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Thank you, Mr. Chairman, o
My, Convrns: Thank you, Mr. Edelhertz, for a very-seminal open-
ing statement. We are grateful for-the attention that you have given=
the committee and for your careful preparation. K : Lo
‘We have questions, but we aré %;)m to ask all three of our wit-
nesses to male presentations; and then we will have discussions with
the subcommittee. B T A PP
I would like, next, to call Prof. Gilbert Geis, professor in the pro-

7 ‘gram of social ecology at the University of California at Irvine, co-

editor of “White-Coilar Crime” and a leading authority on white-
collar crime, one who has spent.a great number of years in this ares
and published extensively on this subject. His expertise is well known.

‘We also appreciate your prepared statement, which will be in-

“corporated in full at this point in the record, and we’ll allow you to

proceed in your own way. : )
[The prepared statement of Mr. Geis fol\\yllows":]

X BraTEMENT 0F GInBERT GE1g/ PROFESEOR, Progran N Sooran HeoLoeT, .
) UNIVERGITY OF CALIFORNIA, IRVINE T

Speaking at the 100th anniversary meeting of the Los Angeles Bar Asgsociation
last month, President Carter sised the imprimatur of his office to signify white-
collar crime as g paramount social and ‘economic problem. There ywas uncon-
selous, or perhaps deliberate, irony in the fact that the President’s stress on
ywhite-collar crime appeared in a speech that primarily was a critique of the legal
profession. “We are overlawyered and underrepresented,” the Pregident mtin-
tained. “No resource of ‘talent and training in .our society, not even medical..
care, ig more wastefully or unfairly distributed than legal skills.” Later, the
President made his points about white-collar crime: .

" Powerful white-collar crimindls cheat consumers of millions of dollars.
Public officials who abuse their high ranlk damage the ‘integrity of our
nation in profound and long-lasting ways. But too often these big-shot
crooks escape the consequences of their acts. Justice must be blind to rank,
powerand position. - ’ Coge .

Had the President chosen ‘to move deeper into delicate territory, at the risk
of further aggravating attorneys, he might have pointed out that one of the
surest guarantees of unmolested white-collar lawbreaking is. the ability to
command high-priced legal talent., Such talent can lobby partisan measures: into
law for corporate :clients, can delay trial oudtcomes, obfuscate issues, and over:
whelm ‘government attorneys by pouring -hugh sums inte trials.: Members of
firmg with corporate clients would - counterattack, of course, by pointing out
that in a democracy.everybody, inclnding corporations and professional| per-
sons, is entitled to adequate legal services. That the richest get the begt is
axiomatic. What else is niew? Who had ever claimed that justice isn’t in part
a commodity, able to be purchased, like everything .else, in the marketplace?

A tone of urgency was clear in Mr, Carter's Los Angeles speech; “The Justice
Department,” he announced, “ig undertaking a major new effort on white-collar
crime,” Officials in the Department of Justice charged with prosecuting white-
collar crime, ‘however, at a meeting . was attending: in 'Washington shortly
after the President’s speech, responded with wonderment to hig message. They
had received no mandate, much legs'any resources, to deal more effectively with

“7 ‘syhite-collar crime, At the same meeting, officials from the Law Enforcement

Assistance Administration announced that funds for research and action projects.
in the arep of white-collar crime would be reduced in the coming fiscal year as

- part of an overall agency budget cut: 4

‘White-collar crime once again was making for fine political populist political
rhetorie, but the words were not being translated into public policy. Thiy is tra-
ditionally -thé manner that Americans deal with white-collar crime, It allows

“those of ug who are doing well to castigate lawbreakers who are like us, without

threatening them 8o seriously that if would make us nervous too. -- il
Note, in thig regard, the Department of Commerce's:recent statement that
$16.3 billion more was paid out by banks in interest and $2.9 billion inore in divi-
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“gelf-aggrandizement. A3.Neil Shover has noted:
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to the Government may' be close to or exceed the.take from those.street crimes
that arouse so much anger and coucern, But the Trzasury -Depgxr:tment is com-
placent. Tt will not beef up enforcemient efforts. because that ceuld, 4 Treasury

press release obsax:m;% “generate taxpayer resentient sc grent as to jeopardize .

the very g‘;ouiida‘ti‘on€ the entire gystem of yoluntary coimpliaiice.” The double-

spepk invoived in noting the huge amount of tax frand, while deseribing the-tax

System’ ag one-of Hooluntary compliance” is ludicrous, though ity humor might

Ve lost on burglars and shopiffers, axong others; 'he moral: of ¢he Treasury

statement is that if<enough powerful persons :are Grooks their potential uniap-

- pinesy at the polls. if they are. prosecuted-will'guarantee them immunity from -
R . (SRR " == e 4

enforcement efforts.

- dendslian was reported by taxpayers to the Internil Révenue Service. The Iog¥ .

The differerze in official responses to criminal acts of the “Haves® in contrast

to those of the “have-nots” produces.further problems, T believe that the failure
of the eriminal justice system to mount ‘an effective campaign agaiis street

.-offenders ig largely n funetion of the fact that prosecutors, judges, and the rest

of us know too well that a vast amount of eriminal activity by middle and upper-
class persons iy largely ignored. We cannot find the anger to allow ug to say.of
lower-class, largely minority group offenders: “These are the real evil penple;

they deserve to be punished in order to protect the rest of us, the good pe-nple.v" :

Most of u1s are too smart not to know better than that. , .
“YWealso have tronble really thinking of the successful ag he malevolent. Federal
prosecutors gathering evidence agninst Spiro Agnew, when he was Vice President,

- gflemonstrated the change in peychological setmeeded tu cauterize deep-rooted

feelings about who the “proper”, criminals are. Newspaper reporters. describing

{he Agnew investigation display their biages in the gquotation below when they,
indicate that somehow it is worse to send g “respectable” erook than a lowex-.

clasgerook tojails . - : T : o
Men under investigation {in the Agnew ¢ase] were called “bad men™. . . .

In a way, the prosecutoiis empioyed terms like these to condition themselves -

for the job ot hand--mean, nasty work that oftén entailed sending a man to
jail, It was onething to disposge of a mugger in that faghion, but quite another
“thing when it caime fo men much:.like themselves—college-educated, middle
“ctass, articnlate. These were niot street people, but.men with roots in the com-
munity. Thehumilitation of jail was t6ial and absolute. It destroyed families,

“ ° careérs, and then men themstlives, .. G e
The major difference hetweer: white-collar eriminals ané¢-the traditional street
offenders probably ig that the burglar and the robber have more limifted means at
tlieir -Gisposnl for law violation, Members of both groups are dishonest, but
the white-collar crook ean be more subtle (and more efficient) in: %is eriminal

_ ¢ - 'The members of the underclass command -so few resourges that, when
< gngdging in eriminality, they must rely upon stéalth, guile or'frontal assaults
-+ on property to attain.their objectives. Not so for clites; whose resources
inciufle the bureacratized Inbor power of others;i’elites can, therefore, use

bureacracies as instruients for the perpetuation of their eriminal ends. Con-

"+ equivalent of the underclass bandity pistol,

- trol- over organizations, as resources, thus becomes a kind of functional
TRk PR D
he use of indirection and manipulation common in White-collar,crime: can be

far mare dangerous to the country’s integrity than direct forms of cfiminal activ-
ity. Muggings-and other street crimes fend to unité a people in moral condemna-
“Hon of an outsides. Wmile Durkleim,; a Frendh sociologist; euiphasized that such

Acts may make people behave hetter hy dramatizing what we abhor and by show-

ing what hapoens tv people who behave in guch ways. White-collar crime, on the ~

contrary, breeds social malaise, Tt ¢reates distrust, cynicism, and greed—if others
are doingit, I'llget oy share too. Street criminals cite gelf-righteously:the dereije-
tions of those in moze fortunate positions than themselves: Such eonsiderations led

Jonathan Swift to set forth in the land visited by Guiliver a penal Dolicy. that

.punish white-collar offenses more harshiythan common theftss: . ; :
: The Lilliputians 1ook upon fraud as a greater crime than theft; dnd there-

.- Tore:seldomfail to punish it with death; for they allege that care and vigi-
- lance, with a very common nnderstanding, miy preserve o man's goodsy;rom
DT W

theft, but honesty has no defense against superior cunning: .
=Tt I8 sometimes maintained that white-collar crime ought not to be ' regarded

seriously becauge, at its worst, it involves only money, while-street offénses can
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threafen 1ife and dmb Such g distinetion'ig- spurmus. Smoggings ,md muggmgs
are pot-that distinetive in their lethal epnsequences. It is quite:possibip thot ore

0. people have- died: from :eorporste-conducted or corpoxixte-ccudoned viglence——

"= involved in things such ag the knowing manufactire of defe{,t.ve cars.dnd pxivate

'ﬁOoxporate 0

planes—than have besi victims of more tradxtional kmds of murder;

* The roster of unnecessary deaths of workers in the aghéstogindustry. doauments
fatal comsequendes of white-eollar crime. Epidemictogical studies indicate that
aghestos workevs died. from Jung -cancer 4t unconseionsbly higher rates thau

~ < yworkers ifi other industries, A union officlal, fighting for enforcement of tougher

- industry standardg, put the matter bluntly “1 wanted them to know that murder
- was being committed in the workplace.” Pgul.Brodeur, investigafing conditions
in fa(.tomes often Tomid. them & mocikery of the assomption that the government
wwould fome companies to ‘gbide by standards set to insure healthful tvorking
conditions. Brodeur hag summarized pointedly Lhe blas shgwn by 1esponses to the
heavy death foll among asbestos workergs -

Isubmitthat if a million péople in the so-caned. imddle or professmnal class
were dying each decade of preventible ocenpational diseass, and if nedrly
fow: million were being disabled, there would long ago have been such & hue
and ery for remedial action ‘that. if Congress had not heeded it vast numbe1s
of ity members would have been turned ont of office. E

For-much corporate crime,’ 4iowever, n usual punishment is a consent m‘der in
which the sccused in essence says: “I didn’t do if, but I won’t do it again” The

- Securities and Exchange Commission settles about 90 ‘percent of the 360 or so

cqsgs itbrings each year w1th consent decrees Burglal's mlght w1sh they had ia =)
good.
There also'is o pmcess at Work remmiscent of. the eompensatmn progmmg’ of

[ medieval-times Victime often much prefer to pursue eivil suity, ‘where they can’

recover monetary damages, “rather than to press criminal charges, swhere their

. gain’+will be no more than moral gatisfdction. Prosecutors are not. insensitiva,to -

sucth feelings, Thus, oﬁendmg corporatmns can at mmes 11ter911y 1mv ofﬁ then.'

victims. a :
Failure to attend to 'whi te-colluz, orlme adequately most certainlv is pnrtls

rooted in the congruity ‘between offenders and* those charged with the crimes ;

: prosecutlon But the basie explanahon seems more complicated. Suzatine Weaver &

in a recent study of discretion in prosécuting federal antitrust violators found
government attorneys intent upon nailing corporate violators. It was not political
m*erfelence, she ¢ame to pelieve, that Lept actual prosecutions low, but cather

. the inability fo construet airtight cases that could go forwsard successfully.

Tt proved g:ceedmgly difficult to place responsibility for'white-collar crimes; -
oialy have learned well to rely on verbal comivunications of
nefaiions plots rather than to keep written tecords. We are reluctant to hold @

‘person criminglly responsible for an aet unléss we can show the proper mens reg,

or guilty intent. 'We will not accept a parallel to Thomas Aquinas’ reasoning that
heresy was a sin punishable by criminal action because such a degree of ignorance
‘could oniy be the product of culpable neghgeme I would enthusiastically snpporf:

. the provigion ¢f the proposed federsl )cmmmal code that organizational ofiizials

ba regarded a8 havi’ng behaved “reckl
activities in groupg for which they were admmistratlvely respousible, when they

.-ought 'to have known about such crlmes 1.1’ they had acted with reaSOnable and
. Proper care.

Today, a o legal structure largely erected to pl.otect pdﬁftmal dissiderits: and street
offenders probably redounds more to the advantage of Whlte-collar cnminals than

' members of either of the two other groups

“outbursts of indignation; The harm from white-éollar offenses tends to he nghly
i (uf{use, with losses Scattered among many Dersons, each 'of whom hears gnly g
‘yery :small portion of the fotal. An orange juice manufacturer can -wated hig
- product and clieat éach of s 'out of ‘only a few cénts'a year and reap millions of

dollarg in- eriminal profit. "We algo: have tecome callous abouk marketplnes
deception. We expect to be cheated, and feel 1mpotenf ‘about protecting ourselves,”
We know that some autoe mechanies; television repairmeén, and other tradespetmle
are routinely ripping us off.,We are not Surpfised to learn from a recent newWs-
paper headline that frafd in federal ‘programs is:estimated to Dbe sbout $12

- billion annually, We haye bécome nimbed and sverwhelmed, and we ﬁen’t kmw

What to do about 1L—-so we sometimes try not to seem to care.
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‘We ave alsoptizzled to understand the roots of white-collar erime ina manner
thatwill allow ug to coritrol 1t 'We kinow that it does not-stem from hroken homes,
or Oedipal conflicts, or similar platitudinous explangtions, offered’ for traditional
offenges. , : ‘ S TR i

We know, for instance, that the recent rise in the incoine of. doctors has
outpaced the rate for all professions; that the average net earnings of a doctor
is now about $65,000. Yet medical law-bresking seems almost endemic. An early
study by Howard Whitman -described” widespread medical fee-splitting, and
newspapers- document relentlessly, almost monotonously, eriminal practices by
doctors, These involvenot onlyfinancial fraud, but also erimes against the person;

_guch as unwarranted surgery, which reasonably might be defined as assauit.

“In addition, frepidationin government circles about medical fiscal venery mgeiy
hag inhibited earlier establishment-of a national health service, to the physical
detriment of large segments of the population, The United Statés today lags
behind more than a dozen countries in terms of life expectancy .and infant

-mortality tivo sensitive indices of national health. .

The litany of medical erime—and doctorg may swell be among the more honest
professionals in our midst-—can be briefly sampled to make the case more
speeifie; The American College of Surgeons hag alleged that half of the operations
performed in American hospitals are done by urqualified doctors. A Government
lawsuit maintained that the 4,500 -doctors who own and work in medical

laboratories overcharged the public for-tests and copspired illegally to keep

everyone but themselves out of the medical laboratory business. In 1970, the IRS
reported that-about half of the 3,000 doctors who received $25,000 or more in

" Medicare or Medicaid payments failed to report g substantial amount of their

income. A 1976 study by Cornell University investigatorg found.that from 11 to
13 percent of all gurgery in the U.S. i§ “‘unnecessary,’ a function of diaguostic
incompetence or greed stemming from a lust for high sirgical fees, The Cornell
researchers belleved that about two million or more operations each year were
unwarrgnted. : . . }

A later survey reported that most unnecessary surgery was performed on

" Medicald patients, The self-righteousness of violators iz reflected in a statement

by two New York doctors, who told investigators that government programs
“encouraged?:them to cheat, since they were not monitored properly. \WWhat are
the.roots of such behavior .ard such attitudes? Perhaps we dare not look too
closely, lest sve uncover.conclusions too painful and unnerving. . . }
Difficult issues arise in regard to-the most effective manner of dealing with

convicted white-collpr eriminalg, They probably will not recidivate, in part De-

cause they will not be able to secure jobs requiring bonding and other tokens of
status, It might be argued that white-collar eriminals should net be imprisonéd,
that the shame they reap is punishment enough, Such an attitude underlies the
recent bevy of “ereative” sentences imposed by judges on white-collar offenders.
Recently, for instance, the Olin Corporation pleaded nolo contendere (how many
burglars are allowed to plead nolo:contenderef) to a charge of illegally selling
arms to South Africa, Tor punishment, the corporation was ordered to donate
$510,000 to charity. Olin seemed enthusiastic about the outeome: it could deduct
the contributions from its taxes (which it could not haye dore were it fined), and
1t would gather a bit of good svill as it spread about its Inrgesse: N

- “An argument against imprisoning white-collar crooks is that often they are
professional persons, and they may be barred from practicing their vocation,

_ although professional groups, such as bar, medical, and accourtants’ associations,

often seem much more concerned with protecting prerogatives than with disciplin-

ing offenders, - . ) ) :
I'believe that we need tomake an example of white-collar criminals in order to

deter others and to restore faith in the justice anrd fairness of the eriminal justice

system, “Crime in the suites” needs to be treated with the same severity or more
.severely than “crime inthe streets,”. - E

- T think there is a need for the government to ‘]aﬁnch a campaign :designed to
spotlight the horrors of white-collar crime and the jnequities rampant in the

manner in which we deal with such crime, Such & campaign demands thunder and -
. Jightning. The law is 8 powerful instrument to condition morality, at leagt within

limits, but Solzhenitsyn is correct too when he notes that e in the United States
tend to use the fact that we have stayed just within legal boundaries—or that we
can make. such a case—or that at least they ean’t prove a contrary case—as a
Justification for unncceptable behavior. We have got to tighten Inws so that ulti-
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- uncoyered, get their perpetrator into legal trouble.
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nirtely they ereate-a-ieﬁexive honesty and compassion, rather than having them
represent no more thean a catalogue of the most nefarious behavior that might; it

“Offenders must_come to keow- that callons commercis) exploitativn’ of their
fellow Humap beings beyond: the pale. I appreciate tiiat such g demand smacks

" of preaching, and that preaching 18 declagse thege Gays: we are all.cool and tolex-

ant-apd eynical. We expect the worst and then canrot he disappointed. ‘We recog-
nize within ourselves those inpulses which prompted the acts of tlie defiredators,
We see.the refoimer merely using issues for gelf-ndvancement. I think the tinte is
overdue for someé old fashioned angel and moralizing iw reghrd to:white:collar

doing is wroiig, that if, threatens this country’d survival in a very real way, snd”

that we wili'not put up with it. Ratlonalizatiops—“everybody daes it” 1sode of

. tlie more common—must be peaetrated, -

I think Hearings such as those this committes iy holding are:¢sSentinl, because
arousal of public coticern is a-fundamentyl péed if we gre going to make inronds
against white-collar erime. From thig concern must-come recommendations and
support for remediation. We must create within the government an agency to
spotlight aud coordinate a -campaign .2gainst white-collar crime. Céntralized
statisticdl reports ought to be issued to demonstrate the extent and nature. of
guch ‘offenges, The media ougki to be encouraged to carry stories of white-collar
«rime where they carry-sif crime news, and not in the business pages adjacent to
the stock réports. Mxtensive struefural changed ought to be made to render corpo-
Tations more Tesponsible: a federal incorporation latw 'ought to replace the
indnlgeni: Delaware code; public iepresentdtives ought to. find thelr way onto
Boards of Directors; and stockholders onght to' be aade miore vigilant, or fo
suffer the .consequences of heavy eriminal penalties-against the organization
they presumptively partially own. R s ‘ -

Ibelieve that white-collar crimingls dfe more culpable than théir stieet countei-
parts. Having more advantages than other people, they beéar mare responsibility
to: establish a’ good example, This iden of) noblesse oblige dictates that white-
collar eriminals do more prison time morg/often thanp street offenders foxr equivas«
lent depredations. White-collar offenders are notably detefrable: guilt and shame
(at being caught) are qualities that are part of their upbrirging.: -« o

- Whatever the proper approach to white-collar crinmie, nobody examining the

"~ facts can fail to be convinced that the phehomenon requires more attention than

it currenily, receives from the publie, the media, criminologists, legislators, and .
goverrment officials, White-collar crime in every sense is real crime, It has been
overlooked and underplayed for far toolong. . , s - -
TESTIMONY OFGILBERT 'GEIS,‘PROFESSOVR,, PROGRAM: IN SOCIAT
. ECOLOGY, UNIVE@SITE’ OF CALIFORNIA, IRVINE, GAIEF;' '
- Mr. Gers. Thank you very much, Mr. Chairman.- = .. 0 .
.. T am going to abstract some of the material from the prepared state-
ment, to try to highlight some things that I think may be of importance
tothe subcommittee, . - - e e o :
X would like to start by neting: that. President Carter used ths
imprimatur of his office to:cignify white-collar erime as & paramount
social and economic problem when he spoke af the 100th anniversay

Y

meeting of the Los Angeles Bar Association last month. There was ant -

~ unconscious—or perhaps deliberate~~irony-in the fact that the Presi-

dent’s stress-on white-collar crime appehred in a speech that primarily
was. a4 -critique “of the legal profession::“We. sire -ovetlawyered and
underrepresented,”. the President maintained. Noé Tesource’ of: talerit
and training in our society, not even medical care, is more wastefully. -
or nufaivly-distributed than legal skillss:™ st ooordnl 0T
. " Later, the President was tomakehis point about ‘white-collat erine,
andagain, Tamuquoting s« ! ol 0l Doy con 0 e
Powerful white-collar criminals cheat consumers.of millions of dollars. Publld
officials who abuse theit high rank damage the integﬁ’,{;y of the nation in profound
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crime and eriminals, They have got to larn that what they have done or are _~~
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