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‘Why, sometimes I’ve believed as many as six impossible things before breakfast.’

 



The Red Queen in Through the Looking Glass, and What Alice Found There, by Lewis Carroll.




Prologue


The simplest way to understand how Bernard Madoff persuaded thousands of investors to pour billions of dollars into his investment scam is to think of it as a cult. The cult of Madoff followed all the necessary rules. It was founded and run by a godlike figure whose decisions could never be questioned or challenged. Its devotees believed themselves to be part of an elect group, with access to a secret credo denied the rest of the world. It used coercion against unruly members and even had its own initiation ceremony. The godlike figure was Bernard Madoff, who charmed, bullied, and terrorised his subordinates, and devotees. The secret knowledge was his arcane investment strategy, couched in pseudo-scientific terms that could never be properly understood but which members believed would provide them with eternal wealth. The coercion was Madoff’s demand for confidentiality, and unquestioning loyalty. Those asking too many questions were threatened with expulsion and the closure of their accounts, with being cast out of the elect, into the financial wilderness. The initiation ceremony required that would-be investors be repeatedly rejected and told the investment fund was closed. Eventually Madoff would ‘reluctantly’ make space and the  grateful initiates rushed to hand over their life savings.

The cult of Madoff was astonishingly successful. Bernard Madoff was a financial criminal genius who ran the largest and most enduring fraud in modern history. His elaborately engineered scam, investigators believe, lasted for decades. It reached from Wall Street and across America, to Europe and further East. Each month thousands of personal clients, many of whom were sophisticated investors in their own right, received detailed accounts of stock trades that had never taken place, and account balances that did not exist, none of which they questioned. His institutional investors included numerous well-respected banks, and finance companies. Madoff not only duped the Securities and Exchange Commission (SEC), which regulates the American financial industry, he frequently sat on finance industry committees. He helped create the US’s secondary stock exchange, after the New York Stock Exchange, the NASDAQ (National Association of Securities Dealers Automated Quotations) in 1971, and served as its chairman. He also ran one of the largest and most successful share trading firms in the US - a separate operation to his investment fraud.

Respected by his peers, worshipped by his clients, Madoff became very wealthy. He and his wife Ruth owned a duplex apartment on the Upper East Side of Manhattan valued at $7 million with monthly maintenance charges of $6,500, a holiday home in Palm Beach, Florida, valued at $11 million, another in Montauk, Long Island, New York, worth close to $7 million, and an apartment in Cap d’Antibes, in the south of France, valued at $1 million. He had a half interest in an aircraft worth $12 million. He owned four boats including a 27-metre Leopard yacht called Bull moored in France worth  $7 million; a fishing boat in Palm Beach, also called Bull, worth $2.2 million, and Sitting Bull in Montauk, worth $320,000. Madoff owned furniture and household goods in his four homes worth $8 million, including a $39,000 Steinway piano and silverware valued at $65,000 in his New York apartment. Madoff’s financial holdings included $17 million in cash and $45 million worth of securities. Much of this was paid for by his fraud, and almost of all it, apart from $2.5 million granted to his wife Ruth, was seized by the US government in June 2009.1


Madoff was a master manipulator who, among his many victims, specifically focused on his fellow American Jews in what the SEC defines as an ‘Affinity Fraud’. This type of fraud targets the members of a specific religious or ethnic group, abusing the trust and acceptance of insiders to defraud other members. Masterminds of affinity frauds, wrote the SEC, ‘often enlist respected religious or community leaders from within the group to spread the word about the scheme by convincing those people that a fraudulent investment is legitimate and worthwhile. Many times those leaders become unwitting victims of a fraudster’s ruse. These scams exploit the trust and friendship that exist in groups of people who have something in common.’2 This is precisely how Madoff operated. He developed a sophisticated network of contacts across Jewish communal institutions including charities, schools, universities, synagogues and country clubs, and stole their money. He even defrauded Elie Wiesel, the Nobel laureate and Holocaust survivor. Some investors may have suspected that Madoff was stretching legality to its limits, as no other financial institution provided such steady returns regardless of how the stock market performed, but as long  as the money kept flowing in - or appeared to - few probed further. Any doubters were seduced by what one Wall Street investment banker calls ‘the gentle perfume of the illicit’.

There was, it seems, almost no human limit to Madoff’s avarice. One summer his son Andy got into trouble while swimming off Long Island. He was rescued by a young man whose father was a plumber. Madoff rewarded the family by inviting the plumber to invest his life savings of $100,000. That too vanished. In fact Madoff seemed to take a perverse relish in his human connection with his victims. In spring 2009 Simon Levy,3 a Jewish man in his seventies, sat slumped in a chair, dressed in a crumpled tracksuit as the movers packed up his spacious flat on one of the most expensive streets on Manhattan’s Upper East Side. He could barely speak more than a few words at a time. Levy had known Madoff for forty years. He and his wife had dined three or four times a year with Madoff and his wife. Levy invested everything with the man he thought was his friend. Many in New York now refer to Madoff as a financial terrorist. Comparisons are frequently made with September 11, not in terms of lives lost, but in the shock to New York’s collective psyche. This may be over-dramatising, but the damage Madoff has wreaked is incalculable and will last for generations. Two of his victims have committed suicide. Life savings and inheritances have vanished. Charities and foundations have evaporated. Businesses have collapsed. Homes have been sold, much loved possessions auctioned off. Elderly people hoping for a comfortable retirement now live in desperation, fear, and uncertainty.

Madoff’s investment fund was a sophisticated Ponzi scheme. Ponzi schemes are a type of pyramid fraud, run on  the ‘rob Peter to pay Paul’ principle. They do not generate any revenue but rely on a steady stream of new investors whose cash pays the profits promised to earlier investors. Eventually, when the scheme’s obligations exceed its assets, it collapses. Charles Ponzi, an Italian immigrant to the United States, lived in Boston in 1920 and promised investors a return of 40 per cent in ninety days, compared to 2 per cent a year in bank savings accounts. He planned to take advantage of exchange rate differences by buying international postal coupons in countries with weak currencies, such as Italy, which would be redeemed in the United States for a profit. Ponzi mania swept through New England and thousands rushed to invest. In one three-hour period he took in $1 million.4 When the scheme collapsed an investigation revealed that Ponzi had purchased a total of $30 worth of coupons.

Madoff’s genius was to reverse the Ponzi’s usual psychological appeal. Instead of spectacular, short-term returns, he gave long-term, modest, but still above average rewards, usually paying out around 10 or 12 per cent a year. A privileged few clients allegedly received higher rates. Hedge funds and high-tech stocks soared and plummeted, but Madoff’s fund kept steadily rolling along, and when investors asked to withdraw some of their monies, they merely had to fill in a simple form. The dollars arrived, without fail, a few days later. Madoff did not tout for business. Instead he turned potential customers away, according to the June 2009 SEC lawsuit against Cohmad Securities Corporation, one of his principal feeder funds, much of which he co-owned with his longtime friend Maurice ‘Sonny’ Cohn. ‘Madoff played hard-to-get, shunning one-on-one meetings with most individual  investors and arbitrarily refusing prospective investors for what appeared to be whimsical or snobbish reasons. By creating an air of prestige and exclusivity, many of BLMIS’ [Bernard L. Madoff Investment Securities LLC] victims felt privileged to be allowed to invest with Madoff and BLMIS and many prospective investors angled for ways to get in.’5


Even with the stock market boom of the 1990s, many on Wall Street wondered how Madoff did it. It was virtually unheard of for an investment fund to pay out the same above average return each year for so many years. The SEC was warned repeatedly, specifically, and in great detail, about Madoff but failed to close down his fraud. Madoff’s Ponzi scheme collapsed on the morning of 11 December 2008, when he was arrested by the Federal Bureau of Investigation (FBI). The sub-prime mortgage crisis had already brought down two of Wall Street’s biggest investment banks, Bear Sterns and Lehman Brothers, threatening the US’s very solvency. US financial regulators and world leaders were frantically trying to prevent a global economic meltdown. Madoff’s institutional investors were demanding withdrawals of billions of dollars - but the dollars no longer existed.

 



The Madoff fraud raises numerous questions, some of them deeply unsettling. Why did Madoff continue to run a criminal enterprise for so many years when he was already a multimillionaire and a pillar of the New York financial establishment? How could he get away with it for so long? How could a prominent Jew do this to his own people, to charities and Holocaust survivors? Did he work alone, and if not, who was helping him? What were the regulatory authorities  doing? There is a powerful argument that had the credit crunch not happened, and had various institutional investors not demanded their money back, that Madoff’s Ponzi scheme would still be running, and investors like Simon Levy would have remained blissfully unaware that their Madoff statements were fiction and that their savings had long ceased to exist.

Over the following pages I will trace the history of the Madoff family, from Eastern Europe to Manhattan, detail Madoff’s rise, and explain his modus operandi, both legitimate and criminal. I will open up the world where he operated: from the salons of Manhattan, to the country clubs and golf courses of Long Island and Palm Beach. Their power structure, communal psychology, and the tribal codes of Madoff’s biggest investors will be peeled back and examined. I will detail the network of relationships across which hundreds of millions of dollars flow, and show how Madoff exploited them. And I will answer the most puzzling question of all: why did so many people give him not just a proportion of their savings, but, like Simon Levy, almost all of them?

For con-men credibility is everything. Madoff was certainly credible. He was one of the ‘Masters of the Universe’, the financial titans immortalised in Tom Wolfe’s zeitgeist novel of 1980s New York, The Bonfire of the Vanities. His firm, BLMIS, was headquartered over three floors of the Lipstick Building, an iconic landmark building in mid-town Manhattan at 885 Third Avenue, New York. Madoff was well known across Wall Street and at the SEC’s offices in Washington, DC, for decades. With his wavy, patrician silver hair, tailored suits, and avuncular manner, he looked like a favourite elderly relative, and indeed was known to his  investors as ‘Uncle Bernie’. They dubbed him the ‘Jewish T-bill’, named after US Treasury Bills, the safest investment. ‘He was really very likeable, he was self-deprecating and not imperious,’ recalls Ed Nicoll, a New York financier who has known Madoff for more than twenty years. ‘It was a strange combination of being humble but also regal.’ For many, it was a seductive mix. When I asked Simon Levy why he had broken the golden rule of investment - diversify - and had placed most of his assets with Madoff, he answered: ‘Because I had known him for forty years . . . There are a lot of people who do illegal transactions, but he would have been the least likely one we thought of.’

Yet unlike many of his Wall Street peers, Madoff generally avoided the limelight and the glamorous parties of Manhattan society. He gave to charity - a requirement for anyone networking in the American Jewish world - but discreetly. Bernard and Ruth Madoff usually ate dinner at Primola, an expensive but unremarkable local Italian restaurant near their home. Before his arrest there were few mentions of Madoff in the media, apart from sporadic mentions in the financial trade press. Bernard Madoff was certainly wary of inquisitive journalists poking into his business methods. A rare profile, published in Barron’s magazine in 2001, was headlined: ‘Don’t Ask, Don’t Tell’. The author asked how Madoff’s fund produced such high returns, and what was his investment strategy. Madoff stonewalled.6


Madoff did tell a little more at a discussion at the Philoctetes Center in October 2007 when he appeared on a panel discussing ‘The Future of the Stock Market’. The Philoctetes Center for the Multidisciplinary Study of the Imagination, to give it its full name, is a well-meaning arts and culture centre  on Manhattan’s Upper East Side, an affluent upper-middle-class area with a substantial Jewish population. Philoctetes sponsors free events such as art-house films, exhibitions, and intellectual discussions. It aims, as its website explains, to ‘promote an integrated, interdisciplinary approach to the understanding of creativity and the imaginative process’. Its directors are Edward Nersessian and Francis Levy. Nersessian is a clinical professor of psychiatry and psychoanalyst, whose numerous papers include ‘Cat as a fetish: Reflections on female sexuality’. Levy is a writer and self-confessed ‘compulsive fitness addict’ who works out for several hours seven days a week, and has a third-degree black belt in karate.

This may seem unlikely company for Madoff but he could not really refuse. Madoff had been close friends with Francis Levy’s father, Norman F. Levy, who died in 2005 at the age of ninety-three. Levy was one of several older Jewish businessmen that Madoff successfully courted. Levy was a very rich man indeed, who had made his fortune in real estate, specifically the skyscrapers of mid-town Manhattan, the busiest commercial district in the United States. Levy had offices one floor below Madoff in the Lipstick Building. Like many successful American Jewish businessmen, Levy senior was a generous and dedicated philanthropist. The Betty and Norman F. Levy Foundation reported assets in 2007 of $244.4 million.7 Its funds were invested with Bernie Madoff, whom Norman F. Levy described as ‘honourable’. Levy and Madoff supported many of the same charities, such as Yeshiva University, a Jewish university in Manhattan, the Lincoln Center Theater, and the Gift of Life, a south Florida charity that matched leukaemia victims with potential bone marrow donors.

The panel moderator was Justin Fox, of Time magazine, and other speakers included Professor Ailsa Roell, of Columbia University, an expert in international financial regulation, Muriel Siebert, the first woman to own a seat on the New York Stock Exchange, and Josh Stampfli, head of the automated market-making group at BLMIS, which was part of the trading arm. The discussion, which was filmed by the Center and can be viewed on the Internet,8 was a relaxed but informative affair. The panel, all of whom were experts in their field, ranged widely over the history of Wall Street, the changes in trading, the intricacies of trading strategies, the effects of computers and automation, and the regulations that govern the market. Madoff wore his customary grey suit and light blue shirt, his lack of a tie his only concession to it being the weekend. He looked bored at the start, sitting back in his chair, but soon came alive when it was his turn to speak. He sounded wise and well informed, backed up by his younger colleague Stampfli.

With hindsight, of course, many of the comments that Saturday afternoon seem eerily prescient. Madoff’s firm, said Fox, was ‘one of those really important parts of our financial system that doesn’t show up in the headlines’. Madoff himself opined that ‘Today, basically the big money on Wall Street is made by taking risks’. He complained about the regulatory burdens imposed by the SEC. ‘The cost of regulation has dramatically increased . . . when I go down to Washington and meet with the SEC and complain to them that the industry is either over-regulated or the burdens are too great, they all start to roll their eyes, just like all of our children do whenever we talk about the good old days.’ He joked about the advantages of automation in trading: ‘So we determined  that the best thing for us to do was basically to take the human being out of the equation . . . and turning it over to a computer to make your decision - I guess you could also program the computer to violate the regulations but we haven’t gotten there yet.’ The audience laughed enthusiastically.

But no matter how much the market is computerised, there will always be a human factor. Perhaps Stampfli said it best. He was discussing the effect of emotions, specifically greed and fear, on how people buy and sell, and the importance of the herd instinct in shaping the market. ‘Greed is a slower, more gradual process, where everyone kind of gets pointed in the same direction. Then, at some point, valuations reach their limit; everybody’s bought that can buy; as much margin has been taken out that can be taken out. You run out of people that can continue to support the trend.’ And then, he explained: ‘All of a sudden, everybody in the herd needs to turn around and run for the exit and the door simply isn’t large enough for everybody to get through.’




1


Yekkes vs. shtarkers


‘My grandparents ran a Turkish bath in the area that served as a focal point for many new immigrants of different nationalities who nonetheless shared common aspirations.’

Peter Madoff, brother of Bernie, and trustee of the Lower East
 Side Tenement museum, in 2005.1


 




The story of Bernard Madoff’s fraud begins a century ago in a rancorous divide between rich and poor American Jews. David and Rose Madoff, his paternal grandparents, arrived in the United States in 1905 from Warsaw at the age of twenty-three. Around this time Benjamin and Gussie Muntner, his maternal grandparents, came from Galicia, the north-eastern province of the Austro-Hungarian empire. Both couples were part of the biggest wave of Jewish emigration in history, four hopeful newcomers among the two and a half million who between 1881 and 1923 fled pogroms, oppression, wars, and revolutions for a new life in America.2 Neither the Madoffs nor the Muntners were rich, and life was tough for the new arrivals. They were far from home  and family. The culture shock was immense. They had to learn a new language. Communications with the old country were slow and difficult. But they had made it to America, Der Goldene Medinah, The Golden Country as it was known in Yiddish, the language of the Eastern European Jews. American Jewish greetings cards a century ago showed well-dressed, prosperous immigrants beckoning their relatives across the sea from Russia. There was some anti-Semitism, to be sure, but no Czars, no Cossacks, and no pogroms. In the back streets of Warsaw and a remote province of the Austro-Hungarian empire the images must have seemed like a mirage. But the American dream was real.

David and Rose Madoff settled in Scranton, northeast Pennsylvania. Scranton was a pleasant, bustling city of about 100,000, with fine stone buildings and a railway station. It was home to many new immigrants from Eastern Europe, who often worked in the city’s two main industries: coal mining and textiles. David Madoff was a tailor. By 1920 he and Rose had four children, Abraham, Ralph, Berthel, and Rachel. Some time in the 1920s the family moved to the Bronx in New York City, a tough working-class area just north of Manhattan. The 1920 census records that the Muntners lived at the other end of New York City, in Brooklyn. Benjamin Muntner was trained as a plumber but worked in a store. Gussie, his wife, was illiterate. They had three daughters: Dinah, Fannie, and Sylvia, who was the youngest.

There have been Jews in America since the seventeenth century. Several dozen Sephardic families, Jews of Spanish and Portuguese descent fleeing the Inquisition, arrived with the first Puritan settlers. By the time of the American Revolution in 1776 the community numbered about 10,000. A  century later, after a substantial wave of immigration from Germany and Austria, America was home to 250,000 Jews. Many of the German Jews, known as Yekkes, were sophisticated urban professionals: bankers, lawyers, and businessmen. They soon prospered. The most important one hundred or so German families were enormously influential and helped turn New York into an international financial centre. They included the Lehmans, founders of Lehman Brothers bank; the Astors, who made a fortune in fur trading, real estate, and opium; the Goldmans, who founded Goldman Sachs; the Guggenheims, and other banking families such as the Kahns, Lewisohns, Schiffs, and Warburgs.

The Yekkes were horrified at the waves of Jews pouring in from Eastern Europe. The new arrivals like the Madoffs and the Muntners threatened everything the Yekkes had constructed: their cosy, faux haute-German bourgeois lifestyles built on wealth, status, and assimilation. Most of all, they reminded the Yekkes that no matter how financially successful they were, they too were still outsiders. The WASP elite, the White Anglo-Saxon Protestants, whose lineage reached back to seventeenth-century Britain and Holland, looked down on all the Jews, including the Yekkes. The Yekkes traced their roots back to eighteenth-century Bavaria, and sneered at the new arrivals from Poland and Russia. This bitter divide, between the Yekkes and the East European Jews, is of much more than historical interest. It is a crucial element of the Madoff story. It shaped his generation’s psyche and left a sour legacy of resentment that still rankles today.

The German Jews feared - correctly as it transpired - that the immigrants would foster anti-Semitism. Some were Communists, Anarchists, or Zionists. They spoke a bastard  dialect with a thick accent. They were noisy and rough-mannered. They came from primitive shtetls, Jewish villages in the backwaters of Eastern Europe, with no running water or electricity. The German Jews labelled them Ostjuden, Eastern Jews, or even ‘Kikes’, a derogatory term which probably derives from the habit of Jews who were illiterate in English signing documents with a circle, rather than a cross. (Kikel is Yiddish for circle.) ‘To be sure, many of the German Jews perceived the Eastern European immigrants as uncouth, destitute, uncivilised and therefore threatening to their own position in American society. There was nothing novel in their fears; middle-class members of minority groups who are themselves of precarious status typically hold the lower-class members of their group in contempt,’ notes the historian Chaim I. Waxman.3


The richest Yekkes lived in luxury in townhouses or sprawling apartments. Most settled in the prime real estate of Manhattan’s Upper East Side between East Sixtieth and Eightieth Streets, from Fifth Avenue, where they had sweeping views of Central Park, to the grand residences of Park Avenue. When banker Jacob Schiff’s entourage and family travelled by train to California, they needed five private carriages. Felix Warburg, another banker, had a squash court in his town and country house, and owned four Stradivarius violins. Adolf Lewisohn, yet another wealthy New York banker, employed thirty gardeners on his estate in Westchester. The families enjoyed lives of Teutonic, bourgeois precision. ‘It was a world of quietly ticking clocks, of the throb of private elevators, of slippered servants’ feet, of fires laid behind paper fans, of sofas covered in silver satin . . . of heavily encrusted calling cards and invitations to teas, coming  out parties and weddings, but all within the group,’ writes the historian Stephen Birmingham in Our Crowd.4


Birmingham’s book, which was first published in 1967, quickly became a bestseller. The phrase ‘Our Crowd’ entered common parlance in Manhattan, the New York equivalent of PLU (People Like Us), as in ‘they are very our crowd’ or they would like to be ‘our crowd’. The book touched something in Manhattan’s zeitgeist and turned into something more profound, argues Marie Brenner, a writer for Vanity Fair magazine. Our Crowd ‘became a template for achievement that was discussed in many Jewish homes across America’. 5 And while the Yekke dynasties employed legions of uniformed staff to service their palatial homes and complicated travel arrangements, one key value was sacrosanct: no showiness. Neither the bankers nor their wives wore ostentatious clothes or flashy jewellery. Bernard and Ruth Madoff had been married for eight years when Our Crowd was published. They would certainly have heard of it, and Ruth may have read it. In later years, as the Madoffs advanced in Upper East Side society, they took certainly took the Yekkes’ tenets to heart: both were elegant, understated dressers whose jewellery was tasteful and discreet.

The newly arrived Eastern European Jews were not part of Our Crowd. They mostly lived on the Lower East Side. Though only a few miles from the Upper East Side, it may as well have been another planet. The Lower East Side was a giant shtetl, transplanted to the back streets of Manhattan. Crowded with tenement slums, sweatshop factories, back-room bars, and bordellos, it was run by shtarkers, tough guys who knew how to look after themselves. A shtarker is not necessarily a criminal, but all the criminals were  shtarkers. The gangs controlled everything, taking protection money from stallholders and shopkeepers when they weren’t stealing their stock. Wide-eyed ‘Greenhorns’, or newcomers, were liable to be stripped of everything by agile street kids picking their pockets, or by con-men. The grimy streets and alleys were in a constant state of ferment.

The Yekkes and the Eastern European Jews even prayed differently. The Yekkes worshipped at Temple Emanu-El, then the largest synagogue in America, on East Forty-third Street and Fifth Avenue. Emanu-El was a Reform synagogue, where Jewish laws were adjusted for the modern age. The services were calm, composed, and orderly, as befitted its self-regarding and distinguished congregation. The Eastern European Jews worshipped in shtibls, tiny one-room synagogues in cramped tenements, rocking themselves into trances, like in the old country. Partly out of charity and partly out of self-interest, the German Jews organised a support network to speed the integration of the new arrivals. But the East European Jews did not want the Yekkes’ charity, so they set up their welfare organisations.

The second- and third-generation American Jews have long moved out of the Lower East Side, to the Upper East and West Side of Manhattan, the suburbs, or Long Island. But they still treasure their family roots in its back streets and alleys. They take great pride in their shtarker grandparents, who slaved for long hours in a new country, in tough conditions, hustling to make a living and provide for their families. They have neither forgotten nor forgiven the Yekkes’ disdain for their Yiddish-speaking ancestors. Madoff certainly never did. In later years he specifically targeted the Jewish elite of the Upper East Side, channelling their wealth  into his Ponzi scheme. ‘There was a kind of resentment, a rivalry, a wish for one-upmanship in Madoff,’ speculates Daphne Merkin, a New York writer who has extensively chronicled the world of moneyed New York, and whose brother Ezra was one of Madoff’s most important business associates. ‘The people he dealt with were generally more established than he was. He was an Eastern European Jew among West European Jews, some of whom were Yekkes. Under that cool, friendly exterior of nice “Uncle Bernie”, I imagine there was contempt.’

 



The Jewish immigrants to America brought immeasurable human capital to their new, young homeland. Their descendants have contributed to every aspect of American society: they are doctors and lawyers, social workers and artists, writers and politicians. They have founded universities and hospitals, industries and business empires. For many American Jews, the United States really was the Goldene Medinah, but woven in with the multitude of success stories is another, darker history: of Jewish gangsters and criminals of which Bernard Madoff is now the most notorious. For all his uniqueness Madoff is part of a dark continuum. The difference is that he used computers instead of baseball bats.

The Jewish gangsters thrived on the Lower East Side. There, poverty, squalor, a culturally dislocated population, and a corrupt and inefficient police force proved a fertile breeding ground for crime. In this respect, the Jewish immigrants were no different to their Irish, Italian, and other Eastern European peers. In a strange way, the Jewish criminals signified the success of the Jews’ assimilation. They were  a sign of normality. Years later, David Ben-Gurion, the first prime minister of Israel, said that when Israel had prostitutes and criminals it would be a normal state like any other. What fascinates, both then and now, is the contradiction between Jewish religious ethics, which gave much of the world its moral code, and the lives of men like Bernard Madoff and his criminal predecessors, who identified themselves as Jews, and who lived in a Jewish world.

In the early years of the twentieth century two gangs continually fought for control of the Lower East Side’s brothels, card games, drug smuggling, and protection rackets. The Jewish gang was led by Max Eastman, the Italian one by Paul Kelly. Eastman was born in Brooklyn but moved to the Lower East Side in search of adventure. He was a thug and a pimp, with a battered face and body that bore the scars of numerous street brawls. A former bouncer, he carried a club on which he carved a notch each time he wielded it. Paul Kelly, whose real name was Paolo Vacarelli, was a professional boxer. He used his prize money to open several brothels. Both gangs worked with Tammany Hall, the home of the corrupt Democratic Party machine. They assaulted voters, blocked polling booths and stuffed ballots to get the desired results. The police, paid off, did nothing. The Kelly gang controlled the area west of the Bowery, while Eastman’s mob had the east. Eastman was arrested, sent to prison, served with valour in World War I, and was eventually murdered in 1920. Kelly became a union racketeer, and died of natural causes, in the mid-1930s.

Within a few years the street kids who started out picking pockets and turning over handcarts on the Lower East Side were running far more sophisticated operations: protection  rackets, bootlegging operations, and trafficking in women and drugs. They organised labour strikes, and violently broke them up when required. By the 1920s the bosses still needed shtarkers, of course, but the shtarkers were no longer the bosses. The businessmen had arrived. Arnold Rothstein was an early predecessor of Bernard Madoff. He too was a criminal genius who understood that crime run professionally and competently, like a real corporation, offered enormous opportunities for wealth. Like Madoff, Rothstein was known among his contemporaries by his nicknames: ‘The Brain’, ‘The Big Bankroll’, and ‘The Man Uptown’.

Unusually for a gangster, Rothstein grew up in a town house on the Upper East Side. His father, Abraham, was a wealthy man who owned a shop and cotton-processing plant. He was a part of the city’s establishment, friends with Governor Al Smith, and Judge Louis Brandeis, the first Jew to be appointed to the Supreme Court. When Rothstein married a non-Jewish girl, his father, as tradition demanded, declared his son dead, and said Kaddish, the mourning prayers. F. Scott Fitzgerald based the character Meyer Wolfsheim, a Jewish gangster, on Rothstein in The Great Gatsby. Rothstein was a bootlegger, rather than a con-man, but in many ways he was Bernard Madoff’s intellectual godfather. ‘He understood the truths of early century capitalism (hypocrisy, exclusion, greed) and came to dominate them,’ writes Rich Cohen in his study of American Jewish gangsters, Tough Jews.6


Rothstein fixed the 1919 Baseball World Series, so that the favourites, the Chicago White Sox, threw the game, thus turning an enormous profit on bets. Like Madoff, Rothstein thought globally. Instead of running a few caseloads of whisky in from Canada across Lake Michigan, Rothstein  brought across a whole shipload of whisky from England. The ship waited just outside American waters, off the coast of Montauk, Long Island. Rothstein bought a fleet of speed-boats to ferry hundreds of cases ashore to be distributed across New York. Like Madoff, Rothstein was an elegant dresser, who wore understated, tailored suits, hats, and well-shined shoes. He taught the gangster Lucky Luciano and many others how to dress. Rothstein honed the 1930s menswear style that is now a hallmark of that era, immortalised and glamorised by Hollywood. Rothstein’s use of Montauk is a resonant footnote. That stretch of the shore was then deserted and undeveloped, but is now an expensive strip of beach-front land. Among the houses along the waterfront is a large mansion by the sea formerly owned by Bernard Madoff.

Max Eastman used his fists, Arnold Rothstein his accountants. Meyer Lansky, history’s most notorious Jewish gangster, built on and further honed Rothstein’s methods. By the late 1930s Lansky had built a sophisticated illegal gambling empire that stretched from New York to Florida and Cuba. Lansky, who was immortalised as Hyman Roth in The Godfather , was also a financial genius and set up numerous sophisticated schemes to evade taxes and launder money. Together with his friend and colleague Bugsy Siegel, he built The Flamingo hotel in Las Vegas, which launched the desert city as a gambling and pleasure capital, and acquired substantial real estate in Miami. Like Madoff, Lansky made extensive use of the global banking system, in his case funnelling money through Swiss banks. In 1969 an extensive investigation into the links between organised crime and Swiss banks by the New York Times reported that Lansky  even had his own money manager in Switzerland: ‘He lives in Lausanne when he is not busy in Geneva, Zurich or Toronto conferring with members of the Lansky apparatus, making investments for a commission and picking up cash deposits for the Swiss credit bank and other institutions.’7


Lansky fled to Israel, where he hoped to spend his retirement, but under severe pressure from the United States government he was extradited back home, even though as a Jew he was entitled to Israeli citizenship. Lansky was eventually judged unfit to stand trial. Lansky was supposedly worth $300 million but he died in comparative poverty, in 1983 in Miami at the age of eighty-one. And just as investigators are now searching records across the world in an attempt to trace the billions of dollars that flowed through Madoff’s Ponzi scheme, much of Lansky’s fortune was never located, if it ever existed.

Communal leaders, Rabbis, and the Yiddish press condemned the Jewish gangsters as thugs and killers. They were violent and brutal. They stole from and terrorised their own people. They brought shame and anti-Semitism down on the community. But some Jews took a quiet, private pride in the criminal shtarkers. Lansky’s gang attacked and broke up Nazi meetings. His business empire was flourishing and expanding across America. The Jewish criminals were part of the Lower East Side’s history. In America, unlike the old country, the Jews stood up for themselves. The Italians, the Irish, and the Jews ran New York. The Italians and the Irish each had their mafias. Why should the Jews be any different?

In the early 1930s Ralph Madoff met and married Sylvia Muntner. They had a daughter, Sondra, and a son, Bernard, followed in April 1938. Peter, their youngest son, was born  seven years later. Bernard Madoff spent much of his boyhood on the Lower East Side, playing in the same streets and back alleys where the Jewish gangsters operated. Benjamin and Gussie Muntner, his maternal grandparents, and two of his aunts, managed a Turkish bath in the Bowery, the heart of the area. There Benjamin’s skills as plumber came in very useful. Madoff loved to visit his grandparents and ran around the shvitz, as it was known. A shvitz was a place to get clean - especially when the tenements lacked baths or showers - but was more than that. It was a social centre, especially popular with the shtarkers. Here sensitive business could be discussed, turf wars negotiated into lines of demarcation, and enemies meet on neutral territories. That world, of shtarkers, and shvitzes, is gone now. There are no more turf wars between Jewish and Italian gangs. The Lower East Side, like almost all of Manhattan, has been gentrified. The Bowery’s back-room bars and brothels are now chic cafés and nightclubs. The time they spent both with their grandparents and at the Bowery made a great impression on Bernie Madoff and his younger brother, Peter. Peter Madoff served as a trustee of the Lower East Side Tenement Museum, at 97 Orchard Street. The Museum recreates the building as it was a century ago and recounts the life stories of immigrants to Manhattan. He paid for a Washington lobbying firm to work for federal funding for the museum.

Bernard Madoff ordered no rivals to be hit, or their legs to be broken. Instead he would use his reputation and technology to take international fraud to a level of complexity of which even Meyer Lansky could only have dreamed.
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Happy days

Assets: Cash on hand $200. Liabilities: None.

Bernard Madoff’s 1959 application to the Securities and
 Exchange Commission to register as a broker-dealer.1


 




It took a generation or so, but as the Jews of the Lower East Side prospered, they slowly moved out to the suburbs. By the early 1950s Ralph and Sylvia Madoff had settled in Laurelton, a middle-class area of Queens, an outer borough of New York City. Laurelton was just beyond the end of the subway but was linked to Manhattan by the Long Island Rail Road. America’s post-war economic boom had ushered in the golden years of suburbia. Eisenhower, one of America’s most popular presidents, sat in the White House. America was strong and confident, sure that it would win the Cold War and the space race with the Soviets. Cheap mortgages for returning members of the military had rapidly accelerated the spread of the city, and new townships of quiet, tree-lined streets evolved. A 5 per cent down payment of $800 would pay for a deposit on a family house. Consumer goods that were once expensive luxuries such as fridges, washing  machines, and vacuum cleaners were now taken for granted. It was an extraordinary jump in social mobility. The children of immigrants who had slaved in sweatshops and lived in cramped, unhealthy tenements, enjoyed spacious, airy homes, with separate bedrooms for their children, and a garden. They went on cruises, travelled on aeroplanes, and drove enormous cars with confident, curved fins and spoilers. The Madoffs lived in a brick house with three bedrooms with a separate garage on Two Hundred and Twenty-eighth Street.

Laurelton was quiet, safe and family orientated with a friendly, village atmosphere. It had its own synagogue and Jewish community centre, a Chinese restaurant, and ice-cream parlour, where families met on the weekends. Those were innocent days, recalls a friend of the Madoffs who grew up with them in Laurelton.2 ‘Laurelton was extremely comfortable, even though it was just within the border of New York City. It was like growing up in an upstate rural town. It was very quiet and safe. All the children went to the same neighbourhood elementary school. We went in the morning, came home for lunch, and then went back. It was a little town, very safe, a magical place to live.’ Vera Gitten, who went to primary school with Madoff, remembered how as a younger boy he was boisterous and enjoyed attention. Together with his best friend, Madoff wrote, rehearsed, and performed a musical comedy at Laurelton’s elementary school, at the age of ten or eleven. Wrapped in their parents’ bed sheets, Madoff and his friend played desert sheikhs.3
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