time in jail. The
charge of nolo contendre is used when a defendant re-
fuses to admit guilt but accepts punishment as if
guilt were established. One condition of the agree-
ment was that the vice president would waive his
Fifth Amendment right to refuse to testify against
himself. Agnew was fined $10,000 and sentenced to
three years probation.

In 1980, Agnew published his memoirs, Go
Quietly Or Else. In the book, he reiterated his claims
of innocence: “I am innocent of the allegations
against me which compelled me to resign from the
vice presidency of the United States in 1973.” The
former vice president insisted that he had been re-
moved from office by liberals who resented his con-
servative views.

Despite his pleas of innocence, Agnew admitted
that he had taken payments while serving in politi-
cal office in Maryland, but he again claimed that the
money had not been intended to curry political fa-
vors. Agnew moved to California where he tried to
claim a tax deduction for the fines he had been
forced to pay the state of Maryland. His request
was denied. In California, the former vice president

discovered that he had the right connections for a
successful career in developing American business
deals for foreign governments.
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air pollution

PUBLIC RECOGNITION of the harmful nature of
air pollution arose in the United States in October
1948 when, over a five-day period in Donora, Penn-
sylvania, an air pollutant emission lead to 19 deaths.
Additionally, 10 percent of the population of
Donora was severely affected by the exposure that
was compounded by the effects of weather keeping
the pollutants at ground level.

International attention to the issue of air pollu-
tion developed in 1952 when, in London, England,
particulate matter and sulfur dioxide built up over a
three-day period and caused 3,000 to 4,000 deaths.
For decades the lead and chemical industry sub-
jected workers and the public to a variety of haz-
ardous air pollutants by withholding industry data
reflecting its harmfulness and even developing trade
associations designed to lobby legislatures, intimi-
date independent researchers, sponsor scientists to
lie to the public about harmfulness of lead in the
body, and pressure hospitals to withhold evidence
about industrial poisoning of workers and the air.

The federal government began to legislate
against air pollutants in the late 1940s and 1950s,
but it wasn’t until 1970 that the Clean Air Act was
passed mandating controls over the concentration
and emission of a variety of pollutants, primarily
those recognized as carcinogens and irritants. Pol-
luting the air is against the law in the United States
and has been since the Clean Air Act was passed.
Although some types of air pollution are naturally
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occurring, such as that emanating from volcanoes
and the decomposition of vegetation, the most
problematic forms of air pollution come from in-
dustrial sources including fossil-fuel fired electricity
and a variety of manufacturing plants worldwide.
And although automobile and diesel exhaust re-
mains a primary pollutant of the air, industrial air
pollution remains one of the most significant
sources of air pollution and remains a serious prob-
lem in the United States and globally. When air pol-
lution exceeds allowable legal limits, or when
forbidden chemicals are released or emitted into the
air, this is a form of white-collar crime referred to as
environmental crime. Like many other white-collar
crimes, much of this air pollution is the result of in-
dustrial attempts to increase power and profits.

CASE STUDIES

Another early case of air pollution involved Allied
Chemical Corporations’s production of Kepone, a
toxic pesticide, related to DDT, that caused kidney
lesions, liver problems, and nervous-system damage
in laboratory animals. Allied Chemical initially li-
censed other companies to produce Kepone until
1966 when increased demand led Allied Chemical
to manufacture Kepone at its plant in Hopewell,
Virginia. This continued until 1973 when a new cor-
poration, Life Sciences Products Inc., was formed
by former employees who had the sole rights to
continue the production of Kepone through 1974.

Conditions at the plant were poor and workers
were constantly exposed to Kepone in the air
Within two weeks, workers at the plant began show-
ing symptoms of exposure, and in two months the
local sewage plant was found contaminated by the
illegal dumping of Kepone by the plant. One year
later, the plant was shut down after finding Kepone
in a worker’s bloodstream. In the end, more than
133 workers developed a variety of illnesses. Addi-
tionally, Kepone was found in air samples as far
away as 64 miles from the plant. It was also found in
fish and oysters nearby. Thousands of pounds of
Kepone still lie on a nearby riverbed.

Two corporate officers pled guilty to over 100
counts of criminal violations of the Water Pollu-
tion Control Act, were fined $3.8 million each and
placed on five years’ probation. Allied Chemical,
convicted of crimes from its own misconduct in
producing Kepone from 1971 to 1974, was fined $5
million for over 940 counts and was forced to do-

nate $8 million to the Virginia Environmental En-
dowment and clean up the remaining pollution.
However, such costly burdens, as scholars point
out, are borne by the stockholders of the corpora-
tion not the corporation. It was also found that the
local Water Quality Control board as well as the
Air Quality Resources Board, and OSHA and EPA
investigators knew about the Kepone situation and
failed to take action. But only the city of Hopewell
was fined and given five years’ probation.

The international trade in pesticide involves
companies like Dow, Shell, Chevron, Bayer, Mon-
santo, Dupont, and Union Carbide. As far back as
1982, the international trade of pesticides has been
big business. Then, 25 percent of pesticides ex-
ported by U.S. companies were banned, restricted,
or unregistered for use in the United States due
their hazardous nature. A variety of pesticides for
lawn and garden use remain unsafe or untested.
Other forms of environmental crimes are suspected
in the extinction of over 300 species of animals,
birds, fish, reptiles, amphibians, snails, clams, crus-
taceans and insects.

Union Carbide perpetrated one of the worst
global incidents of air pollution in 1984. Union
Carbide’s Bhopal, India, plant released a harmful
gaseous chemical, called liquid methyl isocyanate,
after allowing a number of drums to rust and decay,
while not making proper safety precautions to pre-
vent injury and death. Union Carbide also failed to
develop proper warning procedures for workers or
local townspeople. The gas spread to the local com-
munity and the death toll was initially 3,415 lives,
but eventually that figure increased to 10,000 with
200,000 more injured, and 40,000 of those seri-
ously injured. Not until 1989 did Union Carbide
settle out of court with victims’ families and the In-
dian government for $480 million. In 2003, only
one-third of this money had been received. In 1999,
seven Union Carbide employees went on trial in
Bhopal for negligence. However, back in the United
States, Union Carbide recovered financially by the
1990s and successfully merged with Dow.

CLEAN AIR ACT AMENDMENTS

Through the years, the Clean Air Act has been
amended several times with the last amendment
passing in 1990. One of the most important ele-
ments of the Clean Air Act includes the conditions
specified in the National Ambient Air Quality Stan-
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dards NAAQS). This requires the Environmental
Protection Agency (EPA) to identify pollutants that
“may reasonably be anticipated to endanger public
health or welfare” and to issue air quality criteria.

The criteria must reflect the latest scientific
knowledge and are set up by independent scientific
review panels that consolidate the most current sci-
entific research. Other data collected include that
which help provide a better understanding of the
nature, sources, distribution, measurement, and
concentration of these pollutants. The EPA reviews
the NAAQS every five years. These standards are of
a short-term and long-term nature. There are pri-
mary standards designed to take into account the
health of sensitive populations such as children,
asthmatics, and the elderly, while the secondary
standards are designed to protect against damage to
animals, crops, vegetation, and buildings. As a re-
sult there are six hazardous air pollutants defined as
contaminants, with EPA mandates for minimal lev-
els of exposure into the air.

POLLUTANTS

These include combustion related pollutants like ni-
trogen oxides, carbon monoxide, and a number of
sulfur oxides including sulfur dioxide, a combus-
tion related zone pollutant called O3, and lead re-
ferred to as criteria pollutants. Many of these
pollutants come from industrial sources including
coal gasification and fossil fuel poer plants, and
waste incinerators. Furthermore, many of these are
associated with lung cancer. Additionally, fossil-fuel
fired electric power plants emit a variety of carcino-
gens including chromium, nickel, and radionu-
clides.

Other carcinogens include carbon particles, par-
ticulate organic matter (or POM) that includes Pol-
cyclic Aromatic Hydrocarbons (or PAH) and
benzopurene. PAHs are also associated with lung
cancer, particularly among workers exposed in steel
plants, urban dwellers, and coal miners. Sulfur diox-
ide and oxides of nitrogen are produced through
the combustion of fossil fuels that are then con-
verted to further air pollutants once in the atmos-
phere.

Among studies that also control for individuals
who smoke tobacco, the relationship between expo-
sure to air pollution or industrial exposure to tox-
ins and cancer remains strong. Air pollution from
steel mills and municipal solid-waste incinerators

lead to increases in lung, stomach, liver, and colon
cancer. Also the International Agency for Research
on Cancer (IARC) has classified strong sulfuric acid
aerosol as a human carcinogen among heavily ex-
posed occupation groups. Butadiene, a volatile or-
ganic compound used since the 1930s in the
synthetic production of rubber and emitted in au-
tomobile exhaust is also classified by the IARC as a
probable human carcinogen. Aldehydes emanating
from the combustion of gasoline and diesel fuel are
also classified as hazardous air pollutants.

Volatile organic compounds are chemicals emit-
ted from both human-made and naturally occurring
sources including automobiles, chemical plants, oil
refineries, factories, and consumer, commercial
products, and plants. These react with nitrogen
oxide to form O3, which can develop from sources
hundreds of miles away. While O3 is a primary pol-
lutant regulated by the EPA and the NAAQS, about
48 million people live in 77 counties where O3 lev-
els exceed the national standards. Most of these
concentrations are in Houston, Texas, Los Angeles,
California, in the Gulf Coast areas, and the north-
eastern and north-central states.

However, some improvements in air quality in
the United States have been made. For example, all
monitoring locations across the country have met
the standards emission criteria for nitrogen dioxide
from 1992 to 1997. Nonetheless, other problems
with pollutants exist and include the development
of greenhouse gases responsible for the depletion of
the ozone layer of the atmosphere.

One of those is carbon dioxide, released into
the atmosphere from the manufacture of aluminum
and steel as well as the production of fossil fuels
(coal, oil, and natural gas). Another pollutant that
harms the ozone layer is chlorofluorocarbons
(CFCs) and, while it is illegal to sell this substance, it
is the second most valuable commodity traded out
of Miami, Florida, next to cocaine. CFCs are used
as refrigerants and aerosol propellants and are also
found in air conditioning units.

Carbon monoxide emissions decreased in the
United States from 1988 to 1997, with the excep-
tion of three large counties in which over 9 million
people lived. Most carbon monoxide emissions are
from car exhausts, but other sources include indus-
trial processes and other forms of fuel combustion.
Lead emissions have also dropped by 98 percent be-
tween 1970 and 1997 due to use of unleaded gaso-
line for autos. However, the highest concentrations
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of lead are now found around nonferrous smelters
and other industrious stationary sources.

POLLUTANTS IN CONCERT

Carbon monoxide effects are usually isolated to
specific occupational groups but the effects of car-
bon monoxide cannot be separated from the effects
of other pollutants. The effects of nitrogen oxides,
usually occurs in concert with other pollutants, but
by itself can combine with water in the lungs to
form nitric and nitrous acids that are believed to
damage the lung oxidation mechanisms. At high
concentrations, nitrogen oxides can cause fatal pul-
monary edema and pneumonia. Much exposure to
this chemical comes indoors from gas ovens and
space heaters, but one can also be exposed while
driving in traffic.

The EPA also regulates what are called haz-
ardous air pollutants, also referred to as toxins, and
industries are required to use technology to limit
the emissions of such chemicals. Some of these in-
dustrial air pollutants have been linked to cancer,
including particulate matter (PM), monitored by
the EPA since 1988, that can be inhaled into the
lungs. PM includes solid or liquid particles in the
air, and although some PM is natural like pollen,
PM is also produced from fuel combustion activi-
ties. Larger particles tend to come from natural
sources while smaller particles tend to come from
industrial sources.

These smaller particles tend to lodge deeply
within the lungs while the larger particles will de-
posit in the upper airways. Prior to 1988, the EPA
only measured total suspended particulates (TSP)
and that included particles too large to be inhaled
into the lung. PM also has deleterious effects on
those individuals with asthma, lung diseases, and
heart diseases. Particulate matter has been found to
be significantly related to cancer mortality rates in
multiple studies.

Other effects include emergency room admis-
sions for a variety of cardiovascular problems as
well as pneumonia and respiratory aliments. While
decreases in these particles have been noted from
1970 to 1980, little change has occurred since 1990.
From 1988 to 1995, the annual mean concentration
of PM10 has dropped by 17 percent, but recent
trends are not known.

Finally, the EPA also controls emissions of sul-
fur dioxide and nitrogen oxide in order to reduce

Fossil fuel production, such as an oil refinery, is the greatest
air pollutant in the United States and worldwide.

the production of acid rain. Fossil fuel combustion
accounts for 85 percent of all U.S. sulfur dioxide
emissions. Many of these dangerous chemicals, in-
cluding sulfur dioxide and particulate matter, and
acid aerosols, usually have common industrial
sources. Many industrial air pollutants are carcino-
genic and include those emanating from the com-
bustion of fossil fuels for both transportation and
power generation.

One such chemical includes polycyclic organic
matter or POM. POM comprises a variety of chem-
ical compounds including polycyclic aromatic hy-
drocarbons (PAHs) and nitroPAHs. These are
released into the air by combustion processes in-
cluding, fossil fuel combustion, diesel engine emis-
sions, tobacco smoke, grilling meat, and chemical
and photochemical reactions in the outdoor envi-
ronment. One form of POM includes benzoaprene.
PAHs are associated with increased risk for lung
cancer in a variety of occupation settings including
coke-oven workers in the steel industry and coal
gasification workers. Some of these toxic sub-
stances that are not considered primary pollutants
are also negatively related to health and positively
related to mortality.

And while air quality has improved in the
United States since the 1970s, 52 million people
still live in counties across the country where the air
quality does not meet the required standards for at
least one primary pollutant. Additionally, many de-
veloping nations across the globe are also suffering
from air pollution at levels higher than current lev-
els in the United States. This is primarily the result
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of economic globalization and the movement of
transnational corporations to third world and de-
veloping nations where environmental laws are less
stringent or nonexistent.

The EPA has been responsible for evaluating the
risk of over 189 hazardous air pollutants emanating
from specific point sources since the Clean Air
Amendment Acts of 1990. Most of their data on
outdoor air pollutants is not usually gathered from
point sources. However, scientific studies have ex-
amined differences in industrial air pollutants be-
tween urban and rural areas as well as areas in closer
proximity to industrial pollutant points and haz-
ardous waste sites, and continue to find increased
risk for cancer for people in urban areas, workers
exposed to the above pollutants, and people living
in closer proximity to hazardous waste sites and
steel and power plants.

Since 1981, the World Health Organization
under the United Nations Environment Program
and the Global Environmental Monitoring System
has been monitoring a variety of air pollutants in-
cluding total suspended particulates as well as sul-
fur dioxide (the relationship between simultaneous
levels of both these chemicals in the environment is
quite high). Both have been found to be predictive
of daily cardiovascular mortality levels resulting
from air emissions from industrial actvities and
coal-burning especially in developing nations.

The trade in ozone-depleting substances has
been illegal since 1987 in concert with the Montreal
Protocol on Substances that Deplete the Ozone
Layer. Two newer international laws also prohibit
specific types of air pollution but neither is cur-
rently in force, this includes the 1998 Rotterdam
Convention that prohibits the use of certain chem-
icals and pesticides, and the 2001 Stockholm Con-
vention on the prohibition of persistent organic
pollutants.
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Allied Chemical

THIRTEEN YEARS AFTER the discovery that Al-
lied Chemical, one of Virginia’s major employers,
had knowingly discharged the pesticide kepone into
the James River, the waterway was fully reopened to
fishing.

From 1966 to 1973, Allied Chemical produced
kepone at a small plant converted from a gas station
in Hopewell, Virginia. After 1973, the plant was op-
erated by two former Allied employees under the
name Life Science Products Company. Its sole cus-
tomer was Allied; its sole product was kepone. In
1975, Virginia closed the plant after workers devel-
oped the “kepone shakes,” a characteristic tremor
caused by overexposure to the chemical. Overexpo-
sure can also cause liver damage and temporary
sterility. Kepone, a grayish white powder used in ant
traps and to kill potato and banana plants, was
banned in the United States that year.

The state also discovered that the factory had il-
legally disposed of large quantities of waste con-
taining kepone. Life Science Products discharged
kepone to the local sewage system, which was not
equipped to handle it; Allied Chemical discharged
kepone directly to the James River. Because kepone
accumulates in organic tissues, Governor Mills E.
Godwin banned all fishing on a 100-mile stretch of
the river.

As the Virginia fishing industry staggered under
bad publicity, Godwin and chemical industry lobby-
ists asked the U.S. Environmental Protection
Agency (EPA) to raise the permissible level of ke-
pone in fish, arguing that studies showing links to
cancer were flawed. In late January 1977, U.S. Dis-
trict Judge Robert R. Merhige levied a record $13.2
million fine against Allied Chemical, which pleaded
no contest to 940 counts of illegal dumping. By
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February 1, he had agreed to reduce the fine to $5
million if Allied Chemical created an $8 million en-
vironmental fund for Virginia. Merhige declared
that the company’s managers were “good boys in
my book.” The fund would be administered by a
board of local philanthropists.

Although Merhige commented, “I cannot be-
lieve that the board of Allied sat somewhere in New
Jersey and said, ‘Let’s go pollute,’”” the Securities
and Exchange Commission (SEC) disagreed. In
March 1977, the SEC charged Allied Chemical with
neglecting to inform its investors that it was know-
ingly polluting the environment, thereby distorting
the firm’s financial risks. The company and the SEC
immediately signed a consent agreement in which
Allied promised not to do it again. That October,
the state of Virginia levied its own $5.25 million
fine for environmental clean-up. By April 1978, the
company had settled personal injury suits with 30
male workers, 8 wives, and 12 infants who were ex-
posed to kepone.

Allied reappeared in the news in 1982, when it
shattered the mutual stock-buying death grip of
Bendix and Martin Marietta by buying both, then
selling Martin Marietta back to itself. After multi-
ple acquisitions and divestments, the company
merged with Honeywell.

SEE ALSO
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Allied Irish Banks

ALLIED IRISH BANKS (AIB) is the Republic of
Ireland’s largest banking and financial services or-
ganization. The company was formed in 1966

through an alliance of three banks dating from the
19th century: The Provincial Bank, The Royal
Bank, and The Munster and Leinster banks. They
are now a global organization operating predomi-
nantly as a retail and commercial bank with repre-
sentation in Europe, the Pacific Rim, and the
United States.

Worldwide, the AIB Group has 800 offices,
25,000 employees, and approximately 40,000 share-
holders. In terms of capital it is ranked 164th out of
the world’s top 1,000 banks having assets of about
$40 billion. They have strong franchises in the Re-
public of Ireland, Northern Ireland, Great Britain
and Poland and are also a key investor (22.5 percent
stake) in the large U.S. regional bank M & T Bank
Corp, which has been one of the most successful re-
gional American banks.

FRAUD SUSPICION

At the beginning of 2002, AIB suspected fraud at its
U.S. subsidiary, Allfirst Financial Inc., a revelation
that fueled jitters about the reliability of corporate
accounting. AIB’s history with Allfirst began in
1983 when it bought a stake in First Maryland Ban-
corp. In July 1997, AIB purchased Deposit Corpo-
ration which was merged with First Maryland
Bancorp to form Allfirst in 1999.

Allfirst surprised the business community on
February 6, 2002, declaring that it lost millions at
the hands of John Rusnak who covered up losses by
doctoring computer and other internal bank
records over a five-year period, mostly by trading
Japanese yen, without being detected. Shares of AIB
fell in the New York, London, and Dublin stock ex-
changes. Immediately after, AIB announced that it
had enlisted the aid of the U.S. Federal Bureau of
Investigation to find the trader it suspected of being
responsible for the fraud. The debacle resulted in
extensive changes in Allfirst’s executive suite, the
firing of seven employees and the sale of the Balti-
more bank to Buffalo-based M&T Bank Corp.

The company suspended nearly all foreign ex-
change trading and, in 2003, suspended five execu-
tives at its treasury operations pending the
completion of the investigation. Rusnak pleaded
guilty to fraud charges in connection with a scheme
to hide nearly $700 million in losses at the bank.
Prosecutors said Rusnak fabricated trades to cover
losses and maintain his salary and bonuses. He was
charged with fraud and false entry to bank records
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after the investigation showed that he had been en-
tering fictitious information into the bank’s com-
puterized record system to conceal his trading
losses and generate false “paper” profits.

Allfirst’s parent company agreed to sell the U.S.
subsidiary in 2002 to M&T Bank in a deal valued at
about $3 billion. Later, Allied sued Citibank and
Bank of America seeking to recover $500 million in
compensatory damages; the share of losses is attrib-
uted to the bank’s alleged wrongdoing. A lawsuit,
filed in U.S. district court in the Southern District
of New York suspected that employees of Bank of
America and Citbank “joined Rusnak’s scheme”
because they “agreed to operate the accounts in
ways that systematically concealed the actual risks
and results of Rusnak’s trading from Allfirst.” On
September 7, 2000, Rusnak proposed that Bank of
America send daily trade confirmations to Allfirst
in a format he created. Eight days later, he made the
same request to Citibank. Rusnak’s recap format
omitted essential elements such as profit and loss
information, the price of his open position in each
currency, the risk in the position or its current
value. The banks also agreed not to confirm each
Rusnak trade, in violation of standard brokerage
and industry practice.
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American Civil War

PEOPLE PROFITED, some unduly, from the Civil
War as from all wars and other times of rapid ex-
penditure of government funds. A common per-
ception is that the corruption and taking of excess
profits (profiteering) came about in part because the
secretary of war, Simon Cameron, was a conniver
and a hack whose sloppy practices allowed profi-

teers to foist on the government defective weapons,
uniforms, and other equipment in violation of Pres-
ident Abraham Lincoln’s order that all contracts be
sent out for competitive bids.

Actually, it was somewhat more nuanced than
that. There is little evidence about procurement and
profiteering in the South, but profiteering presum-
ably occurred there as it did in the North, especially
during the war’s early stages. The initial phase of
war is chaotic, and until the system becomes or-
dered there will be those who take advantage. The
system was designed for a much smaller force, a
more leisurely pace, a shorter war. The initial pro-
curement effort was haphazard, disrupting the civil-
ian economy in the haste to field armies.

The federal expectation of the war need was
250,000 Union troops for maybe 90 days. The army
reached 1.7 million before the war ended four years
later. The new kind of war started while experts still
debated whether to continue privateering and the
sharing of prizes taken at sea. Profiteering occurred
in every way anyone could imagine to make money
off new technology: steamships, railroads, machine
tools, and more complex weapons. Patent royalties,
high salaries for executives, stock speculation and
manipulation—these were new avenues as well.
Shoddy millionaires arose, but before profiteering
became outrageous, the procurement service feder-
alized, organized, and streamlined.

SHODDY UNIFORMS

Initially, the states bought uniforms. New York con-
tracted with Brooks Brothers in April 1861 for
12,000 uniforms. The company produced 5,000
uniforms in a week and the rest shortly thereafter.
The contract was improperly let, with only 24
hours’ bid notice, with insider information and a
gift to the wife of the state treasurer, who signed the
contract. The price was $20.00 per garment, but
later military uniforms would be contracted at
$18.00.

The clothier used lighter weight and, in some
cases, rotting cloth. These shoddy uniforms had the
look of better quality army-specified wool. Poorly
cut and ill-fitting garments sometimes lacked but-
tons or buttonholes. Brooks Brothers claimed that
the damaged goods were only 500 of 36,000 uni-
forms it made. New York State said it was a major-
ity. Brooks Brothers replaced 2,350 uniforms, a
value of $45,000. The episode was embarrassing to
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the state and the clothier because it happened in the
middle of the media capital, New York City. It gave
a new label to the shoddy aristocracy, the “shoddy-
ocracy,” whose homes had shoddy pianos “all case
and no music,” shoddy carpets “brilliant colors and
little wool,” and so on. Philadelphia, Pennsylvania,
had a similar scandal full of cronyism, fraud, and
inferior product.

RAILROAD PROFITEERING

The first controversy came in getting troops to pro-
tect the capital. Secretary of War Cameron’s family
owned the Northern Central, one of only two con-
nections from the north. Cameron had the duty of
deciding how many troops traveled on his family’s
line and at what price. There was an unavoidable
conflict of interest. In the western states, the rail-
roads had colluded three years prior to the war;
troops would ride at first class rates only, and they
would have only 80 pounds of baggage each.

The Pennsylvania governor noticed that passen-
ger rates for Pennsylvania volunteers varied from
two-and-a-fourth to three cents per passenger mile.
He convened a meeting of 21 railroads and estab-
lished a rate of 2 cents per passenger mile. In return,
the railroads got local rates for freight instead of the
cheaper through-rates.

Cameron’s assistant for railroad matters,
Thomas A. Scott, was on leave from the Pennsylva-
nia Railroad due to a conflict of interest because he
was working in government on matters affecting his
company, the same as Cameron and the Northern
Central. When the Baltimore & Ohio (B&O) Rail-
road, suspected of Confederate sympathies anyway,
tried to charge 3.75 cents per mile, Cameron and
Scott forced B&O rates down by routing traffic
onto their railroads. This act appeared to be divert-
ing business for their own profit, but it did save the
taxpayers money, and the B& O still did fine with its
traffic increasing from 8 to over 400 cars a day
within a year. Even when Scott set the national rate
at Pennsylvania’s 2 cents, railroaders made a profit:
their rate for passenger cars was 1.33 cents, and for
troops carried in freight cars profits were from 50 to
122 percent. The government reduced rates in 1862
and also acquired the power to take over lines for
reasons of public safety; in return, it allowed rail-
roads to lessen competition.

Railroad revenues increased 10 percent in the
war’s early months, and Cameron’s railroad’s prof-

its were up over 44 percent in the first year. Scott’s
Pennsylvania Railroad increased earnings from $5
million in 1860 to $17 million in 1865. The B&O
grew from $31.6 million to $43.1 million. The small
Philadelphia, Wilmington, and Baltimore Railroad
profit increased from $236,000 in the last year of
peace to $1,645,000 in the war’s first year. In 1864,
American Express, hauler of freight and corpses,
paid a 35 percent cash dividend as well as a 50 per-
cent stock dividend.

SHIPPING

For the North, to blockade and invade the Confed-
eracy required a massive increase in ships. The 4
million tons of maritime shipping available in the
summer of 1861 would be insufficient to blockade
the South and transport Northern troops. To
quickly enlarge the fleet, the navy used commission
agents to purchase or lease ships. Commissions typ-
ically were 2.5 percent. The chief agent chosen was
George D. Morgan, cousin of the governor of New
York and brother-in-law of Navy Secretary Gideon
Welles. For procuring 89 ships (at a savings of
$900,000 below asking price), Morgan got a com-
mission of $95,008, more than Lincoln’s salary for
four years. The critics asked if Welles might have
negotiated a better deal than 2.5 percent, given the
volume involved. Morgan left for a European vaca-
tion.

Congress investigated exorbitant fees for char-
ters, failure to advertise contracts, and navy con-
tracts let for up to 40 percent above the going rate.
Bribery was part of the expense of contracting too,
with contractors paying 2.5 percent commissions or
higher to naval agents. Those same agents some-
times sold the navy ships they owned themselves, or
had agents buy vessels at reduced prices then sold
them to the navy for markups of 50 percent or
higher. One shipbroker, W. H. Starbuck, had a
friend buy two whalers for a total of $6,500; then he
sold them for $14,550. The partners split the $8,050
profit, and Starbuck got a commission of 7.5 per-
cent of the deal. The navy did make him refund
$6,166.

The navy initially paid excess rates for shipping,
but once it realized that the conflict would be long,
the navy began bargaining better, getting price re-
ductions and better ships, even negotiating refitting
as part of it s deals. More problematic was the con-
dition of the ships. When Cornelius Vanderbilt’s
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Niagara, almost foundered, investigators found that
it had rotten beams, and life preservers for only 20
percent of the passengers. Worse, it was a lake-going
vessel overloaded with soldiers and gear, ill-
equipped to handle the Atlantic Ocean. The lease
rate of $400 per day was generous; operating costs
were about $100 per day, but the big problem was
Vanderbilt’s chartering of a lake-going ship in the
first place. Use of vessels for war purposes meant
insurance rates as high as 33 percent of the ship’s
value or 10 percent per month.

FIREARMS AND PROVISIONS

At the war’s onset, the government produced its
own arms, but the Springfield armory could pro-
duce only about 3,000 weapons a month. To arm
the million-man force, the armory would need 28
years. So the government began soliciting arms
from private contractors at home and abroad. Gen-
erally the contracts were prepared in haste both to
arm the North and to keep the South from getting
arms. The government paid a premium, a significant
profit, but as the initial flurry slowed, the govern-
ment became more adept at negotiating prices
down, especially for follow-on orders and large vol-
ume contracts.

Arms-making was profitable, in peacetime re-
turning 10 percent; during the war, profits peaked at
42 percent in 1863 but averaged under 30 percent
for the other years. The only excess profits came
when the large, efficient manufacturers benefited
from a price schedule designed to ensure profits to
the smaller and less efficient makers. Inventors and
manufacturers of technically innovative weapons,
such as the breech-loading rifle sometimes de-
manded and got large royalties or prices well above
average. The breech-loader could cost $35 whereas a
standard carbine cost $20.

Cannon foundries could charge exorbitantly as
well: the West Point foundry in Cold Spring, New
York, provided about 20 percent of Union can-
nons. The superintendent and his partner earned
$278,000 and $95,000 respectively in 1864, and the
tax system was such that their taxable incomes were
$13,900 and $4,600 respectively. The system wasn’t
set up to capture the excess profits.

‘Windfall profits came with the fortunes of war.
North-South railroads lost money while East-West
lines had great profits. Contractors could receive
generous profits for taking risks, or they could lose

everything if the war caught them at a bad time.
Cotton and textile speculation was highly lucrative
because of the expectation that the supply of cot-
ton would fall. Newsprint and newspapers both
were profitable, and naval hardware and stores prof-
its resulted in another Congressional investigation.
In the case of Smith Brothers and Co., supplier of
naval hardware, average annual sales nearly quadru-
pled during 186163 from the prewar 1860 total of
$150,000. A partner in the company did admit that
his prices were above the market low. Merchants
did have to wait six months to receive payment in
discounted certificates, and they had credit prob-
lems because banks didn’t accept navy vouchers as
collateral.

SPECULATORS AND PLUNDER

In an inflationary environment, speculation was in-
evitable. Cheating was too, as in the case of the ring
that sought to control the telegraph wires so they
could invest based on their prior knowledge of the
battle of Chancellorsville. Speculation could be in
foreign credits or gold, and the latter led to hoard-
ing and large brokerage commissions and heavy
telegraph traffic. Even Southerners speculated in
Northern gold. And late in the war, rumors of
peace tumbled the stock and gold markets.

The illicit trade was primarily in cotton, but
Southerners did try to buy arms before the war.
Commerce continued throughout the war. Lincoln
licensed cotton traders with the South because he
preferred to buy it direct rather than through Eng-
land, which would have increased the price sixfold.
His special licenses caused rumors of bribery and
corruption.

General Nathaniel P. Banks required that all cot-
ton purchases be made in Northern greenbacks. Al-
though Southerners didn’t want the Yankee
currency, they used at least some of it to buy war
materiel in Europe. Southerners sometimes de-
manded payment in gold or salt, and even though
the salt trade was outlawed in 1862, it continued
with the acquiescence of Confederate President Jef-
ferson Davis. Smugglers were mostly in the border
states or Texas, but some Rhode Islanders partici-
pated as well.

The laws of plunder remained in effect for the
navy but not the army, leading to some occasional
abuses, such as the capture of Union cotton that
was then branded “C.S.A.” and sold. Raiders plun-
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dered, as did General Neal Dow, who confiscated
furnishings and art objects for his home in Maine;
an 1880 Supreme Court decision affirmed the right
to plunder. Pilferage, theft, bribery, and cheating
were also elements of the trade in plundered goods.
Some people made a living by enlisting repeat-
edly. The maximum enlistment bonus was $8,000.
Bounty jumpers collected the bonus, disappeared,
and enlisted again and again. The record was 32
times. Substitute brokering was another money-
maker: for a price, agents would provide substitutes
who would sometimes jump bounty or prove unfit.
There was also fraud in billing for housing of enlis-
tees, fraud that totaled $700,000 during the war.

REGULATION AND POSTWAR

Scandals became widely known, leading to the
Frauds Act of 1863, also known as the False Claims
Act and the Lincoln Law. The whistleblower provi-
sion reduced degraded quality but not price goug-
ing, which was difficult to prove. The government
also attempted to run its own arsenals and bakeries
and other industries to reduce profiteering. Moral
suasion and voluntary anti-luxury campaigns, and
the progressive income tax helped, as did renegotia-
tion of contracts and other federal efforts.

Some sacrificed rather than profited. Some rail-
roads refused to charge for transporting troops,
some ship owners donated their vessels at no or low
cost, and some businessmen sold below cost or bro-
kered European deals and bought spies with their
own money. Donations came in the millions from
such organizations as the Union League Club and
the U.S. Sanitary Commissions, but evasion and ex-
ploitation got the headlines even as “shoddy” be-
came a historical term by 1865.

The profiteers didn’t make fortunes from the
war, but some profiteers did go on to marked suc-
cess after the war, in part from the capital they
amassed during the profit-taking years of the war.
John D. Rockefeller was a Cleveland commission
merchant who invested his wartime profits in an oil-
refining business; eventually the Rockefeller invest-
ment turned into Standard Oil. Philip D. Armour
anticipated that Union victories would end the war.
He sold pork short, making millions. He invested
his war profits in a Chicago pork packing house. J.P.
Morgan sold uniforms and arms during the war. He
bought guns from the government, upgraded them,
and then sold them back at highly profitable prices.

He also speculated in gold. Others who speculated
and won were the half-a-dozen individuals who
built the American transcontinental railroad, an-
other example of inflated prices and exorbitant
profits: profiteering.
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American Cyanamid

THIS CHEMICAL company’s record-setting activ-
ities included the nation’s largest corporate contri-
bution to a superfund site cleanup, above-average
toxic waste releases, and the largest fine for an air
permit violation in New York state. This last record
earned the company its number 93 spot in Corpo-
rate Crime Reporter’s Top 100 Corporate Crimi-
nals of the 1990s.

Named for a derivative of a toxic chemical used
in pesticides, calcium cyanamide, American
Cyanamid manufactured dyes, paints, pharmaceuti-
cals, and other chemicals. In 1929, the company
bought Lederle Laboratories, which was already op-
erating a manufacturing plant in Bridgewater Town-
ship, New Jersey. Much of the 575-acre site, which
sits atop New Jersey’s second largest aquifer, be-
came contaminated with chromium, lead, mercury,
benzene and toluene, as wastes generated by manu-
facturing were simply dumped on the property.
When Cyanamid settled with the U.S. Environmen-
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tal Protection Agency (EPA) in 1988, their $84 mil-
lion contribution to cleaning the site was the largest
ever corporate share of a superfund site cleanup.
The site has since been redeveloped as Bridgewater
Promenade, a shopping center with major discount
retailers.

Cyanamid’s handling of wastes remained dubi-
ous into the early 1990s, when protesters rallied to
prevent the company from sending 5,000 to 9,000
pounds of mercury wastes to a recycling plant in
South Africa with a record of toxic leaks. The
South African government responded by barring
foreign toxic wastes from entering the country.
Cyanamid already had a poor reputation there due
to its firing, over pension disputes, of 200 workers
at a South African plant. George J. Sella, then chief
executive officer of Cyanamid, defended past mer-
cury shipments to shareholders in April 1990, dis-
puting widespread mercury poisoning in the Natal
region around the recycling plant: “I am absolutely
satisfied that there is no contamination possible
from the activities that we are involved in.”

RECORD FINES

In 1991, the New York Times noted that American
Cyanamid’s toxic releases per $1,000 in revenues re-
mained quadruple that of other chemical manufac-
turers. As of late 2003, the Bridgewater facility was
listed by the EPA as a High Priority Violator under
the Clean Air Act, with the state of New Jersey re-
sponsible for monitoring the facility’s plans to im-
prove its performance. A second facility, listed in
the West Windsor Township of New Jersey, had
been in violation of its Clean Water Act permit
continuously since at least July 2001.

Cyanamid’s $250,000 air permit violation, a
record in New York state, was earned not by excess
emissions, but by building an un-permitted power
plant. The company had knowingly begun con-
struction of a $22.5 million cogeneration facility at
its Pearl River labs without obtaining required air
emission permits. Cyanamid pled guilty to a single
misdemeanor count.

These record-setting activities were by no means
the end of Cyanamid’s brushes with the law. In
1997, professors Robert Allen and Paul Seligman of
the University of Colorado successfully sued
Cyanamid for stealing their formula for prenatal vi-
tamins that offered better iron absorption. Asked
to study improvements to Cyanamid’s Materna vi-

tamin, Allen and Seligman discovered 11 years later,
in 1993, that their work had been patented under
the name of a Cyanamid employee. At the time of
the suit, Materna’s sales were estimated at $300 mil-
lion. In September 2003, a federal appeals court up-
held the award of damages to the university and its
researchers, setting the amount at $56 million.

In 1994, American Cyanamid was acquired by
American Home Products (AHP), owner of A. H.
Robins Company of Dalkon Shield notoriety, for
$9.6 billion. Renamed Cyanamid Agricultural
Products, the company staked its future on EPA ap-
proval of the pesticide chlorofenapyr. Intended to
be used to control beet armyworm on cotton,
chlorfenapyr was shown in testing to be harmful to
bird and fish reproduction, as well as to persist in
the environment. In October 1999, the EPA refused
to approve the pesticide; AHP immediately an-
nounced restructuring of the Cyanamid division.
(AHP later returned to the name of one of its sub-
sidiaries, Wyeth.)

Less than a year later, German chemical com-
pany BASF outbid rivals Bayer, Dow, and Sumit-
omo Chemical to purchase Cyanamid from AHP
for $3.8 billion. The company settled in November
2002 for $75,000 an Equal Employment Opportu-
nity Commission suit brought on behalf of two
men whose job offers were withdrawn after they
tested positive for diabetes. As of April 2003, the
company was being compelled by court order to
surrender records related to an alleged policy of re-
quiring special annual medical testing for employ-
ees diagnosed with diabetes.

Potential liabilities for Cyanamid’s paint manu-
facturing operations were, however, the responsibil-
ity of New Jersey-based Cytec Industries, Inc., the
specialty chemicals manufacturer that had been
spun off from American Cyanamid shortly before
the 1994 AHP takeover. In March 2000, Santa Clara
County, California, filed a suit against American
Cyanamid and seven other major paint manufactur-
ers, alleging that these companies had known about
the potential health hazards of lead paint since
1904, but continued to market the product into the
1950s.

The suit, joined by 11 other San Francisco Bay
Area governments seeking to recover costs of re-
moving lead paint from their buildings, was dis-
missed on the grounds that it should have been filed
within three years of when the paint was applied. A
similar suit in Rhode Island ended in a mistrial.
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American Hospital Supply

MERGERS AND MONOPOLIES were the strate-
gic focus of this large hospital supply distributor
throughout the early 1980s. A reluctant merger with
Baxter Travenol fell apart a decade later while the
combined company was fighting product liability
lawsuits for leaking silicon breast implants.

In 1982, the last year before the federal govern-
ment slowed growth in the healthcare industry by
introducing fixed-rate Medicare reimbursements,
American Hospital Supply (AHS) pursued a strat-
egy of obtaining exclusive contracts with Voluntary
Hospitals of America (VHA), the largest group of
non-profit hospitals in the United States. A federal

judge ruled that the contracts were an illegal con-
spiracy and awarded damages to smaller suppliers.

The subsequent slump in the healthcare indus-
try did not prevent AHS from pursuing a more for-
mal vertical merger. In April 1985, AHS announced
an intended merger with Hospital Corporation of
America. The estimated $6.6 billion value of the re-
sulting company would have put the merger among
the largest in history. While analysts touted the
merger as economically sound, HCA president Dr.
Thomas Frist dismissed antitrust concerns, assuring
New York Times that “[T]his will be looked on as a
favorable merger, whereas 10 or 15 years ago it
would have been a negative from the point of view
of size.”

Members of VHA disagreed, declaring that
they would seek other suppliers. Pharmaceutical
and medical device manufacturer Baxter Travenol
seized the opportunity to prevent the AHS-HCA
merger by making its own offer for AHS. The Bax-
ter deal, initially rejected by AHS’ board, promised
increased efficiency through a horizontal merger of
manufacturer and supplier, similar to the informal
arrangement AHS and Baxter had until 1964.

Unlike the old-fashioned stock-for-stock swap
of the AHS-VHA deal, the Baxter offer’s promise
of cash payments for stock excited the interest of
arbitrageurs, whose involvement may have allowed
Baxter to ease AHS into the deal without resorting
to a hostile takeover. Some Baxter shareholders
contended that they were coerced into approving
the deal, thanks to a clause that promised AHS
$300 million in damages if Baxter had to back out.
The suit was settled with minor changes to the deal.
Baxter bought AHS for $3.74 billion, among the
largest deals of 1985.

Although Thomas G. Cody, Baxter’s vice presi-
dent of human resources, called the combination a
success, Baxter may have acquired some surprises.
AHS had been mired in disputes with the Internal
Revenue Service over income dating as far back as
1973. Though AHS had won these disputes, Cody
notes that some Baxter units continued to question
the accuracy of AHS accounting procedures.

A more expensive problem was product liability
suits over leaking silicone breast implants, inherited
from AHS subsidiary Heyer-Schulte. As litigation
against implant manufacturers mounted, investiga-
tions suggested that manufacturers had known
since the early 1970s that implants could deterio-
rate, leak, and increase breast cancer risk. Among
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the evidence was a 1976 “Dear Doctor” letter from
Heyer-Schulte warning of potential implant rup-
tures. Baxter’s 1996 annual report noted that the
company faced 6,855 lawsuits and 1,776 pending
claims, plus additional class action suits. The num-
ber had increased since 1994, when Baxter con-
tributed $556 million to a fund for implant
compensation.

In November 1995, Baxter announced that the
AHS merger had failed to produce the expected
synergies. Most of the former AHS businesses were
spun off in September 1996 as the public company
Allegiance Healthcare. Potential implant liabilities
remained with Baxter, which had won 24 implant
suits by early 1997. Allegiance was acquired in 1999
by CardinalHealth, a horizontal combination of
medical device and pharmaceutical distribution
businesses.
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American Motors

AMERICAN MOTORS Corporation (AMC), the
auto manufacturer with a reputation for appealing
to squares, became hip in the early 1980s with what
may have been the most dangerous vehicle on the
market. By the time the Jeep C]J line was discontin-
ued in January 1986, more than 570 lawsuits worth
upward of $1 billion had been filed. Most cited the

vehicle’s tendency to roll over during routine driv-
ing conditions.

The Jeep was developed in 1940 to meet the
U.S. Army’s need for an off-road reconnaissance ve-
hicle. The winning bidder, Willys-Overland, de-
signed a 4-foot-high, 11-foot-long four-wheel-drive
vehicle that quickly became beloved by soldiers. In
the 1950s, while working on an improved military
Jeep, Willys-Overland marketed a civilian version.
Upon acquiring the Jeep business in 1970, AMC
separated the military and civilian divisions.

The civilian Jeep market took off in 1982, just
as the Army was switching from Jeeps to Hum-Vees,
said to be better for launching weapons. A year ear-
lier, the Insurance Institute for Highway Safety had
declared the Jeep CJ5 “the most dangerous thing on
four wheels,” citing a fatality rate higher than that of
motorcycles. The Insurance Institute’s road tests
found three out of four CJ5s would flip when
rounding an ordinary 90-degree corner at 22 miles
per hour. AMC blamed the auto’s poor safety
record on driver error.

While the National Highway Transportation
Safety Board (NHTSB) denied any need to investi-
gate Jeeps, the Federal Trade Commission (FTC) re-
quired that a warning sticker be attached to all Jeep
CJ5, CJ6, and CJ7 models, starting in early 1982.
The label informed drivers that Jeeps, with their
narrow wheelbase and high profile, do not handle
like passenger cars.

A 1983 prospectus for AMC predicted lawsuits
totaling $2.5 billion for rollover-related injuries.
The next year would bring the highest verdict to
date against AMC: $3.8 million in punitive damages
for the 1980 death of 18-year-old Carrie Dustman
in a rollover. However, injury claims were more typ-
ically settled out of court in confidential agree-
ments, leading later litigants to complain that they
would never have driven a Jeep if its dangers were
known.

Consumer groups clamored for AMC to halt
production and recall existing Jeeps. Faced with
sales that dropped 50 percent from 1984 to 1985
and losses near $29 million, AMC said that safety
issues and litigation were not behind its December
1985 decision to stop making the vehicles. The Jeep
would be replaced by a more comfortable sport util-
ity vehicle (SUV), the Wrangler YL. “This is really
to meet the demands of Yuppies,” said AMC
spokesman Jerry Sloan. “They want a more com-
fortable vehicle to drive when they have an attaché
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case in the front seat and their Burberry coats
folded in the back seat.” In Los Angeles, where
Jeeps had become status symbols comparable to
Mercedes and BMWs, Jeep fans rallied unsuccess-
fully to keep the CJ5 in production.

Jeeps were never recalled, despite consumer ad-
vocacy group claims that more than 200 people died
in Jeeps in 1989 alone. A NHTSB study in 1990
found that Jeeps were four times more likely than
passenger cars to roll in single-vehicle crashes, with
a 38 percent rollover rate for Jeeps made before
1981 and a 32 percent rollover rate for those made
after 1981. Nonetheless, the NHTSB absolved the
vehicle’s maker of any responsibility, stating that
Jeeps were safe if driven properly. At that time,
about 420,000 Jeeps were still on the road, out of
more than 600,000 sold between 1972 and 1986.

AMUC and its Jeep division became subsidiaries
of Chrysler, now DaimlerChrysler, in 1987. Vehi-
cles sold under the Jeep name now include the
Wrangler, which most resembles the original Jeep,
and the Grand Cherokee, one of the most popular
SUVs. In October 2003, the NHTSB released the
results of its first round of rollover testing for
SUVs. The 2003 Jeep Wrangler scored moderately
well with a rollover risk between 20 and 30 percent.
The Grand Cherokee posted a rollover risk between
30 and 40 percent.

Another Jeep model, the no-longer-produced
Wagoneer, became a litigation target for multiple
design defects. In 1989, AMC agreed to a confiden-
tial settlement of $18 million for negligence after a
Long Island boy died when his neck became caught
in the power window of a 1986 Grand Wagoneer. In
January 2003, a suit was filed by the families of
three young women killed when their 1983 Wag-
oneer survived a collision only to burst into flames
due to an alleged defect in the fuel system.
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American Revolution

IN APRIL 1775, the first shots were fired at Lexing-
ton and Concord, Massachusetts, plunging the
American colonies into the Revolutionary War. Just
more than a year later, in July 1776, the Continental
Congress endorsed the Declaration of Indepen-
dence, providing legitimacy for the fight for inde-
pendence from England, then the world’s greatest
power. When the young nation entered the war, it
had only a weak central government; there were no
efficient governmental organizations to take charge
of procurement for the American troops. The over-
all result of the lack of organization was chaos,
waste, inefficiency, and corruption.

Profiteers were quick to take advantage of the
government’s shortcomings and to use the emer-
gency situation to their own advantage. It was not
uncommon for American troops to go without
food, clothing, or blankets while local merchants,
profiteers, and speculators grew rich and powerful.
Scholars who study the Revolutionary period have
estimated that the number of profiteers might have
been as high as 90,000 compared to the 100,000 or
so who composed the military might of the various
armies. Profiteering methods included price-goug-
ing, speculation, plunder, theft, fraud, privateering,
ransom, hoarding, and trading with the enemy.

The Continental Congress understood from the
beginning that Americans would expect to make
money from the Revolutionary War. In 1776, Con-
gress established the Secret Committee of Trade,
which stated that the government would be “willing
to allow what might be a reasonable compensation
without being willing to submit to extortion.” Con-
gressional inexperience led to several serious mis-
takes, such as duplication of services. Duplication
meant that different governmental agencies often
competed for the same goods, raising prices even



34  American Revolution

An American supply train at Valley Forge, Pennsylvania,
was a typical opportunity for war profiteers.

higher. The government often found itself in a no-
win situation because it was forced to pay inflated
prices to obtain necessities for the troops. Once the
inflated price was established, merchants were un-
willing to accept a lower price for the item, and the
cycle continued. Profiteering was not limited to the
private sector but also occurred within the Ameri-
can and British militaries and was common in gov-
ernment.

MILITARY PROFITEERING

When Congress offered George Washington a
salary of $500 per year, he refused to accept it and
received no compensation other than his expenses.
He believed that all patriots should be likewise will-
ing to sacrifice for independence, called profiteers
“murderers of our cause,” and was often appalled
at what he described as the “insatiable thirst for
riches which seems to have got the better of every
other consideration.” Washington saw all specula-
tors and profiteers as threats to the war effort and
to America’s future as a country, but he was partic-

ularly critical of military officers who engaged in
profiteering. Washington wrote that they were “lost
to every sense of honor and virtue.”

Unlike the British and Hessian mercenaries, the
American army consisted of volunteers who
worked for little or no pay. Congress had decided in
1775 not to pay enlistment bonuses, but changed
this in 1776. Four years later, troops were receiving
$150 for five months service. To increase their in-
come, some soldiers deserted from one regiment to
sign up with another, thus gaining an additional
bonus. On learning of this practice, Washington es-
tablished a punishment of 39 lashes, even greater
than the 30 lashes that captured deserters received.

Washington allowed American troops to seize
the property of captured British soldiers and divide
it among the officers and men involved in the cap-
ture. He was determined, however, to stop what he
called “unlawful plundering,” which he defined as
seizing property that did not belong to the enemy
troops. On one occasion, Washington ordered the
death penalty for a soldier convicted of plundering.
To reduce the plundering of locals, Washington re-
stricted off-duty soldiers to their quarters and insti-
tuted roll calls. Both Washington and Congress
approved of one method of privateering: the
seizure of British ships docked in American ports.
Records show that at least 800 British ships were
seized; the American navy was responsible for the
capture of 200 ships, and privateers seized the oth-
ers.

Profiteering within the military covered many
activities. It was not uncommon for supplies to be
lost or stolen while being transported. Unpaid and
discouraged troops who were being asked to fight
with little or no food and inadequate clothing and
shelter sometimes mutinied and stole from one an-
other. To take advantage of the plight of American
soldiers, the British promised generous compensa-
tion to Americans who joined their military. At
times, the American soldiers deserted to take advan-
tage of what the British offered, and then returned
to their own armies well fed, well shod, and well
equipped. American soldiers were also known to
sell their services for the highest wages. In 1778, a
newspaper in Wethersfield, Connecticut, openly
advertised for “All gentlemen volunteers who are
desirous of making their fortunes in eight weeks.”

Washington was determined that profiteers
within the military would be severely punished.
Records show that at least 30 officers were prose-
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cuted for charges that included “writing fraudulent
drafts on the commissary account,” defrauding
troops of pay, overdrawing provisions, receiving
fraudulent commissions, defrauding troops of blan-
ket money, defrauding their own men, converting
public property to private use, withholding pay
from soldiers, misappropriating rum and soap, sell-
ing discharge papers, embezzling government funds
and property, fraud, selling hospital supplies, for-
gery, and various other charges. Punishment for mil-
itary profiteering included being forced to resign,
making restitution, publishing details about crimes,
and various criminal charges.

GOVERNMENTAL PROFITEERING

Profiteers could also be found at the highest levels
of government. So many government officials were
suspected of profiting from secret deals with pri-
vate contractors that Congress launched an investi-
gation. Congressional investigators found that
government profiteers frequently engaged in nepo-
tism, favoritism, and other forms of corruption.
For example, Samuel Chase attempted to establish a
monopoly on flour, using information and contacts
to whom he had access as a member of Congress.
As a result of such practices, Chase’s home state of
Maryland, and later Virginia, prohibited merchants
form serving as their Congressional representatives.
A number of procurement officers were believed to
have used government purchasing as a cover for
buying items that were then channeled into their
own businesses where they were sold to supplement
personal fortunes. These government profiteers
were so unprincipled that they even used govern-
ment ships and wagons to transport the merchan-
dise to their own shops and warehouses.

Robert Morris, the chair of the Congressional
committee responsible for finances and government
procurement, was found to be a master profiteer.
Even after the war, Morris continued his profiteer-
ing as the superintendent of finance. From this po-
sition of authority, Morris made sure that his
exporting and importing business flourished. He
handled government transactions through a bank
he owned in Paris, France, and awarded government
contracts to himself and his business partners.
Whenever his businesses associates presented
claims to the federal government, Morris paid them
while denying valid claims from those outside his
own circle. It is ironic that, in 1782, Morris was

given the responsibility for ferreting out “fraud,
negligence, or waste on public property.”

Sometimes military profiteering was uninten-
tional, as in the case of Nathanael Greene, who
served as quartermaster general of the army. Greene
was accused of profiteering because he was often
forced to pay inflationary prices for goods that the
American army needed. When necessary, Greene
and a contractor signed a promissory note to pay
for various products. Unfortunately, after the Revo-
lution, the contractor filed for bankruptcy. Greene
accepted responsibility for the loans and continued
to pay on them until his death in 1786.

PRIVATE SECTOR PROFITEERING

The most common form of private-sector profiteer-
ing was price gouging, which forced both the mili-
tary and civilians to pay exorbitant fees for
necessities and created enormous profits for mer-
chants. Another method of profiteering was the cre-
ation of monopolies to corner specific products,
and raise prices on those items ever higher than in-
flation demanded. Some manufacturers engaged in
profiteering through cutting production costs and
producing inferior goods unable to withstand mili-
tary life. Inferior weapons, for instance, could cost a
soldier his life.

The Revolutionary War also provided fertile
ground for the speculators who bought shares in the
ventures of profiteers. Prices on securities ranged
from one-half to one-tenth of the face value. These
shares were sometimes used as collateral by mer-
chants, military officers, and even by government
officials. It was estimated that by 1990, most exist-
ing securities belonged to speculators, with only a
small amount remaining in the hands of pre-war
owners. Harvard College, for instance, had amassed
a total of $102,923 in securities during the Revolu-
tionary War, making the institution one of the
largest security holders after the war. Harvard’s se-
curities had been received from more than 80
sources. Speculators also made huge profits by trad-
ing paper money. In Boston, Massachusetts, for ex-
ample, one so-called hard dollar could be traded for
75 paper dollars. Around the country, jobbers set
up businesses to handle money exchanges.

Much Revolutionary-era profiteering arose
from a scarcity of goods, because legal trade was re-
stricted by the Non-Importation Agreements. Trade
with the “enemy” was often quite open because a
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number of the colonists maintained their allegiance
to the British Crown. John Adams, the motivating
force behind independence, estimated that only
about one-third of the population was “vigorously”
dedicated to the American cause.

Because England was so far away, merchants in
the colonies prior to the Revolution had been
somewhat free to establish their own prices and set
their own rules. During the war, merchants resented
government officials’ interference in their efforts to
make money from the war. Disregarding the Non-
Importation Agreements, many merchants contin-
ued to do business with England.

BRITISH PROFITEERING

Like the Hessians, members of the British Army
were often paid mercenaries who were willing to
profit from the war in various ways. For example, a
British lieutenant colonel who paid 4,500 pounds
for his commission could become a paymaster and
set up fraudulent pay systems that netted him thou-
sands of pounds. As a sideline, the paymaster could
purchase luxuries and sell them to regular soldiers
at inflated prices. The British military also devised a
way to charge the government for high-priced goods
while purchasing low-quality goods and pocketing
the difference. It was also common for British offi-
cers to draw rations for fictitious families, providing
themselves with increased personal income. Hess-
ian troops were notorious for plundering. They
stole food, livestock, and property and often
burned fences, trees, furniture, and buildings for
firewood.

THE STATES

When the Revolutionary War began in 1775, each
colony had a separate government, and each was re-
sponsible to the British crown in some way. Once
independence was declared, 13 separate govern-
ments operated in conjunction with a loose federal
government. To deal with the emergency brought
about by the war, individual states regulated essen-
tial or scarce items. Several states also published
paper money and declared it legal tender, creating
even greater economic problems. States made an ef-
fort to prohibit manipulation of monetary stan-
dards, but were not always successful.

Profiteering was such a problem that most
states passed their own anti-profiteering laws. To

strengthen their positions, states sometimes joined
to stop profiteering. For instance, in 1776, the New
England states established price and wage controls.
Violators were issued heavy fines, with 50 percent
of each fine paid to the informer who reported the
violation. Merchants all over New England reacted
with outrage.
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ancient mercantile crime

THE WELL-KNOWN IMAGE of Diogenes, a
philosopher living in the 4th century B.C.E., swing-
ing his lantern as he wanders through the streets of
ancient Greece in a vain search for an honest man,
vividly conveys the lesson that white-collar crime
not only flourished in that culture at that time but,
more generally, can be found to varying degrees in
every large society throughout the history of hu-
mankind.

Diogenes’ own life underlines the point. His fa-
ther, responsible for minting coins for public use,
was convicted of adulterating the coins with base
metals. Diogenes then left Sinope, the Greek ship-
ping center on the Black Sea where he had been
born, for Athens. He later settled in Corinth, where
he preached against the accumulation of riches and
luxurious living.
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CRIME IN THE ANCIENT WORLD

Marketplace offenses can be examined to support
at least the partial truth of Diogenes’ fruitless
search for an honest person, a matter that can be ex-
amined by looking at efforts to keep impoverished
people from starving to death. Rulers throughout
history have tried to control monopolization and
cheating in transactions involving food so that inad-
equate food supplies did not decimate or incapaci-
tate the work force and lead the masses to riot in
rebellion against the rich and against the political
leaders.

In ancient Egypt, near the end of the 7th cen-
tury B.C.E., poor harvests led to Solon forbidding
the export of agricultural products, with the excep-
tion of olive oil, a move taken because unscrupu-
lous landowners were sending grain abroad in order
to realize greater profits.

Centuries later, in 476 B.C.E. on the island of
Teos, a Greek port on the west coast of Asia Minor,
a “curse” was decreed by public officials on market-
place malefactors. It was to be read three times a
year at public events: “If anyone prevents grains
from being imported into the land of Teos by any
pretext or device, either by sea or from the main-
land, or forces up the price of imported grain, that
man shall die, both himself and his family.”

The Greek Appolonius is said to have come to
the city of Aspendus where he found the people
eating weeds in order to stay alive. A mob was on
the verge of burning the governor alive, until he dis-
closed the names of those who were hoarding corn.
These merchants were summoned and the governor
read to them a message composed by Appolonius,
who had vowed to remain silent for five years: “The
earth is mother of all, because she is just,” Appolo-
nius had written. “But you are unjust and have pre-
tended that she is your mother alone; and if you do
not stop I will not permit you to remain on her.”
The hoarders were said to have been so terrified by
these words that they filled the marketplace with
corn and the city revived.

In ancient Greece, the law decreed a penalty of
death for exporting corn or secreting or hoarding it.
Peter Gurney notes that scarcity was sometimes re-
lieved by charitable food contributions by the well-
to-do. He maintains that the typical donors were
two-faced, looking for both financial profit and
popular gratitude. Importantly, he notes, “in antig-
uity, food was power.”

Fiery complaints about marketplace cheaters
are a common theme in Judeo-Christian theology.
A biblical prophet, Micah of Moresheth, con-
demned all commercial activity of the time as likely
to be sinful: “A merchant shall hardly keep himself
from doing wrong and a huckster shall not be freed
from sin,” Micah wrote. “As a nail sticketh between
the joinings of a stone, so doth sin stick close to
buying and selling.” Talmudic law echoes this posi-
tion: For commodities deemed necessary to life
such as wines, oils, and various types of flour, the
rabbis forbade a person to make a profit as a mid-
dleman. These essential goods were to be sold di-
rectly to the consumer in order to keep the prices
low. The Talmud also berated those who tampered
with weights and measures and raised prices un-
justly. In Proverbs (11:26) in the King James Bible
there is the admonition: “He that withholdeth corn,
the people will curse him: but blessing shall be
upon the head of him that selleth it.”

Marketplace offenses tended to be peripheral in
Roman life because from the time of Tiberius
(11-37 C.E.) to Aurelan (270-75) grain was distrib-
uted without cost to upward of 100,000 persons by
the Emperor. Later Roman law decreed that dard-
enarii, the term for persons who conspired to in-
crease their profits by delaying deliveries by sea or
by employing similar tactics to demand exorbitant
prices, were to be punished by a heavy fine, prohibi-
tion of future trading, or banishment. Specific laws
focused on the magistrates whose duty it was to su-
pervise the importation and local sale of food, with
women and slaves encouraged to provide evidence
against magistrates if they neglected their tasks.

CRIME IN EARLY ENGLAND

Religious leaders in England later would repeat the
Biblical condemnations of commercial cheating.
John Bunyan, the author of Pilgrim’s Progress (1678),
at one time the bestselling book after the Bible,
rages against “every man that makes a prey of his
advantage upon his neighbor’s necessities may well
be called an extortioner and judged for one that
hath no inheritance in the Kingdom of God.” Such
persons, Bunyan declared, should “be hissed out of
the world.”

An interesting sidelight on these views is of-
fered by Thomas Aquinas (1225-74), the leading in-
terpreter of Catholic theology. Aquinas retold the
centuries-old observation of Cicero, the Roman or-
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ator, about a merchant who was carrying grain to
the starving people of a town stricken by famine.
The merchant knew that others were following him
with more grain. Was he bound to tell the towns-
people about the additional grain, or might he re-
main silent and command a higher price! Cicero
had concluded that moral duty demanded disclo-
sure. Aquinas, however, indicated that it would be
commendable to tell what the merchant knew, but
he maintained that the merchant was not obligated
by moral law to predict a future event.

If it failed to occur, he would be robbed of a
just price. Today, in the United States, those associ-
ated with businesses under the eye of the federal Se-
curities and Exchange Commission are obligated by
law to let the public in on relevant information that
might influence what investment decisions people
make, and to avoid insider trading.

The distribution of bread, to forestall public revolt, became
a foundation of government regulation of trade.

In England at the time of the invasions of the
Saxons and the Danes, the law demanded that any-
body who transacted business with a merchant at
the market had to provide the authorities with the
details of the business and bring a witness to testify
to what had transpired. By the time of Athelstan in
about 930, all sales involving more than 20 pence
had to be conducted publicly. Similar attempts to
keep traders honest followed. Aethelred, king of
England from 978 to 1016, decreed that purchasers
of cattle or sheep must preserve the head and hide
for three days before they could sell the carcasses.
Under King Canute, a Dane who conquered parts
of England in 1013 and married Aethelred’s widow,
a similar provision to retain proof of a transaction
was mandated if more than 4 pence was involved,
unless the purchaser had four witnesses to the
transaction.

REGULATED MARKETS

Trading at this time became restricted to specified
places and times. This introduction of regulated
markets and fairs, the latter generally held but once
a year, the former every week, allowed tighter con-
trol over commercial ventures. It has been esti-
mated that between 1200 and 1340 thousands of
licenses were issued by government authorities to
persons seeking to inaugurate markets and reap the
gain from the rental of stalls to those with goods to
sell.

English common law was defined by William
[lingworth, writing in 1800, as “no other than the
good old laws and customs handed down to us by
our ancestors.” Under common law, three specific
marketplace offenses were prohibited. They were
called forestalling, engrossing, and regrating. All es-
sentially involved tactics that took advantage of a
monopoly position to exploit consumers; their of-
fenses are the direct forerunners of current an-
titrust legislation.

Forestalling referred to the buying up of goods
before they reached the market with a view to en-
hance prices by cornering the market. Engrossing
involved wholesale purchasing, that is, the buying of
the total quantity of goods available and then de-
manding whatever price the seller can obtain. Re-
grating dealt with the purchase of commodities at
one market with the intent to sell them at another
site where, for whatever reason, they would retail
for a higher price.
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Parliamentary and law-enforcement attention
focused on these offenses particularly when there
were food shortages and, in dire instances, famines
and starvation. The first known Parliamentary en-
actment on the subject came in 1266 when the com-
mon law was codified by statute and tougher
penalties were set in place. One possible sentence
for forestalling involved having the offender stand
in the pillory (called, more informally, the stretch-
neck) with his head and ankles pushed through
holes and shackled. Culprits often would be
mocked by passersby throwing rubbish at them.

It is worth noting that the 1266 parliament that
enacted the initial statutes against forestalling, en-
grossing, and regrating for the first time (and for
centuries, the last time) had women among its mem-
bers. They were the widows of earls and barons
who had been killed in the incessant wars waged in
medieval times. Numerous later statutes amended
the laws against forestalling, engrossing, and regrat-
ing. In 1306, those who violated such laws were re-
viled by Parliament as “oppressors of the poor”
and the “public enemy of the country, a canker, a
moth, and a gnawing worm which daily wasteth the
commonwealth.” One has to wonder whether the
absence of such language in our times regarding
some white-collar crimes is a victory for gentility or
a loss of moral indignation.

The landmark statute against marketplace of-
fenses was put in place in 1552. The law sought to
gather together common-law provisions and to up-
date and make more rational the approach to viola-
tions of rules regulating marketplace behavior.
Considerable subsequent litigation required the
English courts to clarify the reach of the 1552 law.
Much of it reflected what we now regard as quaint
quibbling characteristic of court proceedings at the
time. Among matters that the courts had to adjudi-
cate in earlier times was the question of whether an
indictment was satisfactory if it used the Latin term
cumulus (a heap) rather than specifying precisely
what amount of grain was involved in the allegedly
illegal transaction. Courts ruled that buying grain
with the intent to make starch out of it did not vio-
late the statute because the end product was not the
same as the original one, or, as the court put it, the
corn “is altered by a trade or science, which is a
mystery, and so it is not the same thing that was
sold.”

Controversy also arose regarding whether salt
did or did not come under the law. At the same

time, English courts were subtly undermining the
forestalling laws because of judges’ belief in the
benefits of free trade as opposed to marketplace
regulation. The eminently powerful Chief Justice
Sir Edward Coke (1552-1634), in his treatise on
English law, is said by a later historian to have
shown “a certain amount of what only can be de-
scribed as propaganda against control.”

GROWTH IN TRADE AND POPULATION

The gradual weakening of the laws against fore-
stalling are traced by one scholar to a number of de-
velopments: Partly as a result of economic
expansion, but still more because of the much
larger growth in the provincial population, there
was a great development of inland trade in England
between 1570 and 1640. The open markets of
provincial towns gradually proved incapable of ac-
commodating the expanding demand. By 1640,
much of the new trade was transacted outside the
“official market,” and was unregulated by local offi-
cials. It took place, instead, in the warehouses and,
above all, in the inns of provincial towns.

Nonetheless, in periods of severe food short-
ages, authorities emphasized the necessity to en-
force ancient marketplace regulations. For the
authorities, dearth was caused not by divine dis-
pleasure nor by unfavorable weather but by human
greed. In 1597, the Privy Council, on behalf of the
king, issued a strong indictment of marketplace ma-
nipulation:

There are seene and fownde a number of
wycked people in condicions more lyke to
wolves or cormorants then to nautrall men, that
doe moste covetosly seeke to holde up the late
great pryce of corn and all other victuells by in-
grossing the same into their private hands
berganynge beforehand for corne, and in some
parts for grayne growing and for butter and
cheese before yt be brought to ordynarie mar-
ketes for to be brought for the poorer sorte.
Against which fowle, corrupt fraude and maly-
cious greedyness there are both manie good
lawes and sondry orders of late yeres given to all
Justices.

Under Oliver Cromwell, after King Charles I had
been put to death, habeas corpus and writs of certio-
rari—legal processes that afforded protection to the



40 ancient mercantile crime

accused—no longer were permitted for offenses
that involved buying and selling of a large variety of
products because, it was claimed, “the punishment
of many abuses wee daily prevented and discour-
aged by such writs.”

A century later, circumstances had changed in
dramatic fashion. In 1767, a Parliamentary commit-
tee concluded that the laws relating to forestalling
were preventing the free trade in grain and other
provisions and that this, rather than hoarding and
monopolies, was contributing to the excessive price
rises. In 1773, Parliament eliminated all statutes that
prohibited forestalling, engrossing, and regrating.
The common law restrictions remained in place
until 1844, though they were rarely enforced.

Adam Smith (1723-1790), one of the leading
economists of his and all time, led the charge
against the ancient marketing laws. In his monu-
mental treatise, An Inquiry into the Nature and
Causes of the Wealth of Nations (1776), Smith called
the regulations ‘“altogether unmerited” and that,
left to its own devices, the marketplace will assure
that fairness will prevail. High prices, Smith pro-
claimed, will merely put “the inferior ranks of peo-
ple upon thrift and good management” and by this
means “the dreadful horrors of famine will not
ensue.” In a famous line, Smith compared “the pop-
ular fear of forestalling” to “suspicion of witch-
craft.”

Smith’s views did not impress Jeremy Bentham
(1748-1832), another famous political philosopher.
For Bentham, the government deservedly ought to
seek to regulate social conditions to see that justice
prevailed. “I leave it to Adam Smith to talk of inva-
sions of natural liberty,” Bentham wrote. “The in-
terference of government is an event I witness with
satisfaction and with much more than I should its
forbearance.”

The last throes of the crime of forestalling saw
the conviction in 1795 of John Rusby, a middleman.
Rusby was indicted for regrating on the basis that he
had re-sold oats in the same market on the same
day. He was tried before Lord Kenyon who summed
up the case in ringing terms, emphasizing the dam-
age done to the poor and starving by such under-
hand marketplace tactics. Kenyon declared that if
Smith were still alive he was certain he would
change his views about eliminating the crime of
forestalling.

Kenyon told the jury that its verdict would
“stem the torrent of such affliction to the poor.”

The jury found Rusby guilty and the judge imposed
a stiff fine.

Worse was yet to come. Rusby’s house was torn
down by an angered mob that subsequently de-
scended on the market and demanded that prices be
lowered. The rioting drove many merchants out of
the marketplace, thereby causing a further increase
in prices.

CRIME IN THE AMERICAN COLONIES

The legislative history of the American colonies
shows the adoption of laws against forestalling be-
cause of ties of the colonists to English law. Most of
these laws came into force about the time of the
American Revolution, when England was backing
away from legal control over marketplace middle-
men. It had been proposed (and opposed) during
the Continental Congress in 1777 that federal laws
be adopted to outlaw forestalling and engrossing. In
June 1777, Maryland forbade forestalling if the
price involved provided the seller a profit greater
than 30 percent. Sir Henry Clinton, governor of
New York, issued a proclamation late in 1777 that
declared if a person sold goods for a price higher
than that stipulated by the authorities, his merchan-
dise would be seized and he could be imprisoned.
Connecticut outlawed engrossing in the same year,
with a particular focus on salt.

Officials were authorized to seize goods being
engrossed and sell them at prices set by colonial of-
ficials. Similar kinds of enactments were made in
the same year in New Jersey, North Carolina, and
Pennsylvania. But, as in England, the ideas of free
trade, a self-regulating marketplace, and the impor-
tance of middlemen to spare growers extra work
carried the day.
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Anderson, Jack (1922-)

JACK ANDERSON IS a Pulitzer Prize-winning in-
vestigative reporter, author, and public speaker. A
former missionary, Anderson’s career as an inves-
tigative reporter began in the early 1950s when he
teamed with the most famous muckraking journal-
ist of his day, Drew Pearson.

Anderson’s most notable encounter with white-
collar crime took place during the Watergate era
(1972-74). Anderson had reported on several scan-
dals involving President Richard Nixon, which
landed Anderson at the top of Nixon’s infamous
Enemies List. As a result, a plan emerged by the
Plumbers (a secret covert-operations unit within the
White House) to have Anderson murdered. Gor-
don Liddy, the Plumbers’ chief fanatic, finally
backed-off of the plan to assassinate Anderson be-
cause it was deemed impractical.

Upon taking office, the Nixon administration
dispatched an allegedly Mafia-connected attorney,
Murray Chotiner, to see visit Anderson. The lawyer
informed Anderson of the administration’s wish to
have a friendly relationship with him, and that
Chotiner had been appointed liaison to Anderson.
At Anderson’s request, and as a show of “friendli-
ness” to help further Anderson’s investigations,
Chotiner promptly fetched the Internal Revenue
Service (IRS) file on Governor George Wallace of
Alabama. It contained information on a Wallace
crony who was taking kickbacks on sales on alcohol
in state liquor stores, and laundering cash through a
law firm in which Wallace was a partner. Anderson
made use of the information, but also began writing
pieces critical of the Nixon crowd, and the Nixon
administration “friendship” was promptly with-
drawn.

Anderson soon began uncovering a host of
scandals that would come to mark the Nixon ad-
ministration as one of the most corrupt in Ameri-

can history. It began when Anderson discovered
that Nixon was trying to get his presidential pension
increased. Anderson also discovered, via secret pa-
pers that were leaked to him, that Nixon had or-
dered a U.S. Navy flotilla to the Bay of Bengal in
order to support Pakistan in its war against India.
This, despite Nixon’s sworn neutrality in the con-
flict.

Nixon had deceived the American people about
U.S. neutrality in the war, as well as a possible con-
frontation with the Soviet Navy in the Indian
Ocean. The White House began investigating An-
derson and his possible sources of information (via
phone taps, lie detector tests, and in some cases, in-
timidation). Press attacks against Anderson ensued.
Meanwhile, Anderson was awarded the 1972
Pulitzer Prize for his coverage of the India-Pakistan
War. Shortly thereafter, Anderson came into pos-
session of memo written by International Tele-
phone and Telegraph (ITT) corporate lobbyist Dita
Beard. The memo made clear that I[TT was about to
donate $400,000 in support of the upcoming Re-
publican National Convention in San Diego, Cali-
fornia, in return for which the Nixon Justice
Department would allow ITT to keep two newly
purchased companies, Hartford Insurance and
Grinnell Corporation. The Senate Judiciary Com-
mittee called immediate hearings on the matter. ITT
hired a detective firm to investigate Anderson.

Despite the decision not to eliminate Anderson,
the Nixon White House used other government
agencies to harass Anderson. At the White House’s
request, the IRS audited Anderson’s income taxes
for months but found nothing irregular. The Cen-
tral Intelligence Agency followed Anderson all over
‘Washington in unmarked cars, but Anderson easily
detected their presence and wrote about the stalk-
ing.

Nixon, for 25 years, had a great dislike and fear
of what he regarded as the “eastern liberal establish-
ment press.” The animosity between Nixon and the
press began during Nixon’s initial campaigns for the
House of Representatives and the U.S. Senate. His
virulent anti-communist campaigns against his op-
ponents, Helen Douglas, whom he dubbed “the
Pink Lady” (labeling her a socialist), and Jerry
Voorhees (whom Nixon labeled a communist), out-
raged numerous reporters. So did Nixon’s partici-
pation in the anti-communist, Senator Joseph
McCarthy’s House Un-American Activities Com-
mittee of the 1950s in which Nixon played a key
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role in the convictions of Alger Hiss and Julius and
Ethel Rosenberg on charges of spying for the Soviet
Union. Anderson and his partner at the time, Pear-
son, were instrumental in attacking the unconstitu-
tional investigative tactics of McCarthy.

Anderson continued his involvement in inves-
tigative reporting throughout a career that spans
over half a century. In his eighties in 2003, he was
reporting on the Blackout of 2003 during which a
cascading power failure knocked out the electrical

grid though Canada and the U.S. Northeast.
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Anheuser-Busch

THE INTERNATIONAL brewery’s 1997 removal
of a Florida distributorship from the family of
baseball legend Roger Maris became a $72.6 million
embarrassment. The distributorship, which served
the Gainesville-Ocala area, was given to Maris’s by
August Busch, Jr., as a reward for Maris’s role in the
St. Louis Cardinals’s 1967 World Series victory.
Busch then owned both the baseball team and the
St. Louis-based brewery.

In the mid-1990s, Anheuser-Busch started con-
solidating wholesalers into larger regions. The com-
pany offered the Maris family $20 million for Maris
Distributing. When the offer was refused, An-
heuser-Busch terminated the wholesaler’s contract,
alleging that the Marises had sold outdated beer
and failed to respond to customer complaints. The
Marises accused the brewer of engaging in a smear
campaign to justify its giving the distributorship to
a Busch family friend.

The Marises also argued, unsuccessfully, that a
contract provision preventing them from selling to
public investors violated antitrust laws. Although

the antitrust charges failed, a Florida jury decided in
August 2001 that Busch had lacked adequate
grounds to terminate the distributorship. The jury
awarded the Marises $50 million for the value of
the business plus $89.7 million for lost revenues.
Judge Buzzy Green voided the larger award, citing
Florida statutes against awarding lost revenues,
though he added accrued interest to the $50 mil-
lion.

Anheuser-Busch’s 2002 annual report stated
that the company appealed the decision and had not
paid the $72.6 million recorded in October 2001.
The Marises also filed a $1 billion defamation suit
against the brewery; this remains unresolved in
early 2004. “It sends a warning signal to suppliers to
change the way they rank and yank their distribu-
tors,” Mark H. Rodman, former general counsel to
the National Beer Wholesalers Association, told
the St. Louis Post-Dispatch after the August 2001
verdict. But, Rodman cautioned, “Very few legal
teams can go toe-to-toe against A-B.”
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antitrust

IN GENERAL, antitrust refers to the regulation of
business practices that significantly reduce or deny
competition and/or severely limit consumer access
to goods or services at reasonable and competitive
prices. In this respect, the purpose of antitrust laws
is to criminalize and breakup monopolies, protect
against unfair competition, and control mergers.
The development of antitrust legislation began
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shortly after the Civil War as political legislators be-
came increasingly skeptical of the growing power
and size of business organizations.

From 1887 to 1904, several mergers took place
that effectively established dominant monopolies
including Standard QOil in the petroleum industry,
U.S. Steel, American Tobacco, Kodak in the camera
and film industry, and DuPont in the explosives in-
dustry. The development of these cartels posed se-
rious concerns about their potential to control the
U.S. economy. The threat of monopolistic practices
meant a single firm in a market could effectively re-
duce output, control market prices, and earn higher
profits in the absence of competition. Furthermore,
the existence of monopolies could make entrance
into the market by new competitors extremely diffi-
cult. Legislators were also worried about the welfare
of small businesses under such conditions. In par-
ticular, there were concerns that small businesses
would not be able to remain competitive if they en-
countered predatory or discriminatory low prices
set by large companies.

ANTITRUST ACTS

To address concerns of the growing number of mo-
nopolies, the federal government developed the
Sherman Antitrust Act in 1890. This act became
the primary legislation to address concerns of un-
fair competition and market conditions. The Sher-
man Act is compromised of two primary sections.
Section 1 addresses any actions intended to pro-
duce an unreasonable restraint of trade or com-
merce. Specifically, this section prohibits contracts,
combinations, and conspiracies that attempt to re-
strain trade efforts.

Section 2 of the Sherman Act deals with the
issue of monopolies. It states that any person or
persons who attempt or conspire to monopolize an
industry is in violation of the act. Other provisions
within the Sherman Act pertain to criminal sanc-
tions. More specifically, the act allows the federal
government to seek criminal and civil remedies
against companies and subjects violators to poten-
tial fines or imprisonment. Private citizens injured
by monopolistic practices can also seek damages.

Shortly after the development of the Sherman
Act, Congress passed other legislation to deal with
unfair market practices. It should be noted that
about 10 of the first 15 antitrust cases were brought
against labor unions and organizers, accusing them

of using labor strikes and boycotts as restraints of
trade.

In 1914, the Clayton Act and the Federal Trade
Commission Act were passed. The Clayton Act fo-
cuses primarily on the development of mergers.
This act suggests that mergers necessarily increase
concentration and encourage coordinated activity
among a few companies. The existence of such
mergers means that a relatively small number of
companies can control prices, market conditions,
and effectively reduce competition.

In 1968, the Clayton Act served as the basis for
the development of the Merger Guidelines drafted
by the Department of Justice’s Antitrust
Division.The guidelines outline the conditions
under which mergers would likely be challenged
and considered a violation. The Federal Trade Com-
mission Act was designed to punish any unfair
methods of competition. In particular, this act
made it unlawful to restrict competition using un-
fair trade practices.

Enforcement of antitrust laws were relatively
weak. From 1890 to 1899, only 15 cases were filed
by the U.S. Department of Justice under the Sher-
man Act. Loopholes and ambiguous language also
rendered the Sherman Act ineffective in terms of
dramatically limiting the existence of monopolistic
practices. In an 1895 decision, the Supreme Court
ruled that manufacturing companies, such as Amer-
ican Sugar Refining Company, could not violate
provisions stipulated by the Sherman Act since
manufacturing was not interstate commerce.

Perhaps the most aggressive enforcement of the
Sherman Act came after World War II. Between
1940 and 1959, there were a total of 703 cases filed
by the Justice Department compared to only 203
cases from 1890 through 1939. Also during this
time, the number of private suits under the Sher-
man Act began to increase. During the 1950s and
1960s, several Supreme Court decisions prohibited
mergers between firms if at least one of the compa-
nies had a modest market share. The rationale be-
hind such decisions was to ensure competition and
preserve market structures within the American
business community.

Despite the more assertive efforts, by the early
1980s, the Ronald Reagan administration relaxed
government involvement in antitrust matters.
Court decisions during this time rarely prohibited
mergers or price-fixing practices. Even in cases
where mergers eliminated potential competitors,
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the courts were reluctant to aggressively enforce an-
titrust laws. This laissez-faire (hands off) approach
meant that companies were allowed to establish
mergers and monopolies without penalty. There
was also reluctance to award damages in private
suits. Also, an influential economic perspective
emerged that suggested mergers and monopolies
were actually pro-competitive rather than anti-com-
petitive. Economists from the Chicago School
maintained that price-fixing or other antitrust prac-
tices cannot be readily accomplished because mar-
ket conditions do not allow them, and that it was
fairly easy for new companies to enter an industry.

Recent decisions have tended to reflect this
viewpoint as courts have ruled the presence of
mergers, oligopolies, or even monopolies does not
necessarily indicate unfair market conditions. In
one of the more celebrated exceptions to lenient en-
forcement of antitrust laws, in 1998 the United
States filed charges against the computer software
giant, Microsoft, for violations of the Sherman An-
titrust Act. A 2001 court decision found Microsoft
guilty of violating Sections 2 of the Sherman Act.
In particular, the court found that company unlaw-
fully had power in the market for licensing Intel-
compatible PC operating systems.
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Arab nations

DEVELOPING countries, such as those of the
Arab world, are particularly vulnerable to both or-
ganized and business crime because of political,

legal, and economic systems that are still in the
process of evolving. Just as in the rest of the world,
most economic crimes in the Arab world stem from
corrupt government officials, an avaricious busi-
ness community, and individuals and groups who
are willing to exploit others to achieve their own
goals.

The United Nations Office on Drugs and
Crimes has observed that corrupt governmental au-
thorities in many developing countries regularly
force residents to pay “surcharges” to obtain driv-
ers’ licenses, building permits, or other routine ac-
tivities. Representatives of the World Bank have
stated that corruption is the single greatest obstacle
to economic and social development in the world
today. Widespread corruption tends to sap the ener-
gies of any country, and the resulting anger and cyn-
icism affect the level of trust that is necessary for
political and economic systems to function effec-
tively. Corruption also drains the economic and
human resources that are vital to developing na-
tions.

Developing countries generally lag behind on
technological advances, and computer crime has
presented a new and complex problem for Arab
countries. Many Arab nations have set up special e-
crime units to deal with incidences of cyber crime.
While computer hacking in the Middle East
amounts to only 1 percent of the world’s hacking
totals, incidents of cyber crime are on the rise. For
example, in 2002, the United Arab Emirates saw a
300 percent rise in computer hacking in only six
months.

In a major crime spree, which UAE traced to In-
donesia, hackers managed to steal between $2 and
$3 billion in an ATM (auto-teller) scam. This inci-
dent helped to alert Arab countries to their vulner-
abilities. Experts on cyber crime have determined
that Iran, Kuwait, United Arab Emirates, Saudi Ara-
bia, and Egypt are among the top 10 nations of the
world that are the most vulnerable to attack by com-
puter hackers.

GOVERNMENT AND BUSINESS

In addition to business and organized crime, the
Arab world has had its share of political scandals.
In Israel, for example, the police interrogated Prime
Minister Ariel Sharon in November 2003 about a
$1.5 million loan from a South African business-
man. A separate scandal involved Sharon’s son,
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Gilad, who exercised his right to remain silent when
questioned about a suspiciously illegal development
deal in Greece. In November 2003, the Muslim
Brotherhood charged the administration of Presi-
dent Hosni Mubarak of Egypt with providing cover
for widespread corruption at all levels of govern-
ment. For over six decades, governmental authori-
ties in Lebanon have been unable to stop
widespread corruption. In 2003, several major scan-
dals occurred. Lebanese officials launched an inves-
tigation concerning questionable activities at the
Al-Madina Bank. Central Bank Governor Riad
Salameh filed charges against unknown individuals
who had forged his signature on two documents,
one of which approved a merger and another deal-
ing with a $170 million transfer of funds. Other
high-profile scandals involved a prominent busi-
nessman who passed a fraudulent check for
$100,000 and shady real estate deals.

Jordan focused international attention in 2003
on the case of financier Ahmad Chalabi who had
been appointed to the Iragi Interim Governing
Council even though he had been convicted in Jor-
dan in absentia on charges that he stole more than
$500 million during the Petra Bank scandal of the
1980s. Jordanian officials accused Chalabi of engi-
neering fraudulent financial deals that involved
Iraq, Iran, Lebanon, and Switzerland. Chalabi’s
brothers Jawad and Hazem were convicted of ac-
counting fraud in Switzerland in 1989. Jordan an-
nounced that it had passed a new law that would
allow Chalabi to repay the money he stole in return
for an official pardon; however, authorities believed
that the United States would prevent Chalabi from
being extradited to Jordan.

Business crime is also a major concern to the
Saudi authorities. In 2002, the Saudi government
announced that it had documented 264 cases of
bribery involving 747 individuals.

In the United Arab Emirates (UAE), business
crime has centered on embezzlement of funds,
fraud, and bribery. In the winter of 2001, a major
scandal erupted when 20 UAE government officials
were charged with corruption and embezzlement.
In response, the minister of justice and Islamic af-
fairs asked the public to demand that government
corruption, that had long been a part of life in the
United Arab Emirates, be brought to a halt.

In addition to economic crimes, the Arab world
has proved fertile ground for organized crime.
Crimes practiced by these groups include: terror-

ism, money-laundering, drug trafficking, arms traf-
ficking, human trafficking, explosives, business
fraud, insurance fraud, government fraud, com-
puter crimes, extortion, bribery, murder, theft of
art and cultural objects, and kidnapping. In fact,
kidnapping has become so common in Arab coun-
tries that a number of insurance companies, includ-
ing Lloyds of London and Liberty Mutual,
regularly issue kidnapping insurance that pays up to
$40 million if a policyholder is kidnapped or be-
comes a victim of extortion.

Traditionally, organized crime is driven in large
part by a desire for financial gain and is character-
ized by violence and intimidation. Organized crime
families tend to be made up of individuals who
share common goals who bond together under
strict rules of loyalty and compliance. Disloyalty to
the group may be punishable by death. In the Arab
world, the basic human greed common to partici-
pants in organized families is both enhanced and
complicated by radical political beliefs and religious
fundamentalism. Organized crime groups that start
out with political or religious goals may become so
focused on furthering economic goals that their
original purpose becomes secondary. In some Arab
countries, the state becomes the instrument of in-
ternational terrorism.

Beginning in the mid-1980s, leaders of some
Arab states sponsored the targeting of American
military and diplomatic targets throughout the
Middle East. In other Arab states, the state engaged
in Mafia-like tactics of terrorizing the locals
through violence, threats, extortion, and bribery. In
Saddam Hussein’s Iraq, for example, he and his rel-
atives were joined by an army of state police in their
campaign to intimidate the Iraqi people. In many
Arab countries, the legal system has proved ineffec-
tive in combating organized crime, and this is partic-
ularly true when the government is involved in
criminal activity.

Despite the U.S. invasion in November 2001, a
well-supported organized network in
Afghanistan continues to be involved with drug
trafficking, particularly with opium, and the traf-
ficking of women. An additional enterprise in-
cludes the practice of trading emeralds that
originate in the Panjshir Valley, that are purchased
duty-free in Oubai, and then smuggled into Pak-
istan, India, and other parts of the world.

Organized crime in Egypt has placed the coun-
try in the position of becoming a transit point for

crime
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heroin and opium that is smuggled out of Asia into
Europe, Africa, and the United States. Because of
the drugs, money-laundering is a major criminal ac-
tivity in Egypt. In many Arab countries, organized
crime often becomes entangled with religion. In
Egypt, for instance, the Muslim Brotherhood has
consistently tried to force the Christian Copts to
pay a tribute or gizia, which they claim is a kind of
protective tax.

The Israeli police announced in 2003 that or-
ganized crime, including drug smuggling and human
trafficking, was on the rise. Government investiga-
tions also focused on questionable ties between Is-
raeli and Palestinian businessmen. A number of
criminal charges were filed in Palestine in the sum-
mer of 2000 arising from the counterfeiting activi-
ties of several gangs. Investigations revealed that
Israeli and Palestinian manufacturers were heavily
involved in counterfeiting compact discs, computer
software, name-brand jeans, liquor, packaged foods,
and perfume. A car ring was also discovered in
which Palestinians stole cars in Israel, stripped them
down, and then sold the parts back to Israelis. In
1997 alone, 46,000 cars were stolen from Israel,
amounting to one-third of all new cars sold that
year.

Insurance fraud also surfaced when Israeli citi-
zens were accused of selling cars to Palestinians
who then sold them for inflated prices while the
original owners filed insurance claims for stolen
cars. Tens of thousands of guns are stolen from Is-
raeli homes each year, and many make their way
into the hands of Palestinians or various terrorist
groups. In addition to drug trafficking, the manufac-
ture of counterfeit drugs also poses major problems
in both Israel and Palestine.

In Saudi Arabia, authorities have become so de-
termined to stamp out the illegal drug trade that
they have made drug trafficking a capital offense.
The country also has a problem with money-laun-
dering used to cover the tracks of drug dealers and
other criminals. Saudi authorities acknowledge that
the country has also become a transit center for or-
ganized arms smuggling. Because of its vulnerability
to organized crime, the Saudis, working with
United Nations representatives, have developed leg-
islation aimed at eradicating organized crime. Saudi
Arabia took the lead among Arab nations in estab-
lishing a multi-level anti-organized crime program
that included establishing a nationwide standing
committee to research and report on organized

crime, creating a department of public security that
specialized in the subject, training the criminal jus-
tice system to deal with the problems associated
with this type of crime.

The UAE has also taken a leadership role in
combating organized crime. Working with represen-
tatives from the United Nations, the country spon-
sored a two-day conference in December 2002 to
bring together representatives from other Arab
counties to examine the impact of world political,
economical, and technological developments and
their impact on organized crime in an international
context. Because of its status as a financial center,
UAE has had to cope with extensive money-laun-
dering. In January 2002, new legislation was passed
to deal with the problem. Just as in most other
countries of the world today, drugs are also a major
source of crime within UAE.

TRANSNATIONAL CRIME

Organized crime has become an international prob-
lem because crime “families” regularly cross their
own national borders to wreck havoc on the rest of
the world. The problems arising from transnational
crimes have become so extensive that the United
Nations has developed special programs directed
toward eradicating transnational crime. These pro-
grams have two major goals: helping individual na-
tions to develop policies and laws to deal with such
criminal activity within each country, and fostering
international cooperation through enhanced intelli-
gence and sharing of information. Arab countries,
often working with the United Nations, are banding
together to fight organized crime by treating it as a
regional and international issue as well as a domes-
tic problem. Terrorism, arms smuggling, drug traf-
ficking, and money-laundering have surfaced as the
predominant transnational crimes.

A September 2003 report issued by the Execu-
tive Director of the Algerian branch of Interpol
warned that he had established a definite link be-
tween terrorist groups and the organized crime ac-
tivities of the GIA Armed Islamic Group, the
GSPC Salafist Group, and al-Qaeda that stretched
into parts of Africa, Asia, and the West. These
groups used charity groups as fronts to raise money
to set up training camps for terrorists and to pur-
chase illegal weapons from other nations.

The International Anti-Counterfeiting Coali-
tion (IACC) has also identified a growing problem
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with transnational counterfeiting that costs over
$200 billion a year from lost jobs, taxes, and profits.
The counterfeited items, many of which originate in
Arab countries, include name-brand clothes and
shoes, compact discs, perfume, liquor, and a host of
other products. IACC has also identified links be-
tween organized counterfeiting rings and various
terrorist organizations. In addition to the traditional
understanding of terrorism, a new element has
been added with the introduction of “narco-terror-
ism,” which uses drug trafficking to achieve terror-
istic goals.

Organized crime from Arab countries has taken
root in other countries around the world through
emigration. For instance, a well-known Iraqi crime
group known as the Chaldean Mafia began operat-
ing in the United States during the latter half of the
20th century. The group, based largely in Detroit,
Michigan, and Chicago, Illinois, has been suspected
of drug trafficking, gambling, and the smuggling of
illegal immigrants. The Chaldean Mafia, which has
around 150,000 members in the United States and
over 600,000 in Iraq, is reportedly controlled by
Bahaa Kalsho from a Michigan jail cell.

Unlike the Chaldean Mafia, the Arabian Posse
originated in the United States in response to anti-
Arab attacks in Chicago during the Gulf War in
1991. In Roanoke, Virginia, the Abed Crime Family
was accused of attempted contract killing, arson-
for-hire, drug dealing, witness intimidation, and ex-
tortion. Organized crime rings regularly smuggle
drugs into the United States from Arab countries.

For example, an Israeli crime syndicate has be-
come the foremost provider of the drug known as
Ecstasy. The United States is not the only nation to
have been infiltrated with Arab crime gangs. South
Africa, for example, has been overrun with more
than 230 Pakistani crime groups that use local
South African criminals to smuggle diamonds and
other precious jewels, and to engage in illegal drug
trafficking.

SEE ALSO

bribery; public corruption; corruption; charity fraud;
organized crime; drug trafficking; human trafficking;
money laundering.

BIBLIOGRAPHY. “Algeria Interpol Head Warns
African, Arab Countries on Threat of Terrorism,” Nayla
Assaf, “Al-Madina Embezzlement Probe Intensifies,” The
Daily Star November 15, 2003); BBC World Monitoring

from El Watan (September 17, 2003); M. Cherif
Bassiouni and Eduardo Vetere, Organized Crime: A Com-
pilation of U.N. Documents 1975-1998 (Transnational
Publishers, 1998); Central Intelligence Agency, The World
Fact Book (2003); Richard Engel, “Brothers Backtrack on
Gizia,” Middle East Times (August 24, 1997); Douglas
Farah, “United Sates Indicts Prominent Muslim Here,”
Washington Post (October 24, 2003): Joha Ghassan, “Cab-
inet Stresses Chalabi Case Criminal Not Political” The
Star (Jordan) (September 18, 2003); Bruce Hoffman, In-
side Terrorism (Columbia University Press, 1999); Sunita
Kaul, “Computer Hacking: Potentially A New Kind of
War in the Middle East,” The Daily Star (November 15,
2003); Timothy W. Maier, “Counterfeit Goods Pose Real
Threat,” Insight (November 10, 2003); Frank Mainan,
“Ethnic Arab Gangs Spotlighted,” Chicago Sun-Times
(April 11, 2003); Mark Matthews, “Thieves Bridge Gap
in Mid East Relations,” Baltimore Sun (August 3, 2000);
“Police Question Sharon over Bribery,” APS Diplomat
Recorder November 1, 2003); Barnett R. Rubin and An-
drea Armstrong, “Regional Issues in the Reconstruction
of Afghanistan,” World Policy Journal (Spring 2003): Jan
Vertefeuille, “Crime Ring Trail Is Case of Credibility,”
The Roanoke Times (January 11, 1998).

ELIZABETH PURDY, PH.D.
INDEPENDENT SCHOLAR

arbitrage

A SIMPLE definition of arbitrage comes from In-
vestorwords.com: “Attempting to profit by exploit-
ing price differences of identical or similar financial
instruments, on different markets or in different
forms.”

Arbitrage is possible because markets are driven
by imperfect information. It is therefore possible
for the same security to have one value in New York
and a slightly different value in London. When
dealing with large amounts of securities, a differ-
ence of a fraction of a cent can yield substantial
profits for the clever arbitrageur.

The classic, almost risk-free form of arbitrage is
taking advantage of small differences in the pricing
of foreign currencies. Let’s say that one dollar in
United States currency is considered equivalent,
today, to 0.85 euros. One euro is trading for 260
Hungarian forints. And one Hungarian forint is
trading for 0.00475 U.S. dollars. A currency arbi-
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Speculating on the different prices of world currencies at a given point in time in several different locations is one form of
arbitrage. Arbitrageurs can yield great profits from small currency fluctuations.

trageur with $100 buys 85 euros. She then trades
her 85 euros for 22,100 Hungarian forints. Finally,
she trades her 22,100 Hungarian forints for $105.
Based on a small mismatch in currency values, she
has made a 5 percent profit.

However, our arbitrageur probably will not be
able to make the same maneuvers tomorrow, as her
own actions are part of the market. As other traders
see and respond to her trades, the values of the
three currencies will tend to adjust into closer par-
ity. At some point, the small differences in value
will become smaller than the costs of the transac-
tion, removing the opportunities for arbitrage.

This basic example points to the value and per-
ils of more complex forms of arbitrage. Arbitrage is
valuable to markets because it gradually adjusts mis-
matches in value, creating a more rational market.
At the same time, arbitrage opportunities are few,
difficult to identify, rarely greater than their own
transaction costs, and tend to eliminate themselves
through their own effectiveness. Successful arbi-
trage in more complex securities markets can be a
difficult investment strategy to pursue without ille-
gal insider information.

THE BOESKY WAY

Ivan Boesky’s manual on arbitrage techniques, writ-
ten before his arrest and conviction for insider trad-
ing, touts risk arbitrage as a “sensible investment
strategy.” Risk arbitrage differs from classic arbi-
trage in that its currency is not money but securi-

ties. For Boesky and his imitators, opportunities for
risk arbitrage were the low-hanging fruit of corpo-
rate mergers.

As Boesky explains, in the simplest merger, a
stock-for-stock exchange, the acquiring company
often bids more for the target than its current stock
price. So, for instance, General Electric, now trading
at $28 a share, offers to buy Terra Networks, now
trading at $5.75 a share. In a perfectly even trade,
each GE share is worth 4.87 shares of Terra Net-
works. However, GE wants Terra’s shareholders to
approve the merger. Therefore GE offers a 1:4 swap,
treating Terra shares as if they’re worth $7 each.

This means that today, Terra stock is worth
$5.75, but the day of the merger—if the merger
happens—Terra stock will be worth $7. The arbi-
trageur sees an opportunity for a profit of $1.25 a
share, the difference between $5.75 and $7. His plan
is to buy Terra now at $5.75 and sell it after the
merger for $7. Ordinarily, GE will be pleased to see
arbitrageurs buy Terra stock, as the arbitrageurs
want the merger to happen and will vote their stock
accordingly. (GE will become less pleased if arbi-
trageurs generate so much activity that Terra stock
rises above $7 and GE has to pay more to acquire
the company.)

Boesky adds that an arbitrageur would also usu-
ally protect himself from the danger of a fall in
GE’s stock price by selling short the stock of the ac-
quiring company. In effect, he would borrow and
sell shares he doesn’t have at today’s $28 price,
knowing that if GE’s value falls, he can buy its stock
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at the new, lower value to cover the stock he sold at
the old, higher value. If this hedging is done cor-
rectly, it will lock in a reliable profit for the arbi-
trageur.

Most mergers and acquisitions are not, of
course, simple stock-for-stock trades. The Harvard
Business Review points out that arbitrageurs were
particularly important to the success of the cash
tender offers popular in the late 1970s, where arbi-
trage made shares available that ordinary sharehold-
ers might not have tendered. In more complicated
deals, it can be difficult for the arbitrageur to find a
way to hedge against the risk that the deal will be de-
layed, that the deal will fail, or that the deal will be
consummated at a different, far less advantageous,
price. Arbitrageurs can thus be seen as profiting by
assuming risks that ordinary shareholders are not
willing to accept.

The ordinary shareholders reduce their risk by
selling to the arbitrageur at the current price; the ar-
bitrageur runs the risk that the deal will not close at
a price above what he paid for the shares. Arbitrage
is such an important element in deal-making that it
is not uncommon for 40 percent of a company’s
stock to be held by arbitrageurs while a deal is being
negotiated and approved.

THE PONZI WAY

A challenge of successful arbitrage is financing the
arbitrageur’s purchases until he is able to sell at the
desired price. In one early example of criminal ac-
tivities related to arbitrage, the illegal activity was
not the arbitrage itself but the financing used to
make it possible. In 1920, Charles Ponzi concocted
an arbitrage scheme to buy postal coupons in Spain
and sell them to the U.S. Postal Service at a higher
price. Promising his investors a 50 percent return in
90 days, he inevitably found himself paying earlier
investors with capital raised from later investors,
rather than from the proceeds of successful arbi-
trage. His Ponzi scheme defrauded 40,000 people of
$5 million.

A related challenge is finding deals in which the
profit to the arbitrageur outweighs the costs of the
transaction, including financing, taxes, and trading
fees. Boesky optimistically suggested that a 40 per-
cent profit on a deal is both desirable and achiev-
able. His investment partnership did indeed, in the
early 1980s, average 44 percent returns, according to
a glowing 1984 profile in Fortune. After Boesky in-

corporated, his success rate was lower, but his busi-
ness was able to offload most losses onto his in-
vestors. For his ability to know in advance what
deals were happening, Boesky credited an extensive
research effort. “At any one time he has six Wall
Street law firms researching a particular deal,” an
associate told Fortune.

THE CRIMINAL ELEMENT

Two years later, Boesky was arrested—and later
convicted—for insider trading. His research turned
out to include secret deals for confidential informa-
tion from Wall Street investment bankers such as
Dennis Levine of Drexel Burnham Lambert and
Martin Siegel of Kidder Peabody. While Boesky’s
ostensible strategy had been to buy the stock of
companies that looked like attractive takeover tar-
gets, hoping that a takeover would materialize,
Boesky’s inside information allowed him to buy
stocks of companies whose takeover was a near cer-
tainty but had not yet been announced. His risks
were thus minimal; in some cases, his inside infor-
mation probably drove up the costs to the acquiring
company.

In the wake of the arrests of Boesky, Levine,
and Siegel, the primary risk of risk arbitrage
seemed to be not losing money but being arrested
for trading on information that the arbitrageur
might or might not have realized was illegally
gained. One Wall Street investment banker told For-
tune in 1987 that, with the new paranoia, “Most
arbs are not even obtaining information they are
legally permitted to have.” Another commented:
“Have you noticed how much hugging is going on
lately on Wall Street? We’re checking to see if the
other guy is bugged.”

The practice of risk arbitrage rebounded in
1994, when GE made its bid for Kemper. However,
the new arbitrageurs did not secretly buy stocks in
the manner of Boesky. Instead, they worked the
phones to see that the deals on which they were bet-
ting would be consummated successfully. “I make it
my business to make companies behave,” explained
Guy Wyser-Pratt, one of the survivors of the 1980s
arbitrage boom.

Corporate staff, in turn, complained that their
phones were swamped with swarming arbitrageurs
trying to influence the deal. However, the big insider
trading rings were apparently gone; the U.S. Securi-
ties and Exchange Commission (SEC) pursued few
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or no insider trading cases against arbitrageurs in
the 1990s.

Although risk arbitrage has dominated head-
lines, it is far from the only form of arbitrage. In-
deed, there is potential for arbitrage wherever there
is a potential for markets to set different values for
the same security or for a portion of the same secu-
rity. Since arbitrage tends to push values in different
markets toward convergence, arbitrage opportuni-
ties appear and vanish quickly. For instance, suc-
cessful arbitrage firm Louis & Dreyfus & Cie.,
whose founder declared “Arbitrage is salutary hy-
giene,” made its move in the mid-1990s to exploit
price-setting confusion resulting from deregulation
of the U.S. electricity market.

The government also acts to close arbitrage op-
portunities. For example, in 1994, the U.S. Internal
Revenue Service (IRS) cracked down on municipal
bond deals in which the debt is so heavily back-
loaded that the funds will never be used for im-
provement projects, a maneuver hidden with bogus
insurance so that investors can collect interest from
a separate investment rather than from the results of
the project. The major principal, explained a Trea-
sury official, is that “a guarantor, bondholder, or
any similar party cannot obtain the benefit from
borrowing at tax-exempt rates and investing at tax-
able rates.” In 2001, the cities of Bakersfield and
Palm Springs, California, were arguing that a new
IRS audit into their bonds was unfair, as the bonds
had previously been declared tax-exempt and ap-
propriately structured.

Increasingly, arbitrage opportunities involve
“making companies behave,” with arbitrageurs tak-
ing a more active role in corporate decision-making.
For instance, fund arbitrage of the late 1990s in-
volved targeting closed-ended funds, whose shares
inherently tend to decline in value after purchase.
Arbitrageurs would find a fund whose disgusted in-
vestors were willing to sell shares to them at a dis-
count, then use the power of their large share to
force the fund to become open-ended, allowing
them to cash out at a profit.

Enthusiasm for manipulating company per-
formance sometimes takes a less-than-savory turn,
as arbitrageurs and other hedge-fund speculators at-
tempt to use bad word-of-mouth to drive down
stocks they’ve sold short. Author William Safire ar-
gues that the rise of hedge funds (private pools of
investors, left relatively unregulated and often re-
liant on short-selling) increases market volatility,

making investing too dangerous for individuals.
While classic economic theory claims that, as the
time to disseminate information decreases, arbi-
trage opportunities should be fewer, since all mar-
kets will set values based on the same information.
Thus legend has it that, in the early 1990s, a firm
spent $35 million on a supercomputer in order to
gain a 2-second advantage in arbitraging stock fu-
tures (contracts to buy or sell a stock at a target
price in the future) in Tokyo, Japan.

Other analysts argue that markets are inherently
not capable of perfect efficiency because investors
can make different, equally rational, responses to
the same information. Some investors are interested
in long-term gains, others in short-term gains. Mar-
kets can also price securities differently, these ana-
lysts argue, because some investors rationally, but
wrongly, expect prices to rise or fall.

MUTUAL FUNDS

For the present, time-based differences in informa-
tion continue to present opportunities to profit il-
licitly from arbitrage. As of September 2003, New
York Attorney General Eliot Spitzer was investigat-
ing several mutual funds for their policies of allow-
ing a few select customers to trade shares at the
daily closing price after the ordinary daily deadline,
thus giving them the benefit of late news that would
affect the fund’s value the following day. This illegal
arbitrage strategy was estimated by some re-
searchers to reduce the fund’s value to ordinary in-
vestors by a full percentage point. Said Spitzer after
successfully prosecuting one hedge fund for $30
million in illegal profits: “Allowing late trading is
like allowing betting on a horse race after the horses
have crossed the finish line.”

SEE ALSO
Boesky, Ivan; Milken, Michael; stock fraud; securities
fraud; Securities and Exchange Commission.
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Archer Daniels Midland

BY THE MID-1990s, Archer Daniels Midland
(ADM) became one of the largest transnational cor-
porate producers of food in the world, partly as the
result of financial subsidies provided by the U.S.
federal government. While ADM has been instru-
mental in the development of the technology of ge-
netically modified food and crops, company
executives were convicted corporate criminals.

In the early 1990s, ADM conspired with Asian
companies to fix the prices of lysine (an amino
acid), a feed additive used to increase the propor-
tion of lean meat in farm animals, a high-fructose
corn syrup (a sweetener in soft drinks), and citric
acid (a common substance used to provide flavor in
food) in order to improve profit.

In 1989, ADM built the world’s largest lysine
plant and hired Mark Whitacre to manage the pro-
duction division of lysine as well as the bio-prod-
ucts section. Initially, ADM offered cheaper lysine
than its U.S. competitors, and as a result controlled
half of the market. This resulted in a large over-sup-
ply, a price war, and ADM'’s loss of millions of dol-
lars monthly. ADM then brought in Terry Wilson,
the president of the Corn Processing Division to as-
sist Whitaker in his role in the company. Wilson’s
role was to teach Whitaker how “fix prices,” a com-
monly condoned practice at ADM, exemplified by

former Chief Executive Officer Dwayne Andreas,
who once told his son, Michael, “The competitor is
our friend and the customer is our enemy.”

ADM’s primary competitors in the lysine busi-
ness were two Japan-based transnational corpora-
tions, Kyowa Hakko (and its United States-based
subsidiary Biokyowa) and Ajinomoto with U.S.
subsidiary, Heartland. Hakko and Biokyowa were
the first companies to produce lysine. In the 1980s,
these Japanese companies were selling $30 million a
year worth of lysine to the United States, and it was
cheaper than the lysine made by U.S. organic chem-
ical companies. ADM discovered that the Asian-
based companies were buying dextrose from the
United States and using it to develop their cheaper
version of Lysine.

While Whitaker considered not complying
with this philosophy of support for price-fixing, he
remained at the company to try and do things dif-
ferently. By 1992, lysine prices were at the lowest
point and, thus, ADM began meeting with repre-
sentatives of Ajinomoto and Hakko in Tokyo to en-
gage in a price-fixing scheme. The agreement to fix
prices was initially made at a series of meetings be-
ginning as far back as 1992 in Mexico City. At that
meeting and two subsequent meetings, ADM exec-
utive Terrance Wilson told other producers of ly-
sine that “we are not cowboys, we should be
trusting and have competitive friendliness.”

They discussed how the low lysine prices were
only benefiting the customers, not the manufactur-
ers. So all of the companies involved agreed to raise
the price of lysine. A series of additional meetings
occurred throughout the year and included Korean
companies as well. They formed what they called an
Amino Acid Association.

Finally, six major lysine producers established
sales quotas and prices for specific regions of the
world. Later, ADM executives, Michael Andreas
and Whitaker began to suspect that the Japanese
companies were sabotaging the Decatur, Illinois,
plant and brought this to the attention of the Fed-
eral Bureau of Investigation (FBI). While no evi-
dence of actual sabotage was found, this initial
relationship with the FBI led Whitaker to become
concerned about the FBI discovering the price fix-
ing, so he informed the FBI on his own initiative,
and became an undercover agent for the FBI (some-
times referred to as a whistleblower).

However, Whitaker alleged that he was forced,
through threat of legal sanctions by the FBI, to con-
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tinue his involvement beyond his own wishes and
provided a variety of recordings of his dealings at
ADM.

In 1995, a grand jury issued subpoenas for all
information on price-fixing by ADM and its co-of-
fenders. Subsequently, the FBI raided the com-
pany’s headquarters and seized a variety of relevant
documents. Meanwhile, Whitaker was fired for al-
leged embezzlement, after the company found out
he was assisting the FBI. ADM sued Whitacre for
$30 million and he retaliated by accusing the com-
pany of knowingly selling contaminated cattle feed.
Whitacre was later convicted of stealing millions of
dollars from the company and, although he initially
claimed that the money was provided by ADM as a
bonus, he later confessed to taking millions of dol-
lars from the company.

By February 1996, farmers, cattle owners, and
stockholders filed 85 class-action lawsuits against
ADM. Moreover, the U.S. Department of Justice
also filed conspiracy-to-fix-prices charges. In 1996,
ADM was charged with violations of the Sherman
Antitrust Act. Finally, three Asian co-defendants in
the case pled guilty and provided information about
ADM to the government. These three defendants
paid over $20 million in fines for conspiring to raise
the price of lysine. A month later in 1996, ADM
pled guilty to two counts of collusion to set prices
on citric acid and lysine and paid $100 million in
penalties, $70 million in the lysine case, and $30
million in other penalties. ADM also cooperated
with the Justice Department with regard to prosecu-
tion of Michael Andreas and Wilson.

Subsequently, Dwayne Andreas stepped down
as chief exceutive. Even though these were the
largest fines to ever be brought against an American
corporation for antitrust violations, it was still
small in contrast to the profits that ADM made
from the price-fixing scheme. Many of these details
were publicly suppressed by the Justice Department
as the result of ADM'’s cooperation, in addition to
the fact that ADM was granted immunity on the
charges of price fixing of the high-fructose corn
syrup. In 1996, a federal grand jury indicted
Whitacre, Michael Andreas, Wilson, and the direc-
tor of Ajinomoto on charges of conspiring to fix
the global prices for lysine. Whitacre was also
charged with 45 counts of wire fraud, money laun-
dering, conspiracy, obstruction of justice, filing
false income tax returns, and interstate transporta-
tion of stolen property. He tried to commit suicide

as the result of his argument that the government
was hurting him, when he cooperated with the FBI
all along.

In March 1998, Whitacre was sentenced to nine
years in prison and was ordered to repay $11 mil-
lion to ADM. In September 1998, Michael An-
dreas, Wilson, and Whitacre were convicted of
conspiring to fix lysine prices. Although the maxi-
mum punishment for such offenses could have
been three years in prison and a fine of $350,000,
Andreas and Wilson were sentenced to two years in
prison and fined $350,000. Whitacre was sentenced
to another two-and-a-half years for the price- fixing.

GENETICS

However, ADM still stacks conditions in its favor
by selling nongenetically modified grains at a higher
price than the genetically modified ones. It remains
a leader in food sales and exports, and is one of the
largest grain suppliers in the globe; ADM still has a
great deal of control over whether or not the food
we eat will be genetically modified. While some
countries, such as Great Britain refuse to sell such
food products, that does not prevent genetically
modified food from appearing in our diets as over
three-quarters of the world’s genetically modified
crops are fed to farm animals, thus genetically mod-
ified food remains present in the food chain.

In 2003, ADM was working on the production
of second-generation genetically modified crops
that will provide food with medicines and nutri-
tional supplements. ADM maintains production
companies in over 40 countries across four conti-
nents with subsidiaries operating under different
names.
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Argentina
A CENTURY AGO, Argentina was one of the rich-

est countries on earth. Now, after decades of mis-
management, corruption, and repeated financial
meltdowns, the over-indebted country finds itself
gripped with rising levels of poverty (50 percent of
Argentines lived under the poverty line in 2003),
unemployment, and crime.

In the case of Argentina, one cannot talk about
organized crime as a phenomenon existing on the
margins of society because of the active involve-
ment of political, law-enforcement, and military of-
ficials in criminal activities. Thus, aspects of
white-collar and corporate crime and intertwined
with other criminal categories. In 2001, for instance,
former President Carlos Satl Menem spent six
months under house arrest for his alleged involve-
ment in illegal arms sales to Ecuador and Croatia,
which was under a United Nations arms embargo.
Until the Argentine Supreme Court unexpectedly
dismissed charges against Menem, his economy
ministers and others, it was alleged that the presi-
dent had received large payments, deposited in a
Montevideo (Uruguay) bank account, for his assis-
tance.

Menem has also been dogged by accusations
that members of the security services were actively
involved in the July 1994 bombing of the Jewish
Community Center in Buenos Aires, which claimed
the lives of 85 people. It is also alleged that the pres-
ident and other high-ranking officials were hand-
somely paid for their complicity in the attack.

In January 1997, on the orders of Alfredo
Yabran, a politically connected underworld king-
pin, prominent photo-journalist José Luis Cabezas
was shot to death in Buenos Aires. The journalist
had been investigating the Jewish community center
bombing, and the activities of Yabrian who was
found guilty of masterminding the murder in Feb-
ruary 2000. The murder of Cabezas marked the be-
ginning of a troubling trend in newly democratic
Argentina: the attempt to muzzle or coerce inves-
tigative journalists reporting on official corruption
and organized crime by using lawsuits, assassina-
tions, attempted killings, beatings, and other forms
of criminal intimidation, harassment, and black-
mail.

In spite of the economic crisis, Argentina re-
mains an important market and trans-shipment
point for international, illegal-drug smugglers, but

there is as yet little drug production in the country.
Since the crash of the Argentine peso and cash-
crunch, individual Argentines barter their posses-
sions (jewelry, for instance) for drugs, while the
gangs exchange stolen luxury vehicles and arms for
theirs.

Many have also turned to cheaper drugs such as
crack and bazuko (poorly refined cocaine paste usu-
ally mixed with a number of chemical products and
smoked with tobacco or marijuana), while dealers
(mindful of shrinking profit margins) have been di-
luting and adulterating their products with a num-
ber of dangerous chemicals. Argentina also remains
an important trans-shipment point for cocaine and
heroin, produced in Bolivia, Peru, and Colombia,
destined for the United States, Europe (going pri-
marily through Spain), and Australia (often via New
Zealand).

Another area of concern is the Triple Border
area which has been characterized as a haven for
smugglers, traffickers, scoundrels, and terrorists.
Since the terrorist attacks of September 11, 2001,
the area has come under increased scrutiny from
Argentine and international intelligence agencies
because of its links to international terrorism. The
Triple Border (total population of some 600,000) is
made up of three cities: Foz de Iguacu (Brazil);
Puerto Iguazu (Argentina) and Ciudad del Este
(Paraguay). The latter is a hub for arms, drugs, and
people smuggling, as well as product piracy (ciga-
rettes, electronics, and consumer goods), currency
and document counterfeiting, stolen vehicles, and
money-laundering.

Such crimes are starving Argentina’s state treas-
ury, while increasing violence and the threat of kid-
napping are keeping international investors away.
This is why Argentine President Néstor Kirchner
took action in the early 2000s to crack down on tax
evasion, money-laundering, and crime, but the lure
of easy profits remains strong for most.
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art fraud

ART FRAUD IS THE deliberately false representa-
tion of the artist, age, or origins of a work of art in
order to reap financial gain. Forgery of a famous
artist’s work is the best-known kind of art fraud.
But fraud may also result from the knowing misat-
tribution of the age or origin of a work of art, for
example if an art dealer were to falsely assert, for
the purpose of making a greater profit, that a statue
was from 5th-century Greece, or that a vase was
from the Chinese Ming dynasty; works from a par-
ticular region or time period may be deemed more
valuable on the contemporary art market. Art fraud
is motivated by the large sums of money that can be
obtained for works of art by famous artists or are
otherwise rare or unusual.

The copying of famous works of art dates to
the origins of the history of collecting, and there-
fore to the beginning of the history of art. In the an-
cient world, replicas were made of famous works in
order to satisfy demand by collectors for these
works. One such statue was the 5th-century Spear-
bearer by the Greek artist Polykleitos that had great
fame for its perfect proportions and beauty, and was
often copied for admiring Roman collectors in sub-
sequent centuries. Polykleitos’ statue, made of
bronze, did not survive into the modern era, but the
classical Roman marble copies remain, and these
copies supply our only knowledge about the origi-
nal.

A copy of a famous work does not constitute
art fraud; rather it is the sale of a copy under false
pretenses that is fraudulent. It was in the Renais-
sance that intellectual property, the idea that an
artist creates a work of art that belongs to her, again
became a significant factor in artistic production.
When the value of a work of art resides not solely
in the beauty of the object itself but also in the
name of the creator, there is motivation for fraudu-
lent claims of authorship. The Renaissance artist
Michelangelo (1475-1564) objected to the misattri-
bution of his work; it was reported that when he

discovered that another artist was receiving credit
for sculpting the famous Pieta (today in Saint Peter’s
basilica in Rome), Michelangelo returned with his
chisel and added his signature across the center of
the sculpture, on the prominent sash across the Vir-
gin Mary’s upper body: “Michelangelo Buonarroti,
Florentine, made this” (English translation).

In the 18th and 19th centuries, the mania for
classification and study of the past resulted in an
upsurge in forgeries as the art market adjusted to ac-
commodate the new interest in the artistic past.
This interest in the classification of the past also led
to the founding of academic disciplines such as the
history of art. The study of art history and the cre-
ation of agreed-upon bodies of work for artists and
eras, as well as the advances of science, have made
possible in the 20th century the winnowing out of
forgeries and fakes from authentic works. As art
historians gain more knowledge about the past and
the style, materials, and working conditions of
artists and historical epochs, fraudulent works are
more readily exposed.

DETECTING FRAUD

Despite this kind of knowledge, it is still today a
complex undertaking to detect art forgeries. It is es-
pecially difficult to weed out forgeries in the work
of modern artists whose large numbers of works
and contemporary fame make them more attractive
to fraudsters. Pablo Picasso, for example, was a pro-
lific artist, creating a huge number of works on can-
vas and on paper. Considering the number and the
varying styles and media in which he worked, the
established number of his works is difficult to pin
down. His fame and the prestige associated with
owning one of his works has offered strong motiva-
tion to forgers, and the difficulty of precisely at-
tributing a Picasso, especially a drawing, makes
fraudulent representations of his work hard to con-
trol.

The work of the artist Salvador Dali (1904-89)
is also vulnerable to forgers because he also created
a large number of works on paper. Dali inspired an-
other set of complicated issues with regard to au-
thenticity on the occasions when he signed blank
pieces of paper before the print runs of his work.
An assertion of illegal activity in the art market de-
pends on tenets of intellectual property: Dali was
entitled to the proceeds of his own work and collec-
tors who buy a work by the artist should be able to
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have confidence that it is authentic. But the artist
himself subverted the idea of authenticity by apply-
ing his signature to something that had not yet been
created.

Certain contemporary conditions have in-
creased the prevalence of art fraud. The popularity
of art as an investment in the 1980s and 1990s pro-
pelled the art world to greater visibility and ex-
panded the market for works of art. With more
collectors and museums vying for an ever-smaller
number of works by famous artists or from es-
teemed eras in the history of art, motivations for
fraud have been exponentially increased. At the
same time, modern science has made it possible to
authenticate works of art to a greater degree than at
any time in the past, though even these scientific
tests lead at times to ambivalent results about the
age and/or authenticity of a work.

Forgers may attempt to trick scientific tests by
using or plausibly imitating authentic materials. A
famous case is that of the forger Han van Meegeren
(1889-1947), who used a paint mixture that was
modern, but that sufficiently copied an older tech-
nique so that his paintings were certified, as he in-
tended, as originals by the Dutch 17th-century
master Johannes Vermeer. The masking of the age
of paint materials usually can be discovered with
further testing, but often museums or collectors are
satisfied with initial results and the fake may pass
without further testing.

Art fraud is difficult to control because the art
market is enormous, unwieldy, and greatly varied,
stretching from Victorian buttons to Greek 6th-cen-
tury vases, from medieval pilgrims’ badges to con-
temporary photographs. Business is often
conducted under the veil of secrecy, with buyers
wishing to remain anonymous to avoid the atten-
tion of burglars and other opportunists. It would be
logistically impossible to monitor all of the transac-
tions between dealers, private collectors, and muse-
ums that are in the business of acquiring art.

Suspected art forgeries can generally only be
considered on a case-by-case basis, because they can
usually be identified only by an expert in the field.
But experts themselves may be biased to find partic-
ular characteristics in an “authentic” work, and it is
not unusual for two experts to have wildly different
opinions of the authenticity of the same object,
based in each case on reputable evidence. Forgers
also have strategies to avoid detection, such as van
Meegeren’s paint materials, that were appropriate to

the era and artist. The identification of fraud is also
complicated by the emotions involved with collect-
ing. Collectors may be taken in by forgeries simply
because they desire to own the work of art so
greatly that their reason is clouded by emotional at-
tachment; they may simply wish to believe that it is
authentic.

The difficulties of authenticating works of art
are also complicated by collecting areas such as Aus-
tralian aboriginal art, where the Western standard
for production, in which one artist creates a work
that is then sold on the market with that artist’s
name, is not necessarily a part of the indigenous
artistic tradition. The production of Aboriginal art
itself has been affected by art fraud, as Aboriginal
artists alter their methods of production in order to
satisfy demands by the art market for “authentic-
ity.”

Art fraud is directed by the way in which value
is assigned to works of art in the market. Generally,
the most valuable works are those that are most
rare, such as Old Master paintings, those that are
most desired at a particular moment (by a new artist
who witnesses a rush on her works, for example), or
from a particularly esteemed period, such as Amer-
ican Abstract Expressionism. These values can fluc-
tuate based on the larger economy, or on particular
biases (contemporary artists are particularly vulner-
able, for example, to the vagaries of fashion), or on
publicity. For example, an exhibition on Paul
Cezanne landscapes might inspire a jolt upward in
values of these works, or a movie on Jackson Pol-
lock that broadens the visibility of his work might
increase demand. Art fraudsters then illegally meet
the demands of the art market by supplying these
highly desired works of art under false pretenses.
There is a focus in the media on art fraud involving
paintings and sculpture, but counterfeiting of jew-
elry and other minor arts may indeed be more com-
mon. These small works are more easily disguised
since the authentic works are less well-known.

SMUGGLING AND PROVENANCE

Another area of art fraud motivated by the de-
mands of the art market involves the smuggling of
works of art out of countries, especially in the third
world, where the value of the work may be poorly
understood. Though smuggling is in itself a crime,
art fraud may also occur when the smugglers make
it seem to guardians of cultural patrimony or cus-
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toms officials that the works are not at all valuable.
They then appear on the market in wealthier coun-
tries for sale for large sums. There are sanctions
against museums that buy these works, but govern-
ments of these countries have little recourse when
the objects disappear into private collections.

An important strategy for combating art fraud
is research into the history of ownership of the
work (called provenance) and the mention of the
work in archival records. Genuine works of art ap-
pear in historical records and are owned by individ-
uals, and one way to determine the authenticity of a
work is to establish this kind of history. Marks of
ownership may be found on the object itself, such
as owner’s stamps, or dates signifying change in
ownership may be written on the object. Needless
to say, it is also possible to forge historical marks on
a work, so it is not possible to say definitively with
only provenance research that a work is genuine.

Fraud may also result from a falsified prove-
nance. Provenance is crucial to a work’s market
value, because art museums generally avoid pur-
chasing works of art that do not have a provenance
(for fear that they may have been stolen, and that
the wronged owner may surface and claim the
work). It is also bad publicity for a museum, espe-
cially a public museum, to be associated with any
fraudulent activity in the art world.

EMBARRASSMENT

Finally, art fraud is difficult to prosecute because it
may require an embarrassing admission on the part
of the collector or the museum curator that he has
been duped. This lack of willingness from those
who were conned inhibits the exposure and investi-
gation of fraud. Museums, for example, only very
rarely acknowledge that works of art in their collec-
tion are perhaps not authentic. The Museum Boy-
mans-van Beuningen in Rotterdam, Holland, was
forced to acknowledge that the Supper at Emmaus in
their collection, supposedly by Johannes Vermeer,
was actually painted in the 1930s by van Meegeren,
but only after the forger himself admitted it, in the
context of another investigation. The original col-
lector, D.G. van Beuningen, continued to refuse to
believe, despite this admission, that the work was
not by Vermeer.

In addition, museums are loathe to announce
that a work of art may be fake, only to later perhaps
discover that it is authentic. Such a complicated

case is that of the Getty Kouros, an allegedly 6th
century B.C.E. male sculpted figure owned by the J.
Paul Getty Museum in Los Angeles, California, that
has been under constant suspicion that it is a mod-
ern forgery. The Getty paid a very high price for
what it believed was one of the only remaining 6th
century Kouros figures on the art market, only to
discover that it had stylistic irregularities that sug-
gest it cannot be authentic. At the same time, scien-
tific tests have not shown it to be a modern forgery,
and some scholars argue that the stylistic anomalies
are not necessarily evidence that it is a fake. The
Getty exhibits the works in its galleries with a label
that reads: “circa 530 B.C.E. or modern forgery.”

VICTIMS

The victims of art fraud are the artists and muse-
ums who own the works, collectors who are de-
frauded through purchase of forged works, and
museums who may use public or donated money to
buy fraudulent works of art. Countries that lose
valuable works of art to the international art mar-
ket under false pretenses are also subject to art
fraud. It is these owners and collectors of works of
art that have the greatest interest in eradicating art
fraud.

The Art Loss Registry is one large organization
that maintains a database of stolen works of art and
works to ensure and maintain the integrity of the
art market. Interpol also tracks art smuggling. City
police forces may also have “art fraud squads” such
as that in the New York City Police department that
investigate cases of art fraud on the local level. But
the first, and in many cases only, line of defense
against art fraud are the dealers who offer the works
for sale and the museums and collectors who must
make every effort determine the authenticity and le-
gality of the works at the moment of sale.
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Arthur Andersen

ON JUNE 16, 2002, the accounting firm of Arthur
Andersen was found guilty of a felony charge of
obstructing justice in the Securities and Exchange
Commission (SEC) investigation of the collapse of
the Enron Corporation. At the time of the convic-
tion, Andersen was one of the five largest account-
ing firms in the world with approximately 85,000
employees across the globe. Within a year of the
conviction, employees of Andersen numbered less
than 300.

At the order of David Duncan, lead auditor for
the Enron account at the firm’s Houston, Texas, of-
fice, Andersen partners and staff destroyed more
than a ton of Enron documents and deleted over
30,000 e-mails and computer files that were al-
legedly confidential to the account. The 17-day
purge ended on November 9, 2001, when the SEC
issued a subpoena for Andersen to cooperate in the
investigation.

Once a leader in the accounting profession,
both in bringing greater accountability to publicly
traded corporations and in raising the level of pro-
fessionalism for accountants, Arthur Andersen &
Co. had earned a reputation over its 89-year tenure
for responsible auditing and public stewardship.
Arthur Andersen, a professor at Northwestern
University, guided the Chicago-based partnership
through the Great Depression and two world wars.
But as the firm sought to maintain profitability
through the 1950s and beyond, a gradual shift of
focus from public accountability to client satisfac-
tion brought about a series of subtle changes that
would lead to scandal by the late 1990s.

The primary factor in the accounting firm’s
changing culture was the development of consulting
services. First implemented in 1952, consulting
teams offered services that met needs in the chang-
ing marketplace, particularly in the area of com-
puter technology. Despite criticisms that consulting
posed possible conflicts of interest, consulting rev-

enues stabilized accounting firms such as Andersen
in a corporate climate where auditing brought in de-
creased revenues at greater risk of litigation. In
1988, Andersen’s consulting services became a sep-
arate business unit by the name of Andersen Con-
sulting. During the 1990s, consulting revenues
outpaced auditing, and in August 2000, Andersen
Consulting separated entirely from Arthur Ander-
sen and became known as Accenture.

Another factor in Andersen’s increasingly
client-focused culture was a 1992 shift in the firm’s
leadership that replaced older, more conservative
partners with younger individuals who supported a
new stress on sales and closer relationships with au-
diting clients. Andersen employees were encour-
aged to take “out placement” jobs with client firms
and client satisfaction became the firm’s focus
rather than the traditional public stewardship goal
of previous decades.

After this leadership shift, Andersen became
embroiled in a number of litigations, including the
Baptist Foundation of Arizona (BFA), Sunbeam
Corporation, Boston Market Trustee Corp., De-
partment 66, and Colonial Realty, most of which
were settled with little media attention. In the case
of Waste Management, Inc., the SEC charged that
Andersen had issued five years’ worth of mislead-
ing audit reports and levied a fine of $7 million to
settle the case out of court, then the largest fine ever
levied against an accounting firm, and Andersen
paid $75 million to settle civil lawsuits.

SEC Chair Laura Unger cited the case as proof
of why consulting services posed a clear conflict of
interest: Andersen Consulting had collected a total
of $11.8 million from Waste Management; Arthur
Andersen had collected $7.5 million for auditing
fees.

In the case of the Enron Corporation, Ander-
sen had engaged in questionable auditing practices
that included both external and internal auditing, as
well as auditing Enron’s internal control system.
The Enron account’s lead auditor, Duncan, over-
rode warnings from Andersen’s internal regulators
and persisted in a close relationship with the corpo-
ration that centered on customer satisfaction. An-
dersen’s auditing practices, however, were never
formally indicted.

SEE ALSO
accounting fraud; Enron Corporation; Securities and Ex-
change Commission.
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asbestos

THE VERY term asbestos conjures up an image of
greedy manufacturers so involved with profits that
they ignored the safety of their employees for
decades, possibly for centuries. Even when it be-
came public knowledge that there was a direct link
between exposure to asbestos and a number of dis-
eases and deaths, those same manufacturers at-
tempted to sidestep their responsibilities.

By definition, asbestos is a strong and flexible fi-
brous material that is resistant to fire, heat, and cor-
rosion. The fact that asbestos has an infinite half-life
has made it even more desirable. The properties of
asbestos have made it ideal for a wide range of
products that include: insulation, brake-lining,
clutch facings, roofing, flooring, pipes, packing, gas-
kets, protective clothing, gas masks, grinding
wheels, fire retardants, drywall patching com-
pounds, dish towels, and fire-proof toilets.

Medically, the issue of asbestos has been con-
cerned with treating the effects of exposure on the
lives and the health of those who have been in con-
tact with the material in some way. Legally, the issue
of asbestos has been involved with handling the
claims of litigants in courtrooms around the coun-
try. Politically, the issue of asbestos has been con-
centrated on ensuring accountability for those at
fault, justice for those who have suffered, and pre-
vention of asbestos-related problems for present
and future generations.

Physicians and medical researchers have shown
that when individuals inhale asbestos fibers, they
are likely to contract asbestosis, a clogging and scar-
ring of the lungs that may lead to reduced breathing
capacity. Lung cancer has been documented as the

second most prevalent disease among those who
have been exposed to asbestos. The occurrence of
mesothelioma, which is a cancer of the lining of the
chest and abdomen, has also been documented.

This latter form of cancer progresses rapidly, is
always fatal, and has been identified only in patients
who have been exposed to asbestos. Workers ex-
posed to asbestos are most likely to be males who
worked in shipyards or in factories that produced
insulation or other asbestos products. Even after
the use of asbestos was prohibited in the late 1970s,
maintenance workers by the thousands were ex-
posed during asbestos-removal projects because
they neglected to use respirators, and through im-
proper handling of discarded asbestos material. It
has been estimated that by 2013, between 74,000
and 265,000 asbestos-related deaths will have oc-
curred. Government estimates place the number of
workers exposed to asbestos at 11.5 million. In that
same period, it is expected that compensation from
asbestos-related claims will have cost Americans be-
tween $4 billion and $38 billion.

ASBESTOS IN HISTORY

Some researchers have documented the use of as-
bestos as far back as the time of Jesus Christ when
historian Pliny referred to using the transparent
bladder skin of animals as inhalers to protect slaves
from inhaling disease-causing construction mate-
rial. By the 1930s, scientists in the United States,
Great Britain, and Germany had documented the
connection between exposure to asbestos and can-
cer. Researchers noted that while even slight expo-
sure to asbestos could cause cancer; the risk was
highest for those who were exposed to large
amounts of asbestos over a long period.

As early as 1943, records show that the asbestos
industry in the United States was aware of medical
reports on asbestos as a carcinogenic. Despite
knowledge of the dangers of asbestos, until the
1970s employers continued to use asbestos prod-
ucts and failed to provide employees with warnings
about the dangers. Use peaked in 1973 when
795,000 metric tons were used. By 1979, that num-
ber had dropped to 560,000 metric tons.

From the beginning, a number of significant
factors came into play with the asbestos issue. First,
asbestos products have been widely used in a num-
ber of American homes, buildings, and automo-
biles over a lengthy period of time, exposing
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millions of people to the effects of asbestos. Sec-
ond, the lengthy period between the time of expo-
sure to asbestos and the onset of asbestos-related
diseases has raised questions about the legitimacy of
the initial claims. From 15 to 40 years may elapse
between exposure to asbestos and the appearance of
asbestos-related diseases. For example, individuals
who were exposed to asbestos in shipyards during
World War II became ill and filed lawsuits in the
1980s.

Third, the stakes involved in asbestos cases have
been enormous. Workers’ compensation policies
have generally prevented workers from filing claims
against their employers, so litigants have sued as-
bestos manufacturers, suppliers, and processors
who declare bankruptcy to prevent their companies
from going under. Over 50 percent of asbestos-re-
lated cases have been dealt with by federal courts.
By 1983, lawsuits had been filed in 48 states. Almost
70 percent of the cases filed in state courts involved
California, Massachusetts, New Jersey, Pennsylva-
nia, and Texas.

Asbestos suits were most likely to name the
Manville Corporation, which was the largest as-
bestos manufacturer in the world, employing
25,000 workers in more than 50 factories and mines
in the United States and Canada. Other defendants
in asbestos litigation included: Fibreboard Paper
Products, Pittsburgh Corning, Owens-Corning,
Union Asbestos and Rubber Company, Combus-
tion Engineering, Eagle-Picher, Philip Carey Corpo-
ration, Armstrong Convecting and Supply
Corporation, Rubberoid Corporation, and Stan-
dard Asbestos Manufacturing and Insulating Com-
pany. Finally, the outcome of the asbestos cases had
an enormous impact on other litigation that had
arisen from other toxic torts.

The first asbestos lawsuit was filed in August
1961 by Claude ]J. Toplait, a 20-year veteran of the
asbestos industry. Toplait had been diagnosed with
severe shortness of breath as a result of extensive
lung damage and “finger chubbing,” a thickening of
the fingertip tissue. He had also been tentatively di-
agnosed with pulmonary dust disease. All three
conditions were caused by exposure to asbestos.
Toplait received a $75,000 settlement. Over the next
three and one-half years, new medical information
on asbestos-related diseases surfaced, firmly docu-
menting the link between asbestos exposure and an
increasing number of deaths and diseases around
the country. The research of Dr. Irving J. Selikoff of

Mount Sinai School of Medicine was particularly
significant: he believed that there had been between
8,000 and 10,000 thousand deaths in the United
States between 1940 and 1980 due to exposure to
asbestos.

In mid-1965, the American Law Institution
published a new definition of tort law that called
for strict liability on the part of manufacturers and
sellers of harmful products. The reform made it eas-
ier to bring lawsuits, and an influx of asbestos-re-
lated cases were filed. The decision was made to
certify asbestos claims as class action lawsuits be-
cause individual lawsuits were resulting in vastly
disparate judgments varying from a few thousand to
several million, and these cases were clogging court
calendars throughout the United States judicial sys-
tem.

Participants in class action lawsuits also had the
advantage of teams of lawyers, researchers, and ex-
pert witnesses that gather and present evidence to
support their claims. It became evident early in the
investigation into asbestos claims that manufactur-
ers had willfully covered up the health dangers re-
lated to asbestos exposure. The Asbestos Claim
Facility (ACF) was created to oversee disbursement
of the millions of dollars in asbestos payments
awarded to claimants.
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Asia

ASIA IS A VAST continent, home to around one
half of the world’s population. It encompasses the
deserts of Arabia to the west, the frozen wastes of
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Siberia to the north and the heavily populated cities
of India and China to the south and east. Each part
of the continent has been home to a variety of eth-
nic groups, cultures, and religions. As these have
met and interacted, it is no surprise that a great
number of attitudes and approaches to business
have developed over the years.

As a result, the relationships between business
organizations, government and society are signifi-
cantly different across the continent. Although
there has been a degree of homogenization of sys-
tems as a result of the emergent dominance of
Western style capitalism and globalization, signifi-
cant differences still remain.

When members of different systems came into
contact with each other, there can be an appearance
of abuse as well as its substance. For example, in
many parts of mainland Southeast Asia there is a
legacy of voluntary bondage as security for loans or
to meet debit payments, that has become aligned
with some forms of industrial working conditions
considered unacceptable by most of the Western
world. Similarly, the need perceived by successive
administrations of South Korea to create a strong
industrial base to mitigate against the possibility of
invasion by North Korea has led to systemic attacks

Tokyo, Japan, has its own variety of
business and corporate crime.

Hong Kong, China, has remnants of
British colonial corruption.

PR

on workers’ ability to organize themselves into
labor unions. Throughout the continent, the spectre
of communism has been used to justify strong gov-
ernment-business links which have given rise to
some large-scale conflicts of interest as well as abuse
of the working classes. Conflicts of interest have
often focused on the ownership of natural re-
sources and the right to profit from their exploita-
tion, often linked with environmental degradation,
the maintenance of secrecy regarding business
agreements when security interests are cited, and
the practice of business people buying undue influ-
ence with government officials and agencies.

ASIAN APPROACHES

Much of western and southern Asia is dominated
by Islam and, as the Islamic world has moved closer
to or further from fundamentalism, distinctively Is-
lamic attitudes toward business have emerged or re-
treated. As the prophet Muhammad himself was a
merchant, Islamic belief has generally embraced
commerce as an appropriate and moral activity.
Other Asian thought systems have more problem-
atic approaches to trade. Confucianism, for exam-
ple, attaches great importance to the perfection of

Shanghai, China, mixes capitalism
crimes with communist politics.
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the individual in this world and the importance of
harmony and order in relationships at all levels.

Buddhism, too, is concerned with the avoidance
of bad or immoral deeds which will come to punish
the individual in this life or in a future incarnation.
Both of these thought systems are amenable to reg-
ulation by states to require business people to sub-
mit to the will of the state, and to avoid the search
for profits above all else. Chinese, Korean, and to a
lesser extent Japanese state beliefs required individ-
uals to remain active only within their own regional
networks and, hence, make it very difficult to estab-
lish long-range trading networks without sacrificing
social standing. In these cases, along with the caste
society of India, separate classes of people either
specialized in, or were required to undertake com-
mercial issues, and it was considered perfectly ac-
ceptable for the state to tax them at whatever rate
might be desired.

As a general rule throughout the continent,
business is conducted on the basis of trust and rela-
tionships rather than of written, contractual agree-
ments which are more common in the Western
world. This means that the Asian business person
will be as interested in the background, family, and
network connections (university, hometown, or
other affiliation) rather than specific products or
services being marketed. It is as a result of these
kinds of relationships that cross-border trading net-
works have been established to assist the growth to
prominence of Chinese migrants throughout East
Asia, and further afield, also Indian migrants over-
seas.

EAST ASIAN WHITE-COLLAR CRIME

The rapid economic development of the Asian
“Tigers” or newly industrializing countries of east
Asia, especially the Republic of Korea and Taiwan,
provided examples of heavy protectionism, export
promotion and the extensive use of government-
linked corporations. The attempt to secure rapid in-
dustrialization and economic development was
rendered more urgent by security considerations,
since both felt the threat of more powerful mili-
taristic neighbors with strong motives to overrun
them. The business environment created in these
cases (and in the strict societal and business control
also enforced in Singapore, another of the Tigers)
has stimulated a number of ethical concerns which
hinge upon the tension between personal liberties

and the national interest. Western companies doing
business with these states must consider whether it
is consistent with such ethical positions as they may
have professed to collude in the suppression of
labor rights, among other issues.

COMMUNIST CAPITALISM

The collapse of the Soviet system has released a
number of states in central Asia from command
economies and strongly controlled political
regimes. The regimes that have replaced those en-
forced by the Soviet system have proved themselves
to be of varied utility to their people, many of
whom have become alienated from the state which
is viewed as predatory to their interests. As a result,
corruption and fraud have grown to significant lev-
els as individuals have no reason to believe that the
state will concern itself with their interests.

This, combined with weak cross-border con-
trols, the presence of large amounts of illegal nar-
cotics from Afghanistan and neighboring countries,
numerous refugees and weapons from the many
wars in the region have greatly stimulated illegal in-
dustries in prostitution, smuggling, money-launder-
ing and human trafficking. Similar stimuli are also
present in China and Vietnam, states which retain
an overt communist state ideology, but which have
economies moving through transition toward mar-
ket-based systems; this has produced high levels of
white-collar crime.

FINANCIAL CRISIS OF 1997

In 1997, the onset of an Asian financial crisis was
signaled by attacks on the baht, the currency of
Thailand. As a result of some weaknesses in bank-
ing systems, the irrationality of international in-
vestors and unevenness in the economic
development of various East Asian states, a form of
financial contagion then passed through the Philip-
pines, Indonesia, Malaysia, Korea and other states,
affecting each to a greater or lesser extent. Those af-
fected most severely were obliged to accept both
emergency assistance from the International Mone-
tary Fund (IMF), and the conditionality attached to
the loans.

The impact of the financial crisis, which was
worsened by IMF conditionality, caused large num-
bers of bankruptcies and cut redundancies. Many
of those who lost their jobs were able to return to
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provincial homes and pick up agricultural activities.
However, for those for whom this was not possible,
alternatives included prostitution or becoming in-
volved in crime. Inevitably, job losses took their toll
on the most vulnerable and those least able to pro-
tect themselves, and these people also became prey
to human traffickers and to unscrupulous overseas
labor agents.
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AT&T

AMERICAN Telephone and Telegraph (AT&T)
traces its roots back to founder Alexander Graham
Bell’s invention of the telephone in 1875. As a sub-
sidiary of American Bell, AT&T began to manage
long-distance services in 1884. Within four years,
AT&T had become the parent company in a two-
for-one swap.

Financial wizard ]. P. Morgan took over the
company in 1907. Morgan decided that AT&T
would grow through acquisition, and AT&T devel-
oped a reputation as a “ruthless, grinding, oppres-
sive monopoly.” AT&T resisted efforts to curtail
its progress for the next 70 years.

By 1888, both the Democratic and Republican
party platforms called for antitrust legislation, and
the U.S. Congress complied with the Sherman An-
titrust Act in 1890. Beginning with the presidency
of Theodore Roosevelt, the U.S. government was
determined to bring an end to the anticompetitive
actions of large trusts. The federal government
began to keep a watchful eye on AT&T after a 1909
merger with Western Union. The following year,
the Interstate Commerce Commission (ICC) was
given regulatory responsibility for telephone serv-

ices. In 1911, Standard Oil and the American To-
bacco Company were broken into smaller divisions.
Even though AT&T had given up its controlling in-
terest in Western Union, in 1913 the government
filed an antitrust suit against AT&T.

The conclusion of the investigation was that
AT&T was a “natural monopoly” that had formed
in response to increased demands for communica-
tion services, and to the lack of competing compa-
nies that could meet those demands as efficiently as
AT&T. As a “natural monopoly,” AT&T ruled the
communications market for decades. However, as
new technologies were developed, rivals appeared
on the scene and began to challenge AT&T.

In 1934, as part of Franklin D. Roosevelt’s New
Deal, the Federal Communications Commission
(FCC) was created and assumed regulatory respon-
sibility for the communications industry, and
AT&T became the target of its first investigation.
In 1949, the government again sued AT&T for an-
titrust violations with the intention of forcing
Western Electric and Bell Laboratories to break
away from the rest of the system. The suit dragged
on until 1956 when AT&T agreed to a consent de-
cree that allowed the company to retain control of
Western Electric and Bell Laboratories and prom-
ised to stop expanding into other fields of commu-
However, AT&T argued that the
government’s actions were unfair because AT&T
was prevented from expanding its services while ri-
vals continued to make significant advances.

The federal government continued its interest
into AT&T activities; in 1976, the FCC handed
down what became known as Computer Inquiry II,
officially ending AT&T’s designation as a “natural
monopoly” and nullifying the 1956 consent decree.
The final element of Computer Inquiry II was
handed down in 1980, making a distinction between
“basic services,” which were subject to federal regu-
lation under the Communications Act of 1934, and
“enhanced services,” which were open to all com-
petitors. Enhanced services included videotext, pro-
tocol conversion, information storage, packet
switching, and data transmission.

While preventing AT&T from expanding into
other fields, the FCC supported the expansion ef-
forts of other companies, even when it meant using
AT&T’s technology and equipment. For example,
in 1968, the FCC forced AT&T to allow Carter
Electronics Corporation of Texas to plug the
Carterfone into the AT&T telephone system. The

nication.
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following year, Microwave Communications, Inc.
(MCI) was allowed to develop its point-to-point mi-
crowave line and to sell private-line services to both
individuals and businesses, and the government re-
quired local companies to provide links for MCI’s
long-distance service. MCI then began to lobby the
federal government to end AT&T’s monopoly. In
1974, as AT&T was attempting to comply with
Computer Inquiry II, the Department of Justice
filed a new antitrust suit, charging the company
with monopoly and conspiracy to monopolize
telecommunication services and products.

The suit reached the trial stage in 1981 despite
two separate attempts by AT&T to settle out of
court. Also in 1981, a federal court awarded triple
damages to MCI that totaled $1.8 billion, charging
AT&T with engaging in anticompetitive practices.
Not satisfied, MCI announced that it was suing
AT&T for an additional $3 billion. Two decades
later, along with other long-distance carriers, AT&T
sued MCI, which was in the midst of bankruptcy
proceedings, claiming that MCI had routed long-
distance calls through Canada, forcing AT&T to
pay local phone companies for the costs of trans-
mitting calls.

Deregulation was the order of the day in the
1980s, and the United States government finally
succeeded in doing what it had begun decades be-
fore. At noon on January 8, 1982, William Baxter,
the assistant attorney general for antitrust, and
Charles L. Brown, chairman of the board of
AT&T, announced a new consent decree that broke
AT&T up into smaller companies. By 1984, the di-
vision was complete. AT&T was divided into
AT&T Communications and AT&T Technologies.
Long-distance services were dealt with by AT&T
Communications. AT&T Technologies encom-
passed Bell Laboratories, network systems, technol-
ogy systems, international services, consumer
products, and information systems. Local rates be-
came the province of the 22 “Baby Bells” created
around the country, encompassing seven geographic
regions. The “Baby Bells” were prohibited from
providing information services and manufacturing
equipment and were required to provide equal ac-
cess to phone lines to all long-distance carriers.

Senator Barry Goldwater (R-AZ) epitomized the
reactions of a number of people around the coun-
try: “I fear that the breakup of AT&T is potentially
the worst thing to happen to our national interest in
telecommunications that will ever occur.” The im-

mediate result was general customer dissatisfaction
with having to choose a separate long-distance car-
rier and with lengthy waits for repairs. Rates for
telephone services began a steady rise of around
$200 per year. Critics of the government’s actions
argued that the breakup of AT&T led to everything
from blocked technical services to a threat to na-
tional security.

AT&T became the number one long-distance
service provider in the United States and continued
to expand its service. In July 2000, the Federal Trade
Commission (FTC) opened an investigation into
AT&T’s relationship with Time Warner in which
AT&T holds a 9 percent interest. The powerhouse
merger of Time Warner and America Online
(AOL), approved by the FTC on December 14,
2000, caused concern among AT&T’s rivals which
were afraid that the AT&T relationship with AOL
Time Warner would set the stage for exclusive ac-
cess to communications services.

In October 2003, it was reported that AT&T
and Bell South (one of the Baby Bells) had resumed
merger talks that had stalled two months before. If
successful, Bell South would have bought AT&T,
and the merged company would become known as

AT&T
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Australia

BEGUN AS a British penal colony, Australia is now
one of the most law-abiding nations on earth. Nev-
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ertheless, as is the case in many modern societies,
the phenomena of corporate, organized, and white-
collar crime have blossomed in recent years, thanks
largely to ever-increasing profits. Australia holds an
important position in the study of white-collar
crime, namely through the work of three Australian
scholars: John Braithwaite, Brent Fisse, and Duncan
Chappell.

Braithwaite, a professor at Australian National
University, pioneered new research and theories in
white-collar crime. In his book, Corporate Crime in
the Pharmaceutical Industry (1984), Braihwaite re-
ports: “Pharmaceutical companies face great temp-
tations to mislead health authorities about the
safety of their products. It is a make-or-break indus-
try. Many companies get virtually all their profits
from just two or three therapeutic winners. Most of
the data that the Australian Drug Evaluation Com-
mittee relies upon in deciding questions of safety
and efficacy is data from other countries, particu-
larly the United States. Inquiries into scientific
fraud in the United States have shown there is a
substantial problem of fraud in safety testing of
drugs in America, just as has been documented in
Japan.”

Braithwaite’s other books and work focus on
corporate crime and accountability, and more re-
cently, restorative justice and responsive regulation
(examinations of retribution versus restoration in
corporate criminal punishment).

Australian attorney and author Fisse is a spe-
cialist in trade practices law, intellectual property, e-
commerce, and on-line services and liability control
systems for corporations. He developed the theory
of “organizational blameworthiness” for corporate
crime and has argued that the common practice of
imposing monetary penalties as sanctions against
corporations does little to deter future bad behav-
iot.

Lawyer and criminologist Chappell studies the
rise of workplace violence, explaining in one paper,
“Workplace violence is not merely an episodic
problem created by deranged persons, but is a
highly complex issue rooted in wider social, eco-
nomic, organizational, and cultural factors.”

Chappell’s research recommends specific solu-
tions to workplace violence, including adopting
criminal and civil law remedies for not only work-
place deaths, but the other end of the spectrum as
well: psychological violence, whether sexual or bul-
lying harassment.

Having made inroads in the study of white-col-
lar crime through the work of Braithwaite, Fisse,
and Chappell, Australia nevertheless has a large
presence of cross-fertilized corporate and organized
crime. Currently, all of Australia’s major cities, and
some of its smaller towns, host both Anglo-Aus-
tralian and international gangs and criminal net-
works involved in bribery, corruption, and violent
crime. Interestingly, the only groups visibly absent
from the Australian underworld are the Nigerians
and the Mexicans. It seems that North Koreans are
getting involved in smuggling heroin into Australia,
according to the federal police.

Another important concern for the authorities
is illegal immigration, primarily from the Middle
East and southeast Asia. Recent Australian admin-
istrations have taken a hard line toward those it con-
siders to be queue-jumping. As a result, the federal
government instituted its Pacific Solution (Septem-
ber 2001), whereby aliens are to be housed in camps
on neighboring islands (Nauru and Papua New
Guinea) where their claims will be assessed. Most of
the illegal attempts to enter Australia by boat come
from Indonesia, where local gangs and corrupt au-
thorities have colluded with international smug-
glers. And, the Australian Immigration Department
recently established a task force in order to crack
down on its own corrupt agents who have sold visas
(refugee and immigration) to the smugglers. Also,
there is evidence that agents have colluded with in-
ternational prostitution rings that have brought
women from Asia and eastern Europe into Aus-
tralia. Organized crime is also attracted to Australia
because of its extensive financial services and gam-
ing (primarily) industries which facilitate money-
laundering.

Moreover, the country offers a safe environ-
ment (despite terrorism alerts) in which to invest in
businesses, real estate, and the tourism industry. In
the early 2000s, Australia decided to more actively
intervene (militarily and diplomatically) in the
south Pacific region in order to halt the disintegra-
tion of states which benefit from and attract inter-
national crime and terrorist networks. Australia
must also contend with piracy (Indonesia and South
China Sea) and states that sell their sovereignty to
money-launderers (Nauru).
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automobile

SOME HISTORIANS argue that the impact of the
automobile on the modern industrial age is as deep
and broad as the French and Russian Revolutions
or that the automobile has more profoundly influ-
enced 20th-century American historical develop-
ment than presidents or Progressives. Without a
doubt, the automobile has radically changed the
technological and social development of American
and world history.

Henry Ford’s mass production of cars marked
the beginning of the motor age when the car
changed from the toy of the rich to the essential
transportation for the ordinary man. Trolley cars
were displaced to make room for more cars. Brick
streets were covered with asphalt to provide a
smoother automobile ride. As more Americans
owned cars, urbanization patterns changed and sub-
urbs flourished. The U.S. government created a na-
tional highway system, and Americans became
mobile, jumping into the car and going anywhere
anytime.

The automobile changed social patterns as well.
Young people enjoyed the freedom of the automo-
bile and their parents feared that the automobile
freed moral standards to an unacceptable level.
After a century of using the automobile, the world
is still experiencing and assessing the effects of in-
ternal combustion transportation. Nearly every as-
pect of modern life has developed around this
technology. Americans are debating its impact on

their physical, political, and moral environments.
With the count at 500 million cars and steadily in-
creasing worldwide, and over 150 million cars in the
United States, not counting heavy vehicles such as
trucks, buses, cranes and other commercial vehicles,
people have forged a lasting alliance with the auto-
mobile.

Automobile safety versus the corporate bottom
line is the most pressing problem that the automo-
bile industry faces as the 21st century progresses.
Factors like increasingly high speed limits, more
highways and more cars clogging them, and human
error and mechanical failures have kept these issues
consistently newsworthy, although not necessarily
new. The February 21, 1931, issue of Science News
pointed out that according to a survey by statisti-
cians of the Travelers Insurance Company, more
Americans had been killed by automobile accidents
than in World War . During the 18 months that the
American Expeditionary Forces had fought in
World War I, about 50,510 soldiers had been killed
in action or died of wounds. During the equivalent
amount of time in 1930-31, 50,900 persons were
killed in automobile accidents in the United States.
The National Vital Statistics report for the year
2000 stated that 43,354 Americans were killed in
motor vehicle crashes that year.

Automobile accidents began as soon as the first
cars appeared on America’s rutted, dirt roads that
had been hewn for horses and foot traffic. A broken
arm, acquired when cranking the engine to get it
started, was one of the most common Model A and
Model T injuries in the 1920s and 1930s. As the au-
tomobile industry grew with the decades, so did the
technology and the concern for the corporate bot-
tom line, which made the temptation to short-
change the automobile consumer irresistible for
most automakers. The shift to holding automobile
manufacturers accountable for the safety of their
vehicles began in the 1960s when lawyer Ralph
Nader challenged General Motors in his book Un-
safe at Any Speed. Although he was young and inex-
perienced, Nader permanently changed the course
of the automobile industry by proving that General
Motors automobiles were not as safe as they could
be, and revealing that although company executives
were aware that consumers were at risk from their
unsafe automobiles, they were more concerned
with profits that probity. Nader charged that the
Chevrolet Corvair exemplified the General Motor’s
disregard for safety. Small, state-of-the-art, light-
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weight, and featuring an independent rear suspen-
sion, the Corvair proved to be popular and con-
sumers rushed to buy the 1960 model. When data
published by Nader revealed that the design of the
Corvair made it unsafe and that hundreds of driv-
ers had been injured in accidents, sales dipped cor-
respondingly and General Motors attempted to
discredit Nader. In response, he sued them, and
won a $424,000 settlement, which he used to form a
consumer group to monitor General Motors. Be-
sides paying Nader a cash settlement, General Mo-
tors admitted its guilt, creating a front-page story
for newspapers across the country.

The Chevrolet Corvair was not the only unsafe
automobile that companies manufactured and sold
to an unwary and inadequately consumer-educated
public. Under the chairmanship of Lee lacocca, the
Ford Motor Company rushed the Ford Pinto into
the 1971 subcompact market without sufficient
testing and safety trials. lacocca insisted that car
production was more important than safely and the
1971 model was designed and built accordingly. Be-
cause of design defects, low-speed crashes ruptured
the Pinto’s fuel system and caused the car to burst
into flames. Using death and injury reports of Pinto
accidents as a documentary basis, in April 1974, the
Center for Auto Safety petitioned the National
Highway Traffic Safety Administration (NHTSA)
to recall Ford Pintos. The petition floated in limbo
in NHTSA offices until rediscovered by 1977
events. In 1977, Mark Dowie of Mother Jones maga-
zine, used these documents and Ford Motor Com-
pany memos to write an article about the Pinto
which proved that Ford had known about the fuel
system problem all along, but had concluded that it
would be more cost effective to pay death and in-
jury liability claims than to modify the design. As a
result of this publicity, in June 1978, Ford recalled
1.5 million Ford Pintos and 30,000 Mercy Bobcat
sedan and hatchback models.

In the next three decades, the road to recall con-
tinued to be a reluctant, but well-traveled one for
the automobile companies. American Motors in-
troduced the Jeep C]J line in the early 1980s and by
the time it discontinued the line in January 1986,
had accumulated over 570 lawsuits totaling at least
$1 billion dollars. Although General Motors halted
production, Jeeps were never recalled and con-
sumer advocate groups charged that, in 1989 alone,
more than 200 people had died in Jeep accidents. A
National Highway Transportation Safety Board

(NHTSB) study removed the responsibility from
the manufacturer to the consumer when it stated
that Jeeps were safe if they were driven properly. In
1987, American Motors Company and its Jeep divi-
sion became subsidiaries of Chrysler, now Daimler-
Chrysler. The company continued to sell vehicles
under the Jeep name, including the Wrangler and
Grand Cherokee, a popular sports utility vehicle;
both still posed rollover risks. Another Jeep model,
the Wagoneer, which the company stopped produc-
ing in the 1980s, is still involved in lawsuits filed by
families of people killed in Wagoneer accidents
years into the 21st century.

FIRESTONE AND FORD

Public Citizen, a national public interest association
founded by Nader in 1971, was a prime mover in
the Firestone tire defect and Ford Explorer rollover
recall cases of the early 2000s. The combination of
the Ford Explorer and Bridgestone and Firestone
tires with their tendency to separate and cause acci-
dents, turned out to be a lethal for hundreds of peo-
ple. Internal Ford documents revealed that the Ford
Explorer, first offered for sale in March 1990, had a
design defect that made it prone to rollovers.
Company engineers recommended changes in
the vehicle design, but Ford, which originates the
tire specifications for its vehicles, instead merely re-
moved air from the tires and lowered the recom-
mended pressure standards. After about 100
fatalities, Firestone recalled more than 6.5 million
tires in 2000. The consequences of the recall con-
tinue to reverberate as the first decade of the 21st
century progresses. Previously, Firestone and Ford
had attempted a cover up in the 1972 recall of the
Firestone 500. When the cover up was discovered,
Firestone replaced its top management but its repu-
tation and economic status was severely damaged.
In the 2000 recall, when confronted with accusa-
tions about the performance of its tire Firestone
claimed owner abuse: under-inflation, rough usage
or improper repair. The Firestone recall is far from
over and consumer advocate groups are pushing for
increased authority for the NHTSA to monitor au-
tomobile manufacturers and enough punitive pow-
ers to increase penalties and civil consequences.
People as diverse as Henry Ford and Nader have
decisively steered the course of the automobile in
society, and its impact on American life and the
American consumer. The first decades of the 21st
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century will reveal whether or not the automobile
consumer will develop an equivalent social and po-
litical power.

SEE ALSO
General Motors; American Motors; Corvair; Nader,
Ralph; Unsafe at Any Speed; Firestone.
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bad checks

BAD CHECKS REFER TO banking instruments
(checks) that are not suitable for payment at the
time they are presented to the issuer’s bank. There
is a presumption by the acceptors of checks that
there are sufficient funds available to cover the
checks. When the funds are not available to cover
the check, the check “bounces.” It is declined for
payment as the account has insufficient funds
(NSF), or the account has been closed. In the com-
puter age, bad checks also include counterfeit
checks that are written on nonexistent accounts.
Bounced checks include those written against
insufficient funds due to inaccurate accounting by
the check writer, as well as those from check writers
who knew the funds were not present but still wrote
the checks. In most criminal jurisdictions, there is a
presumption of inaccurate accounting by the check
writer, and the check writer is given a prescribed
time period (usually 10 days) to “make the check
good” by paying both the face value of the check as
well as a processing fee, usually capped by legisla-
tion. After the prescribed time period for bounced
checks, or for checks written on closed accounts,
there is no longer a presumption of inaccurate ac-
counting and the matter accelerates to the threshold
of being a criminal act. The recipient of a check in
this situation must supply to the police proof of

notification to the check writer (certified mail with
signed receipt) of the failure of the check to origi-
nally clear, a statement of nonpayment; or in the
case of a closed account, proof that the account is
closed, usually indicated on the check by the bank
that refused to honor the instrument. Criminal
prosecution is often deferred if, after being advised
of the pending charge(s) by either police or the
prosecutor, the check writer pays the face amount
of the check, the prescribed processing, and possi-
bly a fee added by the jurisdiction. If payment is
not made, criminal charges can proceed forward.
Other examples of bad checks include stolen
checks, counterfeit checks, and check-washing.
Stolen checks refer to checks that have been stolen
from the check-writer (from a mailbox, house, or
wallet) and have been presented to others for pay-
ment. Due to lax check-acceptance policies in some
operations, checks are accepted for payment with-
out verifying that the person writing the check is the
person listed on the check. In some cases, the theft
of the checks is not realized until the first 10-day let-
ter arrives. Counterfeit checks refer to checks that
have been produced by nonlegitimate sources, and
are encoded with either real or fictitious account
numbers. In this situation, checks with real account
numbers are originally honored but then later chal-
lenged as fraudulent by the account holder, who
then files an affidavit of forgery with both the bank
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and the police. Checks encoded with fictitious ac-
counts cannot be honored as there is no account for
the funds to be drawn from.

Check-washing refers to a process by which in-
dividuals have obtained previously written checks
(often from outgoing mail) and use chemical agents
to erase some of the written information (payee,
dollar amount, or signature) on the check. The al-
tered checks can now be passed, often with the aid
of fraudulent identification cards. Annual estimates
of loss by check alteration/check washing have been
reported as high as $815 million.

The number of bad checks accepted as payment
by business operations can be reduced through the
implementation of various secondary internal con-
trol policies. These policies include the requirement
of valid identification, preferably identification is-
sued by a governmental body; use of a check-valida-
tion system (a private service that tracks bad
checks), and local registries of formerly received
bad checks. Other policies often include: dollar lim-
its, management approval, verification with a local
bank branch, and inkless thumbprints.

SEE ALSO
check kiting; bank fraud; forgery; counterfeiting.
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bait-and-switch

BAIT-AND-SWITCH REFERS TO fraudulent ad-
vertising committed by retailers to lure potential
customers into their place of business. The Federal
Trade Commission (FTC) defines bait-and-switch
advertising as: “an alluring but insincere offer to sell
a product or service the advertiser does not intend
or want to sell.”

The true intent of the advertising is to steer the
consumer to a product other than the one listed in
the advertisement, which usually generates a higher

profit margin to the retailer as well as costs the con-
sumer more.

An example of bait-and-switch advertising is:
ABC Computers advertises a $399 complete com-
puter system for sale; upon arrival to the retail loca-
tion the consumer makes reference to the
advertisement; the salesperson attempts to steer the
consumer to another product through various
methods (“just sold last one; all remaining units are
damaged; product has incurred a large number of
customer complaints; a leading consumer guide has
just published a disparaging review”) and refers the
consumer to another product. The other product
generally will cost more, and incidentally produce
more profit to the retailer. In this scenario, it is as-
sumed the retailer had no intent of selling the orig-
inally advertised merchandise, only using the lure of
the pricing as bait to bring the potential consumer
to the store, giving the salesperson an opportunity
to convince the consumer she is better off purchas-
ing the newly recommended merchandise.

The bait-and-switch con has historically been
identified with certain industries, that is, electron-
ics, automotive dealerships, furniture stores, and
similar businesses. In many cases, the originally ad-
vertised prices were so low that alert consumers
should have been wary of the offers. Both the draw
of the incredible prices and the verbal skills of the
salesperson are required to successfully complete
the bait-and-switch process. If the salesperson is un-
able to steer the consumer away from the advertised
merchandise to the merchandise the retailer desires
to sell, then the scam has failed.

Some retail operations employ the use of shills.
These are persons posing as other customers to as-
sist in steering the consumer away from the adver-
tised merchandise; through subterfuge such as
“returning” their purchase and complaining loudly
of their dissatisfaction with the advertised merchan-
dise; or praising the salesperson for advising them
of the recommended merchandise (of which they
are so satisfied). Some retail operations employ
salespersons more for their abilities to steer con-
sumers than for their knowledge of the merchan-
dise or their customer service skills.

Consumers who become aware that a bait-and-
switch advertising scheme is being conducted can
contact the local state attorney’s office or the Fed-
eral Trade Commission (FTC), and provide a copy
of the advertisement in question, as well as a de-
scription of what transpired at the retail operation.
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Bait-and-switch schemes can also occur with serv-
ices, that is, telephone, carpet cleaning, and home
repair sales industries and are especially targeted to
senior or non-English speaking populations.

SEE ALSO
scams; advertising fraud; Federal Trade Commission;
Better Business Bureau.
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Bakker, Jim and Tammy

JIM BAKKER’S FALL from a man of God to a
man of fraud marked one of the largest religious
swindles in history. Bakker, born in Muskegon,
Michigan, in 1940, sowed his share of wild oats as a
youth but eventually settled down to study the min-
istry. Inspired by an Oral Roberts’s revival meeting,
Bakker decided to pursue the profitable combina-
tion of religion and show business.

In the early 1960s, Bakker, along with his wife
Tammy Faye (who was easily recognized by her lib-
eral use of make-up and colorful eye shadow),
worked with Pat Robertson on the Christian Broad-
casting Network (CBN) and developed a successful
children’s show.

After an acrimonious break from CBN, the
Bakkers partnered with Paul Crouch and the Trinity
Broadcasting Network to air a daily talk show
hosted by the husband-wife team called “Praise the
Lord” (PTL). After a falling-out with Crouch, the
Bakkers transformed PTL (now tagged People that
Love) into a late-night, talk-show program in 1974.
Within two years, the PTL show was being broad-
cast on 70 commercial stations and 20 cable serv-
ices, and boasted more than 13 million viewers. The
Bakkers also owned a 2,300-acre Christian theme
park in Charlotte, North Carolina, that grossed
$130 million annually.

The ministry continued to grow, despite an un-
comfortable and often hostile relationship with the

Federal Communications Commission (FCC) over
improper financial practices. The first large-scale
scandal occurred in 1979 after PTL raised $350,000
to upgrade its overseas television and diverted the
money to pay the Bakkers’ personal bills.

The FCC’s attempt to prosecute resulted only
in administrative sanctions. The Bakkers attracted
an even higher level of attention after additional ru-
mors of wrongdoing emerged in 1987. Jim Bakker
admitted having a one-night sexual encounter with
21-year-old Jessica Hahn, a former church secretary.
Hahn’s claim of sexual misconduct resulted in a
$265,000 pay-off and PTL was now dubbed “Pay
the Lady.”

Tammy Faye Bakker’s drug dependency also be-
came public, and meanwhile the Internal Revenue
Service (IRS) revoked PTL’s tax-exempt status. In
the wake of the scandals, Jim Bakker resigned from
PTL and was defrocked by the Assemblies of God
Church. In 1988, Jim Bakker was charged with di-
verting millions of dollars from the PTL ministry
to his personal use.

As details became public, the sordid particulars
of the couple’s extravagant lifestyle shocked the re-
ligious and secular worlds. The Bakkers’ accumu-
lated assets included: a house in Palm Desert,
California, valued at $600,000; a house in Gatlin-
burg, Tennessee, renovated at a cost of $340,000; a
$600,000 condominium in Florida with $60,000
worth of gold fixtures; a $500,000 house in Palm
Springs, California; a collection of Rolex watches;
three Mercedes; his and hers Rolls Royces; a $6,000
playhouse for their children; and an air-conditioned
doghouse for Tammy’s Saint Bernard dog.

Jim Bakker used his television show and direct-
mail advertisements to induce followers to become
life-time lodging partners in the Heritage USA
theme park. A “gift” of $1,000, for example, al-
lowed a member to stay free in the Grand Hotel for
four days and enjoy a vacation of religious activi-
ties. Bakker sold 66,683 fully paid partnerships in
the Grand Hotel though he originally had limited
the lodging sales to 25,000. The partnership pro-
grams for the Grand Hotel ranged from $500 to
$10,000 and netted approximately $67 million for
the Bakkers.

Over half the money collected for the hotel was
used to cover daily operating expenses, including
excessive compensation and perks to the Bakkers.
Just over half of the monies raised were used for
construction and no funds were saved to cover the
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Jim Bakker, founder of the PTL Network, pauses with
reflection, during an interview.

cost of future life-time lodging. In a similar scheme,
almost $70,000 worth of paid partnerships was sold
for the never-built Towers Hotel.

The Bakker scandal represented the largest con-
sumer fraud case ever prosecuted for federal wire-
and mail-fraud violations. Prosecutors argued that
Jim Bakker had engaged in a massive scheme to
oversell life-time partnership packages. A 28-page
indictment included eight counts of mail fraud, 15
counts of wire-fraud use of telephone and televi-
sion, and one count of conspiracy to commit wire
and mail fraud with partner, Richard Dortch. The
1989 trial disclosed Jim Bakker had fraudulently
raised more than $158 million from 1984 through
1987. He was convicted on 24 counts of fraud,
fined $500,000, and sentenced to 45 years in prison
by a U.S. federal district court judge.

The sentence, labeled as overly harsh, was ap-
pealed and reduced to 18 years. The couple di-
vorced in 1992 and Tammy Faye married Jim’s best
friend. Bakker was released from prison to a
halfway house in 1994. As a result of the Bakker
scandal, the National Religious Broadcasters estab-
lished a new code of ethics that defined proper
moral and financial standards for television minis-
ters.

SEE ALSO

wire fraud; mail fraud; religious fraud.

Tammy Faye Messner (formerly Bakker) poses with her
dog, Tuppins I, at a book-signing.
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Banco Ambrosiano

IN 1982, Banco Ambrosiano, then Italy’s largest pri-
vate bank, collapsed with estimated debts of $1.3
billion. Ambrosiano had come close to collapsing
in May 1981 when the bank’s president, Roberto
Calvi, was convicted of illegally exporting billions
of lire and was sentenced to four years’ imprison-
ment.

Calvi was bailed-out pending an appeal after
spending a short time in jail. When it was revealed
that Calvi was a member of the P2 masonic lodge,
press speculation further undermined confidence in
Ambrosiano.

The Vatican, which owned a large number of
shares in Ambrosiano, took the unprecedented step
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of issuing letters reassuring creditors that the Vati-
can would assume the bank’s liabilities. However,
the letters did not halt the official investigation of
Ambrosiano’s affairs. In June 1982, the Italian Trea-
sury dissolved the bank’s administration and made
the Bank of Italy a temporary commissioner when
the investigators discovered a $1.3 billion “hole” in
Ambrosiano’s accounts. Further investigation re-
vealed that Calvi had worked closely with Arch-
bishop Paul Casimir Marcinkus, head of the
Institute of Religious Works, known by its Italian
initials IOR, to channel Vatican funds into a net-
work of secret offshore accounts, creating a Ba-
hamian subsidiary of Banco Ambrosiano and a
series of Vatican-owned shell companies in
Nicaragua, Panama, and Peru.

Ambrosiano booked loans of millions of dol-
lars to these dummy companies. With or without
the Vatican’s blessing, Calvi used the shell compa-
nies to make other investments such as buying con-
trol of Banco Ambrosiano and the Rizzoli media
empire. The “hole” in the accounts came about
when these investments collapsed, wiping out the
loans along with interest charges. Calvi fled Italy
when the Italian authorities discovered the extent of
the bank’s losses. Several days later, his dead body
was found hanging under London’s Blackfriars
Bridge with 11 pounds of bricks and $15,000 in his
pockets. His secretary had killed herself the day be-
fore.

Calvi’s death, the death of his secretary, and the
refusal of the Vatican to cooperate with the Italian
authorities prevented investigators from fully un-
ravelling Ambrosiano’s financial network. Al-
though the investigation revealed that the IOR held
a controlling interest in the bank, the Vatican de-
nied legal responsibility for the collapse of Am-
brosiano arguing that the shell companies were
nominally owned by the IOR. However, the Vatican
admitted “moral involvement” in the collapse and
paid $241 million to Ambrosiano’s creditors in
1984.

The collapse of the bank and the circumstances
surrounding Calvi’s death continue to puzzle
British and Italian police. An inquest in London
recorded a suicide in July 1982, but a second in-
quest in July 1983 delivered an open conclusion,
while a civil court in Milan concluded that Calvi
was murdered.

In 1997, Italian prosecutors began to investi-
gate Calvi’s death once more. In July 2003, the pros-

ecutors concluded that the Mafia murdered Calvi
to punish him for misappropriating Mafia funds
and to prevent him from blackmailing powerful fig-
ures in Italian society. The prosecutors went on to
name four people suspected of murdering Calvi.
Two months later, the City of London Police an-
nounced that they had reopened the investigation
into Calvi’s death.
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bank fraud

BANK FRAUD IS A SPECIALIZED type of crimi-
nal deception that involves customers, employees of
the bank, or others who knowingly execute, or at-
tempt execute a scheme to obtain money, funds,
credits, assets, securities, or other property owned
by, or under the custody or control of, a federally
chartered or insured financial institution by means
of false or fraudulent pretenses, representations, or
promises.

A federally chartered or insured financial insti-
tution is a bank with deposits insured by the Fed-
eral Deposit Insurance Corporation (FDIC), or a
credit union with accounts insured by the National
Credit Union Administration Board, or a federal
home loan bank.

On October 12, 1984, President Ronald Reagan
signed into law the Comprehensive Crime Control
Act of 1984. It was designed to fill an obvious gap
in the federal criminal laws by enacting the first true
federal bank fraud statute. The enactment of Sec-
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tion 1344 of the law was the product of growing
concern over the inability of federal prosecutors to
reach sophisticated financial criminals with anti-
quated statutes, many of which were enacted more
than 50 years ago. Congressional concern over this
problem was fueled by the bank failures of the early
1980s, and claims by prosecutors that several
Supreme Court decisions interpreting federal crim-
inal laws have hampered prosecutions.

The absence of a federal statute applicable to
certain types of fraudulent activities does not mean
that those activities will escape prosecution; state
laws prohibit virtually all kinds of financial fraud.
The superior resources of federal prosecutors, and
the arguably greater federal interest in federally in-
sured financial institutions has, however, tradition-
ally meant that federal prosecutors pursue these
offenses.

Prosecutors have complained in particular
about Supreme Court decisions limiting the reach
of those federal criminal statutes that prohibit mail
fraud and the making of false statements to banks.
The false statement statute (Section 1014) has his-
torically been utilized by the Justice Department to
prosecute check-kiting and other similar schemes
designed to induce the advancing of money or
credit based on a check known by the customer to
be drawn on insufficient funds. The government’s
theory was that the check was implicitly a statement
to the bank that there were sufficient funds on de-
posit to cover the check and that the statement was
false. This theory of prosecution was foreclosed,
however, by the Supreme Court’s 1982 decision in
Williams v. United States, which held that check-kit-
ing, or deliberately drawing a check on insufficient
funds, is not a violation of Section 1014 because the
check is not a statement but merely an order to pay
funds. The impact of Williams was to terminate a
number of federal criminal investigations. The new
bank fraud statute may permit federal prosecution
of many of these acts, especially those involving
check-kiting.

Bank frauds have also traditionally been prose-
cuted as violations of the federal mail fraud or wire
fraud statutes when the prosecutors could prove
that the federal mail or wire communications were
used to execute the fraudulent scheme. Federal ju-
risdiction over the crime is predicated on the use of
the mail or wire communications. This approach
has been restricted by the Supreme Court’s deci-
sions in United States v. Mage, which held that the

mail fraud statute must be construed to apply only
where the mail is used for the purpose of executing
the scheme or artifice to defraud, and is not applica-
ble to every case where the mail is utilized at some
point in the scheme. Another problem for prosecu-
tors is that the rise of private courier services means
that businesses are making less use of the mails and
wires, further reducing the use of these statutes.

These developments, coupled with the percep-
tion that financial fraud had become too sophisti-
cated for the then-existing statutes prohibiting it,
convinced Congress to address the problem directly
and enact a specific bank fraud statute that would
allow the government to prosecute a much broader
spectrum of bank fraud. Although the decision to
enact a comprehensive bank fraud statute has signif-
icant federal implication, because it shifts the pri-
mary law enforcement role for bank fraud from the
states to the federal government, this issue has re-
ceived very little attention.

COST AND FORMS OF BANK FRAUD

How significant are bank losses due to fraud? Fraud
losses in the financial industry are difficult to deter-
mine. Although estimates of fraud committed by
bank officials in the United States may be unreli-
able, some analysts suggest the loss of savings and
loan fraud perpetrated during the 1980s and 1990s
alone cost tax payers over $1 trillion.

For the period of April 1, 1996 through Sep-
tember 30, 2002, the Federal Bureau of Investiga-
tion (FBI) received 207,051 Suspicious Activity
Reports (SARs) for criminal activity related to bank
fraud: check fraud, check-kiting, counterfeit checks,
and counterfeit negotiable instruments. These
fraudulent activities accounted for 47 percent of
the 436,655 SARs filed by U.S. financial institutions
(excluding Bank Secrecy Act violations), and
equaled approximately $7 billion in losses.

Bank fraud takes many forms. In most in-
stances, bank fraud involves small amounts of
money and a relatively simple transaction. The
most common bank fraud committed by outsiders
is check fraud. Check fraud is the forgery, alter-
ation, counterfeiting, or knowing issuance of a
check on an account that has been closed or has in-
sufficient funds to cover the amount for which the
check was written.

Closed-account fraud relies upon the time that
it takes a bank transaction to be processed or “float
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time.” The float time offers a window of opportu-
nity for the criminal to defraud the financial institu-
tion. An act similar to closed-account fraud is
check-kiting. Check kiting requires multiple bank
accounts and the movement of fictitious funds be-
tween those multiple bank accounts. Like closed-ac-
count fraud, the check-kiter also takes advantage of
the time necessary for a bank transaction to be
processed in order to create fraudulent balances. A
check-kiter will deposit a check drawn on one bank
into a second bank without having adequate funds
in the first account to cover the check. When the
deposit is made, the second bank grants the deposi-
tor credit, allowing the customer to draw checks
against funds not yet collected by the bank. The
check-kiter then writes a check on the second bank
and deposits into the first bank to cover the original
check. The perpetrator’s plan is to continue writing
checks between accounts to cover insufficient
funds.

Another relatively simple type of fraud involves
opening a new bank account using false identifica-
tion. After depositing altered or counterfeited
checks into the account, the offender then makes
withdrawals for a large portion of the account bal-
ance before the bank realizes it has been victimized.

The process of altering a check is another form
of check fraud. Chemical modification to checks or
check-washing is one of the most popular forms of
alteration. Check-washers use acid-based household
chemical solutions to alter or erase particular pieces
of information on the checks, such as payee name
and payment amount. Check-washers may then add
new information to the checks using a typewriter,
laser printer, or other means to make the checks
payable to themselves or to co-conspirators while
also increasing the amount payable.

BANK INSIDER FRAUD

Insider abuse often involves defrauding the bank,
and is a technical term that refers to a wide range of
misconduct by officers, directors, and insiders of fi-
nancial institutions committed with the intent to
enrich themselves without regard for the safety and
soundness of the institution they control, in viola-
tion of civil banking laws and regulations and, per-
haps, also in violation of criminal banking laws. The
term criminal misconduct refers strictly to criminal
acts committed by such insiders against the institu-
tions they control. Thus, insider abuse does not

necessarily involve criminal misconduct. However,
there is usually a very thin line between insider
abuse and bank fraud. The difference between
fraud, which is illegal, and abuse, which is legal but
not good, is a matter of interpretation. It is up to a
jury to decide which side of the line the accused is
on; and the so-called bad guys frequently get off, de-
spite the best efforts of the FBI, regulators, and oth-
ers. Equally important, insider abuse and fraud lead
to unsafe or unsound banking practices, such as ex-
tending credit that is inadequately secured, failing
to maintain internal controls, and paying excessive
cash dividends.

Self-dealing is a common form of insider abuse.
It refers to insiders putting their own self-interest
above the interest of the bank. One form of self-
dealing is when an insider uses her authority to
grant loans to herself, or a related business, at pref-
erential terms or using lower credit standards, with
the intent of making profit in that business. For ex-
ample, banking regulators sued the National Bank
of Georgia, Calhoun First National Bank, and T.
Bertram (Bert) Lance, an insider, for engaging in cer-
tain unsafe and unsound banking practices that vio-
lated federal securities laws.

Lance was the former Jimmy Carter administra-
tion budget director who resigned that post because
of his banking practices. The complaint alleged that
credit (loans and overdrafts) was extended to Lance,
his relatives, and his friends on preferential terms
and without regard to their creditworthiness. The
extension of the credits caused liquidity problems
at Calhoun bank.

To solve the problems, Calhoun bank trans-
ferred troubled loans to other banks, but Calhoun
bank concealed the transfers by making misleading
entries in its books. The loans were not reflected on
Calhoun’s financial statements, and no adjustment
was made to the provision for loan losses for some
of the transactions. The result was that earnings and
assets were overstated, and the bank failed to dis-
close its true financial state to banking regulators
and investors.

Bank failures of the late 1980s and early 1990s
resulted from bank fraud in large commercial and
real-estate transactions, and they frequently in-
volved insider participation. The five most com-
mon types of schemes that result in major frauds
include: nominee loans, double-pledging of collat-
eral, reciprocal loan arrangements, land flips, and
linked financing.
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One form of bank fraud can include identity theft to gain ac-
cess to bank funds with false identification.

Nominee loans. These are loans obtained by one
person on behalf of another undisclosed person.
The nominee, or “straw borrower,” may have no in-
volvement in the loan transaction other than to ob-
tain the funds and pass them on to someone else
who does not want their own identity known.

Double-pledging of collateral. The same collateral
is used at two or more financial institutions to ob-
tain loans. The lenders are unaware that the collat-
eral is pledged on another loan. The combined
amount of the loans exceeds the value of the collat-
eral.

Reciprocal loan arrangements. These are loans
made between insiders in different financial institu-
tions that lend funds to each other. A variant of this
device is to sell loans to other institutions with the
agreement to buy loans from that institution. The
purpose of such agreements is to conceal the loans
or sales from bank examiners.

Land flips. This refers to the transfer of land be-
tween related parties in order to fraudulently inflate
the value of the underlying property. The land with
the inflated values is used as collateral for loans. The
amount of the loans frequently exceeds the actual
value of the underlying property.

Linked financing Large amounts of funds are de-
posited in a financial institution, using brokered de-
posits or some other means, with the understanding
that the institution will make a loan conditioned on
the deposit. The loans may be used to finance land
flips or other types of deals.

Some of these schemes, such as linked financing
and land flips, are not necessarily illegal by them-
selves. However, they usually occur in connection
with willful misapplication of funds, making false
statements, willfully overvaluing property, and
other illegal activities.

Although these types of transactions are pre-
sented separately, they often occur in combination.
For example, large-scale fraud involving real estate
requires two misrepresentations. The first essential
misrepresentation is that the value of the property
is inflated. The second misrepresentation concerns
the creditworthiness of borrowers. The crooks mis-
represent their own creditworthiness, the creditwor-
thiness of the buyers they control, and the value of
the properties by using false income-tax returns and
false financial statements. Property values are usu-
ally inflated by using a “double escrow” or a “straw
buyer.”

In a double escrow, the same property is sold si-
multaneously to two separate parties controlled by
the perpetrator. The first transaction is from a legit-
imate seller at a fair market price to a buyer who is
controlled by the perpetrator. The second sale is
from the first buyer to the second, both of whom
are controlled by the perpetrator. The second sale is
made at two or three times the fair market price. In
some cases the value is inflated as much as 20-fold
by using improper appraisals. This type of opera-
tion is also used in connection with a land flip. If a
straw buyer is used, the straw buyer buys the prop-
erty from the legitimate seller at the fair market
price. Then the property is sold again, but at a
higher price to a buyer who will qualify for a loan
on the property at an inflated value.

To obtain inflated appraised property values,
the perpetrators hire real estate appraisers from dis-
tant locations who want to increase their fee in-
come, or who may also be criminals. The appraisers,
who are not familiar with the property, are provided
with false information about the comparable worth
of properties in the area. To illustrate this process,
one bank loaned over $54 million on an office com-
plex and relied on a borrower-ordered appraisal.
The appraisal did not consider that more than one-
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half of the rentable space was leased at rates that
were 50 percent below the current market prices, or
that occupancy levels were low in nearby compara-
ble properties due to overbuilding. The result of
such actions is faulty and inflated appraised values.

Then “loan packages,” including financial state-
ments, appraisals, and other information are pre-
sented to prospective buyers by “loan brokers” or
others pretending to be independent and objective
third parties. The buyers of the overvalued real es-
tate are individuals, limited partnerships, or finan-
cial institutions that rely on the honesty and
thoroughness of the independent and objective
third parties. Rarely do buyers do their own credit
analysis or appraisals, especially if the property is at
a distant location.

NEW FRAUD OPPORTUNITIES

As computers proliferate at work and home, there
are more opportunities for criminals to use com-
puters to facilitate check and credit-card fraud. The
use of relatively inexpensive computers, scanners,
and printers, with capabilities often referred to as
desktop publishing, has enhanced the ability of
criminals to manufacture their own brand of coun-
terfeit checks. Computers loaded with sophisticated
graphics capabilities can be purchased from most
computer and office-supply stores. Counterfeiters,
with the aid of computers, can duplicate corporate
and payroll checks, travelers’ checks, credit cards,
certified bank checks, money orders, currency, and
other negotiable instruments, as well as personal
identification such as drivers’ licenses and social se-
curity cards.

According to the American Bankers Associa-
tion, the most common type of check fraud in 1999
was forgery. More than one-third of fraud cases and
fraud losses were attributed to forgery. According
to a study conducted by Ernst & Young, 500 mil-
lion checks are forged annually in the United States,
resulting in losses of $10 billion.

The burgeoning use of the internet and ad-
vanced technology, coupled with increased invest-
ment and expansion, has intensified competition
within the financial sector. With lower costs of in-
formation-processing, legitimate companies have
found it profitable to specialize in data-mining, data-
warehousing, and information brokerage. This
wealth of available personal information creates a
target-rich environment for today’s sophisticated

criminals, many of whom are organized and operate
across international borders.

Simply stated, identity crime is the theft or mis-
use of an individual’s personal or financial identi-
fiers in order to gain something of value or to
facilitate other criminal activity. Types of identity
crime often involve financial loss to a bank. Identity
crimes are often associated with other crimes such
as narcotics, organized crime, mail fraud, money
laundering, immigration fraud, and terrorism.

MONEY LAUNDERING

In addition to identity theft, improved technology
has benefited criminals attempting to defraud banks
through money-laundering. Money-laundering is a
frequently used criminal scheme in which illicit
cash is introduced into financial systems by usurp-
ing bank-reporting requirements. The U.S. Treasury
Department views money-laundering as the corner-
stone of financial operations among international

Five hundred million checks are forged annually in the
United States resulting in losses of $10 billion.
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organized crime groups. Because most criminal in-
come is in the form of cash, these profits are unus-
able in a contemporary, cashless banking system.
Criminal organizations move their cash profits
through financial institutions to legitimize the
money and provide them access to the funds.
Money-laundering is classified as a type of banking
fraud because launderers not only avoid bank re-
porting regulations but, by using deceit, also fraud-
ulently convert illicit cash profits into legitimate
assets. Their goals are to subvert bank-reporting
procedures, disguise the source of the assets, and in-
troduce the cash into cashless banking channels.

There are several methods of introducing the il-
licit cash into legitimate financial circles. There are
four common money-laundering techniques: bank
methods, smurfing, currency exchanges, and dou-
ble-invoicing.

Bank methods include various exchange trans-
actions in which cash is converted by currency trad-
ing, exchange for treasury bills, bank drafts, letters
of credit, travelers’ checks, cashiers’ checks, bank
wire transfers, or other noncash monetary instru-
ments. This conversion method is effective if the
launderer is able to change cash into any noncash fi-
nancial instrument which can be used in deposit or
spending transactions.

Smurfing is a process of making numerous cash
deposits into several bank accounts. This launder-
ing tactic depends on depositing quantities of cash
just under the minimum amount banks are required
to report to the Treasury Department. By making
deposits into numerous bank accounts in a short
period of time, smurfing techniques launder a sig-
nificant amount of cash without being detected by
bank transaction reporting.

To avoid traditional financial institutions,
money launderers often use currency exchanges to
convert U.S. cash into foreign currency, which is
later processed through banks. This ploy establishes
a false corporation to receive the converted cash in
foreign jurisdictions. Once the cash is converted
into foreign currency, it can be introduced into le-
gitimate banking channels and utilized by the
money launderer.

In another strategy, double-invoicing disguises
financial gains by invoicing a domestic or foreign
commercial subsidiary at an inflated price for mer-
chandise and depositing the profits. Thus, the
source of the funds is hidden by manipulating the
documentation of business income.

In addition to these four laundering methods,
criminal organizations purchase and operate their
own banks to mask money-laundering activities by
failing to comply with bank transaction reporting
laws. This is the most difficult money-laundering
method to detect.

Lastly, perhaps the most unsophisticated, yet ef-
fective, money-laundering method is to transport
physically large quantities of cash outside of the
United States to deposit in foreign bank accounts,
in violation of U.S. currency reporting laws. Ac-
cording to U.S. Treasury estimates, these laundering
techniques are responsible for $100 billion in U.S.
illegal drug profits passing through financial institu-
tions.

Since the 1992 peak of the savings and loan cri-
sis, the FBI has been able to refocus its investigative
efforts from failed financial institution cases to
other high-priority cases. At the close of fiscal year
2002, the total number of pending financial institu-
tion investigations in the FBI was 7,305. Of this
total, 71 failure cases, or less than 1 percent, in-
volved criminal activity related to a financial institu-
tion. This statistic reflects a 91 percent reduction in
failure investigations since the July 1992 peak of
758 cases.

However, as the number of failure investiga-
tions has declined, the number of major financial
institution fraud investigations has remained sub-
stantial. Since then, external fraud schemes have re-
placed insider abuse as the dominant financial
institution fraud problem confronting financial in-
stitutions. In many instances, the international as-
pects associated with many of these schemes have
increased the complexity and severity of the fraud
being committed.

SEE ALSO
check-kiting; money-laundering; land flips; forgery;
counterfeiting.
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Bank of Credit and
Commerce International

ON JULY 5, 1991, the Bank of England and Luxem-
bourg and Cayman Islands authorities froze the de-
posits of the Bank of Credit and Commerce
International (BCCI) and closed its branches. BCCI
had offices in 70 countries and 14,000 employees.
More important, the bank had a negative value of
£7 billion and estimated losses of £12 billion.
Founded in 1972 by the Pakistani banker Agha
Hasan Abedi, BCCI had been mired in scandal
since a U.S. federal grand jury in Tampa, Florida, on
October 4, 1988, indicted the bank and 10 bank ex-
ecutives for laundering drug money. Pundits began
to call BCCI the Bank of Cocaine and Criminals In-
ternational.

The investigations leading to the court case
prompted the Bank of England and other interested
national banking authorities to form a college of
regulators to monitor BCCI in May 1988. However,
it took three years and two months for the Bank of
England and other interested parties to decide to
close the bank. The Bank of England’s tardy re-
sponse to this and other indications of fraudulent
activity at BCCI was heavily criticized by an official
inquiry in Britain under the chairmanship of Lord
Chief Justice Bingham, and a subcommittee of the
U.S. Senate Committee on Foreign Relations under
the chairmanship of Senator John Kerry (D-MA).
In 2001, the UK House of Lords took the unprece-
dented step of granting BCCI’s creditors to sue the
Bank of England for willful misconduct.

Abedi formed BCCI in 1972 with the relatively
small amount of capital of $2.5 million. The Bank
of America had a 25 percent stake in the new bank,
which was incorporated in Luxembourg. Offices
were also opened in UK, Oman, and the United

Arab Emirates. London was, however, the de facto
headquarters of BCCI. In public, Abedi’s stated
aim was to create “a world bank, a global bank for
the Third World.” BCCI made a series of vast loans
to a small number of respectable and powerful
Middle Eastern and Pakistani businessmen and
leaders, including the ruler of Abu Dhabi, and pres-
ident of the United Arab Emirates Zayed bin Sultan
al-Nahyan.

These loans worried the Bank of America and
were perhaps the downfall of BCCI. During the
1970s, the bank made a series of enormous loans to
the Gulf Group, a shipping firm controlled by the
Gokal family. When Gulf appeared close to bank-
ruptcy in 1980, BCCI poured more money into the
firm to keep it afloat and disguise the bank’s expo-
sure from regulatory authorities who might close it
down. Other bad loans and attempts to expand the
bank’s operations into North America added to the
bank’s woes. Throughout the 1980s, bank execu-
tives plundered accounts to conceal massive losses.
The bank also sought new customers to balance the
books. In 1983, BCCI bought a Colombian bank
with branches in Medellin and Cali.

The authorities received several warnings of the
fraudulent activities of the bank. In 1975, U.S. au-
thorities stopped BCCI from taking over two New
York banks. Two vyears later, U.S. authorities
blocked another attempt to acquire a U.S. bank, Fi-
nancial General Bankshares. In 1985, the Bank of
England received an anonymous letter alerting them
to the bank fraud. In 1988, BCCI was indicted for
money-laundering in Florida.

In 1990, Price Waterhouse, BCCI’s sole auditor
since 1988, published two reports indicating large-
scale fraud at the bank. The Bank of England admit-
ted receiving the first indication of fraudulent
activity at BCCI in January 1991. The spectacular
failure of the Bank of England to supervise BCCI
has prompted conspiracy theorists to speculate that
the British intelligence community used BCCI to
channel funds to agents and gather intelligence on
drug barons and terrorists.

SEE ALSO
bank fraud; accounting fraud; money laundering; United
Kingdom.
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Bank Secrecy Act

THE BANK SECRECY ACT (BSA, Public Law 91-
508), signed by President Richard Nixon in 1970,
was formulated in order to detect illegal activities
by tracking suspicious financial transactions. Also
known as the Currency and Foreign Transactions
Reporting Act, the BSA is a major crime-fighting
tool used by different U.S. government agencies, in-
cluding the Internal Revenue Service (IRS) and the
Federal Bureau of Investigation (FBI).

Since the enactment of the BSA, it has been
amended multiple times. These substantial modifi-
cations to the BSA include the Anti-Drug Abuse
Act of 1986, which contained the Money Launder-
ing Control Act of 1986, and the Money Launder-
ing Suppression Act of 1994. These acts enhanced
the enforcement effectiveness of the law by making
money-laundering a criminal activity, requiring re-
searchers to develop more successful examination
methods, and calling for more examiner training in
order to better identify suspicious schemes at finan-
cial institutions.

In its current form, the BSA requires that all fi-
nancial institutions comply with certain provisions
and that banking officials formulate internal com-
pliance programs in order to do so. In its simplest
form, an internal compliance program must be
written, approved by the directors, and include a
structure of internal controls to guarantee compli-
ance with the BSA, external or internal auditing of
the institution’s compliance, daily supervision by a
specified person, and training for the money-track-
ing personnel. The internal controls are required by
the BSA to be comprehensive and effective. They

must detail the monitoring of opening and closing
accounts and transactions-reporting procedures. Se-
nior management at a financial institution must be
updated regularly with compliance and audit re-
ports in order to ensure their knowledge of compli-
ance. Also, the BSA must be an integral factor of a
job offer’s description and it has to be one of the
conditions of employment.

Testing by external or internal auditors is an es-
sential check to ensure that there are no lapses in
compliance. Auditors are required by the BSA to
monitor a financial institution’s internal compli-
ance program and evaluate the employee’s knowl-
edge concerning BSA requirements, the quality of
the BSA training program, and observe the bank’s
ability to identify suspicious activity.

The designation of a compliance officer and the
establishment and maintenance of a BSA training
program are two other components of an internal
compliance program. A qualified employee directly
employed by the financial institution is required to
oversee all the components of the BSA internal
compliance program, including the training pro-
gram. Training must involve all relevant banking
personnel, whether an employee is a bank teller or a
bank president. It is essential that the training pro-
gram be updated often to address new bank-crime
schemes and new regulations.

According to the BSA, there are five reporting
requirements with which banks must comply. These
reports include an IRS form detailing any transac-
tion amounting to over $10,000, a U.S. Customs
form for anyone who transports, mails, or receives
foreign currency over $10,000, and a Department of
Treasury form with a list of a customer’s foreign ac-
counts that exceed $10,000. The Suspicious Activ-
ity Report (SAR) is another form, which must be
submitted to the Department of Treasury that de-
tails any transaction, which is deemed to be suspi-
cious. Also, an exemption report must be filed
every other year in order to gain authorization for
an exempt customer.

Guidelines are set for record-keeping as well.
Banks must keep records of each transaction be-
tween $3,000, $10,000, and higher, along with iden-
tity verification of the customer. Also, records of
fund transfers between banks of any amount above
$3,000 must be kept and reported.

To help overcome these bookkeeping tasks, a
number of computer programs were created, in-
cluding the Currency Reporting System, which
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records data and automatically produces the neces-
sary IRS forms, and the Wire Transfer Control Sys-
tem, which is able to interface with other federal
bank programs and generate the reports required by
the Department of Treasury.

Enforcement of the BSA really depends upon
bank employees’ ability to recognize and report sus-
picious activities and illegal conduct. BSA training
guides stipulate numerous signals of foul play. For
example, suspicious activities include opening sev-
eral accounts and constantly transferring substan-
tial amounts of money; frequent, large transactions
in cash; complete repayment of a loan with no ex-
planation as to the source of the repaid moneys;
large wire transfers from foreigners; frequent ex-
changes of small bills for large bills in substantial
amounts; and the purchase of cashier’s checks or
money orders with large amounts of cash. Conse-
quently, the BSA requires that banking officials
work closely with federal investigations and daily
confront problems like drug-trafficking and money-
laundering.

SEE ALSO
money laundering; drug trafficking; check kiting; bank
fraud.
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Banker’s Trust

EMPLOYEES OF Banker’s Trust Company took
advantage of derivatives trading to steal from such
customers as multinational consumer goods firm
Procter & Gamble, and greeting card company Gib-
son Greetings from 1991 to 1994.

The situation led to reforms in the derivatives
market and, by forcing Banker’s Trust to reorient its
business away from derivatives trading, contributed
to its takeover by Deutsche Bank. Derivatives are a

family of complicated transactions used either to
hedge the risk of a financial market or index, or to
speculate upon it. As such, the transactions involve
a high degree of risk and provide salespeople with
high profits.

Banker’s Trust employees did not fully explain
derivatives to their customers. Bank employees con-
centrated primarily on the New York interest rate
desk and the New York corporate desk exploited
weaknesses in the derivatives business for their own
purposes.

In one case, a trader used his facility with math-
ematics to develop a formula for a leveraged deriva-
tive product that concealed the amount of leverage
embedded in the product. Attempts by the bank’s
internal control departments to enforce appropriate
standards, such as determining if a transaction was
suitable for a customer, were suppressed by senior
management. The bank executives, including chair-
man Charles S. Sanford, Jr., proved more interested
in marketing lucrative derivatives than in protecting
the financial well-being of its clients.

When exposed, Banker’s Trust fired the guilty
employees who still remained with the firm. It set-
tled lawsuits with its defrauded customers and four
regulatory agencies. These agencies, the Commod-
ity Futures Trading Commission, Federal Reserve,
New York State Banking Department, and the Secu-
rities and Exchange Commission, subsequently is-
sued a report recommending changes in the
derivatives business.

Many of the recommendations have become
standard operating procedure in the industry, in-
cluding the practice of keeping written policy man-
uals and requiring that non-English speaking
customers receive adequate disclosure of the terms
and risks of derivatives in a language that they can
clearly understand. The agencies also acknowledged
that Banker’s Trust Company had not made any in-
stitutional effort to defraud, mislead, or take advan-
tage of its banking customers and that many of its
employees had acted properly.

SEE ALSO
bank fraud; accounting fraud; securities fraud; Securities
and Exchange Commission.
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bankruptcy fraud

BANKRUPTCY REFERS to the act of declaring
one is incapable of paying debts. The laws relating
to bankruptcy were designed to protect both indi-
viduals and corporations in the event that a finan-
cial disaster were to strike; more specifically, the
laws were developed to prevent people and compa-
nies from losing all of their property. Occasionally,
however, a debtor will fraudulently claim bank-
ruptcy. The debtor may attempt to conceal her as-
sets, she may lie about debt, or she may file multiple
claims of bankruptcy in an attempt to defraud cred-
itors.

Historically, the filing of a claim of bankruptcy
imparted a sense of failure on the part of the
debtor. However, as the procedure has become
more established in society there has been a 500 per-
cent increase in bankruptcy filings. Of this number,
10 percent involve fraudulent claims. There are four
commonly encountered fraud schemes: conceal-
ment of assets fraud, petition mills, multiple filing
schemes, and bust-out schemes.

CONCEALMENT OF ASSETS FRAUD

When a debtor files for bankruptcy he is required
to list all assets so that creditors will have the op-
portunity to claim a share of the earnings from the
sale of these assets. However, under this form of
fraud, the debtor will intentionally neglect to list all
assets. The criminal belief is that creditors cannot
obtain payment from the sale of assets that are not
known.

There are several variations of this scheme. In
one variation, the debtor will transfer the assets she
wishes to keep to the name and financial accounts
of a family member who has good credit. Another
variation involves the debtor hiding cash assets in
accounts oversees and outside the legal jurisdiction
of U.S.-based creditors.

Concealment of assets is the most commonly
encountered form of bankruptcy fraud, with over

two-thirds of all fraudulent bankruptcy cases in-
voking variants of the scheme.

PETITION MILLS

Petition mills take advantage of poor debtors who
wish to save their homes. Under this form of fraud,
a tenant will be contacted by an agency offering to
work with the debtor’s landlord to prevent eviction.
The debtor then agrees to pay the agency for their
services. Many times these agencies have no inten-
tion of contacting the landlord. Instead, the agency
will take the personal information collected from
the debtor and file bankruptcy without the tenants’
knowledge. The tenant continues paying the agency,
while the agency will extend the eviction process
out over several months. By the time the tenant re-
alizes that he has been duped, his credit has been de-
stroyed, his bank account has been drained, and his
home has been taken. These operations are seeing
increased use in larger metropolitan and urban
neighborhoods where the population consists of
large numbers of poor people. Some petition mills
operations also operate under the guise of credit-
counseling services. The activities are similar, only
the pretense changes.

Debtors are still charged for the services of the
credit counselor who is filing bankruptcy in the
debtor’s name without permission, instead of
working with creditors. In the end, when the
scheme is discovered, the debtors will find that
counselors have made their credit record worse, and
that they have lost the money spent on counseling.

MULTIPLE FILINGS SCHEMES

These operations work in much the same manner as
the concealment of assets frauds. In both instances,
the debtor declines to list all of her assets when she
files for bankruptcy. Unlike concealment of assets,
these operations are repeated multiple times in sep-
arate states. Individuals who engage in this form of
fraud will travel from state to state filing bank-
ruptcy claims in each state.

Many times the debtor will use her own per-
sonal identifying information, including: social se-
curity number, birth date, and name. However,
when this information becomes unusable, the
debtor will move to the use of illegally obtained in-
formation. By combining fraudulent bankruptcy
skills with the skills of an identity thief, the debtor
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can move from state to state filing bankruptcy
claims in the names of unknowing victims.

BUST OUT SCHEMES

Bust out schemes have long been a problem but
have only recently been classified by many scholars
as bankruptcy fraud. Historically, individuals who
engaged in this type of activity were labeled as care-
less but not criminal; today, the same cannot be
said. When an individual is engaged in a bust out
scheme, he or she will apply for as much credit as
possible and then fail to pay on any of the accounts.
Once the debtor has maximized the number of
credit accounts that can be offered, then he will file
the bankruptcy claim with no intention of ever pay-
ing back the goods. Often, these activities involve
buying luxury items that may not be reclaimed by
creditors during the bankruptcy proceedings.

One of the most famous incidents of bank-
ruptcy fraud involves the activities of Robert Bren-
nan. Brennan was suspected of numerous financial
crimes but was eventually convicted of bankruptcy
fraud. During the mid-1990s, Brennan became in-
volved in a scheme where it became apparent that
he was going to owe the Securities and Exchange
Commission (SEC) approximately $75,000,000. To
avoid losing everything, Brennan secured a large
amount of liquid assets, including several million
dollars worth of New York state bearer bonds and
several hundred thousands of dollars worth of
casino chips from the Mirage Casino. Eventually, in-
vestigators were able to track down Brennan’s ac-
counts and he was charged and convicted of
bankruptcy fraud.

In response to the growing problem of bank-
ruptcy fraud, numerous federal law enforcement
agencies including the U.S. Secret Service, the Fed-
eral Bureau of Investigation, the United States
Postal Inspection Service, and the Internal Revenue
Service, have joined forces to begin actively prose-
cuting those who attempt to defraud creditors
through bankruptcy fraud. Individuals who are
found guilty of bankruptcy fraud may be sentenced
to a fine of up to $250,000 and a prison sentence of
up to 5 years.

Individuals are also no longer the only ones
being investigated by federal law enforcement. Cor-
porations are now frequently investigated for their
role in fraudulent bankruptcy-related activity. The
emphasis on bankruptcy fraud has moved from a

reactive nature to that of a proactive nature. Several
cooperative efforts among the various law enforce-
ment agencies have resulted in large scale sting oper-
ations designed to deter others from committing
bankruptcy fraud.

After all, one of the more commonly cited as-
sumptions in handling white-collar crime investiga-
tions is the fact that the individuals committing the
crime are more deliberate and are therefore more
likely to be deterred by prosecution of others who
are committing similar criminal acts. Whether this
statement is true remains to be seen; however, reac-
tive strategies have not worked and so there would
appear to be little harm in subscribing to such a
proactive strategy.

Another modification in the response to bank-
ruptcy fraud is the focus on prosecuting account-
ants and other professionals in the financial
industry. The theory being that these are the indi-
viduals who are responsible for large-scale increases
in fraudulent bankruptcy claims. Individuals may
not be familiar with how bankruptcy operates, but
accountants and financial advisers who engage in
bankruptcy fraud can encourage criminal activity.
There are a large number of individuals who may
file bankruptcy, but the number of these “one-
timers” is far outweighed by the number of fraudu-
lent claims that can come from bankruptcy fraud
professionals.

SEE ALSO
accounting fraud; stock fraud; Securities and Exchange
Commission.
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Barings Bank

ON SUNDAY, February 26, 1995, the banking
world was stunned by the announcement that Bar-
ings Bank, Britain’s oldest merchant bank, had col-
lapsed. Barings owed £827 million on financial
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derivatives contracts, but the bank’s entire assets
amounted to little over £540 million. Barings’ exclu-
sive clientele, which included the British Royal Fam-
ily, stood to lose all the money they had invested in
the bank. The fact that one trader at Barings’ Singa-
pore office had accumulated the losses revealed the
bank’s lack of effective internal controls, and un-
dermined confidence in the “gentlemanly” capital-
ism practiced by traditional merchant banks.

BARINGS HISTORY

Founded by Sir Francis Baring in 1762, Barings
Bank was Britain’s oldest merchant bank and had fi-
nanced the Napoleonic Wars, the Louisiana Pur-
chase, and the construction of the Erie Canal;
managed French reparations after Napoleon’s defeat
at Waterloo; acted as agents for Imperial Russia and
the U.S. federal government; and issued bonds for
the Chinese and Japanese governments. In 1890,
Barings Bank narrowly avoided collapse due to
over-exposure in Latin America. The bank was less
fortunate in 1995 when it found itself in a similar
position in the Far East.

During the late 1980s and early 1990s, Barings
expanded its brokering operations in Asia, particu-
larly in Singapore. In 1987, Barings Securities Lim-
ited (BSL), the brokering arm of Barings,
established Baring Securities Singapore Limited
(BSS), opening an office in Singapore. Initially, BSS
focused on trading in equities, but its volume of fu-
tures trading on the Singapore International Mone-
tary Exchange (SIMEX) grew quickly. As BSS did
not have a seat on the exchange, the firm had to pay
commissions on its transactions. A decision was
made to cut out the middle-man, buy a seat on the
exchange, and hire futures traders. Senior managers
authorized the futures traders to carry out futures
and options transactions on behalf of clients, or the
Barings group, and trade in Nikkei-225 futures con-
tracts listed on the Osaka Securities Exchanges
(OSE) and SIMEX, in order to profit by small dif-

ferences in the price of futures on the exchanges.
ROGUE TRADER

In 1992, BSS appointed Nick Leeson general man-
ager of the new futures operation, granting him the
authority to hire trading (front office) and settle-
ments (back office) staff. Leeson had no experience
in trading prior to his new appointment. His inex-

perience was deemed unimportant as the general
manager’s job did not involve direct trading. How-
ever, Leeson decided to take the necessary exams to
qualify as a trader. Once Leeson passed his exams,
he combined the roles of general manager and head
trader. He was also de facto head of settlements as
his inexperienced back office staff deferred to his
greater back office experience. Assuming these
three roles allowed Leeson to circumvent Barings’
internal controls, as he could initiate a transaction
and determine how it was recorded and settled.

In July 1992, Leeson used his control of front
and back offices to open Error Account 88888. This
was the account that he used to conceal trading
losses and exaggerate his earnings, thus boosting his
bonus. In his autobiography, Leeson claims that he
used the account to hide embarrassing mistakes
made by his inexperienced staff. However, Leeson
was soon using the account to conceal his massive
losses on unauthorized trading in Nikkei futures. At
the end of 1992, the account showed a loss of £2
million increasing to £23 million at the end of 1993.
Leeson’s losses grew massively in 1994. Shortly be-
fore the Kobe, Japan, earthquake on January 17,
1994, Leeson sold put options (right to buy) and
call options (right to sell) on the Nikkei simultane-
ously. The Nikkei fell slightly after the earthquake
and Leeson panicked. He bought a vast amount of
Nikkei futures in a vain attempt to stop the index
from falling, further racking up the losses that
broke Barings a year later.

The size of the losses was not discovered until
Leeson fled Singapore on February 23, 1995. Three
days later, Barings collapsed with debts of £827 mil-
lion. On March 6, 1995 the Dutch financial services
group Internationale Nederlanden Group (ING) ac-
quired Barings Bank for the token sum of £1. Re-
named ING Barings, the bank became the
investment banking arm of ING.

SEE ALSO
bank fraud; stock fraud; securities fraud; bond fraud;
Leeson, Nick.
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BASF

FOUNDED IN 1865, BASF (Badische Anilin- &
Soda-Fabrik) of Ludwigshaffen, Germany, pio-
neered the industrial manufacture of dyestuffs. In
2003, BASF operated more than 100 large manufac-
turing sites and supplied chemicals and plastics to
customers in more than 170 countries.

In 1925, BASF merged with Bayer, Hoechst and
three other companies to form I.G. Farbenindustrie
AG. Between 1933 and 1945, I.G. Farben played a
central role in the Nazi economy. During World
War II, the company manufactured poison gas used
at extermination camps, and employed forced labor
and slave labor. The strength of the links between
I.G. Farben and the Nazi regime prompted the Al-
lies to order the dissolution of the company in
1945, and several company directors and senior
managers were tried for war crimes and crimes
against humanity.

In 1952, a newly formed BASF inherited the
Ludwigshaffen manufacturing site, marking the be-
ginning of a new phase of plastics-driven growth.
From the 1960s onward, the company internation-
alized its manufacturing and marketing operations,
moving into North America and Asia, and sought
to vertically integrate its operations, acquiring or
developing businesses making consumer products
or high value-added products. The creation of a
horizontally and vertically integrated company has
made BASF vulnerable to accusations of price-fix-
ing, and the company has fallen afoul of antitrust
authorities in several countries. However, these
cases pale in comparison to the recent case of vita-
min price-fixing.

At the end of the 1990s, U.S. antitrust investiga-
tors uncovered a series of cartels to fix the price of
vitamins led by Hoffman-La Roche and BASF, then
the world’s two largest producers of vitamins. In
May 1999, BASF and Hoffman-La Roche pleaded
guilty to charges brought by the U.S. Department of
Justice that they led and participated in a worldwide

conspiracy to raise and fix prices, and to allocate
market shares for certain vitamins between January
1990 and February 1999. Hoffman-La Roche and
BASEF agreed to pay fines of $500 million and $225
million respectively. This prompted similar investi-
gations by the antitrust authorities in Australia,
Canada, and Europe.

The European Union investigation resulted in
BASEF, Hoffman-La Roche, and six other companies
being fined record amounts for colluding to fix the
price of vitamins. Hoffman-La Roche and BASF
were fined approximately $462 million and $296
million respectively for participating in 12 separate
cartels. According to the European Union Compe-
tition Commissioner Mario Monti, the case was
“the most damaging series of cartels the commis-
sion has ever investigated.”

SEE ALSO
price fixing; antitrust; Justice, Department of.
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Baycol

BAYCOL (or Lipobay and Cerivastatin) is a drug
used to lower LDL (bad) cholesterol levels, thereby
reducing the probability of a heart attack. Baycol
belongs to a class of drugs known as statins that are
designed to block the production of an enzyme that
generates LDL.

It is very powerful and is therefore prescribed in
low doses of 0.4 and 0.8 milligrams (mg). Baycol
was released in the United States in 1997 by Bayer
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AG, an enormous German conglomerate that man-
ufactures chemicals and pharmaceuticals for global
distribution.

By 1998, reports were being forwarded from
physicians indicating adverse side effects from Bay-
col. In 1999, the Food and Drug Administration
(FDA) approved the use of a potent dosage (0.4 mg)
of Baycol. Several million people worldwide were
taking Baycol and, in the process, were generating
several hundred million dollars in profits for Bayer
AG.

In 1999, Bayer AG responded to growing re-
ports regarding the dangers of Baycol by issuing a
warning on the drug’s label and sent notices to doc-
tors about the risks of prescribing Baycol in con-
junction with a cholesterol drug called gemfibrozil,
known on the market as Lopid.

In 2000, Bayer AG received approval from the
FDA for a stronger, 0.8 mg version of Baycol even
though the company had received a growing body
of information stating that Baycol users were at a
significantly higher risk of contracting rhabdomyol-
ysis, a condition that dissolves muscle cells, releas-
ing toxic chemicals into a patient’s blood.
Symptoms of rhabdomyolysis include, among oth-
ers, dark urine, severe muscle pain, fever, dizziness,
and vomiting—Ileading to an increased risk of kid-
ney failure, paralysis, and (ironically) heart disease.
By August 2001, the FDA announced that 31 Amer-
icans had died from taking Baycol with an unknown
number of patients otherwise injured from the
medication.

Also in August 2001, Bayer AG announced that
it would remove Baycol from all global markets ex-
cept Japan. Several hundred lawsuits against Bayer
AG were settled, while several thousand additional
lawsuits were ongoing. The company suffered a sig-
nificant drop in its share values and has lost hun-
dreds of millions of dollars in revenues and
settlements, firing thousands of employees in an at-
tempt to recoup these losses. Particularly notewor-
thy is the growing evidence that Bayer AG knew of
the potentially lethal side effects of Baycol, but con-
tinued to market the drug. Its company report in
2001 stated that “The safety and health of our pa-
tients [has] priority over economic interests.”

Roughly 100 deaths and 1,600 injuries have
been reported in connection with Baycol use since
1997. Additional claims of injury continue. No
criminal charges have been filed against Bayer AG as
of early 2004.

SEE ALSO
pharmaceutical industry; consumer deaths; Food and
Drug Administration.

BIBLIOGRAPHY. Bayer Annual Report 2001; BBC
News (September 4, 2001); Chemical Week (August 22,
29, September 5, 12, 2001); Consumer Law News (Novem-
ber 4, 2003); www.corporatewatch.org (2003); www.re-
searchprotection.org (2003).

DANIEL S. CAMPAGNA, PH.D.
MOUNT MARY COLLEGE

Beech Aircraft

THE BEECH Aiircraft Corporation was formed in
1932 by Walter Beech as a small aircraft manufac-
turer. In 1947, the company introduced the Beech
35 Bonanza, a single engine, four-passenger general
aviation airplane that became an immediate popular
success. This aircraft was widely considered the
finest small plane on the market due to its combina-
tion of a luxurious interior and advanced design.
Most importantly, unlike traditional aircraft which
utilized a T-shaped “straight-tail” with a rudder on
the vertical portion of the tail and elevators on the
horizontal portions, the 35 Bonanza utilized a “V-
tail” system combining the rudder and elevators on
two tail surfaces that extended at 45-degree angles to
the fuselage.

This revolutionary configuration lowered costs,
gave the Bonanza a distinctive appearance, and re-
duced drag, which, along with its large engine and
streamlined aerodynamic styling, allowed the Bo-
nanza to achieve significantly higher air speeds than
comparable aircraft. The combination of design,
comfort and performance made the 35 Bonanza the
the Porsche of small aircraft.

In the 1950s, problems with the 35 Bonanza V-
tail began to surface. First, pilots noticed that the
plane had a tendency to “slosh around” during
flight which could cause disorientation in inexperi-
enced pilots, especially during instrument-only fly-
ing, and may have led to excessive wear in the tail
section as the planes aged.

More seriously, the Civil Aeronautic Board re-
ported numerous incidents of mid-air breakup of
the Bonanza, several of which received widespread
attention through subsequent lawsuits. The plain-
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tiffs in Prashker v. Beech Aircraft (1957), in particular,
claimed that the rate of in-flight failure rate of the
V-tail was 15 times that of other aircraft.

In nearly all cases, the structural failures of the
planes were associated with bad weather conditions,
and the breakups were attributed to pilot error. The
handling and performance characteristics of the
plane made it possible for novice pilots to exceed
the performance envelope of the aircraft during ex-
treme conditions, leading to a fatal catastrophic fail-
ure of the airframe, particularly in the tail section.
The conclusion of a Federal Aviation Administra-
tion (FAA) study in 1964, indeed, found a high inci-
dence of in-flight breakup for the V-tail but took no
further action.

Throughout the 1950s and 1960s, Beech made
structural improvements to the 35 Bonanza to
strengthen the wing and tail sections. In 1960, the
company introduced the Beech 33 Debonair/Bo-
nanza, essentially a straight-tail version of the Bo-
nanza 35 and followed this up in 1968 with the
Beech 36 Bonanza, a 6-passenger straight-tail model
based on a stretched version of the original 35 air-
frame.

As the number of tail failures continued to
mount during the 1970s, a 1978 FAA-commis-
sioned study found that while the Bonanza had one
of the best overall safety records in the industry, the
35 V-tail Bonanza was 24 times more likely to suffer
from in-flight structural failure than the otherwise
identical 33 and 36 straight-tail models. Faced with
an increasing public perception that the V-tail was
unsafe, Beech executives staged a publicity cam-
paign in an attempt to revive sales.

Ultimately, this tactic was unsuccessful and pro-
duction of the V-tail was halted in 1982 although
the manufacture of the straight-tail models contin-
ued. In 1984, after 232 reported in-flight failures and
over 500 fatalities between 1947 and 1984, Beech
and the Department of Transportation conducted
tests that revealed structural flaws in the design that
could cause tail failure during specific maneuvers at
high speeds. The company issued a speed advisory
to owners until the development a tail-bracing kit.
Following refitting, the in-flight breakup rate of the
V-tails fell dramatically, quickly matching that of
the straight-tail models.

That the V-tail Bonanza kept flying for over 35
years without an adequate fix and increasing evi-
dence of a serious flaw can be attributed to several
factors. First, tail failure generally occurred as a re-

sult of pilot error without the realization or ac-
knowledgment that similar pilot errors in the
straight-tail models did not lead to such cata-
strophic consequences.

Next, Beech was unwilling to take the simple
step of replacing the V-tail with a straight-tail design
at the first hint of a problem because the company
realized that much of the allure of the 35 Bonanza
was its unique appearance. Finally, by the time the
evidence of a problem became plainly clear in the
1970s, any admission of a design fault would have
subjected the company to significant legal liability
in pending lawsuits.

SEE ALSO
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Beech-Nut Nutrition

ACCORDING TO JAMES S. BENSON, former
Deputy Commissioner of the Food and Drug Ad-
ministration (FDA), the FDA works hard to ensure
that the “companies that produce the products
under the agency’s jurisdiction comply with the fed-
eral Food, Drug, and Cosmetic Act and other
statutes enforced by the FDA.” When the FDA
began studying the possibility that manufacturers of
fruit juice products were misleading consumers in
1982, Beech-Nut ranked as the second-largest baby
food company.

The baby food industry was dominated by Ger-
ber Products owning 70 percent of the jarred baby
food market for 40 years; Beech-Nut and H.]. Heinz
each had 14 percent of the market. Financial World
reports that Beech-Nut began, in 1977, trying to
gain a greater market share by selling a “cheaper
adulterated product.”

Steven Kindel reported, “Sales of that product
brought Beech-Nut an estimated $60 million be-



88 Bendectin

tween 1977 and 1982, while reducing material costs
about $250,000 annually.”

When confronted by the FDA, Beech-Nut de-
nied knowledge of any fraudulent conduct and re-
fused to provide its records while sending FDA
investigators on scavenger hunts to empty ware-
houses. When the company was finally forced to
admit that its 100-percent apple juice was just sugar
water, it claimed that the drink was still safe and
should not be recalled; Beech-Nut agreed not to
ship more bogus juice, but, in fact, continued to
ship it. Beech-Nut stone-walled the FDA investiga-
tors long enough to sell an additional 700,000 cases
of bogus juice and thus they were forced to destroy
only 20,000 cases according to a report to the
Nestlé Corporation which acquired Beech-Nut dur-
ing the protracted cover up.

FDA investigators found that Beech-Nut had
substituted colored water for apple juice over a pe-
riod of years (1977-82). The 470-count indictment
of the company and some of its officers charged
them with conspiracy, mail fraud, and marketing fla-
vored sugar water as apple juice with the intention
of defrauding and misleading consumers. Beech-
Nut pleaded guilty to 215 felony violations of the
Food, Drug and Cosmetic Act and paid fines and
costs of nearly $2.2 million.

The Beech-Nut vice president for operations,
John Lavery, was tried, convicted, and sentenced to
one year and one day in jail. The president of
Beech-Nut, Neils Hoyvald, was sentenced to six
months of community service. Each man also paid
a $100,000 fine. In addition, the five companies that
supplied the raw materials plea-bargained their way
to lesser sentences.

Beech-Nut lost millions in “slumping sales be-
cause of the negative publicity generated by the
case,” Joseph A. Raelin explains, and goes on to as-
sert that Beech-Nut (and Nestlé) could have escaped
much of the scandal if they had listened to their
own director of research and development, Jerome
LiCari, who had produced evidence that their sup-
plier was adulterating its juice concentrate. If the
company had followed LiCari’s advice, Beech-Nut
would have been absolved of further liability. Li-
Cari blew the whistle and resigned when his recom-
mendations were ignored.
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Bendectin

FIRST MANUFACTURED by Merrell Dow Phar-
maceuticals in 1956, Bendectin was a prescription
drug used to alleviate nausea and morning sickness
associated with pregnancy. Over 33 million preg-
nant women worldwide were taking the drug when
Betty Mekdeci, a woman determined to find the
cause of her son’s severe birth defects, linked the
defects to the Bendectin she took during pregnancy.
The story broke in the National Enquirer in October
1979, implicating Bendectin as the cause of birth
defects among thousands of newborns in the
United States.

Women taking the drug panicked; some had un-
necessary abortions, and thousands more sued
Merrell Dow Pharmaceuticals. At one point, the
company was faced with more than 1,800 lawsuits
from women whose babies were born with defects.
The cost of litigation exceeded the profit from the
drug, and, in 1983, Merrell Dow stopped manufac-
turing Bendectin.

Merrell Dow’s problem during litigation was a
lack of scientific evidence. Specifically manufac-
tured in 1956 for pregnant women, the three ingre-
dients in Bendectin never underwent any
reproductive toxicity tests. The only study to look
at the teratogenic effects of the drug was performed
by Merrell Dow researchers in the mid-1970s and it
was of such poor quality that it did not hold up in
court.

One of the Bendectin cases, Daubert v. Merrell
Dow, actually lead the U.S. Supreme Court to set
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guidelines for the admissibility of scientific expert
testimony. Another problem was that Merrell Dow
also neglected to mention the possibility of birth
defects on Bendectin’s pharmaceutical packaging
label until 1981.

However, Bendectin is a safe drug; over 30 stud-
ies have proven that it does not cause birth defects.
In fact, the Food and Drug Administration (FDA)
continues to call the drug safe and the Centers for
Disease Control reports no change in the incidence
of birth defects in the United States after Bendectin
was taken off the market. On the other hand, the
number of pregnant women hospitalized for severe
nausea has doubled since the drug was discontin-
ued.

Duchesnay Inc., a pharmaceutical company in
Canada, has continued to manufacture and distrib-
ute Diclectin, a drug identical to Bendectin. Duch-
esnay was petitioning the FDA in 2003 to sell the
drug in the United States. Until approval, two of
the three ingredients that make up Bendectin are
available without a prescription, vitamin B-6 and
doxyalmine, an antihistamine found in Unisom.
Many doctors have been instructing pregnant
women suffering from nausea and its effects to find
relief by combining specific amounts of these two
ingredients.

SEE ALSO
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Bendix Corporation

IN AUGUST 1982, Chief Executive Officer Bill

Agee, his wife and former strategy adviser Mary

Cunningham at his side, attempted to consolidate
the Detroit-based manufacturer’s position in the
aerospace industry through a takeover of Martin
Marietta. While Marietta undertook the largest
ever “PacMan defense”(trying to buy Bendix first)
the company’s lead strategist, Martin Siegel of in-
vestment firm Kidder Peabody, illegally leaked the
details to arbitrageur Ivan Boesky, who made a
quick $120,000 on Bendix stock. When the dust
settled, Bendix was a subsidiary of a third firm, Al-
lied Corporation; Martin Marietta had regained in-
dependence at the price of selling assets; and
Boesky had cemented an insider-trading relation-
ship with Siegel that would lead to Siegel’s arrest in
1986.

Before resigning as vice president of strategic
planning due to rumors that her rapid promotion
had been earned in the bedroom rather than the
boardroom, Cunningham had participated in devel-
oping a strategy for Bendix to become less depend-
ent on the stumbling Detroit auto industry.
Following this strategy, Bendix sold assets to build a
cash reserve that would allow it to acquire technol-
ogy-focused firms. After a failed pass at RCA, Ben-
dix made an offer to buy 45 percent of Martin
Marietta’s common stock.

Wishing to avoid dismantling, Marietta coun-
tered with a two-tiered offer designed to stampede
Bendix shareholders into tendering stock promptly.
Marietta also persuaded defense contractor United
Technologies to make a similar offer for Bendix
stock. The scheme may have been aided by overlap-
ping boards at United Technologies and Citibank,
which had the power to tender the shares in the
Bendix employee-held stock program.

A quirk in state incorporation laws made it pos-
sible for Bendix to gain control of Marietta but be
unable to control Marietta’s board, while Marietta
could, days later, buy a controlling share in Bendix
with immediate control of Bendix’s board. If this
happened, the companies would face debts worth
triple their assets, plus years of legal wrangles. Ben-
dix gained control of Marietta, but Marietta went
ahead with its purchase of Bendix stock.

Agee engineered a deal to have Allied, an oil
and gas company, buy both Bendix and Marietta.
Allied then sold Marietta stock back to Marietta,
making the company independent again. Financial
journalist Alan Sloane estimates that the deal al-
lowed the various players to take $47 million in ar-
tificial tax losses. To cover debts incurred in the
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merger battle, Marietta sold its cement and alu-
minum businesses. Rumors that United intended to
buy Allied came to nothing.

Bendix was ultimately dismantled; after multi-
ple mergers, its aerospace business went to Honey-
well. The branded core business—manufacturing
auto parts—was part of the Knorr-Bremse group in
2003. Agee was wafted into his own venture capital
firm on a $4.1 million golden parachute.

SEE ALSO
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Benson, Michael L. (1950-)

MICHAEL BENSON, A SOCIOLOGIST and pro-
fessor of criminology, is the author of several
books and articles on white-collar and corporate
crime. He teaches criminological, white-collar
crime, and life-course theories.

In 1998, Benson, along with co-author Francis
T. Cullen, published Combating Corporate Crime:
Local Prosecutors at Work. This book was the first
major study of corporate crime prosecutions by
local government. Benson and Cullen investigated
how district attorneys, as publicly elected officials,
actually responded to situations of corporate crime.
Combining quantitative data and qualitative infor-
mation, the book concluded that many prosecutors
fail to hold corporate criminals accountable for be-
havior such as false advertising, unsafe working con-
ditions, and environmental pollution.

The actions of prosecutors depended in large
part on local economic, social, and crime condi-
tions. The book by Benson and Cullen expounded
on how factors such as population size, economic

conditions, and legal culture influence a commu-
nity’s attitude toward corporate crime. Community
context, in turn, “strongly influences prosecutors’
activity against corporate crime,” the authors ex-
plain. The communities with strong and diverse
economies were more likely to take the risk of con-
trolling corporate crime.

Benson and Cullen offered recommendations
for improving local responses to corporate crime.
Their suggestions at the national level were to estab-
lish laboratories to help prosecutors investigate and
prosecute environmental offenses; establish an in-
formation clearinghouse on prosecuting corporate
crime; and establish personnel exchanges between
federal and state regulatory agencies and between
regulatory agencies and local prosecutors.

Their recommendations at the local level were
to recruit prosecutors and investigators who have
an interest in corporate-crime prosecutions; create a
local-area computer network linking agencies that
can share information; educate the public about
their role and make it easier for citizens to report
corporate crimes; increase the number of prosecu-
tors and investigators assigned to corporate of-
fenses; and assign investigators to environmental
regulatory agencies so that they can identify cases
that should be brought to the attention of prosecu-
tors.

Benson’s 2001 book, Crime and the Life Course,
was a comprehensive overview of life-course theory
as it applies to crime. The life-course perspective, in
criminology, focuses on evidence of biological and
genetic influences in criminal careers. Benson dis-
cussed an application of the life-course approach to
white-collar crime. His research included a focus on
the onset of offending behavior in white-collar
criminals. He also described the connections be-
tween social locations, family backgrounds, educa-
tional trajectories, and conviction in white-collar
offenders.

Benson’s research and publications continue to
augment the study of white-collar and corporate
crime. Effective prosecution of corporate crimes
will depend on the implementation of recommen-
dations such as those offered by Benson and Cullen
in their analysis of obstacles faced by prosecutors
of corporate crime.

SEE ALSO
prosecution; Cullen, Francis T.; differential association;
self control theory.
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Better Business Bureaus

BETTER BUSINESS Bureaus, often referred to as
BBBs, are free services developed to provide citizens
with alerts to dubious advertising tactics or other
similar problems associated with businesses. Better
Business Bureaus are better referred to as a system
of bureaus than as one bureau, as BBBs are estab-
lished around the country and are charged with
handling regional complaints and maintaining re-
gional memberships.

Businesses may apply for membership with
their regional BBB as a means of indicating to their
customers that they subscribe to the most stringent
of business standards and business ethics. The list
of members is then available to interested parties
via written requests or via the internet, with busi-
nesses being either rated as satisfactory or unsatis-
factory.

A majority of the services offered by the BBBs
are free to the general public, with the exception
being the public mediation service offered by some
BBBs.

All BBBs are interconnected through a national
database. Therefore, if someone in Texas is having
problems with a business in New York, then the
BBB in Texas may be notified of the problem. The
problem is then forwarded to the BBB in New York;
this form of referral service is considered necessary
because the business in question may be a member
of the New York regional BBB and therefore be

more open to correction of the problem if influ-
enced by the New York BBB.

The foundation for the Better Business Bureaus
was formed in the early 1900s when the National
Federation of Advertising Clubs of America was
created with the intent of exposing individuals and
companies that were presenting erroneous informa-
tion about products and services. Prior to the estab-
lishment of this group, there was no regulation of
companies and their advertising. Samuel Dobbs,
who created the Ten Commandments of Advertis-
ing, was the organization’s first president. Under
Dobbs’ leadership many regional advertising clubs
began to emerge and sponsor local cities. In 1912,
George Coleman, an advertising executive, formed a
national group to monitor advertisement and busi-
ness practices, and, in 1921, this organization was
renamed the National Better Business Bureau.
Today, there are numerous Better Business Bureaus
in operation around the country.

Better Business Bureaus are often misunder-
stood by citizens who are under the impression that
contacting the BBB is the first step in developing
legal action against a business that has committed a
wrong. BBBs do not normally get involved in crimi-
nal matters, and, in fact, few will even attempt to
provide legal advice. Because BBBs are maintained
on the basis of donations and small membership
fees charged to businesses that are members of the
regional bureaus, it is impossible to keep qualified
attorneys on staff to answer complex legal ques-
tions. Should the BBB contacted determine that
there is the potential for the development of a legal
or criminal problem, then the group may recom-
mend that the individual who was wronged contact
the police or the district attorney. Additionally,
BBBs do not normally get involved in disputes that
arise between individuals and non-businesses;
therefore, a dispute between two individuals would
be declined for consideration by the BBB.

Advertising trends and claims are monitored by
BBBs, with over 100 regional BBBs responsible for
monitoring their areas. The information obtained
from both this monitoring, and claims that are
found to be with merit, are maintained in an inter-
net database. A concerned citizen merely has to go
online and locate her regional BBB or the National
Better Business Bureau and search for information
by company name, state, or city. Individuals who do
not have access to the internet may still contact the
BBB through the use of an automated telephone
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system. Through consolidation of the information
obtained in the course of operation, BBBs will rou-
tinely provide training or education for consumers
concerning how to avoid becoming victims of fraud
and improper business actions. With the increase of
identity theft and credit-card fraud in recent years,
many BBBs have begun offering training on how to
spot potential identity thieves and how to prevent
them from gaining access to personal financial in-
formation.

Through the national BBB website, individuals
who have been victims of identity theft may access
information related to repairing the damage caused
by the criminal act. Another recent development by
the BBB is the sanctioning of automotive car dealer-
ships as a means of ensuring customer care and re-
spect.

The future of the BBB is unknown but it is pos-
sible that the BBBs will become more involved in
education relating to online shopping and elec-
tronic businesses as more specialized divisions con-
tinue to be developed.

SEE ALSO
advertising fraud; scams; bait-and-switch; contractor
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B. F. Goodrich

IN 1870, Dr. Benjamin Franklin Goodrich estab-
lished the B. F. Goodrich Company. It was the first
rubber company west of the Allegheny Mountains,
and set up headquarters in Akron, Ohio. However,
it was in the year of 1969 that B.F. Goodrich re-
ceived national attention, not for its products and
revolutionary inventions, but for a scandal.

On June 18, 1967, the B. E Goodrich Wheel
and Brake Plant in Troy, Ohio, received a contract
to supply wheels and brakes for a new air force air-
craft. Goodrich proposed a lighter-weight, four-

rotor brake instead of the traditional five-disc
brake. Before the air force could accept the brake, B.
F. Goodrich had to present a report showing that
the brake passed specified military qualifying tests.
The last two weeks of June 1968 were set aside for
testing the brake, giving Goodrich almost a full year
for design and testing.

John Warren designed the brake, but Searle
Lawson, a newcomer to B. E Goodrich, was as-
signed responsibility for final production. Lawson
began testing the brake using a prototype. In the
first round of testing, the prototype reached 1,500
degrees. After a few tests, the linings of the brakes
were almost totally disintegrated. Lawson tried new
linings, thinking that was the problem, not the
brake, but the same thing happened. He came to the
conclusion that there was a design flaw, the four-disc
brake was too small and a five-disc brake may be
more effective. At this point, a redesign of the brake
would mean delay and this meant that the brake
would most likely not be ready for delivery on time.
Goodrich had assured the air force that the four-
disc brake was possible and would be ready. War-
ren, the original designer, did not want to admit to
any error or like the idea that a new employee, fresh
out of college, had found the error. Warren be-
lieved it was the linings that were the issue, not the
brake design. According to Warren, the four-disc
brake was viable, and that was that.

The disagreement between Lawson and Warren
meant that upper management needed to be con-
sulted. Lawson approached the project manager,
Robert Sink to explain the problem. Sink, knowing
the politics of the company, was not willing to dis-
agree with Warren. He believed that Warren would
be able to fix, or at least minimize, the problem,
since he had designed the brake. Sink advised Law-
son to continue testing the linings using various
other materials. A total of 12 tests were conducted,
each resulting in failure. It was becoming evident
that the brake was faulty not the linings. Test flights
by the air force were now only 70 days away. Only a
major redesign could fix the problem. Panic set in.
During the testing phase by Lawson, Sink had been
continually assuring the air force that the brake
tests were going smoothly, which was a complete
fabrication.

In April 1968, Kermit Vandivier became in-
volved with the brake. He had discovered many dis-
crepancies between the military specifications and
the qualification tests carried out at Goodrich. It
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was Vandivier’s job to write the appropriate docu-
mentation that would accompany the testing data in
the qualification report. Given the discrepancies,
Vandivier questioned whether he should write a re-
port that was so out of line with the military speci-
fications. Vandivier took his concerns to his
immediate supervisor. He was assured that the test-
ing laboratory would not issue a misrepresentation
of the qualification tests. However, within a few
days, a typewritten copy of the test logs was sent
out. Virtually every entry in the test logs was signif-
icantly altered. On hearing of the interim report,
Vandivier questioned Richard Gloor, test labora-
tory engineer, who told him that Lawson had di-
rected the test lab to miscalibrate the instruments,
at the order of one of Lawson’s superiors. When
Vandivier approached Lawson about the changed
report, Lawson confirmed Gloor’s account. Law-
son told Vandivier that he had been told that no
matter how the brake continued to test, Goodrich
was going to qualify it.

The brake was nursed through the last test and
Vandivier was told to write up the final report that
it passed and was qualified according to specifica-
tions. Vandivier was incensed and refused to write a
qualification report he felt was based on falsified
data. He had no choice though. Goodrich submit-
ted the qualification report on June 12, 1968, with-
out either Vandivier or Lawson notifying the chief
engineer or Goodrich corporate headquarters in
Akron of their misgivings.

In mid-June 1968, flight tests on the brake began
at Edwards Air Force Base in California. Lawson
witnessed the tests on Goodrich’s behalf. There
were numerous mishaps during the flight tests. Both
Lawson and Vandivier were concerned over the
safety of the brake and the fact that the reports were
falsified. They both decided, from advice from their
attorneys, to go to the Federal Bureau of Investiga-
tion (FBI). At the same time, because of the various
mishaps during testing, the air force was demanding
the raw data from the qualification tests conducted
by Goodrich. Goodrich declined the request.

Lawson resigned from Goodrich and Vandivier
was dismissed from Goodrich for disloyalty. He
soon took a job at the Troy Daily News and told his
editor about the problems he had at Goodrich. The
story reached Senator William Proxmire who was
receptive to Vandivier’s tale of misdeeds at
Goodrich. On May 13, 1969, Proxmire requested
that the Government Accounting Office (GAO) re-

view the brake qualification testing performed by
the Goodrich plant in Troy. The GAO reviewed the
operations at Goodrich and submitted a report to
Proxmire on July 3, 1969. Once the report was re-
ceived, Proxmire made a public announcement on
the Senate floor about Vandivier’s allegations
against Goodrich and the GAO investigation.

In August 1969, a Congressional Hearing,
chaired by Proxmire, was held before the Subcom-
mittee on Economy in Government. The GAO Re-
port and Congressional Hearing testimony
illustrated that Goodrich’s qualification testing pro-
cedures did not comply with government specifica-
tions.

The Goodrich brake scandal is an example of
how a corporation may duck responsibility for the
sake of making a profit, and how employees may
blow the whistle on such fraud. The brake could
have caused major malfunctions in the aircraft and
pilots could have died, but luckily, the defective
brake was never used. Goodrich eventually went
back to the five-disc design.
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criminal liability.
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bid rigging

BID RIGGING CONSTITUTES a violation an-

titrust law. It is closely related to horizontal price-
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fixing, in that both offenses involve collusion be-
tween supposed competitors in the same market
group. Horizontal price fixing is a conspiracy be-
tween businesses at the same market level to set a
fixed price for their product. That price is often set
well above of what the price would be if it were set
in a truly competitive market.

For example, two large beverage companies
have been charged several times over the years with
fixing the price of soft drink syrups, as well as the
price of the final soft drink product. Were the com-
panies to have competed honestly in the market, it
is likely that the price of those products would have
been much lower than they were. Horizontal price-
fixing is a very common offense, in part because it is
very difficult to prove that a conspiracy to fix the
price of a product actually has occurred.

Bid-rigging comes about in situations in which
companies are required to competitively bid on
contracts. Competitively bid contracts are very
common in the marketplace, particularly in govern-
ment and education, where agencies are generally
required to accept the lowest bid for a contract. For
example, schools advertise for annual contracts for
milk and bread. It is not unusual for competitors in
the same market place to conspire to allow one or
the other to win a competitive bid in rotation.

The end result is that each of the companies
will make a profit, often at a price well above that
which they would have earned in a truly competi-
tive market. The added costs resulting from the
rigged bid are passed on to taxpayers, ratepayers,
and consumers. An example of a major bid-rigging
case was described by Gilbert Geis in his classic ar-
ticle (1967) about the heavy electric equipment cases
of 1961. In those cases, all of the major producers
of electricity-generating equipment conspired to rig
the competitive bids for equipment to be sold to
the Tennessee Valley Authority (TVA) during the
1940s to 1960. Managers of the companies, such as
Westinghouse and General Electric, would periodi-
cally meet to determine which company would sub-
mit the winning bid, and what price each company
would bid.

The conspiracy cost TVA millions of dollars in
excess of what it would have had to pay if there had
not been collusion in the market place. The conspir-
acy collapsed when TVA received two identical bids
for the same contract. TVA contacted the Antitrust
Division of the U.S. Department of Justice, which
developed criminal and civil cases against the com-

panies and their managers. The companies pled
guilty, as did a number of the managers. A few of
the managers served brief jail terms, and the compa-
nies paid fines. As Geis pointed out, though, for
General Electric the fines were equivalent to a per-
son having to pay a $2 parking fine. Bid rigging, like
price fixing, is hard to prove. Often, the only way
that bid rigging is detected is when a bidding error is
made, as in the TVA case.
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board of directors

INVESTORS DEPEND on the board of directors
to govern a firm, to set its strategic quality and di-
rection, and to improve their shareholder value.
Banks and stock exchanges around the world have
started to assess the effectiveness of boards of di-
rectors regarding their role and composition, and
have a main focus on developing good corporate
governance practices. The trust that investors have
placed in boards of directors has, in the late 1990s
and early 2000s, been damaged by several abuses
and business scandals.

Research into boards of directors reveals they
are dominated by a tradition in which board com-
position is related to firm performance, and this has
galvanized the efforts of large-scale investor groups
to initiate boardroom changes.

Researchers Shaker A. Zahra and John A
Pearce (1989) highlighted the main differences be-
tween board attributes (composition, characteris-
tics, structure, and process) and board roles (service,
strategy and control). On the other hand, scholar
Andrew A. Pettigrew (1992) synthesized and re-
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viewed elements of the research on managerial
elites. This survey discussed research from three dif-
ferent conceptual traditions (interlocking direc-
torates and the study of institutional and societal
power, boards of directors, and top management
teams).

The author found that studies of boards of di-
rectors remain at an early stage. Before links can be
made between independent (most often, board
composition) and dependent (most often, various
measures of firm performance) variables in research
about boards, there is a need to go deeper into the
substance. Also, other scholars found that the re-
search provides little consensus as to the specific
configuration of effective boards. Findings are in-
consistent and links are modest. More insight needs
to be gained into the purpose and meaning of com-
pany organization and direction with a board of di-
rectors at the helm.

PERFORMANCE AND ROLE

Board task performance and board roles have been
categorized in various ways. Categories are based on
legislation, theories, stakeholder expectations, and
induction. The most common distinction is be-
tween the board’s control roles and service roles.
The strategy roles and resource dependency roles
are in many studies or reviews also treated as gen-
eral categories, but more specific board roles such
as networking, lobbying, advising, influencing, rati-
fying, being a sounding board, etc. are also used in
some studies. Some studies also present the board’s
roles in various business functions such as finance,
operations, human resources, markets, and product
development.

The composition of board members has tradi-
tionally been the measure used when studying
boards. The most common board-member variables
have been board size, chief executive officer (CEO)
duality, and various measures of insider/outsider ra-
tios. There has also been an interest in the number
of women directors. In studies, there has also been
an interest in outside directors, family members,
founders, and venture capitalists. In addition, board
members should be studied both from a supply side
(board members seeking assignments) and a de-
mand side (companies seeking board members).

What motivates individuals to sit on a board,
and what motivates them to focus energy, effort,
and time to working on a board? How are board

members selected? What are the attributes of board
members that are needed beyond affiliation, gender,
and independence? What are the roles of industry
experience, age, and tenure! What characterizes
women directors versus male directors? What is the
role of homogeneity versus diversity with a deci-
sion-making body? What aspects of homogeneity
and diversity exist and are important to decision
makers? What are the dynamics when directors’ in-
terlock (sit on different boards of intertwined com-
panies)? We still know little about how much time it
takes to be a board member or the outcome of at-
tendance to the decision-making process of board
members.

Board working structures include: frequency of
meetings, location of meetings, time of meetings,
the setting and distribution of the board agenda,
form, content, distribution and follow-up of board
minutes or protocols; and the organization and
leadership of the board. How formal are the board
meetings, and what is the order of the board
agenda? How formalized are the rules of the board-
room and how often are board members absent
from board meetings? How does voting take place
and how often are disagreements written down in
the protocols?

The importance of processes inside and outside
the boardroom has been highly emphasized by
many authors, but the traditions for studying and
observing board processes are limited. Concepts re-
lated to board processes are: “Rules of the game,”
reciprocity, trust, and integrity; and emotions,
power, coalitions or alliances, and ruling tech-
niques. The questions of board independence, ef-
fort norms, cognitive conflict, and the use of
knowledge/skills are also greatly related to board
processes.

The relationship that has received the most at-
tention is between board members and firm per-
formance. A series of papers clearly shows that it is
difficult to find any reliable patterns in the large
number of studies of these relationships. Research
should thus probably be re-addressed toward study-
ing the effects of board size, board composition,
and CEO duality on firm performance.

What influences board members? One immedi-
ate alternative would be to use the mentioned board
variables as dependent rather than independent
variables. Environmental contingencies may influ-
ence the selection and composition of board mem-
bers. This influence may be direct as well as indirect.
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Some scholars argue that boards are empowered by
various kinds of trust relationships between inter-
nal and external stakeholders. Some of the relation-
ships between attributes of the board members and
board task performance may be direct, but there
may also be mediated effects, and some effects may
be moderated. The board’s working approach will
have such effects, according to researchers Ada
Demb and Friedrich Neubauer (1992). The working
approach includes board structures and processes.

What is the relationship between board task
performance and firm performance? A fair answer
may evolve from another source outside the con-
fines of current literature. At the most practical
level, the prevailing knowledge highlights serious
problems in literature reviewing corporate gover-
nance based entirely from a research perspective of
a board of directors.

In short, the importance of boards of directors
in corporate governance has been widely reviewed
in scientific literature. However, the diversity of
measures and concepts involved in the various
streams of research make it difficult to interpret
and come to a conclusion about the nature of the
influences emerging from the power base of a board
of directors.

Over the last few years, almost all European
countries adopted corporate governance codes of
conduct to increase transparency, and reduce mana-
gerial opportunism. European nations are attempt-
ing to ensure corporations are taking into account
all the interested parties and not just the select few
interested in self-preservation.
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Boesky, lvan (1937-)

IVAN BOESKY IS a first generation American. His
father, William, immigrated to the United States
from Russia in 1912. The elder Boesky owned sev-
eral nightclubs in the Detroit, Michigan, area. Strip-
ping and topless dancing were introduced to
increase their profitability. This drive for maximum
profits and dedication to hard work would be a
driving force for Ivan throughout his life.

Boesky, with the work ethic instilled in him by
his father, sold ice cream from the back of a truck.
He was repeatedly arrested for breaking the condi-
tions of his license, which stated his curfew was
7:00 P.M. Ivan attend Cranbrook, a college prepara-
tory school in the suburbs of Detroit. Academi-
cally, he was average. He did, however, distinguish
himself as a superior wrestler, winning his school’s
award as the most outstanding wrestler. After his
sophomore year, he transferred to Munford High in
Detroit’s inner-city.

Boesky, attended several institutions of higher
education, Wayne State, Eastern Michigan College
and University of Michigan, but he never gradu-
ated. After spending a few years in Iran, where he
admitted he worked for the CIA, Boesky enrolled in
the Detroit College of Law. The less than presti-
gious law school did not require a degree for admit-
tance. Upon his graduation in 1964, he was rejected
by every law firm in the Detroit area to which he ap-
plied.

Boesky met his future wife, Seema Silberstein,
in 1960. Her father was a successful real estate de-
veloper in the Detroit area. They were married and
Boesky’s first job was serving as a clerk for a federal
district court judge who was a relative of Seema.
Soon after, a former Cranbrook prep school class-
mate introduced Boesky to the term merger arbi-
trage.

In its basic form, merger arbitrage deals with in-
vesting in potential take-over targets, and then real-
izing the profits when the merger is completed. This
seemed to intrigue Boesky and he soon had his
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sights set on the world of high risk and high reward
that could only by found in New York City.

Ben Silberstein, Boesky’s father-in-law, set-up
Boesky and his wife in a luxurious apartment on
New York’s Park Avenue. He quickly secured em-
ployment in a trainee position at L.F. Rothschild.
After a year he headed to First Manhattan where he
got his first experience in arbitrage. Soon after, he
took a position at Kalb Voohis. After he lost
$20,000 in a position, he was subsequently dis-
missed.

Boesky was not deterred by his dismissal. He
soon landed a position with Edwards & Hanly. He
quickly used maximum leverage and $1 million po-
sitions and actually influenced individual stock
prices. Boesky trading tactics caught the eye of the
Securities and Exchange Commission (SEC). He re-
ceived a $10,000 fine from the SEC for shorting
stock improperly. In 1975, these questionable and
aggressive actions bankrupted Edwards & Hanly.

IVAN E BOESKY CO.

In 1975, Boesky was ready to go into business for
himself. He founded Ivan F. Boesky Co. and needed
investors. He advertised in The Wall Street Journal
touting the profit potential that the world of arbi-
trage offered. Boesky organized the company so in-
vestors incurred 95percent of the losses and shared
55 percent of the potential profits. Boesky’s firm
was responsible for the other 5 percent of the
losses, and Boesky would pocket 45 percent of the
profits for himself. While Boesky did attract several
investors, he had to rely on Seema’s family to fur-
nish the rest of the capital needed for the company
to get off the ground.

Boesky was a workaholic. In a 1984 article in
The Atlantic Monthly, Connie Bruck describes a typ-
ical day the life of Boesky. She described him arriv-
ing home at 1:00 A.M., then doing homework until
approximately 2:30 A.M. He then went to bed and
usually woke before his alarm sounded. Boesky
continued to do paperwork while being driven into
Manhattan for a 6:00 A.M. meeting. He went from
one meeting to the next, but was always behind his
desk when the market opened at 10:00 A.M.

Boesky was involved in numerous highly prof-
itable investments and arbitrage cases in his career.
In 1981, after an employee commented that a new
movie, ET, would be one of the largest box office
movies of all time, Boesky bought 250,000 shares of

the movie’s producer, MCA, at a cost of $10 mil-
lion. In the next two days he made $500,000 in
profit. Boesky’s attention to detail and research
paid off in several large arbitrage cases. Boesky held
large positions in Texaco’s takeover bid for Getty
Qil, and Standard Oil Company of California’s bid
for Gulf Oil. These two deals grossed Boesky an es-
timated $115 million.

In the mid-1980s, Boesky authored Merger
Mania: Arbitrage: Wall Street’s Best Kept Money-mak-
ing Secret. In this book, he describes how specula-
tors can gross large profits by investing in
companies that are takeover targets. Boesky also
spoke as the commencement speaker at the Univer-
sity of California’s graduation ceremonies in 1986
where he stated “Greed is all right” and “I think
greed is healthy.” These remarks generated a large
round of applause.

Boesky’s fall from grace began in 1985 when the
SEC charged David Levine with insider trading. The
SEC learned that Boesky had received a percentage
of the profits from Levine for insider information.
In an agreement with the SEC, Boesky began to
record conversations with other arbitrageurs and
junk bond dealers. These recorded conversations
lead to the indictments and convictions of several
prominent people in the world of high finance.
Michael Milken of Drexel, Burnham, Lambert, was
a high-profile convictions. He was sentenced to 10
years in prison and ordered to pay into a $1.3 bil-
lion fund to settle several hundred lawsuits.

Boesky’s cooperation with SEC allowed him to
divest most of his assets. This saved him millions of
dollars in liability. Boesky was sentenced to five
years in prison. Although he escaped a fine, he did
agree to pay the SEC $100 million for insider trad-
ing irregularities he was associated with. In 1990,
Boesky was paroled and sent to a halfway house in
Brooklyn, New York. While there, he served as a
consultant earning a meager $200 a week. This was
far from the earnings he had made as a feared ty-
coon on Wall Street.
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Boland Amendment

SHORTLY AFTER taking office on January 20,
1981, Republican President Ronald Reagan decided
that he would do everything possible to overthrow
the Sandinista pro-communist regime in Nicaragua.
Reagan regularly sent requests to Congress seeking
appropriations to support the rebel anti-communist
Contras, and Congress complied for two years.

However, after it became known that the Cen-
tral Intelligence Agency (CIA) had been mining the
harbors in Nicaragua, Congress realized that if CIA
explosives destroyed Soviet ships anchored nearby,
an international incident of gigantic proportions
could occur. Congress subsequently withdrew its
support for funding the Contras. Undaunted, Rea-
gan continued his quest to overthrow the leftist
Sandinista regime. The activities of his administra-
tion created a major scandal and threatened his
presidency.

In response to the president’s activities in
Nicaragua, on December 1, 1983, Congress passed
the first Boland Amendment, attaching it to an om-
nibus appropriation bill for fiscal year 1983. The
Boland Amendment, named after its chief sponsor
Edward P. Boland (D-MA), prohibited the CIA, the
Department of Defense, and other government
agencies or entities that were involved in intelli-
gence from using any funds whatsoever “for the
purpose of overthrowing the government of
Nicaragua or providing a military exchange between
Nicaragua and Honduras.” The Boland Amend-
ment passed both house of Congress. Without a
line-item veto, Reagan had no choice but to accept
the amendment or veto the entire appropriations
bill.

He signed the Boland Amendment into law on
December 21. Because Congress attached the
Boland Amendment to defense appropriations, the
restriction was effective only from December 1984
to December 1985.

Even before the Boland Amendment took ef-
fect, Reagan had already told National Security Ad-

viser Robert “Bud” McFarlane, to keep the Contras
together “body and soul.” The fact that the first
Boland Amendment contained two significant
loopholes made McFarlane’s task easier. First, Con-
gress had given the CIA permission to offer aid to
the Contras as long as its stated purpose was some-
thing other than overthrowing the Sandinistas. Sec-
ond, the Reagan administration had determined
that it could use the National Security Council
(NSQ) rather than the CIA to conduct covert activ-
ities in Nicaragua and still obey the letter of the law.
Four months later, the president was still assuring
Congress that he was not trying to overthrow the
Nicaraguan government at the same time that his
administration was busily seeking ways to fund the
covert activities. As 1985 drew to a close, Congress
was determined to end all funding to the Contras
and informed the president that the $24 million ap-
propriation for humanitarian aid for 1985 would be
the last appropriation.

On December 8, 1985, Congress passed the sec-
ond Boland Amendment aimed at closing the loop-
holes of Boland one. It was structured to pick up
when Boland one expired and to remain in effect
until December 30, 1986. In the new amendment,
Congress prohibited any government agency from
offering military and paramilitary support for the
Contras and banned the Reagan administration’s
practice of soliciting funds from third-party coun-
tries and private donors. During debate on Boland
two, Representative Boland was asked if there were
any exceptions to the ban, and he stated that there
were none. Even humanitarian aid to the Contras
was banned. Representative Dick Cheney (R-WY)
called Boland two a “killer amendment,” specifi-
cally intended to make the Contras give up their
fight.

After the Iran-Contra scandal broke (which re-
vealed covert funding for the Contras), Congress in-
vestigated the Reagan administration’s defiance of
the Boland Amendment and learned that between
1984 and 1986, Reagan and the NSC staff had
raised $34 million for aid to the Contras from third
countries such as Saudi Arabia. Millions more were
raised from donors at conservative fundraisers.

Initially, these funds were deposited in a Swiss
bank account controlled by the Contras, but in July
1985, Lieutenant Colonel Oliver North, a member
of the NSC staff, took control of the money. For 19
months after Congress banned funding to the
Nicaraguan Contras, the Reagan administration
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continued to conduct a covert war in the Central
American country.

In July 1989 Senator Daniel Patrick Moynihan
(D-NY) introduced a bill designed to permanently
keep a president from subverting the wishes of
Congress by making it a felony to do so. Reagan’s
vice president and successor, President George
H.W. Bush, promised to veto the bill if it passed, ar-
guing that it was an intrusion into a president’s con-
stitutional right to conduct foreign policy. The bill
passed both houses of Congress, and Bush vetoed it
as promised.
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bond fraud

BOND FRAUD involves the sale of stolen, fraudu-
lent, or worthless United States securities. The Se-
curities Act of 1933 defines a security as “any note,
stock, treasury stock, security future, bond, collat-
eral-trust certificate, or certificate of deposit.” The
most common bond used to perpetrate fraud is the
historical bond.

Historical bonds, which were once valid securi-
ties of various American entities, are now worthless
as securities and only collected and traded as histor-
ical memorabilia. Swindlers are selling historical
bonds to naive investors at prices far exceeding
their fair value as collectibles, claiming that the
bond is worth millions of dollars, is redeemable in
gold, and is backed by the U.S. Department of the
Treasury.

Swindlers typically supply third-party valua-
tions or authentications supporting their claims.

These bonds, however, have no value as investment
securities, are not redeemable in gold, and were
never backed by the Department of the Treasury.

RAILROAD BONDS

The most popular historical bond peddled by
swindlers is the railroad bond. According to the De-
partment of the Treasury, there are 12,000 to
15,000 different varieties of railroad bonds in exis-
tence. The most common railroad bond in circula-
tion is the Chicago, Saginaw, and Canada Railroad
Company. In 1873, the Chicago, Saginaw, and
Canada Railroad Company issued 5,500 30-year
gold-backed bearer bonds, which paid 7 percent in-
terest to finance construction of the proposed rail-
road. In 1876, the Chicago, Saginaw, and Canada
Railroad Company was forced into bankruptcy and
its assets were acquired by CSX Transportation In-
corporated. CSX Transportation did not assume
any of the Chicago, Saginaw, and Canada Railroad
Company’s outstanding debt, including the railroad
bonds. All claims to money due under the bonds,
which had a face value of $1,000 apiece, was settled
during Chicago, Saginaw, and Canada Railroad
Company’s bankruptcy preceding.

At that time, investors presented their bonds
for payment and received less than 25 cents on the
dollar. Following the bankruptcy preceding, the
bonds were stored in the court archives until they
were discovered in the basement of a federal build-
ing. At that time they were purchased by a museum
in Michigan, packaged with other historical infor-
mation about the Chicago, Saginaw, and Canada
Railroad Company, and sold as collector’s items for
$29.95 each.

The U.S. District Court for the District of
Wyoming held that the Chicago, Saginaw, and
Canada Railroad Company bonds possess only
nominal value as collectibles. On January 20, 1998,
the Securities and Exchange Commission (SEC)
filed a motion for preliminary injunction against
Daniel Schneider and three codefendants. The SEC
alleged that Schneider, doing business under the
name of Global American Prosperity Foundation,
perpetrated securities fraud in violation of the Se-
curities Act of 1933 and the Securities and Ex-
change Act of 1934.

The Securities Act of 1933, often referred to as
the truth in securities law, requires that “investors
receive financial and other significant information
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concerning securities being offered for public sale
and prohibits deceit, misrepresentations, and other
frauds in the sale of securities.” The Securities and
Exchange Act of 1934 prohibits certain types of
conduct in the securities market and empowers the
Security and Exchange Commission with discipli-
nary powers over regulated entities and persons as-
sociated with them.”

During trial, Schneider testified that he had
sold Chicago, Saginaw, and Canada Railroad Com-
pany bonds to various individuals for approxi-
mately $40,000 per a bond. Witnesses testifying on
behalf of the Securities and Exchange Commission
stated that the bonds were accruing 7 percent inter-
est since their issuance in 1872. Therefore, the
bonds could be cashed at a bank for a price of $2
million to $5 million per bond. Schneider also
claimed that there was minimal risk associated with
the purchase of the bonds because they were se-
cured by gold bullion and coins. According to the
court, the plaintiff “convincingly demonstrated the
existence of an elaborate shell game designed to de-
fraud easily duped investors.” On August 31, 1999,
Schneider was found guilty of violating the Securi-
ties Act of 1933 and the Securities and Exchange
Act of 1934.

TREASURY BONDS

There are a number of fraudulent schemes involv-
ing United States Treasury bonds originating in the
Far East and in particular the Philippines. Accord-
ing to the Department of the Treasury, one type of
fraudulent bond being produced in the Philippines
is the Federal Bond. The United States purportedly
shipped these bonds to the Philippine Freedom
Fighters during World War II to assist with the war
effort. In actuality, these fraudulent bonds have
been produced by scanning the images of George
Washington from the $1 bill, Ben Franklin from the
$100 bill, and Grover Cleveland from the $1,000
bill into a computer graphics program. The
amounts are then altered to read $100 million and
$500 million and coupons are attached in both the
English and Chinese language. The fraudulent bond
is then printed using modern color copiers or print-
ers. The Department of the Treasury did not issue
bonds in $100 million or $500 million denomina-
tions during this time period. In February 2001, the
U.S. Secret Service seized more tha