Chapter 1
Introduction

CHAPTER SUMMARY

On April 25, 2008, a group of mostly wealthy men gathered at Greenwich Village restaurant for an evening of food, fun and wine – lots of high quality wine. The occasion was an auction of fine and rare wines, some of the best in the world, sold at prices that reached as high as $42,000 a bottle. 

The seller of the wines was a mysterious young man named Rudy Kurniawan who lived in California but who was thought to be from a wealthy family in Indonesia.  He was a young entrepreneur who had burst onto the wine scene in the early 2000s and quickly became a major player in the rapidly growing market for fine wines.

Everything began to change for Kurniawan after a 2008 auction when his wines were pulled.  One of the major clues of the fraud? The adhesive used to label an 1857 bottle of French wine was Elmer’s glue, which was first produced in 1947.  The FBI raided his home and found thousands of fake labels, hundreds of old and new corks, and rubber stamps with vintages and chateaux names of old wines. Kurniawan was eventually convicted in a Manhattan criminal court and in 2014 he was sentenced to 10 years in prison. Rudy was clearly a fraudster for our times and it seems as if we live in a world of “fakes”.

This book surveys the forms, causes, and consequences of white-collar crime.

THE HISTORY OF A CONCEPT

The term “white-collar crime” was first used by Edwin Sutherland in 1939. Sutherland argued that this type of crime differed from other crimes in the administrative procedures used in dealing with offenders. He defined white-collar crimes as those committed by persons of respectability and high social status in the course of their occupation. Sutherland went on to state that, because of the political and financial power of white-collar criminals and the use of alternate response mechanisms, information on these crimes was lacking. The data that was available suggested that white-collar crime was far more costly than street crime. 

Sutherland’s recognition of the extent of white-collar crime forced a reexamination of the common theories for crime commission. Sutherland’s remarks came at a time when the United States had moved from a rural, agrarian society to an urban, industrial one dominated by powerful corporations. Journalists referred to as “muckrakers” were beginning to examine abusive corporate practices, and Congress had legislated against monopolistic practices.

The Sherman Antitrust Act of 1890 was enacted to stop companies from fixing prices or pooling their operations under a single administration in order to eliminate competition. The corporation that came to symbolize the strategic use of mergers and trusts was the Standard Oil Company, headed by John D. Rockefeller.  He ruthlessly destroyed competition and created an empire that controlled virtually the entire American petroleum industry.
The Roaring Twenties were a bonanza for white-collar crime. The feeding frenzy unleashed aby an exploding economy attracted bold predators.  

Ponzis

Charles Ponzi had been an inept petty thief in his native Italy. His parents shipped him across the Atlantic to be rid of him and he settled in Boston in 1911. In 1919 he announced that his Financial Exchange Company of Boston would guarantee an incredible 50 percent return to investors within 45 days. He persuaded 20,000 investors to give him nearly $10 million.  The secret of Ponzi’s smoke screen was that he paid off early investors with new investors’ money, thereby attracting more and more investors. 

“Ponzi” or pyramid schemes emerged. These schemes involved the payment of early investors with money from later investors. Ponzi schemes are still alive and well in the 21st century as evidenced by the proliferation of spam offerings on the Internet.  The case study of R. Allen Stanford presents a modern example of the Ponzi scheme. Stanford was the founder of the Antigua-based Stanford International Bank, which in a relatively short period of time had sold over $8 billion in CDs to investors from all over the world. Stanford was a Texas native, owned a cricket team in Antigua, sponsored an international cricket tournament with a grand prize of $20 million, and was made a knight by Queen Elizabeth for all of his good deeds. Then federal agents raided his Houston home in February 2009 and sealed it off as a crime scene. The same day, the SEC filed suit against him alleging that he had “executed a massive Ponzi scheme” that resulted in losses of $7 billion to clients. Stanford was convicted on criminal charges. In June 2012 he was sentenced to 110 years in prison and his victims claimed the disgraced banker was guilty of “financial terrorism.”

In October 2011, Nicholas Cosmo, of Long Island, New York, was sentenced to 25 years in prison for operating his firm, Agape Inc., as a Ponzi scheme. Prosecutors claimed he stole over $400 million from investors from all over the world who believed his promises of double-digit returns on their investments

The Great Depression

The Great Depression and its populist antiauthoritarian sentiment gave way to two decades of conformity and public confidence in the guidance of corporate America. The faith in corporate America was misplaced. Events in the late 1960s and early 1970s would make Americans suspicious and skeptical of private and governmental organizations. Scholarly focus on white-collar crime also increased. 

The 1980s spawned white-collar crimes of epic proportions. The case study of Barry Minkow, a 16-year old Los Angeles high school student who came to be known as “The $80 Million Kid,” describes the poster child of the greed decade. Minkow used a variety of criminal techniques to create a false impression of a successful company called ZZZZ Best. Shortly after his 21st birthday, Minkow met with Drexel Burnham Lambert, a Wall Street firm that agreed to promote an $80 million junk bond sale. Fortunately for investors, not long after that a Los Angeles Times article exposed Minkow. He was found guilty on 57 counts of criminal wrongdoing and sentenced to 25 years in federal prison.

Tax Fraud

Tax fraud and embezzlement were problems made public during the 1980s and 1990s. The imprisonment of U.S. Treasurer Catalina Vasquez Villalpando on tax fraud charges is symbolic of the white-collar crimes during these decades. 

In 2005, KPMG, the nation’s fourth largest accounting firm, admitted to criminal wrongdoing and agreed to pay a $456 million fine for selling fraudulent tax shelters that helped wealthy clients evaide $2.5 billion in taxes in the 1990s.

CASE STUDY  “Prell for Ponies”

A memorable scam in the 1990s involved horse-hair products. In the case study “Prell for Ponies,” Roger Dunavant sells his horse shampoo to people for human use. His partner Devon Katzev would eventually take exception to Dunavants tactics and use of company funds and sue him. “Breaking the Bank”  is an illustration of bank officers’ and owners’ willingness to cheat friends, neighbors, and other bank customers. In the case study “Russian Roulette,” the tragic events of September 11 made public another tragedy—investors in First Equity Enterprises had nothing to show for their money.

Measuring White-Collar Crime 

This is very difficult; definition is a problem, and so is the fact that most white-collar crime is never reported. Official recordkeeping was lacking because of the belief that white-collar crime was not as serious as street crime. Researchers have been forced to develop their own data collections. 

Researchers such as Sutherland (1949), and Clinard and Yeager (1970s), put together cross-sectional studies reflecting white-collar crime that involved many sectors of the economy. Industry-specific studies confirmed concentration of white-collar crime in certain industries. Defense industry, securities industry, and savings-and-loan industry statistics verified these findings.

The Cost of White-Collar Crime

Information from victimization surveys, Chamber of Commerce studies, and Congressional committees estimate damages from white-collar crime to be in excess of $40 billion in the mid-1970s. If anti-trust violations and fraud against the federal government is included, this figure rises to $100 billion. With inflation, the cost today would be closer to $250 billion. The monetary cost of street crime is a small fraction of this figure. In addition to the monetary cost there are social, political, environmental, and human danger costs.

Public concern over white-collar crime is not as high as concern over street crime. White-collar
crime is more difficult to understand, and there are no clear-cut victims and villains. Is the public’s concern starting to change in America today?



LECTURE OUTLINE

Chapter Preview
Use the  story of the wine auctioneer, Rudy Kurniawan, and explain how this type of white-collar crime is allowed to exist in American society. 
	
I. THE HISTORY OF A CONCEPT

A. Sutherland’s Definition
Review the origin of the phrase “white-collar crime.”

B. Events Leading to Problem Recognition
Analyze the historical context for the focus on white-collar crime.

C. Ponzis
Explain pyramid schemes and their variations.
1. R. Allen Stanford—Stanford International Bank
1. E-mail scams investigated by the U.S. Postal Inspection Service

E. The Great Depression
Discuss the effect of the Great Depression and its aftermath.

F. Populist Antiauthority Distrust
Explore how American perception of business evolved in the years
preceding and during the Great Depression. There was a populist spirit of 	defiance of big business and big government; the public was openly hostile to the		 economic elite.

G. Conformity and Public Confidence in Corporations
Examine the transition from distrust in business to two decades of belief in
the positive aspects of corporate America. The dominant theoretical position was 	functionalism. 

H. 1970s Cynicism
Formulate an explanation for the diminishing faith in business and the legitimacy 	of those holding power. 

I. 1980s Greed
Describe the reasons for the 1980s being called the “greed decade.” The excesses 	of this era were often attributed to a cultural shift in which Americans became 	dominated by unbridled material ambition.

J. Case Study: The $80 Million Kid
Somehow a 21-year-old kid managed to convince a major Wall Street firm
to float an $80 million junk bond offering.

K. 1990s Betrayal
The public opinion pendulum swings back to distrust of business in the
1990s.
1. Tax Fraud
0. Catalina Vasquex Villalpando
0. Stew Leonard, Sr.
0. Paul Bekins
0. KPMG/Presidio Advisory Services
1. Embezzlement

L. Case Study: Prell for Ponies?
Roger Dunavant convinced retailers to sell his horse products for human use and employed this use to promote a company he didn’t own.

M. Case Study: Breaking the Bank 
A small-town West Virginia bank can’t seem to locate millions of dollars
in assets.

N. Case Study: Russian Roulette
The tragedy of September 11, 2001, exposes another human tragedy—a
business in one of the Twin Towers used the attack to try to conceal theft
of $105 million.

II. MEASURING WHITE-COLLAR CRIME

A. Difficulties with the Definition
Explore how definitional problems affect the ability to quantify the extent
of white-collar crime.

B. Data Availability
Unlike street crime, for which there are numerous data sources, there is
little readily available data on white-collar crime. Examine the reasons for
the paucity of data.

C. Cross-Sectional Studies
Studies confirm that numerous sectors of the economy are plagued by
white-collar crime.

D. Industry-Specific Studies
Certain industries, such as defense contractors, securities firms, and
savings-and-loan operations, may have a more serious problem than other
business sectors.

E. Victimization Surveys
Only recently has this data-collection method been used to gather
information. One-third of respondents had been fraud victims.
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