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CONTEMPORARY LOANSHARKING:
ORIGINS, EFFECTS, -AND METHODS OF OPERATION

3
In 1596, Shakespeare depicted the unsavory creditor
in the person of Shylock,l who demanded a pound of flesh of a

2

desperate borrower as collateral for hig loail. Slurred by

illiterate street hoodlums in the early part of this century,

3 Thus was born the word "loanshark,"

"shylock" became "shark."
denoting the lender who demands the borrower's body as security
for repayment. - |

The term "loanshark" lacks a precise definition; neither

linguists nor lawyers have concentrated on the term,4 and laws

1W. Shakespeare, The Merchant of Venice, in Sha@ﬁspeare:
The Complete Works 579 (G.B. Harrison ed. 1948).

2Shakespeare, The Merchant of Venice, supra note 1, at Act I,
Scene III, lines 147-52:

If you repay me not on such a day.

In such a place, such sum or sums as are

Expressed in the condition, let the forfeit

Be nominated for an equal pound

Of your fair flesh, to be cut off and taken

In what part of your body pleaseth me.
(Shylock to Bassanio)

3Impact of Crime on Small Business: Hearings Before the Senate
Select Comm., on Small Business, 90th Cong., 2d Sess. 94 (1968)
(statement of Charles Siragusa, Executive Dir., Ill. Crime
Investigating Comm'n) [hereinafter cited as Small Business
Hearings]. s - '

4Neither Black's Law Dictionary (4th ed. 1968) nor Rallentine's
Law Dictionary (3d ed. 1969) define the word "loanshark."'
The Random House Dictionary of the English Language (1967) de-
fines loanshark as, "Informal. a person who lends money at
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aimed at "loansharking" proscribe on a host of varying practices.5
Moreover, loansharking has had a checkered history, and different

generations have assigned the term differing connotations.6 In

. current usage, however, "“loansharking" plainly embodies two

central features: the assessment of exorbitant interest rates

in extending credit and the use of threats and violence in col-

lecting debts.7
However defined, contemporary loansharking exacts significant
social costs. Estimates ten years ago placed loansharking as

the fifth-ranking crime in financial cost to society.8 In addition

excessive rates of interest; usurer," and "shark" as, "a person
who preys greedily on others as by cheating or usury." Webster's
Third International Dictionary (3d ed. 1963) defines loan-

shark as, "one who lends money to individuals at extortionate
rates." The Oxford English Dictionary (Supp. 1971), quoting

from the Daily Telugiaph, defines the term as "[one] who

exacts usurious rates of interest from the person of small means."

5Relevant laws prohibit criminal usury. extortionate lending,
extortionate collecting, receiving profits of illicit credit
transactions, and financing illicit loans. See Appendix A
infra.

6Seevnotes 48-80 and accompanying text infra.

7John Seidl, in his dissertation “Upon the Hip"=--A Study of the
Criminal Loan-Shark Industry 30 (Dec. 1978) (unpublished Ph. D.
thesis on file in Harvard Un1Ver31ty Library) [hereinafter cited
as Seidl], cites the three major elements of modern loansharking
as:
{1) the lending of cash at very high rates of interest;
(2) a borrower-~lender agreement based on the borrower's
. willingness to put up his own and his family's phy61cal

s well-being as collateral; and
(3) the borrower's belief that the lender is connected

- with organized crime.

8Note, Loan-Sharking: The Unhouched Domain of Organized Crime,
5 Colum. J.L. & Soc. Probs. 91, 92 (1969) [hereinafter cited
as Columbia Journal]. .
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to the transfer of wealth to criminal elements and the expendi-
ture of law enforcement efforts and dollars, economic inefﬁiciencies
result from loansharking.9 Moreover, loansharking feeds upon
and reinforces the climate of violence and fear perpetuated by
10

organized crime.’ In many cases, especially among the poor,

the offspring of loansharking is hopelessness, which fuels the
L+

fires of inner city unrest and breeds additional crime.ll ‘

9There is undoubtedly some element of monopoly power, possibly
transient, in most loansharking transactions. This leads to
interest rates that are higher than would obtain in a more
perfect market, even allowing for the risky nature of most

of the loans involved. Profits are too high, credit is mis-
allocated, and there is "deadweight" economic loss. See

E. Gellhorn, Antitrust Law and Economics 94-97 (1976).

lOOne of the few sources of information on loanshark activities
is the case law. Recent decisions are replete with examples
of loanshark threats ranging from subtle "encouragement" to
graphic descriptions of the price of nonpayment. See United
States v. Natale, 526 F.2d 1160, 1l66 (24 Cir. 1975) (when
debtor fell behind in payments, told "he had better come up
with the money . . . or . . . Natale 'will just waste you,

and not worry about the money at all.'"); United States v.
Bowdach, 501 F.2d 220, 224 (5th Cir. 1974) ("[we are] going

to bring him back and shoot him and cut his balls off and

hang them in [a local bar]"); United States v. Nakaladski,

481 F.2d 289, 292 (5th Cir. 1973) ("you better have our money
there at one o'clock or I'll feed you your eyeballs");

United States v. Palmieri, 456 F.2d4 9, 11 (24 Cir. 1972)
(threats to "hang [them] from the rafters" if borrowers

did not pay; and, you're a "nice guy," wouldn't "want to

see [him] get hurt"); United States v. Keresty, 465 F.2d 36,
39 (3d Cir. 1972) (to collect gambling debt, introduced friend
to debtor as "a syndicate enforcer," made blatant, threat-
ening demands for repayment).

llA report entitled “"Study of Organized Crime and the Urban

Poor," submitted by a group of Congressmen to the House of’
Representatives, alleged that loansharks take over $350 million

a year from the American poor. 113 Cong. Rec. 24460, 24461
(1967), cited in Perez v. United States, 402 U.S. 146, 154 (1971).
See also United States v. Zito, 467 F.2d 1401 (24 Cir. 1972)
(borrower forced to assis% in truck hijacking and bank rob-

bery to pay off loan). L

2
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A. The Dominant Role of Organized Crime

Contemporary loansharking is marked by the dominance
of organized crime. This pervasive influence is hardly
surprising. Syndicate accei3s to rich stores of capital
ailé@s the underworld to pour substantial amounts of cashu

12 The strength and reputation of

into the credit market.
organized operations lends credence to threats of reprisals,
thus augmenting the aura of fear critical to success in the
loansharking business.13 Moreover, organized crime's aversion
to competition militates strongly against successful independ-
“ent operations.

Yet another crucial factor ensures the preeminence

of organized crime in the loansharking market: underworld

2See Seidl, supra note 7, at 33-34.

13Thus, creditors who would ordinarily appear to be incapable

of collection can successfully instill fear in the debtor. A
recent edition of the Chicago Tribune reported:

Prosecutors have played dramatic tape re-

cordings in which a blind reputed mob-
ster threatened to cut out the eyes and
tongue of a man who owed him $18,000.
"I will have your tongue. That's all
I want is your tongue and maybe your
eyes. And I'll teach you how to walk
as a blind man," shouted a voice iden-
tified as that of Louis "Blind Louie"
Cavallaro, 36, who lost his eyesight
because of diabetes 13 years ago.
"And they're gonna bust your f
face. ‘Not kill you, just bust your
£ face," the voice identified
as that of Cavallaro warned. The speak-
er later said he would like to wear
the victim's teeth "around my neck."

Chi. Tribune, June 23, 1978, §2, at 1.
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criminals frequently seek, as well as provide, illegal

credit. Organized loansharks are likely to have contacts

- with these prospective borrowers, whc thereby generate

a ready market for syndicated loansharking services.14

More importantly, such borrowers are unlikely to repay loans
obtained from independent operators; indeed syndicate-connected
loansharks may use this tactic to squeeze competitors out
of business.

Organized crime's infatuation with loansharking rests
on both its inherent profitability and its potential for
supporting or facilitating other 'illicit activities. Loan-
sharking itself is lucrative business. A decade ago, the
President's Commission on Law Enforcement and Administration
of Justice pegged loansharking as the second largest profit-—
producer of organized crime,15 an industry viewed as skimming
off as much as two percent of the Gross National Product.16
Other observers estimated that the loansharking business
17

takes in over $10 billion a year on a $5 billion investment.

Current income from loansharking is uncertain, but there is

4 ‘ . .
1 See N.Y. Cormm. of Investigation, An Investigation of

the Loan-Shark Racket 13 (1965) [hereinafter cited as
N.Y¥. Commission] (noting strong connection between loan-
sharking and illicit operations in need of quick financing).

1opresident's comm. on Law Enforcement and the Admin. of
Justice, The Challenge of Crime in a Free Society 441 (1968).

16Note, Columbia Journal, supra note 8, at 92 n.8.

17z. Salerno and J. Tompkins, The Crime Confederation 228
(1969) [hereinafter cited as Salerno and Tompkins]. o
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4
ﬁo:indication that the growth of illegal lending has abated.
Indeed, increased law enforcement efforts to control other
criminal activities may be increasing underworld lbansharking
income;l8
. In addition to providing direct income, loansharking
ihcreases the scope and profitability of the underworld's
other illicit énterprises.. A distinguishing feature of
organized crime is the ability of syndicate members to cap-
itilize on opportunities as a result of connections with
diverse actors and activities.19 Loansharking expands and
reinforces syndicate contacts with illegitimate and quasi-
legitimate businesses and individuals, for such borrowers
can seldom turn to licit lenders when in need of credit.

More importantly, loansharking allows the mob to ex-

tract profits from a variety of illicit businesses while

~syndicatse members avoid the ownership or control that pre-

viously exposed them to prosecution. ‘Insulation and security

18President's Comm. on Law Enforcement and Admin. of Justice,
Task Force Report: Crime and Its Impact--~An Assessment 100
(1967) [hereinafter cited as Task Force Report].

1
An example set forth before the National Wiretap Commission

serves to illustrate this point. A New York mob figure who

had obtained counterfeit United States currency printed in

Canada (the connection was an out-of-town associate of the

subject's boss):/

(1) wused it to purchase drugs smuggled from South America
(the connection was a European forger with whom the

., subject had personal dealings);

(25; arranged to sell it on the Japanese black market (the

- connection was a Californian who dealt in stolen credit
cards with an acquaintance of the subject); and

(3) distributed it within the United States (the connection
was a Philadelphian who had been involved with the
subject in security swindles). '
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are thus increased while profits remain high. 1In fact,fa
monopoly on financing may provide the syndicate with most
of the profits that would be available through monopolistic

operation of the underlying business.20

elements with an ideal vehicle for infiltrating legitimate
businesses and gaining control over "outside" individuals.21 | H

Once in the grip of organized crime,; busihesses may be run

1 National Comm. for the Review of Fed. & State Laws Relating to

?iriiggging & Electronic Surveillance, Commission Hearings 413~

Extortionate credit transactions also provide underworld
|
|

Compare this scheme to the very limited opportuni-.
ties available to the "unconnected" criminal. For a dis-
cussion of the relationship of enterprises to syndicate
see G. Blakey and R. Goldstock, Techniques in the Inves-
tigation and Prosecution of Organized Crime: Manuals of
Law and Procedure (Uses of the Phrase "Organized Crime") g

194-13 (1977).

20Phillip Areeda explains how monopolists can "reach through"
an intervening vertical level of distribution:

[clonsider the cost of producing ingot and

pipe . . . The cost of producing an ingot

is $40 and the cost of fabricating it into

pipe is $35. If the profit-maximizing price

for a monopolist producing both ingot and

pipe is $100, the monopoly profit is $25,

Observe that the sole seller of ingot can

sell ingot for $65 to fabricators who, if

they are numerous, will compete vigorously, ,
thereby forcing pipe prices down to their : i
$100 production cost.

P. Areeda, Antitrust Analysis-§75, n.35 (1974).

21It appears that organized crime is increasingly trying

to gain more power in the legitimate business field. Ac- :
cording to one newspaper report, organized crime has a strong Y
influence in over 10,000 legitimate businesses, including

construction companies, bakeries, and banks.

y
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legitimately as fronts, run for profit with illegal competi-
tive advantages, or stripped of assets at the expense of

unsuspecting creditors. 22

‘Individuals may be forced to
commit common crimes, abuse their discretion as public ser-
/ﬁgénts, or provide the loanshark with other useful services.23

B. The Economics of Loansharkigg

' As with all products, economic analysis of lending
focuses on the dynamics of supply and demand. In most simple
terms, loansharking‘exists because a demand for the loan-
shark's services exists. This demand results at least in
part from legally imposed interest-rate ceilings that preclude
licit lenders from sétisfying the demand of high-risk bor-
rowers.24 A free market would respond to such demand by
generatihg high-interest loans; indeed this is precisely
what the loanshark does. Usury laws, however, prohikit
financial institutions from supplying such products.

Factors other than the sheer inability to obtain legal

credit may help explain the intensive demand for loanshark

' The account cites two reasons for this development.

First, profits from organized crime's other illicit activities
- are too great to merely reinvest in those activities. Second,
organized crime wants to become involved in legitimate busi-
nesses involving less possibility of detecf£on by the law.
Wall St. J., April 19, 1978, at 48, col. 1. .See also notes
160-63 and accompanying text, infra. ‘ T

2 . '
2See notes 154-59, 164-69, and accompanying text infra.
23,

See notes 120-24, 155-63, and accompanying text infra.

2 . '
4See Seidl, supra note 7, at 88-89.
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services. For example, complexity, formality, and a lack
of secrecy may drive potential customers from rigid financial
institutions to'uncomplicated, convenient transactions with loan-
sharks.25 Only in rare céses, however, does avoidance of these
factors override the monopolistic rates and implicit threats
that accompany loanshark transactions. Desperation, rather than
convenience, accounts for the prosperity of the "juice man."
As one former loanshark stated:

People who borrow from a juice operator do

so only because they really need it after

they have been frozen out of other sources

of money. They mostly figure that the only

time you can get a bank to loan you money is

when you can prove you don't need it.26
In this analysis inheres the central irony of usury laws
which are commonly justified as useful weapons in the

217 While the desirability of

fight against illicit lending.
usury laws depends on more than their causal relation to
criminal activity,28 there can be little doubt that such

laws, at least in part, have created a black market for

251d. at 90-95. The author cites four characteristics as
important to the loanshark's success: secrecy of the trans-
action, informality, speed and convenience, and regular
availability of funds. Id.

26‘I‘he Confessions of a 6 for 5 "Juice Man," Burroughs
Clearing House, April, 1965, at 40.

27See N.Y. Commission, supra note 14, at 82-83; Columbia
Journal, supra note 8, at 105-06; 66 Col. L. Rev. 170 (1966).

See Nugent, The Loan Shark Problem, 8 L. & Contemp. Prob.
3, 12-13 (1941) (usury laws help equalize bargaining power
between lender and borrower; protect borrower's family, em-
ployer, and community from ripple effect created by his im-
prudent indebtedness).
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credit dominated byvorganized crime.29

The rates charged by loansharks vary considerably--from
less than 52% to in excess of 1000% per year. The absence
of a well-defined markét in which supply and demand functions
can be reasonably ascertained in part explains this wide
variatign. The credit market is réally a set of submarkets,
each defined by the status of the borrowesr, his ability to
repay, his planned use for money, and assorted other variables.
Since the loanshark's customer generally needs credit desperately,
and is unable to obtain it from licit lenders, demand for loan-
sharked funds tends to be inelastic. The loanshark thus has
a substantial range within which to set his price.

Other more subtle factors may also be at work in deter-
mining loanshark interest rates. For example, territorial
allocations or spheres of influence within certain industries
often give the loanshark a quasi-monopoly position. Varia-
tions in loanshark interest rates may therefore result from
price discrimination facilitated by monopoly power. In
addition, interest assessments may reflect goals other than
mere nmonetary return on investment. The loanshark may, for
example, adjust interest charges to increase his chances
of infiltrating the business of a borrower.

C. The History of Loansharking

1. Early History of Interest Assessments

Since the earliest codes of the ancient Babylonians,

29 :

See ggnerally, North and Miller, The Economics of Usury
Laws, in An Economic Analysis of Crime 193 (L. Kaplan and
D. Kessler eds. 1976) [hereinafter cited as North and Miller].
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interest ceilin9530 have attempted to protect debtors from
' 4 ‘ v

overbearing moneylenders.31 Although the 0ld Testament

4

30The terms "interest" and "usury" have not always had their

modern meanings. The Ffnllowing excerpt from T. Divine, Interest
3-4 (1959) [hereinafter cited as Divine]l serxrves to clarify
this semantic issue.

In Roman law, interest (id quod interest) meant
the compensation for damage or loss suffered by
the creditor resulting from the debtor's failure
to return the loan (itself gratuitous in princi-
ple) at the date specified by the contract. This
payment of compensation might be agreed upon in
the original contract or be made the subject of a
lawful claim after the contract had expired. Such
was the usage until the close of the Middle Ages.
"Usury" (Latin usura sometimes also called foenus
and in Greek tokos, i.e., "issue" or “produce,”
after Artistotle's designation of "breed of barren
metal”), on the other hand, signified a payment
for the "use" of money itself. In its broader
sense, "usury" included a charge for the loan of
any good that fell within the class of mutuum,
i.e., a loan of a consumption or "fungible" good.
But as a loan of money was classified as a mutuum,
and in practice became the most common form of this
type of loan, the term generally expressed in popu-
lar usage its narrower signification of a charge
for the use of money. Only after the repeal of
the prohibitions of!{interest (i.e., of "usury"

in the above sense) and the establishment of a
legal rate, did "usury" receive its present
meaning of an exorbitant charge for a money

loan or a charge that exceeds the legal rate. ,
Meanwhile the former usage has been superseded

by an extension of the original concept of
"interest" which now means a price for the

loan of money (or of any present goods) or a
premium or deviation from par of the price

of present money in terms of future money.

In the text above, the term "interest" is used in its modern
sense. In order to avoid confusion, the term "usury" is not
used in this section until its meaning (in the excessive
interest sense) is clear.

3. Pritchard, Ancient Near Eastern Texts Relating to the 0ld -
Testament 169 (1969): _




-12-

contained prohibitions against the charging of interest,3,2

the New Testament apparently countenanced the practice at

33

a commercial level. The Greeks allowed the taking of

interest while sometimes establishing maximum rates,34 des~

pite Aristotle's protestations that the practice was unnatural

and debasing.35 The Romans similarly tolerated the practice

while regulating permissible rates.36

Early Christian ‘teaching uniformly condemned the charging

If a merchant lent grain at interest, he
shall receive sixty "quo" of grain per
"kur" as interest. If he lent money at
interest, he shall receive one-sixth
"shekel" per "shekel" of silver as
interest. If the merchant increased
the interest beyond sixty "quo" per
"kur" of grain or one~sixth "shekel"
per "shekel," he shall forfeit whatever
he lent.

{(from the Code of Hammurabi)

32Exodus 22:25, Leviticus 25:35, Deuteronomy 23:20, 21.

33Matthew xxiv:27.

34For a table of interest rates charged at various times in
the history of the world, see R. Johnson, The Realities of
Maximum Ceilings on Interest and Finance Charges 8 (1969)
[hereinafter cited as Johnson].

35This was based in part on the theory that money was barren,
i.e., unlike a flock or a field, it produced nothing; it was
merely a medium of exchange. For a more complete analysis

of Arlitotle s v1ew on this subject, see Divine, supra note 30,
at 11-19. o

36An attempt at prohibition of interest was instituted in
342 B.C. but was uniformly evaded through the use of non-
Roman "fronts." After corrective legislation failed to
end abuses, a legal rate was again established in 88 B.C.
Id. at 20.
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of interest, and clerics who ignored the ban risked excommuni-
cation.37 In the Eighth Century, Charlemagne implemented
church policy by making assessment of interest a criminal
bffense.38 Papal pronouncements through the 12th and 13th
centuries repeatedly declared interest transactions legally
void and provided for restitution.>’ 1In 1311, Pope Clement
'V authorized the excommunication of. any civil authority
who enécted legislation authorizing the charging or collec-
tion of interest.40
Clerical condemnation, howevér, gradually gave way to
economic forces. By the twelfth century the emergence of a
commercial class and the development of banking and money
markets had changed the character and perception of credit.41
Traditionalists could no longer condemn capital as "barren”
since it was frequently used for productive purposes. As
loans became less personal, and wereAviewed as crucial to the
advance of trade, toleration of interest assessments increased.
The Church, keeping abreast of these trends, in 1515 forma' >

A

authorized low-interest charges to cover the operating costs

3714. at 34.

38A. Birnie, The History and Ethics of Interest 4 (1952).

39Divine, supra note 30, at 60-62.

4014, at 63.

41Johnson, supra note 34, at 10-11.
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42 and by the 1700's explicitly refused

of lending to the poor,

to interfere in civil decisions regarding commercial assessments

of interest.43

The modern distinctiorn hetween "usury" and "interest"44

emerged in the sixteenth and seventeenth centuries, and by the

eighteenth century, economists began to question the ‘sound-

Y

ness of any usury 1aws.45 Nevertheless, English law recognized

46

the offense of usury. The American colonies took cognizance

of, and enforced, the English rules, eventually enacting their
own leéislation imposing interest ceilings.47

2. Loansharking in America

The history of loansharking in the United States comprises

48

three evolutionary stages. Although the types of loanshark-

ing activities that characterize each period shade into one

Ji

42Divine, supra note 30, at 58.

43thnson, supra note 34, at 10.

44See note 30 supra.

45Skeptics“included Bentham, Turgot and Hume. See Divine,

supra note 30, at 98-102; Kaplan and Matteis, The Economics
of Loansharking, in An Economic Analysis of Crime 178, 180

(L. Kaplan and D. Kessler eds. 1976) [hereinafter cited as

Kaplan and Matteis].

46J. Murray, The History of Usury 68 (1866).

4714, at 68-69.

48The section on the history of loansharking in the United
States draws heavily on Haller and Alviti, Loansharking

in American Cities: Historical Analysis of a Marginal Enter-
prise, 21 Amer. J. Legal Hist. 125 (1977) [hereinafter cited
as Hallér and Alviti].
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another, this three-stage model reflects logical distinctions

1

and historical reality. The three-tiered breakdown also corres-

ponds with the three most significant efforts to explore

and control loansharking activity in the United States: the

5

Russell Sage Foundation's investigatory and reform efforts from

1905 to 1915; the pre~World War II prosecution of New York

loansharks by Thomas E. Dewey; and the investigatory efforts

of congressional and state committees as well as a presidential

task force during the early 1960's. At each of these juncturss,

loansharking in the United States has had a distinct coloration.

a. The Salary Lender

In the post«~Civil War period, the forces of indus-
trialization, urbanization, and immigration changed the
face of the American economy. With this transition came
an unprecedented demand for credit. Consumers, as well as
businessmen, fueled this demand, seéking credit for pur-
poses other than investment in profit-generating enter-
prises.

Against this backdrop, two major forces catalyzed
the development of loansharking in America. First, long;
standing feligious and social beli¢€s continued through
the post-bellum period to condemn consumer borrowing. The
public viewed such activity as immoral or indicative of
the borrower's inability to manage his budget.49 Second,

low-limit ﬁsury laws pervaded state statute books.50 Since

/
/]

o

i

4Haller and‘X;viti, supra note 48, at 127.. L

50See Murray, supra noﬁe 46, at 70-91, for a discussion of
usury statutes in each of the sta%es in the 1800's.
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financial institutions found consumer lending neither respect-
able nor profitable,51 numerous upstanding citizens who con-
étituted sound risks found themselves foreclosed from
legitimate sources of credit. The market responded to this
unsatisfied demand with "salary lending," a néw and unique
credit device that prospered from about 1880 through,1915.52
The salary lender in no way resembled the ldénéhark of today.
Rather than running paténtly illegal, covert businesses, salary
lenders operated publicly on the fringe of the law. Adver-
tisements of salary lending services commonly appeared in urban
newspapers,53 and salary lenders screened their customers care-
fully, requiring references and employing detailed application
and agreement forms.54

Unlike the present-day loanshark, the salary lender relied
on legal artifices and bargaining superiority to exploit cus-
tomers and to generate profits. To avert the reach of state

usury laws, salary lenders often structured transactions so as

to "purchase" a portion of the borrower's future salary--thus

51Haller and Alviti, supra note 48, at 127.

5214,

SBEQ. at 129. Salary‘lenders placed newspaper ads that re-
sembled those of regular small businesses:

The Qity Credit Company will advance money
to salaried people on their note without
security. Lowest rates--strictly confi-
dential.
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55

the name "salary lending." In addition, lenders often re-

quired wage assignments from "guarantors," usually friends or
relatives 6f the borrower.56
Once in the salary lender's net, the borrower was unlikely

to escape. Salary lenders, like contemporary loansharks, relied

heavily on fear to ensure collection of debts. Unlike modern-

day sharks, however, salary lenders rested tﬁeir threats on
predicted consequences other than physical violence. Salary
lenders threatened to sue for breach, garnish the debtor's wages,
or simply contact the debtor's employer.57 Such threats im-
pressed upon the hapless debtor the disastrous specter of being
fired; employers--solicitous of their employees' moral standing,
averse to the expense and risks of héndling wage assignments,
and fearful of resulting embezzlements—--often adopted a policy
of releasing all employees discovered to be in debt.58

Other factors supported these threats in rendering customer

defaults uncommon. First, the quasi-legal nature of salary-

55Nugent, The Loan Shark Problem, 8 L. & Contemp. Prob. 3,
10-11. (1941) [hereinafter cited as Nugent].

56

Haller and Alviti, supra note 48, at 132.

57See Birkhead, Collection Tactics of Illégal Lenders,
8 L. & Contemp. Prob. 78, 83-84 (194l1). [hereinafter
cited as Birkheadl. -

58See Hallex and Alviti, supra note 48, at 134 ("[Tlhe
borrower's chief fear, quite often, was that an attempt’

by the lender to enforce the wage assignment would cause

the employer to fire him . . . ."). But see Birkhead, supra
note 57, at 83 ("Few emplcyers, however, will knowingly
aid an outlaw lender. When an anti-loan shark campaign
exposes the money-lending racket preying on working people,
almost all companies give whole-hearted support to the

drive and help the oppressed employees every way they can.").
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loan transaétions and the seeming propriety of salary-lender
operations provided the debtor with the sense of a légal and
moral obligation to repay.59 Second, despite the dubious legal-
ity of their enterprise, salary lenders could frequently invoke
judicial processes with success:

Much of the success of the salary lender in court
resulted from the advantages that he wielded as

a legal adversary. The lender produced complicated
forms signed by the borrowexr; he often had a power
of attorney, so that he could appear for the
borrower and confess judgment; and the borrower,
already unable to make payments on a small loan,
was seldom able to hire an attorney. Indeed, in
those few cases in which a borrower had legal
representation, the lender would normally with-
draw the suit and negotiate a settlement. Secondly,
- the success of salary lenders reflected the
structure of the lower courts, which were staffed
by justices of the peace or magistrates who seldom
had legal training and whose incomes derived from
fees for handling cases. Justices who found for
salary lenders could often attract a good deal

of business and thus earn tidy sums, so that it
was in the economic interest of justices to look
with favor upon suits by lenders. Hence, salary
lenders, as regular and experienced users of the
courts, often enforced illegal contracts against
their customers who, as inexperienced and unrep-
resented defendants, were unable effectively to
assert their legal rights.60

Finally, salary lenders frequently provided debtors with re-

financings or extensions rather than demanding immediate payment

61

upon default. In this way too the salary lender exploited

59Haller and Alviti, supra note 48, at 134.

- 60

61Nugent, supra note 55, at 5: "However high its rates of
charge, the loan-shark business would not have created as
much distress if borrowers had been able to pay off their
loans when due. But lenders seeking volume, encouraged
renewals or made it difficult for borrowers to repay the
principal."” ‘

e
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the luckless borrower. Imposition of hefty penalties,jaccumu—
lation of interest into principal, and "chain debts" whefeby
the debtor continued to pay interest with little hope of re-

"~ tiring the principal debt commonly entangled short-term bor-
rowers in long-term obligations.62
Reform efforts aimed at salary'lending-—largely the product
of the Russell Sage Foundation63—— commenced at the beginning of

the twentieth century. The principal result of reform was the
widespread adoption of small loan acts. Massachusetts adopted
the first such act in 1911. New York passed a comprehensive
bill in 1914, and Illinois followed suit three years later. )
By 1933, a majority of states had adopted similar legislation,
requiring licensing of small lenders, proscribing charges ex-
ceeding stated interest, and raiéing the legal ceiling on small
loans, commonly to a monthly rate of 3-1/2 percent. |

Passage of small loan acts tolled the death knell of
salary lending. As reformers predicted, such laws generated
new and legal sources of consumer credit; credit unions, savings
banks, fraternal organizations, and commercial banks soon sought

64

to satisfy consumer credit demand. But notwithstanding the

best efforts of reformers, adoption of small loan acts cohtributed

62Haller and Alviti, supra note 48, at 133.

63The Russell Sage Foundation undertook extensive studies
of the loansharking problem and drafted a model small loan
law to encourage passage of such laws in the states. See .
Kaplan and Matteis, supra note 44, at 182; Nugent, supra
note 55, at 6-7.

64Newspapers ran the following headlines when the National
City Bank of New York entered the personal loan field in
1928: ~ ~
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to a disastrous development in the history of loansharking:

the entry of organized crime into the illicit credit bus:Lness.65

b. Organized Crime and Consumer Credit

Small loan acts, in states where passed, eliminated salary
lending. No longer could the salary lender rely on the legal
ambiguities that previously had lent him credence. Moreover,
public opinion now held him in disfavor, and heightened penalties"
for illegal extensions of credit deterred brushes with the newly
extended reach of the law. The lending institutions spawned
by the small loan acts, however, only partially filled the void
left behind by salary lenders. A number of related factors
accounted for this result. First, the fixed costs of making
any loan--such as labor costs associated with investigation and

collection-~-reduced incentives to provide loans as the amount

Loan Sharks Doom Sounded by Big Bankers
Nation's Biggest Bank Fights Loan Sharks
Usury Dealt Heavy Blow by Bank's Action

Miller, The Impingement of Loansharking on the Banking Industry,
in An Economic Analysis of Crime 198, 198 (L. Kaplan and
D. Kessler eds. 1976) [hereinafter 01ted as Miller].

65 . o . . .
There are indications, however, that some variation of

organized crime was involved with early loansharking activities
prior to the adoption of small loan acts. See F. Ianni, A

Sicily, set up a "bank" in his home 1n New York's lower East

Slde, lending money to neighbors.

No one talks directly about what occurred
when someone defaulted, but there are
suggestions that Guiseppe was tied in with
one of the Sicilian Black Hand gangs, and
those unfortunate immigrants who were un-
willing to repay him would themselves be
repaid with physical violence and in some
cases even death.
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sought to be borrowed grew smaller.66 Second, small loan acts
precluded lenders from compensating for these disproportional
costs by charging %ervice fees or profitable interest'rates.67

Thus, even after enactment of small loan legislatioﬁ,
large numbers of consumer borrowers remained without access to
credit. Above-board lenders restricted consumer credit to
"a newly-created, somewhat more affluent class of borrowers who
desired larger loans and ﬂad the financial stability to make
repayments. . . . Because the needs of small borrowers‘were
often unmet by legal lenders, the small loan market remained in

n68 This market gave rise to a breed of creditor

major cities.
wholly unlike the salary lender. ©No longexr did illicit lending
wear the trappings of legality. Nor did openness or threats
of mere legal sanctions characterize consumer lending. Loan-

sharking had become the province of organized crime,69 and

fear of physical reprisals for nonpaymenﬁ had become its pre-

66North and Miller, supra note 29, at 195.

67Haller and Alviti, supra note 48, at 140.

68£§. at 141. See also Nugent, supra note 55, at 7
(discussing how enactment of small loan acts in certain
states increased loansharking activities in unregulated
areas). :

69For a gquestionable explanation of the limited effect of
small loan laws on the emergence of organized crime, see
Columbia Journal, supra note 8, at 103 ("[Tlhese laws

have two shortcomings. First, the amount of a loan which
is subject to the statutory prohibition is limited. Second,
~ the penalties for making small loans in violation of the
statute are light.").
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"dominant feature.70

In 1935, then-special-prosecutor Thomas E. Dewey initiated

a wave of prosecutions aimed at racketeer loansharks providing

illegal credit-~and often bloody beatings--to consumer borrowers.71

Despite Dewey's efforts, organized loansharking proliferated.

c. The Maturation of Organized Loansharking

Historians have documented incidents of underworld loans

7OThomas Dewey, in his autobiography of the "racket-
busting" 1930's, described the violence used by the new
breed of loansharks: '

The loan sharks organized their racket into

a big business. The gangsters broke heads

and cut men with knives and made their victims
lose their jobs. . . . [A] man had paid $40

on a $20 loan and was still $8.00 behind in

the payments. The loan shark walked right into
the apartment with two thugs. He took the man's
pants off the bed and took the money right out
of the pocket. When the man's wife tried to
stop him the shark threatened to cut her throat.

T. Dewey, Twenty Against the Underworld 181 (R. Campbell
ed. 1974) [hereinafter cited as Dewey].

7lDewey's own account is informative:

4
|
|
|
|
|

In our first sudden swoop, in a field nobody

knew we were even looking into, our rackets

investigation arrested twenty-two loan sharks

in New York City. We held them on 252 counts

in 126 meticulously prepared indictments . . .

With the cases parceled out among several

deputy assistants, we brought the loan sharks

to trial one by one. Within a month they had

all been convicted, save one who escaped on a

minor technical mistake. . . . During the

trials, more complaints were brought in against

more loan sharks, and we went out and made more

arrests. Before we were through, thirty-six

of the sharks had been convicted and sentenced

to terms ranging from two to five years' im-

_prisonment.

Id. at 180, 182-83.
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to legitimate businesses and criminal borrowers as early as the
1920'5.72 Such loans, however, appear to have been far 1less

significant than the large-scale illicit consumer lending that
marked the early 1930's. Once established, however, consumef-
oriented loansharking enterprises expanded into new markets.
Increased aggregations of capital facilitated larger, and there-
fore more profitable, loans. The repeal of prohibition‘in 1933
and the proliferation of gambling and narcotics trafficking
increased the pool of capital--and personnel-—av;ilable for
carrying on the loansharking activities of organized crime,73
Finally, the Depression resulted in both a scarcity of capital
for licit loans and a staggering demand for credit, particularly
amoné undercapitalized small business.74

This cluster of factors allowed organized crime to make
substantial inroads into markets other than consumer credit.
Most importantly, racketeer loansharks began pouring‘cash into
legitimate businesses. In addition, the rise of gambling pro-~

vided two additional classes of customers for loanshark operations:

i
72See Haller and Alviti, supra note 48, at 141; N.Y.
Commission, supra note 14, at 7. :

73 issi p ‘ i d Hammer has
N.Y. Commission, supra note 14, at 7. Richar

also recognized this point. R. Hammer, Playboy's Il;ustrated
History of Organized Crime 136 (1975) [herelnafFer cited as
Hammer ] ("[T]he underworld during the.depre551op probably
had the biggest stash of liquid assets 1n the nation. It
was money waiting to be put to work to earn even more money
in an upward-spiraling cycle.").

3

74Hammer, supra note 73, at 137 ("[Alfter the_Wall Street
debacle, the shylock's clientele expanded to include many
respectable men in business and industry who had nowhere
else to turn . . . ."}.

u
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unlucky bettors and uanlucky (or unskilled) bet-takers.75 Thus,
syndicate members began lending to each other, and this too sig-
nificantly changed the nature of loansharking in the United

States. [
" Depression-era loansharking operations sometimes simul-
taneously served an assortment of customers. The candy store
racket of Sam "The Dapper" Siegel and Louis "Tiny" Benson illus-

trates such an operation.76

Siegel, working for underworld boss
Abe Reles,77 established a loansharking front in the candy store

of his mother, Rose Gold. Benson, stationed at crap games, re-
ferred unfortunate debtors to the candy store. In addition,

loans were readily granted to neighborhood businesses and indivi-
dual borrowers. The terms of candy-store loans demanded that

the borrower issue to Rose Gold six checks, post-dated one week
apart, totaling the principal of the loan plus 20%. Simultaneously,
the debtor received a check from the candy store for the full

amoun£ of the loan. 1Including compounding, the effective annual

interest rate amounted to 262 percent.78

75See N.Y. Commission, supra note 14, at 7; Hammer, supra
note 73, at 133.

76J. H. Amen, Report of Kings County Investigation, 1938-
1942, at 178-80 (1942). See also Haller and Alviti, supra
note 48, at 146-47. S

77Abe "Kid Twist" Reles was a member of Murder, Incorporated,
a band of Brooklyn mobsters responsible for a number of gang-
land slayings. This group had strong connections with the
Cosa Nostra. P. Maas, The Valachi Papers 172 (1968) [herein-
after cited as Maas].

78See‘Small Business Hearings, supra note 3, at 38 (statement
of Michael H. Metzger, Asst. Dist. Atty., N.Y. County).
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By the 1950's substantial loansharking operations existed

in numerous American cities,79 and in 1964 one state investigation

commission concluded that loansharking had become "a major and

most lucrative operation of the criminal underworld."80

D. Loansharking Operations

The classic street transaction is the six~for-five loan
in which a "steerer" refers a prospective customer to the local
loanshark. Bartenders, doormen, cab drivers, and others in
daily contact with potential borrowers receive a small fee for
this service.81 The borrower, upon recéiving the loan, is in-
structed to return one week later with the amount borrowed plus
20 percent interest.

The six-for-five is an example of a "vig" loan, requiring
payment of a weekly interest charge, with principal to be repaid '
in a single lump sum. The other common type loan, the "knock~
down, ' involves a specified schedule of repayment, including
both interest and principal:; a $1,000 loan, for example, might

be repaid in 13 weekly installments of $100.82

As previously notéd, interest ratés vary widely for both

types of loans. A favorable relationship with the loanshark

79See Seidl, supra note 7, at 62-79.

80N.Y. Commission, supra note 14, at 7.
Sllg. at 27.
82

See also United States v. Annoreno, 460 F/2d 1303, 1305-06
(7th Cir. 1972) (two types of loans--juice loan, with
specified interest per week of 5-10%, and "package deal,"
usually 50~100% iQterest).

R
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or a reputation for punctual payments may entitle the borrower

it
to special consideration. Sizeable loans to businesses or prom-

inent individuals bear lower rates, and the loanshark will frequently

consider the intended use of the money when assessing interest
on substantial 1oans.83
On the whole, however, credentials and collateral are sec-
ondary considerations to the loanshark, who holds the physical
well-being of the borrower and his family as security for the

1oan.84 One loanshark frankly advised a prospective customer

that "your body is your collateral.“85 A confessed mob hitman
described his own technique of collection; after cutting off

a portion of the debtor's ear, he would explain: "If you pay
me you can keep the rest of your ear. If you don‘t pay me I'll
have to take it with me. Then the next day I'll take your other

ear. Then we'll start on your fingers."86

83See D. Cressey, Theft of the Nation 81 (l969)_[hereinafter
cited as Cressey]. But see Joey, Killer: Autoblography
of a Hit-Man for the Mafia 111 (1973) [hereinafter cited as

Joeyl: "When you borrow money from a shy he doesn'? ask
you what it's f6r, he couldn't care less. You use it for
whatever you want. All he's interested in is how is he
going to be paid back, and how fast."

845ee United States v. Marchesani, 457 F.2d 1291, 1293 (6th
Ci¥. 1972) (loanshark gave examples of fate of others who
failed in repaying loan, "[w]orse things can happen to you.
You've got a nice family and a couple of kids."); United States
v. DeStafano, 429 F.2d 344, 346 (24 Cir. 1970) (debtor fled,
loanshark threatened father, get son to return or he "would

be killed so that his son would come home for the funeral. . . .
I'll come back here and mdake you both look like a sieve.").

85Cook, Just Call "The Doctor" for a Loan, N.Y. Times, Jan.
28, 1968, § 6 (magazine), at 19.

86Joey, supra note 83, at 113.
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Such graphic expressions provide effective tools for in-
creasing the likelihood of repayment. In most instances, how-
ever, loansharks need rely only on threats and innuendo. Usually
the lender's reputation for violence suffices to ensure prompt
repayment. Alternatively, the loanshark's physique, weapons,
or accomplices may instill the necessary fear in borrowers
reluctant to repay.87

Loansharks also protect themselves by requiring the equivi-
lent of a cosigner for loans to first-time borrowers. The
cosigner is often the individual who introduces the borrower to
the loarishark; he vouches for the borrower and becomes liable
to the loanshark in the event of default. This approach reflects
the business-like trend in loansharking techniques. As Joseph
Valachi stated in describing his loansharking enterprise, "I
tried to run it as a business. I'm not looking to beat up some-
body."88

Threats of violence, more than beatings or murders, pfotect

the financial interests of the loanshark; borrowers are far more

likely to repay their loans if kept alive and working. Although

8714, at 111-12:

If you lend money out you'd better be strong
enough to collect it. The ability to apply
the proper amount of muscle is what separates
the amateurs from the professionals. . . .
Once a customer is convinced the muscle is
there he'll almost always pay. It's only when
he doubts that it is there that muscle has to
be applie%.

See also Seidl, supra note 7, at 51 n.3.

88Maas, supra note 77, at 159-60.




.9

93

-28-

occasional violence secures the reputation of the loanshark
and discourages defalcatiOn,89 excessive force intimidates:pro—
spective borrowers and increases the likelihood of police in-
vestigations.90 Rather than inflict serious physical damage,
the loanshark prefers to impose financial penalties on the de-
linguent borrower.gl By adding missed interest payments to
the principal outstanding, the loanshark increases both the
regular interest due and the amount of the loan to be repaid.92

The loanshark customer unable to meet his obligation may
or. occasion be able to renegotiate his loan through the device
of a "sit down." Although "sit-downs" are used primarily to

resolve intra-syndicate disputes,93 outsiders unable to pay

89Loanshark Sam DeCavalcante discussed the problem of a

- borrower who had refused to repay. He told his cousin that

he "might shoot a couple of blanks . . . in an effort to

scare him." DeCavalcante also admitted that he had previously
"hit [the borrower] across the face, breaking his teeth."
Transcripts of the conversations of Samuel DeCavalcante, Nov.
11, 1964. See also United States v. Benedetto, 558 F.2d 171,
174 (3d Cir. 1977) (debtor threatened with pistol, punched

in head, "smacked around," house ransacked).

9OFred Graham highlights this point. Saperstein, a victim

of loansharks wrote two letters to the F.B.I. after receiving
threats that he and his family would be killed or maimed if
he failed to pay. F. Graham, The Alias Program 19 (1970)
[hereinafter cited as Graham].

91see United States v. Zito, 467 F.2d 1401, 1402-03 (2d Cir.
1972) (interest rate of 5% per week, late charges of 1% per
day: after payment missed, amount treated as new loan with
new interest added on).

2Valachi explained, "You find, as you go along, that most.

of these people get in the habit of reborrowing before they
pay up." Mass, supra note 77, at 10l. This reloan is called

a "sweet" loan., See notes 915-916 and ac¢ompanying text infra.

See M. Hellerman, Wall Street Swindler 178 (1977)
[hereinafter cited as Hellerman].
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their debts have sometimes been directed to this forum to be
"let off the hook."94 In such cases, the syndicate arbitrator
establishes a figure for full settlement. According to one
account., this figure normally exceeds the initial loan, oféen
ranging as high as three to four times that amount.95
In lieu of a final-settlement sit-down, thg loanshark who
has stripped the borrower of cash reserves, may agree to "stop

the clock."96

By temporarily suspending vigorish payments,

the loanshark allows the borrower to improve his financial

position; after a pre-determined period of time, however, the
borrower must resume repayment. If the loanshark is generous,
he will not compound interest during the leniency period.97
Frequently, however, the loanshark adds missed vigorish to
the principal, thus increasing both future installments and

the balance of the loan.98

24But see United States v. DeCarlo, 458 F.2d 358, 361 (3d
Cir. 1969) (victim beaten at sit down, told "to pay $5,009
every Thursday and the entire $200,00L by December 13, 1968
or [hel 'would be dead.'").

9SN.Y. Commission, supra note 14, at 13. See also Graham,
supra note 90, at 18.

96Small Business Hearings, supra note 3, at 6 (staéément
of Ralph F. Salerno, Consultant, Nat'l Council on Crime
and Delingquency).

97Cressey, supra note 83, at 84.

98Organized crime figures in Massachusetts do not appear to
believe in "stopping the clock." Says Charles Rogovin,
expert on organized crime for the Massachusetts attorney
general,
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Profits produced by loansharking and other illicit under-
world operations provide organized crime with a iarge portion
of its lendable funds. Loansharks, however, may also utilize
legitimate lending institutions, including banks, to generate

9 The New York State Commission of In-

additional éapital.
vestigation disclosed a racket whereby John "Gentleman Johnny"
Massiello used at least $1.5 million from a single branch bank
100 A representative

borrower, shunned by commercial creditors, sought a business

loan from Massiello. Massiello, in exchange for a $6,000 loan,
demanded a promissory note for $8,000. This note was taken to

the bank, where, with the assistance of a corrupt bank officer,

the note was discounted at a rate of six percent. Massiello

gave £6,00C ¢~ the borrower, and pocketed $2,000. Thus Massiello

received instant repayment of principal plus a generous rate of

interest; meanwhile collection was deferred to the bank. In

All other Mafia families have a tradition
which they call "stopping the clock." That

is, when you're bled dry, they stop the clock
on the interest, and just let you give back

the principal. They stop short of killing,

on the theory that a dead man can't pay. But
not here. They're totally ruthless about loan-
shark debts.

E. Reid, The Grim Reapers 66 (1969).

9Working with the cooperation of a corrupted bank officer,
the loanshark seéures credit for the borrower at a commercial
bank or thrift institution. A service fee, the loanshark's
instant vigorish, is deducted from the top. The borrower is
responsible only to the bank, and the loanshark has completed
his transaction at no personal risk. See Seidl, supra note 7,
at 33-34; N.Y. Commission, supva note 14, at 73-75.

lOON.Y. Commission, supra note 14, at 72-73.

o
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addition to'discounting third-party notes, Massiello and the
corrupt loan officer, using dummy corporations and a variety of
names, engineered over $750,000 in loans, thus vastly expanding
the capital base of their loansharking enterprise.lOl

Unlike some organized criminal activities, loansharking
does not necessarily require an extensive operational organ-
ization; nor does it‘fequire an established facility, a marked
~degree of experience, or specialized traihing. Mere access to
capital generally suffices to operate a loansharking business.
Even for small operators, however, organized crime contacts or
affiliations are helpful and frequently necessary to ensure
collection of overdue accounts. Moreover, most substantial
loansharking enterprises involve hierarchical alchations of
function and authority and established entitlements to a per-
centage of the take.

As in almost all sophisticated syndicated crime, thé major
underworld figures who profit from loahsharking are well-in-
sulated. The boss receives a substantial return at minimum

risk by entrusting money to his lieutenants, commonly assessing
" 102

interest of one percent per week. In larger corporate loans,

1023ee Salerno and Tompkins, supra note 17, at 229, 232.

' The Boss invited ten of his trusted lieu-
tenants to a Christmas party at his home:
After an excellent dinner he had a sultcase
brought into the dining room and counted qut
$100,000 in cash for each of the ten men. He
said: "I want-l percent a week for this. I
don't care what you get for it . . . ."




-32-
lieutenants often deal directly with the ultimate borrower.
More often; however, lieutenants serve only as middlemen, pass-
ing money along to soldiers and street distributors at 1-1/2

103

percent to 2-1/2 percent weekly. Street loans are handled

solely by this "third echelon," which is free ﬁo charge what-
ever rate of interest it finds the market will bear.104
Each participant in the hierarchy of distribution is an
independent contractor, responsible for full repayment 0of finan-
cial obligations. By lending a boss's money, however, the loan-
shark benefits from his superior's backing and position of
authority and influence should an intrasyndicate dispute

arise. Such support may not exist when a syndicate loanshark

lends his own money and fails to share the profits with his

bosses.105
He did not record any names; they were all

old friends. . He did not have to record the
amount given out. His only problem at the
next party will be finding more good men'to
lend out the money that he will earn during
the year.

14.

103

Columbia Journal, supra note 8, at 94.

104Salerno and Tompkins, supra note 17, at 229.

1055ome underworid figures like to have it both ways. Michael
Hellerman relates the following example:

Lombardo . . . lied to Buster constantly
about the loan-shark money they had on the
street together. He'd put out forty shylock
loans at say $5,000 apiece and then he'd
call Buster up and tell him he'd just put
out ten loans at $5,000. Buster would mark
it down in his book since he was supposed
to get a percéntage of all of Lombardo's
business. Now if any of the forty lonans
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At the lowest levels of loansharking, distributors sometimes

use borrowers to solicit business; debtors in arrears may be
asked to generate new business as part of their debt obligation.
Alternatively, loansharks may utilize contacts in the community
to track down borrowers.' These "runners," fregquently employed
in factories or in sexrvice industries, work for the loanshark
on‘a part-time basis. A working man, temporarily in need of
cash, will seek out the familiar runner. For his-part in the
transaction, the runner receives a small percentage of the pro¥
fit,107

There is strong evidence of specialization by loansharks.
While some deal only with legitimate businessmen, others prefer
illegal entrepreneurs. One medium-level loanshark dealt mainly
with fur dealers. Another lent funds almost solely to book-
makers. The reasons for this phenomenon probably relate to the
loanshark's connections (persons tend to refer new customers
from their own industry), his geographical domain (for example,
the waterfront), and his area of expertise (which facilitates

evaluation, and possible disposition, of collateral).

went bad, Lombardo would tell Buster that
the bad loans were among the ten he'd told
him about.

Hellerman, supra note 93, at 219.

106One heavily indebted borrower, Nathan Sackin, agreed to
become a "frontman" for his loanshark John Sonny Franzese.
Sackin recruited Gerald Wolff, an employee of a stock brokerage
house. When Wolff fell behind in his payments he was forced

to recruit new customers for Sackin. Small Business Hearings,
supra note 3, at 40 (statement of.Michael H. Metzger, Asst.
Dist. Atty., N.Y. County). _

107Kaplan and Matteis, supra note 45, at 183.

106
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"E. Loansharking Customers

1. The Legitimate Individual

Driven from legitimate credit sources as poor risks, re-

spectable members of the community may be compelled to turn to

the loanshark. Usually considered a "victim" rather than a

"customer," the individual borrower surprisingly tends to be

unaware that illicit activities provide the source of the loan-

shark's capital.108 Similarly, the customer frequently fails

to recognize, that the extortionate interest he surrenders con-

tributes to the capital base used to provide further illicit
loans.109

Typically, the individual borrower seeking limited non-

. o : 110
business credit is a lower class urban laborer. For years,

the waterfront has provided a haven for loansharks dabbling in

this market for small, personal loans. Underworld financiers

provide a "book," or operating capital, to pier guards, checkers,

hiring agents, or other longshoremen who have easy access to

workers on the docks.lll The pier operator, known as the "pusher,"

must account to the financier on a weekly basis for profits on

the established book. The pusher charges a standard interest

108Small Business Hearings, supra note 3, at 9-10 (statement

of Ralph F. Salerno, Consultant, Nat'l Council on Crime and
Delinguency) .

109

ITT Research Inst. & the Chicago Crime Comm., A Studz
of Organized Crime in Illinois 142 (1971).

ilo0

~"Columbia Journal, supra note 8, at 97. The other two

identifiable classes of borrowers cited by the Note's author
are small businessmen and heavy gamblers.

111N.Y. Commission, supra note 14, at 77.
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rate and is fully responsible for the collection of i:ayments.112
Late fees and penalty charges add to the woes of the borrower;
pushers also employ strong arm tactics to curb defalcations.

Another collection technique draws directly upon the salary
of the longshoreman. Due to the transient nature of his job,
the longshoreman is known to his employers primarily by social
security number. Employers credit earnings to this number, and
the worker collects his wages at the end of the pay period by
presentation of a payroll identification card. By obtainiﬁg
the card from the worker, the loanshark can extract payments
directly from the payroll envelope.113

The docks have proven especially lucrative for the loanshark.
Although individual loans are small, a large volume of pushers
generates sizeable profits.114 Customer access to cargo may also
attract the loanshark since pilfered goods are frequently accepted
in settlement of overdue debts. The longshoreman forwards stolen
merchandise to the loanshark who credits the goods at a fraction
of their legitimate market vélue toward the borrower's overdue

115

account.

Other non-business loans are the result of gambling debts

11314, at 7s.

114Two brothers working as dock watchmen in New York were
estimated to have operated a $150,000/year racket. When
the brothers were arrested, they had close to‘$4,000 in
their pockets--a significant sum for men earning only $4,400
a year in their legitimate employment. N.Y. Tlmes,fyov, 14,
1958, at 54, col. 6. :

15¢.v. Commission, supra note 14, at 79. ' Y
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incurred by more affluent citizens. After absorbing inevitable

losses against the odds, the gambler who plays on credit may be
compelled to seek out illicit lenders. 1Indeed, operators of
bookmaking rings enter into ongoing relationships with loan-

116 whereby losers, unable to pay, are referred for im-

sharks
mediate credit. Other loansharks are stationed at dice and
card games to assist unlucky rollers. Resulting on-the-spot
loans, usually payable wiﬁhin 24 hours, involve interest rates
as high as ten percent.117

Tactics in collecting non—bﬁsiness loans are often ruthless.
One man who borrowed $1,900, paid $14,000, and still owed $5,000

in late fees and penalties.118

The victim, hopelessly in arrears
on a staggering debt, was offered a solution by the loanshark.
Following the accidental electrocution of the borrower's son in
a railroad yard, the loanshark suggested that the borrower sue
the property owner; damages recovered in the suit were assigned
to the shark.ll9

Loansharks frequently coerce delinquent customers into
committing criminal acts to satisfy their debts. Individuals

seeking employment are sent to brokerage houses, from which they

can steal negotiable securities. In one case, a loanshark forced

116Seidl, supra note 7, at 46-47.

117Cressey, supra note 83, at 80.

118Small Business Hearings, supra note 3, at 53 (statement

of Michael H. Metzger, Asst. Dist. Atty., N.Y. County).
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an attorney to serve as a bookmaker in repayment of his debt.lzo

A sportscaster unable to meet his loan obligations, was asked

121

to steer affluent associates to a fixed dice game. A hair-

dresser with a wealthy clientele provided inside information--
such as descriptions of a customer's jewelry, her maid's day
off, and her husband's working hours--to an organized burglary

122 A city commissioner awarded lucrative public contracts

123

ring.
to a loanshark's designee, A businessman offered to burn

down his establishment in order to collect the insurance proceeds
to satisfy his debt.124

2. The Criminal Borrower

Joseph Valachi in explaining his technique for choosing
among potential customers, stated a prefererice for lending to
fellow criminals: "At one time I had around 150 regular cus-
tomers. I got rid of the ones that were headaches and kept ﬁhe
ones that were no trouble--bookmakers, numbers runners, guys
in illegal stuff."125

The loanshark provides necessary working capital and emer-

gency funds to the criminal, who, unlike the legitimate business-

lZOCressey, supra note 83, at 85.

121
1d.

l22N.Y. Commisgion, supra note 14, at 42.

1234nited States v. Corallo, 413 F.2d 1306 (2d Cir. 1969).

124Transcripts of the conversations of Samuel DeCavalcante,
June 3, 1565. s

) A
125Maas, supra note 77, at 160. "
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man, is, for the most part, foreclosed from obtaining capital

126

from licit lenders. This monetary web, woven among loan-

sharks and criminal borrowers, supports a vast array of criminal

- ventures, bolstering and stabilizing the underworld economy.

Bookmakers in particular depend heavily on the loanshark.

Despite his edge, the bookmaker may absorb periodic losses of

127

tens of thousands of dollars. At three to four percent inter-

est per week, the cost of negotiating a sizeable loan may ultim-

ately channel the long-term gambling profits into the pockets

of the loanshark.128
Drying up illicit capital supplies through concerted inves-

tigation and prosecution of organized loansharks may thus have

significant impacts on other criminal activities; indeed prose-

cutorial efforts aimed at other activites may increase loanshark

129

business. Moreover, successful investigation of loansharks

can provide valuable leads and evidence for prosecuting other

A 130 . .
criminals. In one case, records confiscated from a Chicago

126§gg Columbia Journal, supra note 8, at 98-99 ("The loan-
shark also provides capital and emergency funds to professional
criminals not directly connected witn the organized crime
family for purposes including purchase of tools, bribery of
officials, and payment of bail and legal costs.").

127Joey, supra note 83, at 105-06.

2 .
1 8Goldstock, Letting the Loan Shark off the Hook, Newsday,

Sept. 9, 1977, at 67.

129Task Force‘Report, supra note 18, at 100.

130See Dewey, supra note 70, at 183: "Our sudden foray

into loan sharking also gave us valuable leads into our

chosen major target areas of organized crime and political
corruption."
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loansharking operation listed 25 previously unknown criminals

among customers with outstanding 6bligations.131

3. The Legitimate Businessman

Conventional credit markets, with the assistance of the
Small Business Administration, serve the financing needs of most
of the nation's small businesses. As in the consumer context,
however, restrictions 6n legitimate credit foster 1Qansharking
incursions into business markets. Entrepreneurs seeking venture
capital, and small businessmen in need of operating funds may
secure a usurious ioan by providing as collateral the very

businesses they seek to advance.

Businesses characterized by chronic cash flow problems o
are particularly vulnerable to loanshark predation. Garment manu-
facturers, for example, produce seasonal goods well in advance
of sales. The volatility of fashions renders the goods un-
attractive collateral for conventional loans. Large orders
and incoming shipments require significant cash'outlays.132
Each day from 1:30 to 2:30 p.m., the "panic hour" causes con-
sternation among mahy garment merchants; at this hour, pre-
viously written checks are posted for collection. Cash-short
dealers may not qualify for a legitimate loan to cover out-

standing checks, and even creditworthy merchants may be hampered

by time constraints. Rather than ruin relationships with sup-

131Chicago Tribune, March 6, 1974, at 7, col. 2.

132Small Business Hearings, supra note 3, at 66 (statement

. of Louis C. Cottell, Chief, Central Investigation Bureau,

N.Y. Police Dep't).
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pliers and legitimate creditors, the merchant turns to a loan-
shark to obtain the working capital necessary to complete the
business transaction.133
This extension of credit usually satisfies both parties
to the loan. When the merchant sells his newly purchased
goods, his revenues amply cover the principal and interest.
Trends in fashion or business fluctuations, however, may delay
disposal of merchandise and preclude timely repayment. Scis-
sored by exorbitant interest rates and an inability to move his
merchandise, the overextended businessman may find himself un-
able to avoid becoming an unwilling partner of the loanshark.
Regardless of his creditworthiness, any businessman may

meet with unexpected capital demands. Often these demands are

urgent; the businessman may therefore seek temporary services

from the loanshark while arranging er long~-term legitimate
financing. In an illustrative case, a ménufacturer of double-
knit clothing had purchased eight machines for $128,000. The -
seller provided temporary financing, issuing notes payable on
demand. As the double~knit business prospered, the machines 1
depreciated in value. The seller, probablybcontacted‘by a l
potential buyer, demanded immediate payment of the notes or

return of the machines. The manufacturer, an honest business-

man desperately in need of another $80,000, faced two unplezsant
alternatives: to employ the services of a loanshark or te

submit to the ruination of his business.

At five percent interest, or $4,000 per week, the loan-

133yi1ler, supra note 64, at 202-03.
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shark was expensive. In two week@, however, the manufacturer
was able td secure legitimate bank financing and eliminate
his debt. He was fortunate; his calculated gamble culminated
" in satisfaction of all parties.134

For three brothers in business together, financial ob-
ligations to a loanshark proved less productive. After bor-
rowing $150,000 from a loanshark for a business venture, they
allowed the interest to accumulate. Within a year, after paying
$165,000 in principal and interest, the brothers still owed
$124,000. After one of the brothers was kidnapped, the loan-
shark demanded and received an additional promissory note for
$200,000.135

Business susceptibility to the loanshéfﬁ is not confined
to companies confronting cash-flow difficulties. Personal loans
to owners, officers, or key employees may provide the stepping
stone for infiltration of unsuspecting enterprisesf Money
borrowed from loansharks for gambling debts, hospiﬁal bills,

or other personal reasons can precipitate business disaster.

F. TLoanshark Infiltration of Businesses

Syndicates dabble in a wide range of businesses for a wide
range of reasons. In 1951, the Kefauver Committee of the United | \

States Senate identified approximately 50 industries infiltrated

136

by organized crime. This list runs the gamut of American

134Joey, supra note 83, at 108-09.

135Small Business Hearings, supra note 3, at 114-19 (gtate—
ment of Robert J. Walker, Chief Investigator, Ill. Crime
Investigation Comm'n).

136Senate Special Comm'n to Investigate Organized Crime in
Interstate Commerce, Final Report, S. Rep. 725, 82d Cong.,
lst Sess. 152 (1951). )
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businesses, including manufacturing, services, finance, enter-
tainment, and media. The business affiliations of criminals

attending the 1957 meeting at the Apalachin.estate of under-

world figure Joseph Barbara illustrates the scope of legitimate

buginess infiltration. Nine men present operated coin-machine
businesses; sixteen were in the garment industry; ten ‘owned
grocery stores; seventeen ran bars or restaurants; eleven were
in the olive o0il and cheese impcrting business; nine were in
the construction business; others held interests in automobile
agencies, coal companies, entertainment, funeral homes, horses
and racetracks, linen and laundry enterprises, trucking, water-
front activities, and bakeries.137
Clearly, the national scope of organized crime's business
operations constitutes a sizeable intrusion ii:to the marketplace.
Indeed, some observers contend that the gains to organized crime
from legitimate operations surpass profits generated by illegiti-
mate activities;.138
While this monograph focuses on extortionate and usurious
credit transactions, loansharking is only one organized crime
tool employed to penetrate the business community. Organized

crime has infiltrated the marketplace through legitimate pur-

chases of ongoing businesses. Less amicable infiltration tac-

137Cressey, supra note 83, at 100; Report on the Activities
and Associations of Persons Identified as Present at the
Residence of: Joseph Barbara, Sr., at Appalachin, New York,
on November 14, 1957, and the Reasons for Their Presence
(1958) (Report to the Governor of the state of N.Y. by the
Comm'r of Investigations).

l386rutzner, How To Lock Out .the Mafia, 48 Harv. Bus. Rev.
49 (1970).




ot

—43~

S
I8

EARo
™.
SN

tics, however, appear more often. In part, these techniques

depend on the characteristics of the "target" business. The
following includes several important factors that may facil-
tate organized crime infiltration:

(1) Unorganized, inaccurate bookkeeping and records invite

embezzlement, theft, and pilferage. Using these techniques,
employees connected with organized crime can siphon off business
assets. Stock brokerage houses, plagued by internal security

problems, fall into this categ@ry.139

(2) Businesses with difficulties of inventory or cash control,

such as discotheques, restaurants, and bars, also facilitate
"skimming" of profits through pilferage and fraud. This quality"
renders these businesses esgecially attractive to organized

crime.

(3) Dependence upon a single supplier often invites organized

crime infiltration. By establishing localized monopolies,
syndicates may "tie" other goods or services to the monopolized
product. In addition, businessmen may have to turn to criminal
monapolisté to obtain products unavailable in legal markets.

(4) Small businesses forced to deal with powerful unions

are particularly vulnerable to syndicate infiltration. By domi-

nating local unions, syndicates can force profitable concessions

from businesses eager to avoid labdr problems.140

13%0. Mullan, The Theft and Disposition of Securities by

Organized Crime 24 (1975) [hereinafter cited as Mullan]. S

140Terry and Gene Catena, owners of the Best Sales Company,
attempted to market a detergent product to the Great
Atlantic and Pacific Tea Company. Best Sales, a brokerage
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- (5) Business=2s that engage in subétantia% credit?buying
aftract,organized crime by providing excellent vehicles for
bankruptcy schemes and other frauds.141

(6) Businesses suited as fronts for illegal activities
-~guch as hotels) bars, nightclubs, and small storefronts--
facilitate a variety of organized crime activities. Central lo-
cations and numerous patrons render these facilities well-suited

for gambling, loansharking, and narcotics operations.142

firm for manufactured products, attempted to sell the
detergent to A&P which would have retailed the soap under
its own labels. Commissions for the transaction totaling
one and one-half million dollars over ten years were to be
granted to Best Sales in consideration of its promotional
efforts.

"Sales agents" Joz Pecora and Irving Kaplan negotiated
for Best Sales. Pecori, an organized crime figure and boss
of Teamster Local 863, and Kaplan, the head of Amalgamated
Meat Cutter's Local 464, supervised contracts with A&P.
Kaplan advised A&P officials that the meat cutters' contract,
soon to be renegotiated, might encounter hindrances if the
detergent were not purchased. Pecora asserted that Teamsters
would not cross meat cutters' picket lines.

While A&P tésted soap samples, the Catena brothers opted
for more persuasive techniques. During a period of a few

. months, two A&P store managers were murdered, and sixteen

A&P stores and warehouses were burned. At this point, the
Justice Department intéerceded in the case, and the Gatena
brothers abandoned the detergent business. A&P was spared
from using the detergent. Melvin, Mafia War on the A&P,
Readers Digest, July, 1970, at 71-76.

141For example, the seasonal nature of the garment industry, -
the rapid turnover of cash and merchandise, as well as

sudden demands of style changes, often create situations where
immediate cash financing is necessary, over and above ordinary
credit limits. Due to its unique character, this industry

is a fertile field for the usurer. Legitimate garment
manufacturers often turn to loansharks for ready cash to tide
them over a transition period. N.Y. Commission, supra no’e
14, at 68. ‘

142, Bers, The Penetration of Legitimate Business byf

Organized Crime 31 (1970) [hereinafter cited as Bers].

N
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1. Methods of Loanshark Infiltration

Using ostensibly legitimate means,‘the loanshark may simply
assume ownership of the business in satisfaction of the business-
mans's debt. Joseph Valachi, in need of a tax cover to explain
his affluent lifestyle, entered the dress manufacturing industry

following a loan to a Bronx factory owner. The owner, a regular

customer of Valachi's loansharking operation, was delinguent in
his weekly payments. Valachi, eager to assume partnership in

the operation, supplied additional investment capital and labor

143

"counseling"; these contributions, plus the cancellation of

the manufacturer's debt, entitled Valachi to full partnership

status.144

The loanshark may infiltrate a business through advan-
tageous placement of a confederate. In the million-dollar

Murray Packing bust-—out,145

Joseph Pagano played this role for
syndicate boss Joseph Castellana. |

In other cases, loansharks infiltrate businesses clan-
destinely. An employee of a "target" business may steal
company property or secretly provide company services to sat-

146

igfy his obligation to the loanshark. Stacks of securities

143Maas, supra note 77, at 166-68. Valachi's "counseling"
included preventing union workers from entering the shop.

l4SSalern:; and Tompkins,‘sugra note 17, at 235.

146An émployee of the Gillette Safety Razor Company regularly
paid off his debt by setting up weekly thefts of razor
blades. ' ' ‘ '

)
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147

in brokerage houses provide a prime target. To satisfy his

debt, the brokerage house employee delivers stolen securities

to the loanshark, who reduces the borrower's obligation by a

small percentage of the securities’ value.l48 A more invidious

form of infiltration occurs when the insider deals in the manipu-

lation of securities markets.l49

Gillette's practice of "dumping" obsolete blades at
sea when the company introduced a new model led to a major
coup by the loansharks. Informed by the inside man that
the blades had been shipped to a salvage company in Boston
Harbor, the shark arranged to buy the millions of blades
for a half a cent each. He eventually sold them for 2.5
cents each, a 400% profit. In the words of the loanshark:
"The razor-blade operation was a helluva good score, and
we would never have pulled it off it that kid hadn't owed
me money and come in to tell me what was happening at
Gillette." V. Teresa, My Life in fhe Mafia 135-36 (1973)
[hereinafter cited as Teresal.

147Organized Crime and Stolen Securities: Hearings Before
the Permanent Subcomm. on Investigations of the Senate Comm,
on Government Operations, 92d Cong., lst Sess. 74 (1971)
[hereinafter cited as Senate Hearings on Organized Crime].

148Bull Market on Thievery, Forbes, Dec. 15, 1968, at 34-37.

Former Attorney General John Mitchell estimated that in
1969 and 1970, $400 million worth of securities were stolen
from brokerage houses. Mullan, supra note 139, at 22. 1In
one case, for example, an employee working for an organized
crime figure walked out of his company's offices with
$2.5 million worth of securities in his briefcase. Senate
Hearings on Organized Crime, supra note 147, at 74.

149Mob figure Arthur Tortorello, using a loan to an indebted
broker as leverage, arranged for the brokerage house to

sell stock in a worthless company. The potential loss to the
public within the first year of operation was estimated at
$1.5 million. N.Y. Commission, supira note 14, at 59-65.

Such schemes are, unfortunately, not rare.

The mob's shylocks for years have had a field
day on the Street lending money to clerks and
brokers who can't get money from banks or who
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Infiltration is the product of keen opportunism, and other
criminal activities may set the stage for loanshark takeovers.
The Nylo~Thane Plastics infiltration, coupling an old-fashioned
kidnap-extortion plot with a sophisticated loansharking éperation,
illustrates how the loanshark can capitalize on other criminal

maneuvers.lso Maurice Minuto, the president of Nylo-Thane

Plastics Corp., required capital for a business expansion.151
Minuto contacted Julius Klein, who had been identified to Minuto
as a possible investor. At a restaurant meeting between the
prospective business parties, Klein and his assistants confronted
Minuto with knives and a gun. Klein announced, "We're going to
kill you unless you give us $25,OOO."152
After a night's confinement in a motel room, Minuto issued
a $25,000 company check to his captors. To arrange for the re-
imbursement of Nylo-Thane, Minuto visited John "Gentleman Johnny"
Masiello, a major loanshark. Masiello directed Minuto to the

Royal National Bank whose president and board chairman was a

friend of Masiello. Masiello received more than half of Minuto's

have their credit stretched too thin to make
ends meet. How else do you think the mob was
able to steal billions of dollars' worth of
securities from Wall Street in the last decade?
How else could a swindler like myself move
stocks, get them placed on the pink sheets,

and manipulate the prices?

Hellerman, supra note 93, at 363.

150The description of the Nylo-Thane Plastics 1nf1;trat10n
is taken from Bers, supxrxa note 142, at 18 19.

&
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$56,000 loan in payment for his services. Induged by Masiello,
Minuto borrowed additioﬁal funds from Royal National eventually
assuming obligations to the bank for $515,000, of which he
received only $13,500. In the meantime, Minuto had given to
Masiello, and pledged to the bank, Nylo-Thane stock worth $1.3
153

million.

2. ©Purposes of Syndicate Infiltration of Businesses

Syndicate goals in moving into legitimate businesses are
numerous. This monograph isolates the four most common reasons
for syndicate infiltration: establishing a "front" to conceal
illicit activities, obtaining specific services or concessions
from employees or wuther insiders, "skimming" pre-tax dollars
from company profits, and "busting out" the business to profit
at the expense of company creditors.

a. Operating a "Front"

Frequently the loanshark will continue the legitimate oper-
ations of an infiltrated business as a "front" for illegitimate
activities. By maintaining an interest in a legitimate enter-
prise, the 1oanshark generates a legal income to display to the
Internal Revenue Service.154 Should the IRS question bank
“accounts or expensive living habits, the loanshark can point to

his ownership of, or employment by, a legitimate company.

Moreover, a "legitimate" company run for profit with unfair

15374,

154See R. A. Nossen, The Seventh Basic Investigation Technique,
Analyzing Financial Transactions in the Investigation of
Organized and White-Collar Crimes (Appendix D of Law Enforce-
ment Assistance Administration, The Investlgatlon of White

" Collar Crime (1977))
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competitive advantages, such as control of well-placed labor
officials155 and access to stolen property for inVentory,156
may prove highly profitable in and of itself. Operation of
legitimate businesses can conceal illegality in other ways.
Loansharks and other racketeers use legitimate businesses to
launder illegally obtained cash. Similarly, by serving as

high-paid "consultants," organized crime figures can collect

loansharked debts or receive extorted payments with ostensible
leqitimacy.ls7

Contact with a legitimate business also creates an air

of respectability for the organized crime figure. By acquiring

155Access to the right person may prove extremely beneficial
to a businessman~--as the following story suggests. In 1970,
the T. W. Bateson Company, a general contractor, hired members
of Union Local 210 of the International Hod Carriers, Building,
and Common Laborers of America to construct a federal office
building in Buffalo, New York. Labor problems plagued the
construction. Absenteeism, padded payrolls, pilferage, time-
clock cheating and slow work were rampant. Bateson's efforts
to mitigate the problems resulted in a labor walk-out. At

the insistence of union members, Bateson hired John Camillieri,
a reputed "capo" in Buffalo's Maggadino crime family.
Camillieri was paid $7.10 an hour for his assistance as a

"job coordinator." Almost immediately, the laborers resumed
their places at the site, working with greater ‘efficiency

than even the Bateson officials had anticipated. Time, Aug.
30, 1971, at 21.

l56"Hijacking is big business for the mob. Most of the hijack
loads, whether it's cigarettes, liquor, furs, appliances, or
food, are shipped by the mob to discount stores they own or
have connections with." Teresa, supra note 146, at 137.

l57A restaurant owner, who took out a 5%/week loan, was
required to employ SGS Associates, a labor relations firm
fronting for Carlo Gambino. Despite the absence of any
~labor problems, the owner paid $1,000 a month for this
service. Small Business Hearings, supra note 3, at 48-49
(statement of Michael H. Metzger, Asst. Dist. Atty., N.Y.
County) . ‘ : oo

a”
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the Lido, a fashionable restaurant, Joseph Valachi joined the
flow of syndicate criminals to the suburbs. Valachi, describing
his status as a respectable businessman, said, "As far as the
neighbors are concerned, I was always a gentleman. . . Mildred
[Valachi's wife] told them that I had the Lido, so they figured
I was just a guy who ran a restaurant."158

Most importantly, a legitimate business gives the racke-
teer a place to hang his hat and a reason for engaging in
otherwise suspect activities. As a "front" in the broadest
sense, a legitimate operation provides the loanshark with an
office to conduct his business, a secure location to hold meet-
ings, and an explanation for contacts with businessmen, other
criminals, or public officials. |

The "legitimate" business also may provide a headquarters
for carrying on unrelated criminal operations. The infiltration
of a small luncheonette exemplifies this problem. The luncheon-
ette, started by a middle-aged couple in 1960, prospered until
a nearby construction project cost the owners a substantial part
of their trade.159 The proprietors, desperately in need of work-
ing capital and spending money, borrowed from a local loanshark,
Max, "The Wiesel" Lowenstein. Lowenstein, a former member of

the Dutch Schultz Mob and "Murder Incorporated,” charged the

luncheonette owners as much as twenty-five percent interest per

week. Felix "Phil" Vizzari, an underling of John "Sonny" Franzese,

158Maas, supra note 77, at 206.

159The description of the infiltration of a small luncheonette
in Long Island is taken from N.Y. Commission, supra note 14,
~at 45-50.
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replaced Lowenstein as the couple's creditor. At the time,
Vizzari was helping Franzese expand his bookmaking and loansharking

activities in the area. Predictably, Vizzari began to use the

\,luncheonette as a front for his bookmaking and loansharking busi-

ness, forcing the proprietors to handle bets.

b. Obtaining Services and Concessions

Like complete takeovers of legitimate businesses, small-
scale infiltrations can generate large~scale profits for the
loanshark. 8Such arrangements involve neither racketeer owner~
ship nor racketeer control; rather, the legitimate businessman
grants special concessions to the loanshark involving the use
or operation of his company's facilities.160 Examples of small-
scale infiltration are numerous. A Louisiana man loaned money
to restaurant and tavern owners, who in turn accepted cigarette
machines, jukeboxes, and pinball machines from organized crime.l6l
The owner of a warehouse, deeply in debt to a loanshark, allowed
the shark to use his facility to store hijacked trucks and merch-

andise.162 A Philadelphia restaurant owner, asked why he bought

160One restaurant owner guickly fell into arrears on his
loanshark debt (see note 157 supra). At the suggestion of
the loanshark, the owner purchased his meat and liquor from
new suppliers, who raised prices well above competitive
standards. The restaurant became an outlet for stolen and
diseased meat, as well as hijacked liguor shipments. A new
headwaiter, the son of one of the "investors," was used as
a lookout for the restaurant's newly established bookmaking
operation. Small Business Hearings, supra note 3, at 48-49
(statement of Michael H. Metzger, Asst. Dist. Atty., N.Y.
County) .’

161Id. at 20 (statement of Henry S. Ruth, Jr., Prof.,

Univ. of Pa. Law School).

162Id.'at 11 (statement of Ralph F. Salerno, Consultant,
Nat"1l Council on Crime and Delinquency) .
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a particular brand of food product, noted his debt to the loan-
shark, saying, "If I bought another brand, my restaurant would,
be a parking lot tomorrow morning."i63

c. "Busting Out" a Legitimate Business

Syndicates will sometimes infiltrate a business intending

to pirate the company's assets and send it into bankruptcy.164

Such schemes to defraud company creditors are known as "bust-

outs" or "scams." Loansharking may provide the requisite toehold

for initiating a "bust-out."

Murray Packing supplied meat, poultry, and eggs to New
York area supermarkets.l65 The company, procuring supplies on
~credit, purchased goods above the level of its cash resources,

and within a year of its incorporation, the business stood on

the brink of bankruptcy. A salesman for Murray Packing, Joseph

Pagano,166 proposed a solution to the company's financial prob-

lem. Pagano steered the principals of Murray Packing to Peter

16"Id., at 20 (statement of Henry S. Ruth, Jr., Prof., Univ.

of Pa. Law School).
¥

1641Q. at 49 (statement of Michael H. Metzger, Asst. Dist.
Atty., N.Y. County).

165The description of the Murray Packing bust-out is taken
from Salerno and Tompkins, gupra note 17, at 235-36, and
E. DeFranco, Anatomy of a Scam: A Case Study of a Planned
Bankruptcy by Organized Crime (1973).

166Pasquale "Patsy" Pagano was identified by Valachi as a
"soldier" in the Geneovese family. Organized Crime and
Illicit Traffic in Narcotics: Hearings Before the Permanent
Subcomm. on Investigations of the Senate Comm. on Government
Operations, 88th Cong., lst Sess. (1963).
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Castellana,167 a lieutenant in New York's Gambino family.

To "save" the faltéring company, Murray's principals took
out a $8,500 loan from Castellana. The one~percent weekly interest
rate, relatively modest by loansharking standards, nonetheless
proved unduly burdensome for the cash-strapped company. Unable
to meet their financial obligations to either Castellana or
other creditors, Murray's principals acceded to an imposed settle-
ment; Joseph Pagano, the company employee who arranged the loan,
became one-third owner and president of the company. Pagano,

a pawn for the loanshark, Petex Castellana, received authority
to write checks and transact company business.

In January and February of 1961, immediately after the
Castellana takeover, Murray Packing began to increase its pur-
chases of meat and expand its sources of supply. The company
promptly paid suppliers, thus establishing its credit. Murray
Packing channeled purchased meat to Pride Wholesale Meat and
Poultry Company, a concern owned and operated by Peter Castellana.
Pagano, at the insistence of Castellana, transferred the Murray
Packing bank account to the bank where Pride Wholesale transacted
its business, thus accelerating transfers of funds between the
two companies.

In March of 1961, using its favorable credit relations
with suppliers, Murray Packing drastically increased its meat
and poultry purchases. The new supplies were quickly funneled

to Pride Wholesale at prices below the cost to Murray Packing.

167Castellana and his partner Carmine "The Doctor" Lo@baraozzi
were identified by Valachi as caporegines of the Gambino
family. Id.
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As revenues entered the Murray Packing account, Pagano withdrew

them from company use, issuing personal notes to the company.
By May, 1961, Murray Packing was adjudicated bankrupt.

The company's liabilities totaled approximately $1,300,000,

representing debts to 85 creditors. Assets amounted to $1,060,422,

including $750,000 in promissory notes from Joseph Pagano.

Pagano and Castellana--as well as the principals in the original

business--were all convicted of conspiracy to violate bank-
ruptcy laws.168

The Murray Packing "bust out" illustrates the perils to
the small businessman of taking usurious loans. It also il-
lustrates the potential profitability of such transactions;
froh a small loan generating $85 a week interest, organized
crime figures were able to bankrupt a company and defraud
legitimate businesses of over one million dollars.

Even if loansharking does not provide the initial entry
in a bust-out, it may prove useful in consummating the fraud.

In the case of the Falcone Dairy,169

for example, loansharking .
supplied a source for disposing of "skimmed off" products.
Joseph and Vincent Falcone operated Falcone Dairy Products
as a wholesale distributor of soft cheeses in Brooklyn. The
Falcones were associates of the New York's Bonnano and Gambino

families; these families controlled most of the city's ware-

houses, factories, and distributorships for mozzarella cheese.

168United States v. Castellana, 349 F.2d 264 (24 Cir. 1965).

169‘I‘he description is based on Kwitny, Pizza Putsch: Vermont's
Dairymen Won't Soon Forget the Mafia's Arrival, Wall St. J.,
Mar- 3’ 1977’ at l’ COl. l.
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In 1959, the,?élcones and Joseph Curreri opened a soft cheese
factory in ALburg, Vermont. From its formation until 1969,

the factory 6perated within the corporate structure of Falcone
Dairy, the sole distributor for the factory's output.

In 1969, the Alburg Creamery became an independent corp-
oration., Nonetheless, Alburg ostensibly held its former course;
it continued to purchaselmilk from Ve