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FOREWORD

In 1969 the New York State Identification and Intelligence System and
the National Institute of Law Enforcement and Criminal Justice jointly sponsoréd
a pilot study to examfne a problem of considerable national concern - the
infiltration of organized crime into legitimate business.

This cocument is the result of that pilot study. It offers a survey
of the legitimate business activities of selected members of organized
criminal groups in New York State and a general framework for analyzing
their penetration of lzgitimate business. It afso Iresents many interesting -
and potentially testabie - hypcthases concerning organized criminal
infiltration of legitimate business and its threat.

Thirteen Taw enforcgment agencies in Mew York State cooperited in
providing data for the study but, as the report points out, the data do not
represent a completely comprehensive survey of what is known to law enforcement
agencies in New York State. Because agency intelligence is collected primarily
for the purposes of criminal prosecution rather than aggregate probiem analysis,
some of the kinds of data that would have been useful in a study uf this type
were not available, |

The Institute hopes, by offering to the public and the law enforcement
community a document that is at once an extremely preliminary study and the

most systematic and advanced work on the problem, to encourage both Taw




enforcement officials and the research community to take further steps toward

achieving an understanding of organized crime, developing countermeasures,

and gathering the data necessary to do so.

Irving Slott

Acting Director

National Institute of Law
Enforcement and Criminal Justice

November 1970
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Inbroduction

The present study has been conducted in corxjunction with
a pilot effort by the New York Stase Identification and In-
telligence System to undertake a systematic collection of
organized crime inteiligenc:»é , and 1:'.0 explore potentialities
for the analysis and disseminstion of those materlals, The
program involved the cooperation of thirteen New York State law
enforcement agencles. 'A target pépulation of 200 individuals,
identified as principals and assoclates of major crime "families"
operating in the state, was selected for study. - The criminal
records and other information bearing on the activities and
assoclations of these individuals were ‘taken from the files of
the cooperating agencles and assembled into master files. While
the bulk of the information pertained to the criminal behavior
¢f these Individuals, espacially thelr comnections with 1llieit
grterprises such as gambling, loansharking, narcoties, counter-
faiting, and systematic theft, there was much evidence, as well,
of participations by these individuals in the sphere of legitimate
business enterprise.

In 1969, NYSIIS secured a grant under the Law Enforcement
Asslstunce Administration's Acorn program to support a preliminary
studly focusing on these business associations and seeking, more
broadly, to theorize about criminal penetration of the privé'xte

econamy. The objective, generally, was to strive for perdpectives

which might be useful in describing and assessing the character




gnd magnitudes of these "penetrations," with special attention to
thelr growth prospacts and hence to thelr ultimate economic and
social impacts. Thes# lsiues define the scope of the present

report, which takes m‘;}cently published disqussions of these matters .

. as 1ts point of depariure. In pursuing thuase questions we were

mindful, #s well, c¢f the need for such insights as might con-

ta?ibﬁte to effective pollemction and analysis of relevant intelligence,
,and to the development: and implementaticn ¢f strategies to counter
the destructlve conseguences of. criminal participation in business
erterprise, ‘The findings of the report ifillré considered from these

standpoints in the Pinal section,
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The thrust of "penetratlon"

While there is strong concensus that the "infiltrations" or
"penetrations" of legltimate business by organized crime principals
and assoclates are soclally destructive; there are at least
several distinct emphases in evaluating the phenomenon in relation
to its general path of development and so to its ultimate impacts.
These varylng interpretations derive partly from differences in
appraisal of the motives for penetration and the functions it
performs.

One view, stressing, first the quest for a safe haven for

profits frem 111iclt enterprise and, second, a désire for leglitimacy,

s.zuggesfé moderate limlts to the damaging consequences. It recalls

earlier "robber barons" whose fox*tunes; bullt by d sireputable

‘and often criminal methods, have been purified by time and by the

willingness of "second generation" and later heir"ssj to conform with
business and social cohventj,on. This view has be‘@atn put forward by
Ferdinand Tundberg ,1 who advances the more general‘ propoS{ition
that the threat of organized crime within the private sector 1is
of relatively minor proportions. The tl}esis 18 scmewhat dilutegl,
however, by ILundberg's inclination o minimize the disti‘.ncxtion
‘oeﬁween 111iclt and legitimate béses of econamic or’ politlcal power
and, also, by hils preoccupation with the very; wealthy and f;hei::
defenses against major incursioss by the Undérworld.

A second view, reflecting a more profourd respect for the

power of organized crime and the techniques at its disposal, in-

'éerprets the present holdings and activities of crime "families"

I



in legitimate enterprise as the early phase of a process leading
to criminal permeation of large sectors of private industry in a
canprehensive "takeover." This was the main thrust of the
conclusions presented by the Kefauver committee two decades ago,
and of the McClellan and later goverrment inves‘cigaﬁions. The
same message 1s conveyed by a number of o recent writings,
especlally those of Cressey,2 Reid,3. and Salernoll who see the
Mafia's accomplishments in Sicily as a valid model of the pen-
etration phenamenon. ‘ | \

A third thesis would shift the emphasls ,' acknowledging
dangers to tfne eobepe of leglitimate enterprise, but stressing
penetration as a;"mczz,.‘.Llav;m and, in the main, subordinate to the
purely criminal sntorprises in which crime "families" are.
rooted and fram whish $hey drew their strength. The holdings anl
con’r;rols established in legitimate business can be sgen as a gecond
base of power whse: prm impacts may 1ie in reinforcement, arxl
possibly In the expansion, of criminal enterprise thself.

There is evldence supporting each of these overall inter-

" pretations, though not any of them so persuasively as té establish
it as preemirient. Many dlstinct processes appear to be at work.
What 1s emphasized 1s the diverse character of the activities which
have begen Included uhder the omnibus concepts of "infiltration"

and "penetration."” We need, at the outset, to dié‘tinguish among
these various activities, so that they can be consldered separately
in terms of: (1) methods or techniques which support them, (2)

~ the individuals or groups affected adversely by them, (3) the




Industrial locus of ‘Lhe penetratiions, (4) the econamlc magnitudes
involved, (5) the functions performed by the penetrations, (6)
the vulnerability or susceptlbllity of.private industry to these
incursions and, al’cernativély, the structural or bullt-in re~
slstances which may impose barriers or set 1iﬁxits to them, and
(7} the outlook for expansion of these activities., Discussion
In the following sectlons 1s dlrected to thesé points.



‘gypes of penetration

In this recent book, Theft of the Nation, Doriald Cressey .pro-

posed the following typology of}criminal activities within private
enterprise:
1. Businesses legitimately purchased "with the
fruits of crime" and operated:
a. leglitimately
b. illegitimately .
2. Businesses illegitimately acquired and operated:
a. legitimately
b. 1llegitimately

An elaboration of this scheme, pltched more directly to the
questlons raised in the‘preceding section, would facllitate the |
analysils, and so we propose the following classifications, based
primarily on the methods énd functions of the business partici-
pations by organized cfime ﬁfincipals and assoclates: (1) legal
holdings, legally operated, (2) predatory or parasitic exploi-
tation, (3) monopoly, (4) unfair advantage,land (5) business
~activity supportive of illicit enterprise and reciprocally

supported by it. Iﬁ this sectioﬁ we shall simply describe the
| sortslof activity falling under these headings, deferring dis-
cussion of them In terms of the questions posed above, to the

succeeding sections.
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I. Legal holdings, legally operated

Under this heading we propose to include not only functloning .

economlc enterprises operated with conventional propriety and
apparently for normal rates of return on investment‘, but ‘elsd
other holdings, not in the first instance socially destiuctive
but which constitute bases of power and Influence for organized
‘crjme in the econamy and the soclety at large. |

A, Liquld assets
1. Cash hoards | X o .
"2, Damestic bank deposits
3. Stocks and other securities
4. Forelgn bank deposits |
5.  Other foreign essets ‘
'B. Other holdings
1. Real estate

i

2. Buainesses engaged in production or sale of
- goods and services (construction, manufacturing,
‘wholesale and retall trade, ete.)

II. Predatory or parasitic exploitation

These activities do not requilre ownership interests in

. business firms but only some means of tapping the resources »
revenues or profits of the 'carget businesses. Accordingly, o
classification of these. activities 1s by the technique employed
to extract crininal gain,

A. Coerclon and extortlon _
1. Victimlzation by sweetheart cent'ract '




b | . —84

LEERY
2. Extortion by threat of labor difficulties.
3. Exploitation in connection with loansharking
|

L, PForced purchases of supplies or Sefvices

B. Bankruptcy fraud

III. Monopoly
Strictly speaking, monopoly is control of an entire industry

by a single firm; its essence is the exploitation of thils position
for surplus' profit by charging prices above the competitive
level. Monopoly profits may be secured, however, by other means,

among which the following should be noted:

A. Limitation of entry
1. Destruction of competitors .
2. Threats to potentlal new entrants
B. Illegal price fixing
1. Voluntary collusion

2. Forced collusion

IV. -Unfair advantage

Sometimes related té monopoly techniques but oriented ’mainly
" to a redistribution of profits wilthin an indus'c.ry rather than to
the enhancement of industry profits through price control are a
" number of activitiés which produce gain for favored firms at t'he
expense of competitors. But we Include here, as well, 1llegal

devices to produce gain at the expense of customers..

A. Discrimination In wage and other standards
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by contfol and manipulation of labor organizations

AdVantages from peaceful labor relations where

campetitors are damaged by disfuptions and un—

certainties induced by control of labor organiZatiops

Kickbacks from competitors through forced member-

shlp in trade assoclations or other payoffs

Guaranteed market shares .

1. By intimidation of competitors to refrain fram
dealing with particular customers‘

2. By infimidafion of customers to fefrain from
seeking alternative suppliers '

Unfair advantage in securing governmeht contract

through corruption of public officials

Unfalr advantage by departure from conventional

standards

1. Adulteration of goods

2. Fallure to observe minimum standards (sanitation,
safety, etc.) prescribed by law.

Businesses supporting,illicit enterprise and recelving reclprocal

support
Under this heading are inciuded businesses whose principal

A.

operations are formally licit, but which glve active support to
i1iliclit enterprlses and which may receive special benefits in

Businesses providing bases or outlets for illicit
services:

1. gambling

4
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2. Jloansharking
3. narcotics
i, prostitution

Businesses supportive to organized crime Drinc1pals
or assoclates:

1. by providing minimal "legitimate" income,
through normal profits

2. by providing "legitimate" Incomes through
wages and salaries for strong arm and other
retainers whose contributions to the business
“are fictional

Business facilitating and benefiting from systematic
theft, e. e.g.:

1. transport and storage facilities for hijacking,
and robbery or pilferage
2. businesses providing outlets for sales of

stolen goods.

ne
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A general framework for the analysis of penetration

Our central concern is with the prevalence of penetrations
of the sort just outlined and of the prospects for their growth.
We view the extent of penetration as governed, in general, by

three major variables: (1) the structural vulnerability of

legltimate enterprise to inflltration or control by ﬁechniques
traditional to organized crime, where the vulnerabllity of a given
industr& may be related to the Size or scale of individual firms,
the types of product, the nature of the éustomers or suppllers,
the nature of product.on processes, the degree of competition and
other industrial or market characteristics affecting the feas-
ibility of penetration, (2) the effort made by oréanized crime to

penetrate legitimate enterprise, where that effort depends dn the
motivation to penetrate, and on the capacity of crime assoclates
to develcop tecﬁniques to exploit firms and industries already
entered, or to enter those hitherto free of crimind influence, and

(3) thé effort made by goverrment to counter and roll back the

presence or effectlveness of penetrations, where this effort de~

pends on law enforcement technlques and on the resources allocated

" by society to implement them. The following discussion is conducted

within this general.framework, and attention s focused on these
varlables, in the order listed.
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Penetratlon patterns and prospects

I. Legal holdings, legally operated

The ownership Interests held by organized crime assoclates
derive from three principal sources: (1) profits from gambling
and other 1llicit enterprises, (?) acquisitions made in payment
of gambling debts and through foreclosure on usurious loans,
and (3) earnings from existing holdings. The magnitudes of these
flows have been subject to wldely ranging estimates, none of
which has been put forw;rd with great certaihty. For some time
there has been strong concensus that the fixt source listed is
the principal one. But according to Chafles Grutzner of The

New York Times, a long-time reporter of the activities of

organized crime, "A few officials privately hazard the guess
that the profits from underworld investments in legitimate
business already exceed those from gambling and loansharking."5
Estimates of net profits from gambling, thought to account
for fhe lion's share of organized crime's gzin from 111ieit
enterprise, héve been derived indirectly from estimates of
ammual gross betting volume. The President's Task Force Report
on Organized Crime reported estimates, of gross revenues rangihg
from $7 to $50 billions per year. Taking $20 billions as a
conservatlive estimate of these revénues, ard setting profits at
some one-third of the gross, the Task Force put the annual net
profits from gambling at $6 to $7 billions. Profits in excess
of $1 billion more were assigned to loansharking, narcotics,
/ 6

and other illicit services.” Grutzner's estimates, from other
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govérrment source‘s , 1s from $7 to $10 billions in net profits
a.rmuaily.7

Consider what these estimatés imply. The register of
those 1dentified as full members of organized crime "families"
includes approximately 5,000 individuals. A;ld 1t is believed
that approximately 50,000 others are engaged with; them in
11legal pursults. If we assume that the incomes of these
auxiliaries average as high as $50,000 annually, the remainder
aceruing to the 5,000 principals would be in excess of $5
billions, or $1,000,000 per "family"‘associate per year. Thése
figures should be compared with the U.S. Bureau of Internal
Revenue's statistics reporting net taxable incomes of individuals
not connected with organized crime. In 1960 s there were only
306 individuals with taxable incomes of over $1 million, and
another 735 with méaneg between $500,000 and $1,000,000. In
1961, the corresponding flgures were 398 and 985.8 This would
suggest tha.t‘, currently, those reporting legitimate incomes of
$1 millioh or more per year weuld number under 1 ,obo and thosé
with incomes of“ between $500,000 and $1 million, in ﬁhe neighbor-
hood of 2,000 to 3,000, If the estimates of criminal net profits
offered above can be accepted, some two-thirds of the national
elite, In terms df‘ amnual income, consists of associates of
organized crime. ; :

Can this be true? It is possible that the net Incomes
ultirately avallable to criminal associates ave reduced sub-
stantially by the amounts pald regularly for pfoflec‘cion from

P
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the law. An estimate of $2 billions, annually, has been made of
funds directed to corruption of public officials. But such a de~
duction merely moderates the general conclusions concerning the
affluence of criminal associates implied by the estlimates offereq
ahove, .

While many organized crime principals live well, it appears '
to be standard among the leaders to maintain modest residences
and equally unostentatious life styles. If we maintain the
assumption that "famiLW'associaées earn from $500,000 to $1 million
annually, it must be the case that the great bulk of these incomes
are put aside. Assuming that the volume of illicit services has
been fairly stable over the past decade, we should expect the
holdings of organized crime to run to the order of $30 billions
from these accumulations. .

But $30 billions are not easy to conceal. Certainly, the
fortunes of those at the pimnacle of legltlimate wealth and income
have not been easy to conceal, ILundberg has placed the wealth of
the "Du Pont Dynasty" numbering hundreds of individuals at over
$7 billions; and he is able to account for the major part of it
In specific industrial ahd commercial holdings. The same detalled
cataloging 1s possible fof other wealthy famililes. If‘invested
damestically by organized crime, $30 billions could not be main-
tained covertly. And, if 1t were secreted in various stocks and
other securities, the dividends and other returns would have
amounted tc perhaps another $5 to $10 billions over the past
* decade, and returns from these sources would be equally difficult

to conceal.™~
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A frequently cited esfﬁnate of certain organized crime
holdings in New York City real estate runs to some $200 to $300
millions. Even ten of such holdings would account fsr 6nly a
third of the 10-year normal returns on $30 billions. So then,
most of the returns on this invéstment; and the principal itself,
remain to be identified. _

It is clear that a considerable portion of criminal profits
are held in cash hoards and In foreipgn bank accounts. But it is
evident as well that major sums arc invested in domestic businessés.
Recent disclosures of holdings py leading organized crime assoclates
in a major midwestern city reveal§d a control or large financial
interests by these individuals in 89 business firms with total
assets of more than $800 millions. Oﬁ the face of these figures,
the firms appear to be substantially larger in scale than the
bulk of those identified in the present study, and also those
identified as "infiltrated" or "penetrated" in past goverrmental
revelatlions, Since a number of savings and loans campanies were
included amoﬁg the 89 cited, to use assets, instead of net worth,
as a measure of size may distort the overall plcture. A more
modest -indication of the average size of criminal holdings in
legitimate business enterprise is given by the report published
last year by the Internal Revenue Service. Some 98 of 113 major
organized crime figures were found to be’inyolved in 159 in- '
diviﬁual businesses. Over two-thirds of these holdings were in
caslnos, ﬁight clubs; hoteis, ﬁotels, real estate, machine
vending, restaurants, trucking,‘manufacturing, sports, enter- -

tainment and food wholesaling.
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As a rough guide to magnitudes, $30 billions invested in
,domeétic business finns might be distributed over 15,000 companies
with an average net worth of $2 million. .If we assume for example,
that ownership is confined solely to the 5,000 "family" members,
the holdings would come to three per crime assoclate. This is in
rough correspondence with our findings for the NYSIIS pllot sgudy
group. As an upper limit, however, we should mention the con-
jecture of Charles Grutzner that "organized crime today owns or
has decislon-making influetce iﬁ 50,000 cammercial or industrial
companies."9 The two estimates are perhaps not at great variance
with each other. It seems likely that thé average net worth of
companies owned by organlzed crime associates is considerably less
than $2 million. And "decision-making influence" covers a host
of involvements which may entail no ownership interest.

The total value of 1n§ustrial énd business assets for the
national econamy is approximately $3 tri11ions. 10 If organized
crime assoc;ates control as much as $30 billions, their share 1s
one per cent. Such a share 1s far from a "take over" but 1t is
impressive nevertheless; And 1t would be a cause for grave con-
cern on several counts even if the share were half this size, as
may well be the caée, given the volume of funds thought to be
simply hoarded or held abroad, and even if all hcldings were in
campanies currently operated without resort to illegal methods.

First, since these holdings derive mainly from profits taken
fram 1lliclt enterprise, fhey represent a final consummation of

‘eriminal enterprise, and so operate as a basic rationale or
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practical Justificatlon fof those activities. If the possibilifies E
of realizing such gains were removed, in other words, a bowerful
motive for illicit enterprise would be removed. ;

Second, while cash and other liquid assets may be.passively
held for safety axd for safe normal returns, and while controiled.
businesses may be operated wlth full propriety for similar reasons,
the character of the owners and thelr connections with criminal
enterprise, and their personal functions within "family" and related
structures strongly suggest that departures from fully 1231tbnaté
operation may well occur 1f profit possibilitles attach to'such
departures. ' |

Finally, these holdings stand as a reservoir of economic powen»f””ﬁ
which entrenches the positlon of organized crime assoclates and so
strengthens their positlon not only with respect to the operation
of 1llicit enterprise, the chlef source of funds for penetrations
of legitimate enterprise, but also with respect to opportunities

for expansion :"in other modes of penetratlon.

Predatory and parasitié exploitation

Predations are drains on the resources of other ownership
interests by means which establish a control ovef the decision
process governing any of the principai operating functions of the
business firm: e.g., the purchases of 1npu£s (laboy, materlals,
 equipment) the production pfocess,including the storage aﬁd trans-
port of gocds, or marketing of final goods aﬁd services, Each
such function is a possible port of entry for "inflltration" or

X
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alternatively, a tap through which the resources of the flrm may
be drained. '

The traditional method of predation is coercion by the threat
of personal injury or property damage. The "protection" racket, ‘
historically worked on proprietors of restaurants, barber shops, -
and other tiny establishments is the essexjxtial model. But the -
once-primitive technique has evolved considerably, as is illustrated
by the case of the Nylo-Thane Plastics éorp_. at Farmingdale, Néw
York, developed at length by tlie étate Investigation Commission.
Word that Maurice Minuto, the firm's president, was in search of
funds to expand his operations reached the racketeers. A phone
call to Minuto, profeésing an interest in supplying funds, led to
a meeting with Julius Klein who was écco_mpanied by a number of
strong arm men. A gun and knives were bared and Minute was told
that he would be killed uh;ess he turned over $25,000. Mimuto was
held _cabtive until the next day,and released when the check he
wrote for this émoun*t', was cashed. Minuto's next move was to
approach ‘John Masiello, a major loanshark, with whom he testified
he had had previous .dealings. He wanted to borrow $25,000 to
reimburse - his company. He sought also to secure protection
against a repetition of the extortion. Masiello arranged & loan
of $50,000 for Minuto from the Royal National Bank. Half the
amount vfas turned over to Masiello, apparently in payment for
his services. This transactlon was followed by further loans
from the bank, and by additional payments to Maslello. In all,
Minuto borrowed over a half million dollars of which nearly
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$300,000 went to Masiello and his associates.\ Interest, insurance,
and other charges came to $179 OUO Even’cuady » $1.3 million of
Minuto's Nylo-Thane stock was held elther by the bank as collateral
or had been turned over to Masiello.

The vulnerabllity of business firms to predations of 1:his
sort 1s greatest where the enterprise is relatively small, so
that the decislon-making authority is centered in one or a few
Individuals. But small scale of operation is assoclated with
other factors lending effectiveness to strong arm methods: (1)
limited resources to withstand damage or interruption, (2) few
or relatively weak commercilal or political allies, and (3)
relatively low vislbility to the public at large.

The reasonsble inference is that the effectiveness of pre-
datory techniques-—victimlzatlion by sweetheart contract, coercion
by the threat of labor difficulties, forced purchases of supplies
or services, exploitation through loansharking,—tends to be |
confined to the sphere defined by very small and moderately sinall
scale enterprise. The celebrated fallure of the attempt to
force detergent sa.'.l.és on the A & P can be interpreted as an in-
stance :in which the upper limit came into view.

In this case, ‘standard operating procedures called f.'or re-

ferral of the proferred detergent to the testing laboratory, whex;e

1t was found that the product did not meet the company's specifi-
cations. Rejection of the product led to bombings and murder, ‘
but the declslon process governing the purchase of marufactured
products for resale could not be controlled by these means. In
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the same way, other sfrategic decision prccesseé in 1arge. companies
are insulated from the techniques which organized crime can apply
~effectively to small fims '

Still, if A & P represents the scale of enterprise thai; 1s ‘
effectlvely resistent to such predations, there is little enough
solace in this fact. For while firms of such scale account for
a large part of total business activity, major sectarsof the private
economy are dominated by small firms. Approximately 55 per cent
of all industrdial and business activity is conducted by\ firms
which meet the eligipility requirements of the U, S. Small Business
Administration. In manufacturing, the line is established by
employment of less than 250, In wholeéale trade the line is '
drawn at annual sales of $5,000,000. In retail trade and services
whose aggregate employmerit exceeds that in manufacturing the line
is drawn at annual sales of $1,000,000. Approximately 95 per cent
of all business firms in thé country are sufficiently small to
meet these tests.

So then, the field for predatl':ory behavior is largé. Predations
of sort descfibed abéve gave entry Into legltimate business for
many now high-ranking figures in crime families. Many of these
have moved on to more sophisticated particlpation in leéitﬁrlate
business enterprise. But there i1s little re~ason to suppose that
. fhese exploitations will diminish. For there are always those in
the lower levels of established criminal hierarchies for whom such

. penetrations represent appealing opportunities for gé.in.
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Monopoly gain

The ultimate target of monopoly is the consuming public which
1s made to pay the monopoly price and so to finance surplus profits.
There are two routes to effective monopoly (a) fewness of sellers

of a distinct product or service where the sellers, recognizing

price well above ccxhpe‘citive levels, and (b) where there are many

sellers, effective agreement to follqw a price leader, or other-

wise to adhere to pricing declsions aimed at maximizing the industry's
gain. Since it 1s typlecally in the Interest of a single competitor
to undercut an ai'tif’iciallj high price in order to expard his share
of the maiket s effective monopoly ’cypiéally requires the establish-.
ment of a powerful discipline to prevent suéh aétions, and also to l
prevent the potential enfry of new firms drawn by the prospect of ‘ |
exceptional gain. ‘ .

As Schelling has pointed out, the illicit enterprises of
organized crime are typilcally conducted as monopolles, through
means that are unavaillable to legltimate businesses.ll‘ Discipline
over the participants is the keynote of the criminal "family"
structure. By means of 1t, the markets for illiclt services can
be divided into regional sectors within each of which a 'single
group may establish dominance, and bar potential entrants. At

. the same time, criminal orga.nization establishes protectioh from

government interference s an essential Ingredient of stable monopoly s

‘whether in licit or 1llicit enter'prise.

The critical question is the extent to which the _Same tech—-
niques or others potentially available to organized crime can be
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transferredvto effective monopoly exploitatipn 6f consumers of
legal goods and services.

The route to moropoly by féwness of sellers 1s generally
closed to organized crime in the case of products with large
. national markets, partly because the scale of Qperatibns is
typically so large as to be’beyond the fipancial resources of
these individuals and partly also bedause enforcement of anti-
trust regulation 1s especially effective in these cases. The
potential field for monopoly gain‘is, rather, in local markets for
products or sefvices, requiring only relatively small investment,
ard a degree of managerial ard tecﬁnical campetence which is with- .
In the capabilities of organized crime principals and assoclates.
The few known instances in which something approaching monopoly
has been achieved—olive oll distribution, linen supply, vending
machines—correspond close;y to these specifications. I

When monopoly has been successfully effected, 1t 1s generally
quite visible. Consumers know they are paying premium prices and
potential competitors are only too aware that they have been de-
barred from operating in the market. So it is highly uniikely'
that organized crime has been able to achleve substantial monopoly
in a host of flelds tﬂat have not as yet come to " . public
attention. The more reasonable suppositidn is that monopoly
. achlevements have been modest In numbef and moderate in impact.

This conclusion is reinforced by the fact that thé'techniques
to achieve monopoly by Imposing discipline upon industries in which
' there are many sellers are alse highly visible, ard because the
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techniques avallable to organized crime to this end are 1imited
in their effectiveness. Whille some successes in échieving con~
ditions approaching monopoly can be citfed , there are fallures, as
well, and these glve some insight into the limitations attending
efforts at monopoly exploitation. '

The New York State Investigation dmission has recently ex-
posed efforts by organized crime to secure monopoly gains in
kosher meats, bagels, and butcher tools servicing. It is signd-
- flcant that after extenslve search for instances of cr:!miﬁal
penetration of legitimate business, the Commisslon's findings
were limited to industries of such small size. Even iIn these
cases, the ylelds were small and the coerclve measures taken to
secure them were highly visible. In none of these cases were |
monopoly and the attendant monopoly price levels and surplus pro-
fits achleved. Of the three, butcher tools serfviéing was the
most naturally susceptible t"o monopolization since the industry
was already well organized under a reasonably cohesive‘ trade
assoclation. What emerged was not monopoly, but extortion in
which the original group pald approximately $175,000 for 'thef exit
of the intruders. The sum is si@ifi'cant. It can be seen as
equivalent to an investment in the industry. The inference is
that the returns from maintaining a hold on the industry were
- modest. ‘ . |

We have singled out mbnopoly as a distinct i.‘om'f‘:‘!)f penetration
because the spectre of "takeover" is typlcally accampanied by over-
tones suggesting this type of" systematic exploitation., Our

,vyw
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conclusion, however, is that the character of the U. S. economy is
such as to impose strong resistance to this method, and that the
_resources and capabilities of organized crime have not, to date

at least, been of such a character as to achieve substantiai gaing

“through this route.

Unfalr advantage

While the ultimate target of monopoly 1s the consuming public,
the immediate loseré in instances 1n which the goal of monopoly
is sought; are the competing enterprises which are placed at a dis-
advantage or are shoulderéd\aside. If penetrations fall short of
monopoly, they may be profitable neverthelesé, through special
advantages available to controlled finnsAfrom techniques traditional
to organized crime. What 1s achleved, in general, ls a larger
share of the penetrated markets than would normally accrue to the
firms run by Individuals associlated wlth organized crime and, at
the same time, a foothold that may be especially useful for other
purposeé.' In this section, howéver, we want to confine the dis-
cusslon to the poteﬁtial for profits that are assoclated wlth
legal goods and services only, and the extent to which these
profits may be enhanced by unfair methods available to criminal
proprietors. | ‘

The methods in questlon have been cited earlier. Unfalr ad-
vantage may derive from (1) strong arm methods, (2) control of
unlons and (3) corruption of government officlals. The relevant
'question, again, i1s: what industries are especially vulnerable
énd which ére naturally resistant to these special advantages?
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Wrat is the natural Jocus of profitable penetrations of this
Ltype? |

Ouﬁ initial proposition l1s that flrms controlled by organized
crime must be able to operate on roughly equal terms wiﬁh tineir ‘
campetitors, as a starter, in order to be in a position to realize
extra profits from the 1lllegal methods they employ. T to arrive
at thls position of campetlitive equality requ:!res,'in many in-
dustries large Investments, skilled top executives who can devote |
full time to thelr businesses, experienced managements capable
of supervising complex technology in production, marketing, and
other business functions a.nd, often, well-established relation-
ships with large and sophié’cica’ced industrialvbuyers. '

It is apparent that organlzed crime associates have not met
these requisites in many ﬁador sectors of the'economy. But the
speclal advantages arising from the techniques mentioned above |
carmot come into play untll successful entry and operation have
been effected. Our inference is not :chat Industries displaying
the characteristics’ listed above are structurally ﬁmper's.rious to
criminal exploitation, but only that until criminal associates
can pay the entry fee in terms of investment and expertise, they
are effectlively debaméed from the application of their own
traditional sources of special advantage. v

’ Industries in which substantial holdings by organized cgrime
assoclates have been no’tﬂ:‘éd'tend on the whole to be t’nose in which

firms are small, products or services are of a relativlely simple

character, and production and marketing processes are .cor'r'e,spondingly |
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simple. The pattern, in general, is one defined by sltuations in
which the demands on top ma.nagement are relatively mddest arg,

. by the same token, permit close observation and control of the

full operations of the enterprisé. While thesé features may ‘
obtain because they correspond to the capacities of the proprietors,
they may be required as well by the methods through which unfair
advantages ‘are obtained. We should expect the industrial locus

of profitable penetrations to be defined in large measure by the

potentlal effectiveness of the methods themselves.

The first of these 1s coercion by strong arm tactics. As in
the case of predatory behavior, effectiveness is likely to be
greatest where competing firms are small, and where potential
customers are of small or moderate size.. Reported instances of
intimidation of competitors ard .buyers conform generally to these
specifications: as in the case of bagels and kosher ineats, butcher
toolé, menf:ioned earlier. Others include: 1linen supplies,
machine' véndin,g, bakeries, small Mitwe manufacturers, refuse

disposal, trucking, meat jobbing, arnd poultry.

A substantial base for unfair advantage derives from in-
fluence within established labor organizations. Unions are worth
controlling when they are strong relative to the employer. That
strength derives ultimately fram the power of the sﬁrike. A
powerful strike weapon is. at the disposal of perhaps 15 tc 20 per
cent of employees within the private economy.

Unlonism and collective bargaining, inclusive of the right

to strike, are governmentally sponsored. But in fact only about .
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a quarter of all privafe employees who are eligible for these
rights avail themselves of them. For the vast maj ority of these
employces are unaf:le to mount strikes of sufficient power to
achleve wages and working conditions w|hich are substantlally '
superior to what may be obtalned in the open labor market without
i'esort to collective bargalining. The Achllles heel of the strike
is vthe employer's aioili‘cy to secure réplacements cheaply, or his

- ability to n@jnté:ln production with supervisory employees and
others who can be called upon to fill in tempora.éily. The majority
of employers are effectively iﬁsulated fram the strike.

Among the 'indusﬁries in which erhployees have found it worth
their while to unionize, there exists a considerable' variation in
the power of the strike. In some o_f these Industries the strike
is merely of nuisance value and the yields of collective bargaining
are marginal. I;‘z such cases unionism itself is marginal, with
many gmployees declining to joln or otherwise to support the

. organizations or thelr policiles.

The construction industry has historically been subject to‘
powerful strikes by its employees. This power has derived fram
the difficulty of replacing the skllled craftsmen who comprise
the majority of the industry's employees. Unskilled laborers
have, however, been able to share this power because the craft
crganizations have typleally observed their plcket lines.
Employers in the industry are also espécially ‘Vulnerable to the
strike because they tend to be small axd are engaged in a highly

competitive industry. The unions have been able to secure
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substéntial premium wéges from the industry, and tﬁese cpsfs are
passed forward to the ultimate buyers. Mearwhile, profits in the
industry are relatively low in comparl'ison with returns in other
industries and lines of trade. ‘

A legitimately run union normally concerns ltself with its

_' industry as a whole, since 1t is through the industry that wage

gains can be secured (ultimately from the final buyers). But

racketeer control of unionism seeks special gains from individual

firms in the Industry. Kickbacks and other ‘benefits may be

extorted from these smaller targets by the threat of labor
difficulties which would bring losses rather than profits from

a given construction project and which, over a longer span of time,
might place the firm at a cruclally destructive competitive dis-
advantage. The other side of the coln, favored treatment, involves
opportunities for illicit gain s as well, especially where the |
racketeers 5ave financlal inferests in the favored firms.

The situation described above 1s duplicated in many par-
ticulars in the trucking industry, for the Teamsters Uriion can
mount extremely effective strikes, and Individual employers are
t'ypicall,y small and vulnerable. Selective strikes can be de-
vastating in the garment industry, as well, and freedom from
labor difficulties may be the margin between profitability and
survival.

ihese are the industries in which associates of organlzed
crime have the most substantial holdings, and 1t is obvious that
,the.’gr connections with labor organizations play a maj or part in
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supporting these businesses. The critical questioq, howévér, is.
whether these holdings represent but the leading edée of penetrations,
with expansion to other industries a likely prospect. The preceding
caments have‘indioated that there may'be substantial limitations

to the unfnir advantages which may be garncred from control of |
unions The possibility cannot be foreclosed that the observed

participations have already in good part realized the potentialities

"~ for gain from this source.

The thiré major source of unfalr advantage is that derdving
Irom the‘corruption of public officials. A potentially lucrative
source of gain in this connection is favored treatment in securing
govermment contracts. Goverrment at all levels—federal, state
and local—-is the largest purchaser in the nation, with expenditures
on goods and services from private suppliers currently running
at the rate of some $200 billions annually.

Assoclates of organized crime stand at a disadvantage in
competing  with legitimate business interésts for major govern-
ment confracts..lPubiic exposure of a connection between these
individuals and a flrm doing business'witﬁ the goverrment can lead
to immediate concellation of contracts and an‘effect;ve bar to
future contracts, even where the work done 1s belng carried out
with full propriety. Apart from this, organized crime has no
monopoly on the "wheeling and dealing" attending the solicitation
of governmental favors. They stand, in fact, only at thé;portéls
of this Sphere. But influence in goverrment is a cumilative

phenomenon, ‘and 1t 1s obvious from recent revelatlons, in New

\
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Jersey, that éolitical influence, sought initilally for protectlon
of the oparation of gamliling ard other illicit activities, can be
utilized effectively, though control of licensure, e.g., to
generate unfair advantage within legitimate Industry. .
But the greatest economle potentialities for gain from govern-
ment influence attach to the possibilities. of tapping the massive
public expenditures. Asswlning success by organized crime in
achieving substantial effectiveness within govermment, the po-
tential gains are bounded by the eapabili‘qies of controlled
companies in terms of the contracts to be let. To dete » it would
appear that these capabilities have been of modest proportions.
The most frequently reported contracts are those involving waste
disposal for local goverrnment. But a anber of substantial con-
tracts exlst in construction, typically also in lccal goverrment.
Proliferation of organized crime holdings in this and other
industries in which a sﬁbstantial foothold has already been
established create expandir;g opportunities to exploit goverrmental

corruption.

Buginesses supportive to criminal enterprise&

We have dealt, so far, mainly with participations in formally
legitﬁate businesses where the destmctive influence 'of organized
crime derives from illegal methods of securing income ar|1d extra
profit. We are concerned now with ownership or control of firms
whose principal operatlons are formally licit, but which give
active support to criminal enterprise aiqd which may be reciprocally
" supported by it. ' |
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An essential contribution in this regard is that of establishing
the minimal iegitimacy required cf crimihal pefscnnél to Operate'

. freely within the society'by establish;pg a basic income that can
stand inspection. A number of holdings, spread throughout industry
and trade, acecomplish this purpose perhaps without an& other sub—‘
stantial impacts or significance. .

But a source of special gain is developed by other holdings,
especially those in bars, restaurants, clubs, and other enter-
taimment and recreation facilitieé which, whlle generating income
in their own right, also prgvide a base of operations for the
gsale of 1llicit services: gambling, loansharking and prostitution.
A third type of holdiﬁg iIncludes such enterprises as'garages,
truck’ng, and warehousing which facilitate hijacking and other
systematic theft as well as control over freight‘teznﬂxels and
the opportunities for large-scale pilferage which they offer.
Rélapéd to thésé aré ?inns,.pérhaps to some extent represented
in the categories alréady discussed, which are engaged in the
systematic disposal‘of stolen goods. Any of these firms may pro-
vide ostensible embloyment and hence "legitimate" income‘fbr tﬁa
functionaries who perfbrﬁ'the‘more menial services of criminal
enterprise. ‘ ‘ ‘

It would seem that the potentlal growth of these activities
depends, like the first type mentioned above, on possibilities
for expanding the market for 1llicit services themselves. But
whlle gambling, theft and other‘illega} enterprises represent

- "big business" In terms of volume, their technology is relatively
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simple, and expansion occurs by méinly the proliferation 6f‘out~ 
lets of relatively'small size. Bafs, reétaurénts, ard enter-
tainment centers aré highly competitive and so are prone to
limited rates of retwwm and the risﬁ of fallure. But those Which_
give support tb 1llicit services benefit in turn from aésurgd
clienteles, and from side benefits in the form of low-cost liquor,
food and other supplies that may be regularly available from
hijacking operations, apd from the freedom from labor problems
which the tie to criminal Interests so often assures.

Summary
Of the flve types of penetration distinguished, two depend

directly on the extent and profitability of illicit enterprise,

and so 1t would appear that thelr prospects for further growth
hinge primarily on the likellhood of the further extension of these
i1lliclt enterprises. $he three other types of penetration are not
directly related to criminal enterprise itself, but depend rather
on criminal meéhods~—coercion, controlled unioﬁs, corruption of
public officials, etc.—which are the stock in trade of organized
crime., The expansion of these penetrations depends on the
effectiveness of these techniques, or others that may be Qeveloped—-
a matter to be dealt with in a later section—in relation to the
structural vulnerabilities of business firms in particular ;
industries or lines of trade. Thelkeyhoﬁes of allvtypes of
penetration have been (1) small scale and (2) relative éimplicity
of operation, with the effectiveness of successful penetrations

_ aﬁparently 1imited where these features do not obtain. Still, it
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would appear that potentialities for expanded participations with-
in legitimate business enter'pr'ise are considerable, even without '
major innovations in criminal technique. For, if existing instances
of control and exploltation define a demonstrated vulnerabllity

of Industry and business, then where organized crime principals

or assoclates have secured control over firms in a glven industry

- in a particular locality-—e.g., machine vending, linen supply,
auto or trusk leasing, etc., the presumption ls that other firms
in the same industry or locality are vulnerable to similar control.
And to the extent that control over flrms in a particular industry
or line of trade 1s sstablished in one locality, the presumption
1s that similar controls may be established in other localitiles,
perhaps mos’s localitles, So then within the field defined by
exlsting penetration, the potentlalities for further growth are
large.,

TR e
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Business Holdings of the NYSITS Pilot Study Group:

This section deals with the pattern of participation in
legitimate business enterprise displayed by the 200 individuals
in ﬁhe NYSIIS Pilot Study Group. The pooled information from the
13 cooperating agencies linked these individuals to approximately
400 business firms, most of which were located in New York State.

The available materials included fully documented investi-
gations by the State Investigation Commission, as well as infor-
mat:ion made bublic by other goverrmental agencies. In a large
number of cases the ownership interests of organized crime
assoclates were openly acknowledged by these individuals. In
many others, the identification of ownership interest reported by
the cooperating law enforcement agencles was attributed to unnamed
informants, or other unspecified sources. In a few cases, the
status of the organized crime assoclate was reported as that of
employee of the company clted, and there was no further evidence
to Indicate that thils Individual or ény other in the pllot study
group owned or controlled the company. Where empioyment appears
to have been maintained for a substantial period of time, the
campany was included. On the other hand, companies in which a
single case of extortion has been expoéedAwere eliminaﬁeq, and
so also were those destroyed by bankruptcy fraud. The final
results are summarlzed in Table 1.

| There 1s no certainty that all of the businesses listed are
still in existence, though the strong presumption is that nearly

all of them are. The materials collected by NYSIIS covered
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Table 1

Participation in Business Firms by

200 Individuals in NYSITS Pilot Study Group

Industry Group

Construction

Manufacturing

- Food
Apparel
Textiles
Furnlture _
Printing and publishing
Fabricated metal products ——————c—w——
Miscellaneous manufacturing =——e-—————-

W =
0 oV

Transportation, Communications, Electric, Gas and

Sariltary Utilitiles

Trucking and warehousing ———————c—m——— 38
Local transit 1
Water transportation 2
Waste disposal ' - b

Wholesale trade

Retall trade

~Food 11
Automotive, gasoline service

stations, garages 11
Apparel . b
Home furnishings 1
Eating and drinling planes ——e——mmme—— 74
Miscellaneous retail =-- 14

Finance, Insurance and Real Estate

Services
Hotels, motels, ete. 11
Personal services 13
Miscellaneous business services ————o 29
Auto repair services, etc. ——~————m——e 3
Amusements and recreation ——————mem—— 15

Miscellaneous services 10

Industry group not identified

Number of Firms

31
60

45

42
115

15
81

18

507
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evénts reaching back into the decade of the 1950's and earlier.
But, our tabulations were confined to cases ih which the alleged
ownership interests were ldentified during .the past decade, most
during the last five years. Unfortunately the quality of avail-
able data made it impossible to refine the information; the
limited and resources of the present study ruled out th.
possibillty of field investigations to check doublful cases.
Notwithstanding these deficicncles, Tablé 1 probably re-
presents a conservative estimate of the holdings of the 200
organized crime assoclates in the leglitimate enterprise field.
For the business holdings of organized crime associates have
not been made the subject of direct Investigation in more than
a few insténces. Information collgcted about the 200 subjects
héd as 1ts primary focus, the purely criminal activitiés of
these individuals—that 1s, thelr Involvement in gambling,
narcotics, loansharking, robberty, hijacking, extortlon and so
on; systematic searches for'connections with business firms
in legitimate pursuits have not normally been carried out.
Consequently, a number of instances in which business associations
are reasonably open probably escaped notlce In the files of the
agencles participating in the pilot project. Further, while many

of the cooperating agencies recelved information from other agencies

not directly involved in the pllot project, the materials fell short

of those potentially available. ' Undoubtedly, many more
ownership Interests would have been revealed had there been full
apcess to all flles. Finally, it 1s likely that there are many
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holdings which orgénized crime assoclates have been able to con-
ceai from a1l law enfarcement authorities. |

So then, we assume the enumerated .firms to account for con~
siderably fewer than the total in which the 200 subjects held
control or a substantial ownersﬁip Interest, especially where
these holdings were In real estate or in enterprises outsidé of
the New York region. It should be noted that for nearly a fifth
of the subjects, no single associatioh,with legitimate business
enterprise was recorded. While it is possible that many of these
individuals have no such associlation, it'seems more likely in
view of the typlcal ﬁeed of such individuals for at least one
"legitimate" source of income, that the absence of assoqiation
was in good'part merely the result of a deficiency in the infor-
mafion pooled wlthin the pilot project.

Then to what extent have the businesses contained in the tab-
ulations understated the actual number of holdings by the 200
subjects? In view of the preceding comments ang, taklng Into con~-
sideration the‘patterns of' ownership discloéed in cases where there
has been intensive investigations of particular individuals, our
general Impression 1s that the number disclosed by the pilot
study resources have fallen short by perhaps one-third of'the
actual holdings. '

The distribution of holdings shown in Table 1 discloses‘
participations by the pllot study group in a large number of
industries and lines of frade, though 1t may be seen that the
major concentrations fall within relatively few of them. A

&




closer inspection of the data reveals further speclalization with-
in these categori'eé. Detalled finéncialu statistics were generally
unavaillable, but it is apparent from the materials at hand that, on
the whole, the firms represented in the tzlable display the character-
istics of s.;mall size and of simple industrial and commercial
opefa,tions, mentioned earlier.

In construction, large firms undertaking major projects on a
regular basis are virtually unrepresented. For the most parf:, the
firms noted here were speciallzed to a single function. And these
were well distributed. Among the specialities represented were
tile and marble work, masonry, lathing, concrete, plastering,
hoisting, Qemolition, grading and filling, drainage, and home
i{nprovement.

In manufacturing, holdings were concentrated in the garment
and allied industries, with the greatest number appearing in dresses
and other women's wear, and a few in textile finishing., Two firms
produce specialty items (buttons,. zlppers) for use by other
garment marufacturers. Food manufacturing is confined to small
producers operating within narrowly defined geographlcal markets.
In this category, there were bakerles, beverage bottlers, and
small meat packing and dairy concerns. Wholly absent were large
canpanies, those producing for the national market, and those whose
products involved even moderately complex technplogles.

In transportation and the utility field, the primary re-
presentation was in local truckiné, also on a small scale, with
a substantial number of the flrms servicing the garmeat industry.
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Other firms were speclallzed to waterfront and alr frelght haulage.
The waste disposai firms contractéa with both‘ Industrial users

and goverrment. In the water transportation fileld, the companies
pro{rided maintenance services. The loc‘:al transit entry was a
taxicab company.

. The largest single concentration in wholesale trade was In
machine vending. Other participations were in frult and other
produce, meat supply, tobacco, candy, janitorial supplies, electrical
appliances, and construction materlals. In retall trade, by far
the greatest number of holdings appeared in restaurants, bars,
grills, lounges, emd~ other eatlng and drinking places. The other
retail outlets were, for the most part, single establishments en-
gaged in sﬁch lines as automobile sales (both new and used cars)

fiml oll supply, meat and grocery stores, dairy products,
| delicatessens, liqﬁor stores, candy stores, dress shops, sports-
wear shops, florists, dry cleaning establishments, muslc supplies,
novelties, gasoline service stations, and garages.

Real estate companies predominated in‘the next category, but
it is difficult to guage the size or character of the operations
of these firms. No majJor finance or Insurance firms were re-
presented In the sample, but there was active participation in at
least one bank and two brokerage flrms. One of the filrms was an
insurer of union funds. A sprinkling of credit and finance
companies round out the list. ‘

Finelly, among the service industries, there were participations

in autn and f;r'uck leasing firms ,' travel agencles ,'music companies,
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labor cbnsulting, catéring, funeral gervices, country clubs, pest
exterminating, interlor decorating, linen supplies, car washes,
parking lots, conmercial laundries, and bowling alleys.

That listings published elsewhere of firms controlled by
organized crime assoclates correspond in géneral to these patter-n's
sugpests that Table 1 may reasonably well define the present scope
of criminal participation In business enterprise. But what has
been missing :f‘r'om.other surveys and 1s missing also, unfortunafely,
from the present one 1is detalled Information about the operations
of these firms, such as might permit scxﬁe clearer hnpréssion of
how the holdings are distributed among the various types of pen-
etration distinguished earlier and of the purposes they serve
for the NYSIIS pllot study group.
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The effort to penetrate

It cannot be assumed that crganlzed crime has unlimited or
unqualified demands for increased‘partiéipation in the sphere of
legitimate business. The effort to penetrate is conditioned by
the purposes served by these participations and by the costs or
fisks or other difficulties associated with them. The motives for

penetration have been réviewed earllier. They include, principally,

(1) minimal needs‘for legitimate income to secure organized crime
assoclates ffom prosecution for Income tax evasion in connection
with normal living expenditures, (2) a generalized demand for
Incomes above thils level, generated especlally by the flow of
profits from 1llicit enterprise, and (3) a desire f&r holdings
which may support or enhance the profits from gambling and other
11licit enterprise. We need to consider the possibility that
various internal limits may exist In cornection with each of
these motlves.

Such a limit is Implied directly by the nature of the first

motive. That is, the number of buginess flrms in which particlipations

are sought is governed, in the first instance, by the volume of
bersonal consumption expenditures for which lncomes need to. be
justified.' The secbnd motlve suggests lnnits,‘also? to the extent
that costs or risks attaching to these participations are sub-
stantial in relation to the possible gains; The limits’indicated
by the third motive relate to such practical considerations as

the number of outlets aéutally required"to establsh éontacts with
the‘potential c¢lienteles for illicit services. |
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Reasons were offercrl earlier in support of the proposition
that the éurrent resources and capabllities of organized crime
assoclates fall short of those needed to enter many industries,
especlally where operations of substantial scale and of consider-
able technical complexity predominate., But 1t is clear as well
that the potentialities for expansion are very great, merely by
the duplication of holdings in the types of firms and industries
already entered. Table 1 showed the average number of participations
by members of the NYSIIS pllol study group to average roughly two
or, If the understatement 1s of the degree suggested earlier, per-
haps three. The immediate question is whether holdings in this
range approximately meet the current demands for penetration by
crime associates or if these magnitudes are of little lasting
significance, reflecting perhaps only a point along a curve of
rapld expansion. | ‘

Table 2, which shows the number of business participations
by individuals 1n,the NYSIIS pilot study group, serves as our
point of departure for this discussion. As can be noted, the
holdings are distributed falirly evenly over the group, with over
80 per cent of the subjects participating in three or fewer firms.
The wide distribution of holdings would be expected, glven fhe
mean of two (or even three), if 1t can be accepted that the first
priority 1s the establishment of some source of business income
to meet the minimal requirements of legitimate status 1n the
‘economy and soclety. As most of the firms are of relatively small

size and 1lie in industries iIn which competition is intense, so
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Table 2

Number of 'Partlcipations in Business Firms Per
- Individual by Individuals in NYSIIS Pilot Study Group

Number of Participations

per Individual Number of Individuals
None identified 39
1 a7
2' Ual
3 ‘ 4
4 18
5 1
6 1
7 4
8 1
9 1
10 or more 4

TOTAL 200
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tha!, rates of return ﬁend to be of modest proportions, the possibility
arises that the major share of these holdings serve this purpose.

If so, it follows that penetration for profits in excess of
minimal incomes for legitimacy has been a réther restricted
phenomenori, and that for reasons either of motivation or capabllity
only a small proportion of those associated with criminal "families"
engage In 1t. That interpretation is supported by'Table 2 which
shows less than ten per cent of the pllot study group with five or
more participations. We shall need to examine the character of
these multiple holdings more iIntensively. First, however, let us
consider some of the possible reasons why such multiple holdings
are comparatively rare, and why, more generally, penetration for
profit In excess of minimal legitimacy may be of qualified

feasitility for those well established in crime "family" structures.

In considering varilous overall interpretations of the signi-
ficance of criminal penetration of legitimaté business, we Intro-
duced the possibility that penetration might be seen largely as
ancillary to criminal enterprise. A related point, a corollary
of the obvious fact that crime is the main business of criminals,
1s that the chief attentlons of those associated.with organized
crime are necessarlly occupled with their primary sources of gain.
The proposition, in short, is that effective conduct of 1llicit
enterprises may be sufficiently demanding of the executive and

managerial capacities of criminal associates as to impose sub-
stantial limits upon the contrlbutions of time and effort they

may make to the pyramiding of ventures in legitimate business enter-

prise.
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The criminal activities attributed to the NYSIIS pilot study
group are summarized in Table 3. About three-fourths of the
~ Indlviduals are engaged in some aspect of gambling and a third
have been .identif‘ied as active in 1oansﬁarki_ng actlvities. In
addition, involvement in labor organizations 1s attributed to
about a fifth of the group, and this in many cases entalls active
participation as union officials. About a quarter of the pilot
study group have substa.ntial' records of involvement in hijacking s
robbery, and other theft. So then, as a rule, the pilot study
individuals are not speclalized to a particular criminal activity.
Two-thirds have multiple involvements. '

" The general concl.usionv is that members of organized crime are
busy men. These "packets" do not run themselves. Gambling, for
example, 1s geared to dally activity and a multitude of individual
transactions. In the ’ﬁwnberéf or "policy" games, menials handle
these transactlons, but the ‘network of runners and others engaged
in the primary traffic must be supervised, and there are a host
of other adminlstrative activities which clalm the time of those
in whom the ultimate control of these ventures ‘is Vesf,ed@ not the
least of which is maintaining the system of protectlion from law
enforcement the essential Ingredient of successful operation. In
other forms of gambling, especially that centering Aon compatitive
sports, closer contacts with the clientele are demanded. #And
close touch with the sports themselves Inclusive of att§ndance
at sports contests 1s typlcally required. ﬂ

Successful loansharks must prémote thelr services, fre-

quenting gambling locales to make themselves immediately available
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Table 3

Criminal Activities Associated with Individuals

- Included in NYSIIS Pllot Study Group

Number of Individuals

Activity Engaged in the Activity

Gambling 154
Loansharking 68
Labor racketeering 42
Hijacking or other theft L7
Narcotics 26
Coercion, Extortion .25

12

Other

Number of activities
~pér ‘Individual

Number of Individuals

77

78

W NN

39

6.

——r——

200
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when loans are needed, and‘conducting searches for others in nzed
of ready funds. In general this "marketing" activiby requires the
maintenance of an extensive network of personal relationships. |
And the loanshark must be accessible to‘his clientele in order to
service his loans. A typlcal roulinc has the loanshark appearing
dally at a fixed place of business—a particular bar or club, a
given street corner—and spendirg a substantial part of the day

at thils place.

Effective control of labor organizations may be equally.
demanding of time and attention. These positions of power can
be maintained only by effective intimidation of elements within
the membership who resent criminal control and of oﬁhers who
seek personal advancement within the organization. At the same
time, there is the need to carry on normal bargaining relation-
shlps with employers, typically numerous in the industries in
which racketeer-controlled unions are concentrated. Extraction
of money gain from the membership or from the employers thﬁs
demands close personnal attention.by ¢riminal expioiters,

The burden of the preceding comments is that the adminis-
tration of 1llicit enterprises may be so demanding as to create
é'bottleneck" in the realm of enterpreneurial or managerial |
capacity for the expansion of criminal control within legitimate
business enterprise. Such a shortage would help to explain the
small scale of operations evidently characteristic:of 6rganized
crime's business holdings. |

To operate businesses of substantial size requires not only

| heavy. executive commitments but also a well-developed infrastructure
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. of trusted managerial; professional, and technical persomnel. This
would be. a requirement for survival in most industries even whee
perfectly legitimate oﬁcrations are conducted. But the value to
associates of organlzed of investment In firm: which make extcnsiye
demands on thelr time is limjtcd whore the antlclpated galns
approximate ‘normal business profits. A superlor alternative,

it would seem, is simple purchase of securities and the passive
receipt of normal yields. The motive for active participation in
major businesses will be strong only where special galns can be
obtalned,  for example, by the introduction of strong arm methods
at strategic points or by illegal manipulations through controlled
labor organizations. But these methods are not free of risk., If
they are to be applied in conjunction with ownership interests in
firms of substantial size, the nced for trusted strata of mariagerial
and technical personnel i1s underlined. In this case, the trust
must rest not only In Industrial or business competence but also
~in the willingness of the personnel to serve silently within
enterprises tainted by corruption or illegal methods. 'Even if

such loyalties can be secured, criminal proprietors open themselves
to other dangers. Thelr Investments are Imperiled since exposure
of 1llegal methods is typically accompanied by loss of sales, as
legitimate business and other customers draw away from the tainted
fims. And conviction for 1'legal business conduct is likely to

be penalized with spccial severity by law enforcement agencies

and the courts conversant with the involvements of the proprietors

in 111licit enterprises. fn short, gain from illicit énterprise,
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the priﬁcipal sources‘of criminal income are imperiled. It is

well known that organized crime "families" have been reluctant to
Jeopardize ﬁheir positions by involvement in narcotlcs distribution,'
despite the great profits to be derived from this activity, precisely
because of the exceptional dangers associated with convictions on
narcotics charges. The same principle, it would seem, ought td
apply in comnection with the risk entalled by over-extending

illegal operations in the legitimate business sphere.

This is not to imply that crime assoclates have ﬁo rational
Interest in seeking extra profits from unfair advéntage through
the many techriiques ocutlined earlier. It Implies only that a
reasonable balance of risk and potential gains be gtruck and that
the risks be minimized by maintaining close persohal supervision
6ver penetrations of thié type. This implies, in turn, both small
scale of enterprise and a 1limlt to the number of controlled finns
corresponding to the executive or administrative "span of control"
which can be practicably exercised by individual assoqiates of
organized crime and those whom they can trust.

These comments are generally consistent with the patterns of
.ownership interests éﬁtributed to the handful of individuals in
the pilot study whose participations in‘business’enterprise were
the host numerous. Invariably, the multiple holdings consisted
of relatively small flrms whose daily operations could be én- ‘
trusted to a few close confidants.J For the mbSt parp, there was
a conslderable diversification of interests. A typical holding,

one of elght flrms, included interests in a hotel, tﬁb‘resﬁéurants,
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a catering service, a gasoline service station, a garage, a liquor
store, and a real estate firm. Another, of twelve firms, in-

cluded interests in labor consulting services, restaurants, a
printing shop, two small manufacturing establishments and several
real estate companies. The method of acquisition of these firms |
was not documented by the available informatiion, but a reasonable
conjecture is that a ﬁumbcr were sccured as "targels of opportunity
in connecetion with loansharking and rclated activities. An

intereét in real estate companies 1is typically in evidence where
the holdings of an individual crime assocliate are numerous. It

might be noted in this comnection what the major multiple holders

tended to be those individuals who rank relatively high in crime

"ramily" structures. The inference is that these individuals have
tended to be major reciplents of income from iilicit enterprises
and that the real estate firms serve the function of channeling
substantial sums into safe Investment.

Several of the individuals with the most numerous holdings
have tended to concentrate their interests within particular in-
dustrles or lines of trade. The most concentrated holding,one of
nine firms, included eight trucking and carting concerns, With
the campanies involved malnly in waste disposal. Other‘concen—
trations appeared also inktrucking in the garment industry, con-
struction and in restaurants and bars. In most cases, a
connection with unions in these fields was identifiea. The
inference 1s that the multiple expansion of holdings wlthin a

particular industry has been carried on primarlly where there is
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a strong rooting in a‘crﬁninal technique offering the possibility
of sustalned speclal advantages to the controlled firms.

In this section we have stressed. certain internal 1imitations;
deriving both from motive and capabllity, on the drive for par-
ticipations by legltimate business enterprise by organized crime
associates. Nothing which has been sald, however, implieg that
a halt to the expansion of these business holdings is in prospect.
We need to turn now to the conslderation of a number of factors

suggesting an acceleration of these participations.
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Factors conducive to further growth of penetration

In discussing the various types of penetration, we have identified
certain resistances deriving from the structure of industry and
trade itself and other limitalions deriving from the motives and
“eoncerns of crime "family" associates. In each case, however,

a field for further expahsion of holaings was defined, on the
assumption .that the resources and capabllities of organized crime
would remain approximately at current levels. There are reasons
for supposing, however, that these capabilities will increase with
time,

A primary impulse for expansion lies in the accumulations of
funds realized from illicit enterprise. If 1t is the case that
net profits of thé order of billions of aollars annually are ex—

- tiracted from gambling and other illegal activities, the pressure
to find income generating assets must be considered very powerful
Indeed. It is clear that heavy concentrations of these funds have
been charnneled into extensive holdings in real estate of a con-
ventional sort-—office bulldings, apartment houses, etc.~—with

the apparent intent to operate these holdings passively for the
normal returns they yleld. But the growlng affluence of organized
crime princlpals has enabled them to think aggressivelx in terms
of Investment on a scale that was not feasible at an earller time.
Major recreation and entertainment complexes are a case in point.
The most prominently publicized of these ventures have been those

relating to gambling, conducted legally, in a number of Caribbean
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locales. But investments of impreséive size have been'made in
domestic resort areas where the opportunities for j1licit gain
fram gambling are a Special attraction, and where legitimate pro-
fits from the secularly expanding recreatlon industry may be |
obtained as well. At the same time, the capabllity to extend
oﬁerations to fields previously beyond reach is being enhanced
by other factors.

Flrst, the personal acumen and technical capacity of organized
crime to compete with cthers in undertaking of substantial size .
and complexity is increaslng. The first generation leaders, pre-
dominantly men of 1ittle education highly, stigmatized by past |
eriminal records, and otherwlse handicapped by origin and early
experilence, are being followed by a second generation without
these handicaps and more adequately endowed with education and with
maneuverability in the business world. But asidé from those tied
by blood or marriage to orgénized crime principals, growing
professional cadres (lawyers, accountants and others) have been
recrulted to facilitate entry and to adminlster and promote invest-
ments in new lines—finance and Insurance and on’a more ambltious
gcale iIn construction, manufacturing, transportation, trade and
services., |

Second, with growing participation in these fields, the
proliferation of business and social relationéhips yield organized
crime principals and their intermedlaries, entree into wider
circles of acceptance and influence, and so establish further
_contact with férmerly remote phases of business and industrial

activity.
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Third, the massiﬁe infusions of funds required to buy
political support and protection for the operation of criminal
enterprise are useful as well in support of operations in
legitimate enterprise. An Immediate econamic yield may be in
the form of favored treatment in the letting of goverrment con-
tracts, with the expectation that current success at the local
level of goverrment in securing contracts for waste disposal may
be augumented by equal success in other fields and at higher
levels of governmeht. |

Fourth, growing holdings in increcasingly diversified In-
dustries and linos of - trade permit larger and more extensive
exploitation of .llegal operations. The larger the, size and
number of businecsses operated by organized crime, the greater are
the outlets for hijacking operations, auto theft, pilferage, stolen
securities, and so on. .

Fifth, entrenchment inAa particulér industry facilitates
penetration in collateral industries. Thus the spread of holdings
in night clubs, restaurants, and bars provides support'for
erdminal interests 1n coinzoperated machines, linen supply,

}iquor supply, food supply and other services. Thils 1s already

a famillar pattern. But the same processes apply to trucking

and construction, with expansion to Jarger scale and more diversified
operatlons Indicated.

To summarize, growing wealth and increasingly extensive
holdings in diverse fields give rise to cumulative effects im-

~ proving entrepreneurial capabilities and otherwlse subporting
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ekpansion of operatioﬁal scale, and so offer a better chance to
suwrmount the size and technology barriérs which appear to have
been the most resistant to the standard techrilgques by which pen-
etration has been effected, No particular rate of expansioﬁ can
be inferred directly from these developments. It may be slqw or
rapid within particular industries or locallties. Nor need‘the
expansion, if rapid, depend upon such dramétié evéﬁts as pfédigiouélz
feats of Innovation by evi; geniuses at the service of crime. The
improvement of methods‘contemplated here are those deriving from
naturally evolving advantages assoclated with simple growth. A
plausible prognosis, 1t would seem, 1is that.of furtherbgrowth,
barring major new efforts by goverrment to halt it.. In relation
to the latter certain comments based on the preceding analysls are

in order.
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Limiting penetration

We have described penetration as a heterogeneous phenomenon,
whose distinctive types are, in large part, self-supporting and
self-generative of growth, and which in many ways reinforce each
other. Each type relates to illicip enterprise, either directly
or through criminal "family" assoclates whose primary concerms
' altogether, a wide-ranging
system with strong Internal links 1s defined. The primary in-
ference 1s that efforts to combat penetration should be conmen-
surately bfoad in scope, while at the same time sufficlently
articulated to deal directly with the separate facets of pen-
etration. No single technique or strategy can be éxpected to
defeat penetration. By the same token it 1s certainly premature
to regard any current strategy—attrition, harassment, exposure,
etc.~—as Ineffectual.

Qur analysls suggests that a blow at organized crime in any
pursuit, whether in criminal enterprise propef or in operations
in legitimate enterprise, will damage it in any other. If the
expansion of penetration 1s approprlately traced to factors of
'scale and cunulativity, it may be the case that "the" ultbnatély
effective strategy to éounter i1t is similar reliance upon the
cumulative impacts of many efforts, with the ultimate degree of
effectiveness determined malnly, perhaps, siﬁply by the quantity
of resources allocéted by soclety to these efforts. These comments
notwithstanding, it is useful to consider particular strategles
‘whose Impacts may be especially destructive to the lifelines of

penetration.
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If a single priméry "lifeline” had to be deslignated, the most
likely candidate 1s 1illlcit enterprise, in which the reigning crime i
"familles" are rooted and in relation to which the family structures, |
themselves, were originally designed. Elimination of gambling,
loansharking and other illicit industries would not entlrely elim-
inate criminal participatlon in legltimate busliness, since many
exploltations are achleved dircclly by strong arm and related
methods. But it would elimlnate the heavy flow of profits seeking
outlet in the private sector, remove the rationale for many
establishments currently servicing gambling, loansharklng, ete.,
and reduce the unfair advantage enjoyed in many cases through
corrupted public officlals and law enforcement officers whose
purchased support of crime spins off by-product benefits within
the sphere of legitimate business enterprise,

It has been said often that the hope of eliminating 1llicit
services 1s meagre so léng as large elements within the general
public demand those services.- It has been reiterated often, as

~well, that the arrést and conviction of those engaged in 1llicit
enterprises, serveslmainly as a goverrmentally sponsored "retire-
ment" policy, and that the places of those convicted are fcrthwith
filled by others, with the basic machinery of crime remaining
unimpaired._ But the other side of the coin 1s the possibility

of substantially increasing the costs of these operations.
"Attrition" of criminal personnel has tended to operate in dis-
parate spurts. Malntaining the pressure on 1llicit enﬁerprises

can substantially reduce current lewels of profitability and so
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reduce funds available for business investment. At the same time,
the harassment of principals and associate$ of organized crime
" may serve the function of reducing their effectiveness as entre-
preneurs and managers within the sphere of legitimate business. k
Participants in illicit enterprise are generally well identified.
Exposure of their assoclations with gambl;ng, etc., 1s not an
effective deterrent. But exposure of their tles with legltimate
business enterprise can be extremely damaging, because success 1n
these involvements may depend cruéially on the paﬁronage or other
business dealings of indilviduals who arc unsuspecting of the
criminal ownership interests and who would withdraw from these
contacts 1f they had this information. Unlike the clients of
illicit enterprises who welcame and suppoit these activities, the
business camunity and consumers at large are antipathetic to the
presence of crime assoclates, and are Inclined to draw away from
them. Effective exposure of criminal ownership interests can
achileve a second major blow by depriving controlled firms of key
managerial and technical personnel. It is clear, of course, that
many lawyers, accounﬁants and other professionals are content to
serve organized crime. But the cffective expansion of criminal
assoclates into businesses of substantial size requires tﬁe large-
scale recrultment of managerial and technical personnel of high
calibre. With substantial careers at stake, such individuals are
generally disinclined to take the stain of identification with
erime "family" interests. The evidence is clear that such

identifications are disastrous for elected public officials and
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for public administrators. In sum, concealment of criminal owner-
ship interests and secrecy of operations can be vital to the
success of existing penetrabions and to further growth. Exposure
is their nemesis. The strategy 1l currently in operation, but
should be pressed more vigorously.

Public meetings to alert businessmen to the dangers of Inroads
by srganized crime have been conducted in many communities.
I1lusbrations of specific exploitations are presented; and check-
lists of danger signals to detect the presence of criminal in-
filtration are distributed. Carrying these messages to the
business world is an indispensable part of the efforts to counter
penetration. But 1s has been the common experilence of law enforce-
ment officers that little initiative is displayed by the business
comunity in reporting evidence of criminal activities in their \

respective industries. As one observer has commented

Why have members of the business community so
often failed to respond to evidence of inroads
into their companies by organized crime?  Is
the failure due to nalvete or inabllity to read
the telltale signs? If so, why have the widely
circulated warnings made by law enforcement
agencias and other experts somehow failed to
get ¢uraos to businessmen? Or is the fallure
due ty the fear of physical or economic re-
prisal-—or perhaps to the strain of larceny
which 1s said to lurk in most humans? If so,
do many businessmen really belleve that they
can profit from involvement wlth organized
crime without eventually becoming 1ts vietims?

The initial question is followed by a number of answers which
'undoubtedly account for a good deal of the observéd::eticence.
Part of the failurelmay well lie in the inadequacy of the




- 60 ~

goverrment's "outreach" efforts. A more positive program of
cooperation between government law enforccment agencles and the
business coﬁmunity would seem to be mandatory. There is & need
for special instruments geared to the principal contour lines of .
the private economy—i.e., those defined by distinct industries.
An effective vehicle for this approach might well be adapted
from the "strike force" concept, now employed in a number of
localities, primarily in attacks upon gambling and other illicit
enterprises. The keynotes of.thié technique arc expanded in-
vestigatory efforts, the pooling of information, and above all
sustained operations on the local scene by the personnel involved.
The principal objective of existing strike forces is to secure
evidence adequate for conviction, a difficult task in purely
criminal matters. But "industry" strike forces, designed to
counter exlsting penetrations of legitlmate business and to in-
hibit 1ts expansion, may succesd with mors modest accomplishments.
The primary task 1s the collection of information for the exposure
of criminal "presence." It is precisely in this realm that the
gulf between informa@ion normally available to business and that
normally accessible to léw enforcement agencles has been the most
apparent. The business comunity possesses Intimate knowledge
of industrial and cammercilal operations but is lacking in abllity
to identify the associates and functionaries of organized crime.
Law enforcement bfficials, on the other hand, have voluminous
Information idenﬁﬁfying these individuals but have not normally

carried on sustained and detalled investigations of their
N : ‘ ‘ ?
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activities within the sphore of legltimate busincss, except 1n
isolated instances of overt wrong-dolng as, for example, in the
individual cases of bankruptcy fraud. But the destruction of
firms by this technique represents only a marginal aspect of the
penetration phenomenon. More significant 1s the network of ' ¢
controlled companies which provide a continuing base for criminal
participation in fhe private economy and éonstitute tﬁe point of
departure for further expansion.

The structure of industry strike forces may take many forms.
But their esécnca should involve sufficient permanency and enough
active participation by goverrment to encourage individual |
businessmen in the belief that ihelr cooperation is worthwhile
and they will recelve adequate protection from an agency that ig : o
devoted to the purification of their regpective industries of f e
criminal infiltration. At the same time, the existence of such
bodles, actively engaged in processing Intelligence from both
govermient and business sources, should serve as a deterrent to
the entry of érime associates and to the collaboration with these
individuals by those whose primary base is iIn legitimate business ;
actlvity.

The socially destructive consequences of businesé penetration
by organized crime has been generally recognized. But it is clear
from the present study that the investigatory efrorts of agencles
participating in the present pilot study héve failen far short of
those which ought to be mounted. The appro&ch t5 penetrétion

sbould be so designed as to deter, inhibit, and pﬁevent the

R
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expansion of criminal influence. From the standpoint of intelligence,
what 1s needed is'a comprehensive plcture of the penetration |
phenomenon in all its aspécts. This entails a systematic mapping
not only of specific holdings, by company and industry-—a primitive
accbunt of which was presented above—but also an equally systematlc
analysis of the industrial, commercial, and financial operations
of the eontrolled firms, in relation to tﬁe distincet modes of pen-—
etration. At the same time, there is need for a complementary
mapping of business participations, by individual associates of
organized crime, and a parallel analysis of the interrelationships
between the respective holdings of these individuals and their
primary illiicit concerns. Identification of ownership interests
is often, of course, extremely difficult: The use of nominees
can seriously obscure the link between crime assocliates and con-
trolled businesses. But these difficulties are not insurmountable.
Apparently innocuous nominees can be linked.to their underworld
assoclates by sufficiently diligent inveétigation. It wbuld seem
that it is noé the Intrinsic diffieculty of collecting vital infor-
mation about the extent and character of business penetrations that
has been the effective bottleneck but, rather, thelack of manpower
and other resources required for adequate collection of this
intelligence, 1ts pooling, and its analysis for use in mounting

counter measures.
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Conclusions

A general Impression which emerges from the present study
is that the penetration of legitimate buslness by organized crime .
is a "manageable" phenomenon.’ To put the proposition in this
. form is, in part, a reaction to the terror and feelings of help-
lessness which are invited by assertions that the dominant hand
of organized crime is everywhere, that criminal associates "have
invested in every cgnceivable‘kind of legitimate business,“l2
that "organized crime will put a man in the White House some
day,"13 that we are witnesses to the "theft of the nation," and
that "the real danger 1s that the trend will continue to the
point where syndicate rulers gain such a degree of control that
they drive supporters of free enterprise'and democracy out of
"business' and then force us to pay trigute.in the forms of

nld

traditional freedoms. Such views have driven Professor Cressey

to suggest the possibility of a bargain with organized crime:15

It is highly unlikely, but not inconcelvable,
that Cosa Nostra would agree to glve up its
politiecal Involvements and its illegal
operation of legitimate busincsses, which in
combination threaten to undermine the whole
nation, if it could be assurcd that it will
be permitted to keep the profits, after
payment of taxes, on bet-taking.

We are roncerned less with the morallity and the feasibllity of
such a scheme—it ls questionable on both counts—than we are
with the underlying appraisal of the potency of organiéed

crime in the national economy.
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There is no evidence thal organized crime has significant
influence in "evefy conceivable industry." Our findings, to the
contrary, indicate a substantial presencé in a relatively re-
stricted number of industrics and lines of trade, and our
analysis of Lhe various modes of penclration has underlined
important limitatlons derlving from the structure of busincuo
entcfprise itselfl and ffom the molives and capabilitics of
organized crime. Iﬁ is true that in certain localities there
has been impressive infiltration of the political structure, and
that these accomplishments by crime associates have produced

control over a number of local Industries. These stand as models

ol extreme penetratién which are capable of duplication elsewhere.

But there is little fto suggest that the process of expansion is
Jrresistible; indeed therc are good grournds for believing
that it can be haltéd and substantlally reversed. The comment
that penetration is "manageable" wag intended to convey the idea

that these lnvasions are highly susceptible to social contrel.

‘This view is premised on the following points:

1. As noted in the preceding section, the sphere of
legitimate business 1s essentially hostile to criminal
associates. Unlike the individual consumers af illicit
services who welcome the presence of criminal purveyors,
the business community is basically averse to this |
preseﬁce and, with sulflclent encouragoment and support,
is naturally inclined to coopcrate with goverrmental

efforts to defeat it.
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For this and other reasons noted earlier, the counter

strategy of exposure is inherently powerful. Con-
ducted effectively, it may be devastating to criminal
efforts to expand their buslness holdings, even

where illeglitimate operatlon of these businesses iz

- not of greal conusequence.

The penetrations which can be most perfectly con-
cealed are those which are conducted with propriety.
We have included in our definition of penetration
passive wealthfholding for the purpose of securing
safe normal yields. The magnitudes may be enormous;
but the destructive impacts of these holdings arc
limited. When transferred to modes of penctration
which are soclally destructive, the visihility of
these holdings is increcased, and thelr vulnerability
to counter-measures by goverrment ls commensurately

Increased.

The methods by which organized crime expléits private
industry, elther by prédations upon individual
businesses or by securing unfair advantage over
campetitors, are basleally simple and arc; in lafge'
part, hlghly visible. No space-age prest.idigitation
iéxiﬁvolvcd. . Strong axm.mothods,'dominatidh of |
unions, etc. are fairly crudé techniques and are,

in prirciple, subject to effective limitation by
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the sufficlent application of soclal resources to
law enforéement. Criminal control of strategically
placed government officials is'mofe subtly accom-
plished. But making effective use of this influence
in the sphere of legitimate business requires overt
actions which disadvantapgoe ]égitjmatc buninecss com-
petitors. It is markedly different {rom inducing
the sins of omission which give protection to
gambling and other illicit enterprises. The

opportunities for exposure are thus greater.

5. The controlled firms, disclosed to date, tend to be
relatively small and tend to be restricted to pur-
suits involving simple productibn and marketing
techniques. This pattern refleéts the presence of
a number of limiting factors: (a) the limited
technical and commercial capabilities‘of criminal
entrepreneurs, (b) the limited effectiveness of
thelr exploititive techniques, (¢) the need to
maintain close control over 1llegal operations of
these Firms and, related to this, (d) the need to
avold defection withinkextensive managerial super-
structures required in large firms and to avoid in-

filtration into them by goverrment agents.

It has to be admitted that our generalizatlons about pen-

etration have been based on Information which is grossly
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incomplete, The flles of police departiments and other law en-
forcement.agencieé which fed the NYSIIS pilot study‘prévide, in
most Instances, only the barest sCraps of information about the
financial ho;dings of ¢riminal assoclates and about the activities
of the firms with which these individuals are identified. |
Effective measures to counter criminal influence in the sphere

of legitimate business should begin with a major effort to

Improve the flow of this Intellipgerice. As Schelling hag noted:l6

Evidence of the lack of profecssional attentlon to

the econamny of the underworld Is the abuence of

reliable data even on the magnitudec lnvolved, of

techniques for estimating them—aoven of a con~

ceptual scheme for distingulshing profits, income,

turnover, transfers, waslte, destruction, and the

distribution of gains and losses due to crime.
These comments were directed primarily to the economlcs of gambling
and other 1llicit enterprises, but they apply with equal force to
the sphere of legitimate business. The most fundamental data are
lacking concerning even the number of holdings and the industrial
location of controlled firms. There 1s a gencral disposition to
believe that the business pchnetrations are increasing, but there
is no confirmation of this fact fram police flieo,

Reference was made earlier to the necd for a systematic
mapping of criminal pgnetration? to compile Information of the
sort Just mentioned, and also to secure a firmer comprehension
of the operations of controlled firms. It 1s perhaps too much
to hope for a reasonably complete census of these holdings and

- operations, but something of this nature—certainly something
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more adequate than currently exists—might be approached by
intensive investigation of a samplg group of crime assoclates,
selected from various strata within established ﬁfbmi]y" structurcs.
In the same way, Intensive fleld inventigatlon of sample in-
dustries in which substantial holdings have been identif'ied, might
cast more light on the functions which these interests perform
for crime associates, and on the strategié limitations and po-
tentialities for expansion to which attention was directed above.
Organized crime obvlously bas substantial footholds wilthin the
legitimate bﬁsiness sphere but the firmness of those footlngs is
inadequaﬁely canprehended. The time has come for intrusive

anatomical study of the penetration phenomenon.
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