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TUESDAY, AUGUST 24, 2010

Glimpsed through the glass double doors at the end of a long prison hallway, he is not recognizable as the impassive hawk-faced man who was marched incessantly across television screens around the world less than two years ago. He seems smaller, diminished—just an elderly man in glasses talking deferentially to a prison official and looking a little anxious as he waits for the locked doors ahead of him to click open.

Escorted by an associate warden, he steps from the sunshine of the prison’s sealed courtyard into the dim, cheaply panelled visiting room. The room would have fit easily into a corner of his former penthouse in Manhattan. Its furnishings consist entirely of faded plastic lawn furniture—red armless chairs around low tan tables—and it is illuminated today only by light from one large window and a row of vending machines.

On most of his occasional visits to this room, it had been filled with prisoners and their families. But as he enters with his escort on this Tuesday morning, the room is empty except for his lawyer, a guard, and the visitor he has finally agreed to see. As the rules require, he sits facing the guard’s desk, where the associate warden settles down to wait. He unfolds a single sheet of ruled paper; it appears to be some handwritten notes and a few questions for his lawyer. He spreads the sheet out on the table in front of him.

The creases in his tan short-sleeved shirt and trousers are knife-sharp, despite the humidity of this late summer morning. His hair is shorter, but it suits his slimmer frame. His black leather trainers are gleaming. Aside from a small spot where the brass plating on his belt buckle has worn away, he is as carefully groomed as ever. Even though he does not much resemble the heavier, better-dressed man shown so often in the news reports after his arrest, he still has a quiet magnetism that draws the eye.

For more than two hours, he answers questions, sometimes with a direct gaze and sometimes with eyes that shift to the empty patio outside the window beside him. He is soft-spoken and intense, with occasional flashes of wit. He loses his composure just once, when he talks about his wife. Throughout, he seems unfailingly candid, earnest, and trustworthy.

But then, he always does—even when he is lying. That is his talent and his curse. That is what enabled him to pull off the largest Ponzi scheme on record. That is what will enable him to spin the facts and obscure the truth about his crime for as long as he lives, if he chooses to do so.

Bernard L. Madoff—Inmate Number 61727054—is the best-known prisoner currently held at the sprawling Federal Correctional Complex on the outskirts of Butner, North Carolina.

The Butner-Creedmore exit on Interstate 85 does not announce that the prison is located here. There are no clearly marked signs within the little hamlet, just a few narrow black-and-white painted pointers at intersections, old-fashioned and easy to miss. The prison is not on the local map in the telephone book, so visitors have to ask the motel clerks for directions.

The twisting route from the motorway involves urban-sounding byways like Thirty-third Street and E Street but is lined mostly with vine-blanketed trees and weed-strewn fields. The prison complex looms suddenly out of the pine woods on the right. It consists primarily of four large buildings set in a floodlit clearing among the lowland forests and fields.

To the right, set slightly apart on the eastern edge of the property, is a minimum-security prison, the colour of manila folders and distinctively free of walls or fences. Almost hidden from view behind a thick stretch of trees to the left is a large modern prison hospital, whose separate entrance is farther along the two-lane road that meanders past the complex. And just visible up on a small wooded hill at the centre of the complex is a multi-storey medium-security prison clad in corrugated grey stone.

Madoff is housed in a fourth facility on the Butner grounds, another medium-security prison to the left of the main entrance, down a short drive lined with flowering white crepe myrtle trees. The low grey-stone building is laid out like a giant game of dominoes. Except for its entry-way, it is completely surrounded by a double row of towering chain-link fences taller than the building itself. The encircling fences are lined with shimmering swirls of shiny razor wire. A watchtower stands at one corner of the large, nearly treeless exercise yard, and guards cruise the narrow roads winding through the complex, constantly alert for wandering prisoners or too-curious visitors.

The unit’s cinder-block entryway is a low-ceilinged maze of security screening equipment, lockers for visitors’ belongings, pay phones, and offices. A set of locked doors leads into a sort of double airlock; the rear doors of each section are sealed before the doors ahead swing open. The last pair of doors opens into a wide white hallway leading to the visiting room. The corridor is immaculately clean and decorated, incongruously, with black-and-white Ansel Adams posters of big skies and wide-open spaces.

The sense of impenetrable isolation descends as soon as the last set of doors thud shut. Mobile phones are out of reach, left in the lockers by the entryway. No written messages can be handed to the prisoner, who is constantly watched during visits. Without permission, not even a notebook can be carried into the visiting room; no tape recorders are allowed. Like laboratory rats or ants in a glass-walled colony, these prisoners are under constant scrutiny in a way few Westerners can fathom. Phone calls—collect calls only—are rationed and monitored. Letters are opened and read. Every human interaction is policed, regulated, constrained, limited, fettered—including this one.

All media visits require the prisoner’s invitation and the warden’s approval. After nearly a month of paperwork, the green light from the warden came with barely a week’s notice. The time allowed is limited, and that limit is politely enforced. (A follow-up visit will be authorized in February 2011. In the interval, Madoff will send along a note promising to mail his responses to any additional questions. He keeps his promise, sending several lengthy handwritten letters over the next few months and arranging to send short messages via the restricted and closely monitored prisoner e-mail system.)

Until today, Madoff’s only visitor, apart from lawyers, has been his wife. Until now, he has not answered any independent questions about his crime except when standing in a courtroom, responding to a judge.

Amid that continued silence and mystery, Madoff’s time in prison has been the subject of several speculative magazine and television specials—the latest one will air this week, in fact. In it, a former prisoner will claim that the guards here act “starstruck” around their infamous prisoner from Wall Street, although there is no sign of that today. That television programme will also portray Butner as “Camp Fluffy,” a gentle white-collar jail compared with harsher state prisons that house murderers and other violent criminals. Madoff’s victims may feel that he deserves nothing more comfortable than a Vietcong tiger cage; if so, they will be disappointed at the roomlike two-man cells, the exercise equipment, and the television rooms available here.

But Madoff is unquestionably in a medium-security prison. It is not a steel jungle of brutal, barely restrained violence and depravity, but neither does it resemble a comfortable “Club Fed” with a golf course and tennis courts and casual visits from friends and family. These inmates do not wander beyond the towering razor-wire fences for a leisurely smoke. With his 150-year sentence, Madoff will live and die under lock and key.

It is unwise to trust the information about Madoff that leaks out of this sealed world. Besides an early tabloid report that he was dying of pancreatic cancer, there have been other reports, in more credible venues, that he was beaten up in an argument with another inmate. One report said he told a visitor he “didn’t give a shit” about his sons. New York magazine reported that, after being provoked by an inmate, Madoff blurted out, “Fuck my victims.” And the New York Post reported that he told unidentified inmates that he had hidden away billions of dollars during the course of his long-running crime.

What is the truth? The prison firmly denies that Madoff, who is now seventy-two years old, has pancreatic cancer or any fatal disease—he concurs, and he shows no sign of illness today. The prison and Madoff also deny that he was ever attacked or involved in a fight; the minor injuries that prompted the rumour were sustained when he fell after becoming dizzy from some blood-pressure medication. And Madoff denies that he ever said anything contemptuous about his sons or his victims or claimed to have a secret fortune stashed away. On those last points, someone in this self-contained world of lies is telling the truth. It might be him.
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Bernie Madoff’s name is recognized and vilified around the world, a universal shorthand for a selfish, shameful era. He has been deplored in Switzerland, discussed on radio programmes in Australia, whispered about in China, fretted over in the Persian Gulf. His face has been in every newspaper in America, slapped onto the covers of magazines in a half-dozen languages, caricatured in editorial cartoons everywhere.

Even in an age of hyperbole, the story was beyond belief: a multibillion-dollar Ponzi scheme that lasted for decades, stretched around the globe, and ensnared some of the richest, wisest, and most respected people in the world. Thousands of ordinary people were caught in Madoff’s web, too, and were utterly ruined.

In the aftermath of the economic events of 2008, with dishonesty and chicanery exposed throughout the world of finance, no villain put a human face on the collapse the way Madoff did, perhaps because his crime encompassed far more than just the financial crisis. It was a timeless drama in itself, a morality play as ancient as human greed, as poignant as human trust.

The Madoff scandal struck a chord deep in that part of our imagination that responds to folktales and endows them with so much emotional power. A staple of such tales is instant transformation. In the blink of an eye, the ugly frog is a handsome prince. With one kiss, a sleeping princess is awakened, still beautiful after a century. With the sweep of a magic wand, a rolling pumpkin and a half-dozen scurrying mice become a golden coach and six grey horses.

Instant change was the core experience of Madoff’s downfall. Suddenly, rich people were poor, admired people were scorned, intelligent people were exposed as fools, reasonable people were consumed with rage. The handsome prince became an ugly toad. This one man, Bernie Madoff, had made the life savings of tens of thousands of overly trusting people all around the world disappear in an instant. Thousands of times over, people were shattered by that stroke-of-midnight moment. Just an eyeblink, and it was all gone—their money, their status, their easy confidence in the future, the first-class travel, the secure retirement, the university fund, the peaceful sleep, the charitable pledges. In a single moment in their busy lives, while they were sleeping or having their hair cut or driving home from a meeting or waiting in line for a film, their wealth simply vanished.

And there stood Bernie Madoff, the evil wizard who had waved his hand and, in one broken heartbeat, taken it all away.
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For decades, Bernie Madoff lived at the centre of an expanding web of lies.

In his long silence after his arrest, parts of that web became hopelessly knotted with misinformation and malicious gossip. In the pages ahead, many of those knots will be untangled, with the help of fresh information and new analysis about his relationships with his family and with key investors, and their relationship to his crimes.

More significantly, the chapters ahead will explore parts of his original skein of lies that have never been made public. They can be detailed here, for the first time, because Bernie Madoff himself agreed to meet with me in prison and talk with me about them, the first on-the-record media interviews he granted since his shattering arrest.

He deflected my numerous earlier requests with flattery and promises. “I have followed your distinguished career and reporting for many years,” he said in a letter from prison in September 2009. “I will certainly consider your request at the appropriate time, which could only be after the open litigation and inquiries are concluded. You can rest assured you are at the top of my list. I know you will continue to be the professional journalist you have always been and understand my position.”

When he finally sat down to talk with me for the first time, the conversation lasted more than two hours and ranged from family history to Wall Street foibles. His view of the fallout from his vast crime was shocking—another strand in his spidery web of illusion. He knew that some of his early victims had managed to withdraw more from his Ponzi scheme than they originally invested; the rest did not, but he knew that they would share in whatever assets the massive Madoff bankruptcy case produced. Looking at those two facts, he predicted—beyond all logic—that “people who were with me will make out better than if they’d been in the market” during the financial crisis of 2008.

Madoff also disclosed details of his early life and business career that have been hidden in the shadows until now. From those details, it appears that his habit of deceit began earlier than we knew. As early as 1962, by his own admission, he covered up huge losses he inflicted on his clients when he improperly invested their savings in high-risk newly issued stocks. The falsely inflated profits burnished his reputation and brought in more business. By the late 1980s, he acknowledged, he was using arcane strategies to help his biggest clients sidestep income taxes and evade foreign currency controls, drifting even further towards the grey edges of fraud. After the 1987 market crash, he was swamped by withdrawals from some longtime investors, familiar names whose ties to him can now be seen in a new light. He said he began covering those unwelcome withdrawals with cash that had just started to pour in from new hedge fund clients—and his Ponzi scheme, the classic fraud of “robbing Peter to pay Paul,” was born.

By 1992, he was undoubtedly falsifying whole portfolios of stocks, options, and bonds. At the end, his defrauded clients included giant institutional investors around the world—from Banco Santander in Spain to the government of Abu Dhabi, from hedge funds in the Cayman Islands to private banks in Switzerland—and the scale of his theft was unprecedented. On the day of his arrest, he was supposed to be managing roughly $64.8 billion of other people’s money. If he had actually possessed that money, he would have ranked as the largest investment manager in the world—50 percent bigger than the banking giant JPMorgan Chase, twice as big as Goldman Sachs, and more than three times bigger than funds organized by the legendary global investor George Soros.

But very little of that money was actually there. He was faking everything, from customer account statements to regulatory filings, on a scale that dwarfed every other Ponzi scheme in history.

“By 1998, I realized I was never going to get out of this,” he said in one prison interview. “That’s when I acknowledged the fact to myself that the axe was going to fall on me eventually.”

When it was clear that he would never climb out of the hole he was in, why didn’t he flee with his remaining millions and seek refuge beyond the reach of American justice? “There were lots of things I could have tried to do over the years [to escape], but I didn’t,” he said in August. “There was never a thought to run away and hide my money. . . . It never entered my mind to do that.”

So he stayed on, cultivating the trust and reputation that sustained his expanding fraud—living a life that had become “a charade” of honesty and respectability, he said.

Of course, there will always be mysteries about Madoff. In the months and years ahead, government investigators may yet turn up evidence that will expand or cast doubt on some of what seems plausible today. And intense scepticism must always be employed when assessing Madoff’s own memories and descriptions of his crimes—he tells the truth as gracefully as he tells lies, and the border between the two shifts from moment to moment. With that caveat, this book will map out the shadowy route Madoff followed on his long journey towards destruction and clarify what still remains beyond the borders of the map today.

Madoff’s construction of the biggest Ponzi scheme in history was enabled by the Wall Street he had helped to build. He played a prominent role in shaping the modern market, from computerized NASDAQ trading to the mystique of hedge funds to the proliferation of specious derivatives. He spotted the trends, saw the opportunities, helped write the rule book, and abetted the weaknesses that we all live with, even now. And he was a creature of the world he helped create, a world that was greedy for riskless gain, impatient with regulation, arrogantly certain of success, woefully deluded about what could go wrong, and selfishly indifferent to the damage done to others.

That his life was woven so tightly into Wall Street’s story surely helped him sustain his crime for as long as he did. To understand the Madoff scandal, we must understand the changing shape of the marketplace he helped build for the rest of us, a market that became increasingly crucial to our personal financial security just as it was becoming exponentially more difficult for most of us to understand. Madoff was reassuringly fluent in a new market language we all wished we could learn or pretended we already knew. He seemed warmly comfortable in a strange new place that left us feeling cold and anxious.

If he was an evil wizard, his power was vastly enhanced by the fact that we all moved into the castle with him.
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MONDAY, DECEMBER 8, 2008

He is ready to stop now, ready to just let his vast fraud tumble down around him.

Despite his confident posturing and his apparent imperviousness to the increasing market turmoil, his investors are deserting him. The Spanish banking executives who visited him on the Thanksgiving holiday still want to withdraw their money. So do the Italians running the Kingate funds in London, and the managers of the fund in Gibraltar and the Dutch-run fund in the Caymans, and even Sonja Kohn in Vienna, one of his biggest boosters. That’s more than $1.5 billion right there, from just a handful of feeder funds. Then there’s the continued haemorrhaging at Fairfield Greenwich Group—$980 million through November and now another $580 million for December.

If he writes a cheque for the December redemptions, it will bounce.

There’s no way he can borrow enough money to cover those withdrawals. Banks aren’t lending to anyone now, certainly not to a midlevel wholesale outfit like his. His brokerage firm may still seem impressive to his trusting investors, but to nervous bankers and harried regulators today, Bernard L. Madoff Investment Securities is definitely not “too big to fail.”

Last week he called a defence lawyer, Ike Sorkin. There’s probably not much that even a formidable attorney like Sorkin can do for him at this point, but he’s going to need a lawyer. He made an appointment for 11:30 AM on Friday, December 12. He’s still unsure of what to do first and when to do what, but a Friday appointment should give him enough time to sort things out.

In his nineteenth-floor office on this cold, blustery Monday, Bernie Madoff starts going through the motions. Around him, the setting is incongruously serene: black lacquer furnishings against silvery carpets and darker grey walls, a graceful staircase in the centre. His firm occupies the eighteenth and nineteenth floors of the Lipstick Building, a distinctive oval tower on Third Avenue at East Fifty-third Street. Around the curving walls of windows on each floor, slabs of glass hang from the ceiling to form bright offices and conference rooms. Hidden behind locked doors on the seventeenth floor is a bland set of cluttered offices that Madoff also rents, connected to the rest of the firm only by the building’s main elevators and fire escapes. It is down there, far from Madoff’s light-filled office, that his fraud is invisibly but inexorably falling apart.

A little before lunch, he talks on the phone with Jeffrey Tucker at Fairfield Greenwich. They’ve known each other for almost twenty years.

Madoff’s controlled frustration sounds fierce over the phone lines. What the hell is this, $1.2 billion in withdrawals in just over a month? Hadn’t the executives at Fairfield Greenwich been promising since June that they would “defend” against these redemptions? They’re even taking money from their own insider funds! Some defence.

He threatens: Fairfield Greenwich has to replace the redemptions already piling up for December 31, or he will close its accounts. He will kill the goose supplying all those golden eggs for Tucker and his wife, for his younger partners, and for the extended family of Tucker’s cofounder Walter Noel Jr.

He bluffs: “My traders are tired of dealing with these hedge funds,” he says. Plenty of institutions could replace that money, and have been offering to do so for years. But he has “remained loyal” to Fairfield Greenwich, he reminds Tucker.

As calm as a losing litigator, Tucker assures Madoff that he and Noel are working on a brand-new fund, the Greenwich Emerald fund, that will be a little riskier but will produce better returns. It will sell easily, when the markets settle down.

Madoff scoffs at the notion that Tucker and Noel will ever raise the $500 million they hope for—even though the partners are putting millions of dollars of their own money into it already. They’d better focus on hanging on to the money they are losing right now, Madoff says, or he is going to cut them off.

A shaken Jeffrey Tucker writes an e-mail to his partners a few minutes later. “Just got off the phone with a very angry Bernie,” he tells them, repeating the threats. “I think he is sincere.”

He isn’t. The Fairfield Sentry fund will shut down before December 31, but it won’t be because Tucker and his partners aren’t “defending” against their redemptions. It will be because they have stifled their scepticism for twenty years, determined to believe that their golden nest eggs were safe with Madoff.

Sometime today, people down on the seventeenth floor who work for Madoff’s right-hand man, Frank DiPascali, will get the paperwork done so that Stanley Chais, one of Madoff’s backers since the 1970s, can withdraw $35 million from one of his accounts. Chais has been loyal to Madoff a lot longer than the Fairfield Greenwich guys.

Around 4:00 PM, friends and clients start to arrive for a meeting of the board of the Gift of Life Bone Marrow Foundation, which helps find bone marrow matches for adults with leukemia. Bernie and his wife, Ruth, support the group because their nephew Roger succumbed to the disease and their son Andrew had a related illness, a form of lymphoma. In ones and twos, the board members show up, climbing the oval stairway from the reception area on the eighteenth floor, where the firm’s administrative staff is housed.

At the head of the stairs, they turn right and head for the big glass-walled conference room between Madoff’s office and his brother Peter’s office. Ruth Madoff arrives and joins them. Eleanor Squillari, Bernie’s secretary, has arranged some soft drinks, bottled water, and snacks on the credenza near one of the doors.

Jay Feinberg, the foundation’s executive director and a leukemia survivor himself, sits down at one end of the long stone table with a few of his staff members and his elderly father, a board member. Bernie is at the other end, with Ruth on his right. There are people here who were woven into every decade of Madoff’s life—Ed Blumenfeld, his buddy and the co-owner of his new jet; Fred Wilpon, an owner of the New York Mets baseball team and a friend since their children were growing up together in Long Island, New York; Maurice “Sonny” Cohn, his partner in Cohmad Securities since the mid-1980s, a friend who has shared so many jokes with him over the years and now shares his office space.

Ezra Merkin, the financier and conduit to so many Jewish charities, arrives and settles his bulk into the square black leather chair next to Ruth. The elegant stockbroker Bob Jaffe, the son-in-law of Madoff’s longtime Palm Beach investor Carl Shapiro and a broker with Cohmad, sits nearby. A few other board members or volunteers find seats at the table. There is a little trouble with the phone, but finally they manage to link in Norman Braman, the genial former owner of the Philadelphia Eagles football team, who presumably is in Florida.

At this moment, most of the people around this table are Madoff’s friends, his admirers, his clients. In a few days they, and thousands like them, will become his victims. Their wealth will be diminished and their reputations questioned. Their lives will become a nightmare merry-go-round of lawyers, litigation, depositions, bankruptcy claims, and courtroom battles. They will all profoundly regret that they ever trusted the genial silver-haired man seated at the head of the table.

With Ruth taking notes, Madoff turns to the agenda—fund-raising efforts and plans for the big annual dinner in the spring. A fund-raising committee is needed. “Who will take this on?” Madoff asks. Fred Wilpon agrees to do so. The rest of the discussion is routine, except that some members recall Feinberg passing around copies of the foundation’s conflict-of-interest policy and getting a signed copy from each member for the file.

By six o’clock, they are done. Madoff escorts his wife and friends through the private nineteenth-floor exit. They head out into the winter night.

TUESDAY, DECEMBER 9, 2008

Things are starting to slip. Madoff has planned to meet with the son of his friend J. Ira Harris, one of the wise lions of Wall Street and now a genial philanthropist in Palm Beach, but the visit is cancelled.

Instead, Madoff sits down with his older son, Mark, and explains that, despite the recent collapse in the market, he’s had a very strong year with his private investment advisory business. He’s cleared several hundred million dollars, and he wants to distribute bonuses to some employees a little earlier than usual. Not in February—now, this week. He tells Mark to draw up a list of the trading desk employees who should get cheques.

Troubled, Mark consults his brother, Andrew. The two men have seen their father tense up a little more every day as the market crisis has wrung them all out. Just a little liquidity strain on the hedge fund side, he told them last month. But he is clearly more than just worried; they’ve never seen him like this. And now he wants to pay out millions in early bonuses—it doesn’t make sense. Shouldn’t he be conserving cash, with things as rocky as they are? He should wait to see how things look in two months, when bonus season arrives. But Bernie Madoff is an autocrat—he is in charge, and he brooks no opposition. Still, the brothers decide they must talk with their father on Wednesday about their concerns.

After the markets close and the firm starts to empty out, Madoff walks across the oval area where the secretaries sit and enters Peter’s office. Peter has aged and pulled inward in the two years since his only son died. He still carries Roger’s photo in his wallet, one taken after leukemia had already left its stamp on his once-handsome face. For decades before that bereavement, Peter had been Bernie’s right hand, his confidant, the technological guru of the firm, the “kid brother.”

If Peter has not previously known about his brother’s crime—his lawyers will insist later that he did not—he is going to learn about it now. Bernie takes a deep breath and asks his brother if he had “a moment to talk.” Peter nods, and Bernie closes the door.

“I have to tell you what’s going on,” he says.

People speak glibly about “life-changing” moments. Some truly qualify. You propose marriage and are accepted. You hear “You’re hired” or “You’re fired,” and your future shifts instantly. The doctor says “malignant,” and everything is different. But anyone who has ever lived through it will tell you: It is profoundly shattering to learn, in one instant, that everything you thought was true about a loved one is actually a lie. The world rocks on its axis; when it is finally steady again, you are in a strange place that resembles but is totally unlike the place you were in just a moment earlier.

So if this is the moment Peter Madoff learns of his brother’s crime, it seems unlikely that he immediately contemplates the ruin of his career and his family’s fortune, or worries about the chain saw of civil lawsuits and criminal investigations that will chew through the years ahead. Those thoughts will surely come. But if this news has hit him from out of the blue, it is far more likely that his mind just stops and tries to rewind an entire lifetime in a split second, to get back to something real and true.

Peter is a lawyer and the firm’s chief compliance officer—they’ve always been too casual about job titles here, and now it matters. He listens as Bernie explains that he’s going to distribute the bonuses and send redemption cheques to those closest to him—to make whatever amends he can before he turns himself in. He needs just a few days more, he says. He’s already made a date with Ike Sorkin for Friday.

Perhaps still waiting for the world to stop rocking, Peter blurts out, “You’ve got to tell your sons.”

Mark and Andrew had both talked with their uncle Peter about how worried they were about their father, who had grown increasingly preoccupied in recent weeks. They kept asking, “Is Dad all right?” They are frightened, Peter says. Again, he tells Bernie, “You have to tell them.”

He would, he would. He just couldn’t decide when.

WEDNESDAY, DECEMBER 10, 2008

Sometime during the morning, Eleanor Squillari sees Ruth Madoff make a quick visit to the office. On Bernie’s instructions, she is withdrawing $10 million from her Cohmad brokerage account and moving the cash into her bank account at Wachovia so she can write cheques on it if he needs the money. It would not be surprising if she thought her husband needed cash to help cover redemptions from his hedge fund—perhaps she remembers the run on Bear Stearns in February and fears that Bernie is in the same kind of trouble. The distress in the market is apparent to everyone.

Madoff has been at his desk since about nine o’clock, quietly working on what looks like a bunch of figures. In fact, he is probably signing three dozen of the one hundred cheques DiPascali prepared last week—cheques totalling $173 million, made out to friends, employees, and relatives, cashing out their accounts.

Peter Madoff comes in early, pressing him again to share his dreadful news with his sons. Bernie agrees that he will, but he still isn’t certain about when to do it. Tonight is the office holiday party. Perhaps it’s not the right moment. Once he tells them, they will need time to get their bearings. Maybe the weekend would be better.

He calls Ike Sorkin and asks to reschedule their appointment until 10:00 AM next Monday, December 15. Sorkin says, “Sure,” and changes his calendar.

But the timing is taken out of his hands.

At midmorning, Mark and Andrew Madoff walk past Squillari’s desk and enter their father’s office. According to her, Peter Madoff goes in, too, and sits on the sofa beside the desk. Legs crossed and arms folded, Peter looks limp—“as if the air has been sucked out of him,” she will recall. Mark and Andrew sit in front of the desk, their backs to the door.

Madoff’s sons are not accustomed to challenging their father’s decisions about running the business. It is entirely his, after all; he owns every share of it. If their father wants to fire them today, he can. But they have to say something. Mark raises the issue of the bonuses, saying that he and Andrew agree that they are premature and unwise.

Madoff initially tries to reassure them. It’s just as he told them: he has had a good year, he has made profits through his money management business, and he thinks this is a good time to distribute the money.

The sons stand firm; they challenge their father’s explanation. Wouldn’t it be wiser to hang on to any windfall in case they need to replenish the firm’s capital? As they persist, their father grows more visibly upset. He rises from his chair, glances past them to the oval area beyond. His office is a fishbowl. How can a man with so much to hide wind up without a single spot in his office where he can talk to his sons in private?

He tells his sons that he isn’t going to be able to “hold it together” any longer. He needs to talk with them alone, and he asks them to come with him to his apartment on East Sixty-fourth Street. He calls Ruth to tell her that he and their sons are heading over.

Memories of their departure are illogically jumbled, shaken to fragments by the events that followed. Eleanor Squillari recalls asking Bernie where they were going and being told, “I’m going out.” Her memory is that Mark whispers something about Christmas shopping. One of the sons gets Madoff’s coat from the nearby closet and helps him into it. He turns its collar up, as if he is heading into a storm. Squillari thinks it is only about 9:30 AM when she calls down to the seventeenth floor for one of the drivers to go for a car. But the driver later recalls it took nearly ninety minutes to return with the sedan. It seems unlikely that father and sons stood in their winter coats and waited for the car for an hour and a half when they could have hailed a cab or walked to the apartment in less than twenty minutes. It is a detail no one will remember.

Finally, they climb into the big black sedan, Mark in front and Andrew and his father in the back. They seize on a safe topic to discuss in front of the driver: Bernie’s grandchildren. They reach the apartment and take the elevator to the penthouse.

Ruth meets them, and they all file into the study that Madoff loves so much, a dark refuge of rich burgundy leather and tapestry fabric, with vintage nautical paintings on the wood-panelled walls and cluttered bookcases embracing the windows.

Madoff breaks down as he talks with his wife and sons; as he begins to weep, they do, too. He tells them that the whole investment advisory business was a fraud, just one enormous lie, “basically, a giant Ponzi scheme.” He is finished. He has “absolutely nothing” left. The business—the family business, where his sons had worked all their lives and where they expected to spend the rest of their careers—is insolvent, ruined. He says the losses from the fraud could run to $50 billion. None of them can take in a sum like that, but they know that millions were entrusted to him by his own family, by generations of Ruth’s relatives, by their employees, by most of their closest friends.

Madoff assures them that he has already told Peter about the fraud and intends to turn himself in within a week. And he actually does have several hundred million dollars left, he says; that bit is true. Before he gives himself up, he plans to pay that money out to certain loyal employees, to family members and friends.

By now, Ruth and her sons seem to be in shock, almost unable to process the news. Mark is blind with fury. Andrew is prostrate. At one point, he slumps to the floor in tears. At another, he wraps his arms around his father with a tenderness that sears itself into Madoff’s memory. When Andrew’s world stops rocking, he will say that what his father has done is “a father-son betrayal of biblical proportions.”

The brothers leave the apartment and tell the driver to wait for their father. They stumble through some excuse about going together to have lunch. They head south down Lexington Avenue, towards the office, but go instead to see Martin London, a retired partner at the New York law firm of Paul, Weiss, Rifkind, Wharton & Garrison who is also the stepfather of Mark’s wife. London is a formidable litigator, a scholar of securities law, and a richly honoured attorney. He is also one of the people who has trusted Bernie Madoff. On Mark’s advice, he has invested with the family genius.

The sons tell him what the family genius has just revealed to them. London is stunned, too, but his legal instincts kick in. He immediately tries to reach a younger colleague at Paul Weiss named Martin Flumenbaum, one of the top trial lawyers in Manhattan.

Flumenbaum, a short, rotund man with a beaming face, is several hours away, at the federal courthouse in Hartford, Connecticut. Following courthouse rules, he had handed over his mobile phone when he went through courthouse security this morning. He retrieves it and sees the urgent messages from New York.

When he calls Mark Madoff, who has returned to his downtown loft apartment, he learns about the surreal conversation Mark and Andrew had with their father earlier. Flumenbaum promises to meet them late that afternoon at his Midtown law office, in a sleek tower just north of Radio City Music Hall.

Christmas lights are twinkling in the drizzling winter twilight when Mark’s driver pulls up in front of the building. Andrew is already waiting on the pavement, and they walk in together. The driver waits, but after about ninety minutes, Mark calls and tells him to go on to the office party.

Flumenbaum greets them when they arrive. As they settle down to talk, Mark and Andrew repeat the story of their shocking day, adding a few explanatory details. Madoff’s money management business operates from a small office on a separate floor, they said. It has always seemed successful—they know he has a lot of big hedge fund clients, has turned rich potential clients away—but their father has kept it very private, virtually under lock and key. Dozens of family members have let Bernie manage their savings, trust funds, retirement accounts. Mark and Andrew know he hasn’t used their trading desk to buy or sell investments for his private clients—he’s always said he used “European counterparties.” He has a London office and spends time there, so it made sense.

Now nothing makes sense. Their father, a man they have looked up to all their lives, has plunged them instantly from wealth to ruin. He is not the financial genius and Wall Street statesman they always believed he was; he is a crook, a thief, a con artist of almost unimaginable dimensions. How could they have been so deceived about their own father?

These are not Marty Flumenbaum’s immediate concerns. Madoff has indicated to his sons that he intends to continue his criminal behaviour for one more week, distributing what prosecutors will soon be calling “ill-gotten gains” to his relatives, employees, and friends. This vast crime isn’t over; it is a work in progress. Madoff’s sons have no choice, Flumenbaum tells his new clients. They must report this conversation—this confession—to the federal authorities immediately.

Flumenbaum knows very senior people at the US Attorney’s Office in Manhattan and at the New York office of the Securities and Exchange Commission. He makes some calls. When he reaches his contact at the SEC, he sketches out the afternoon’s events, the Ponzi scheme allegations, the estimate from Bernie himself that the losses could reach $50 billion.

There is a pause at the other end of the line, then the taut question: Is that billion, with a B?

Yes. Billion, with a B.

The investigative machinery grinds into motion. The FBI musters its financial crime team. The SEC, not for the first time, opens a case file labelled “Madoff, Bernard L.”

[image: image]

It’s not precisely clear how Madoff spends the rest of this day, the last day he will be able to go anywhere unrecognized. He recalls returning to the office; he remembers Andrew being there and telling him that he and Mark would be consulting a lawyer. As Eleanor Squillari remembers the afternoon, he does not return to his office on the nineteenth floor; she recalls trying to reach him on his mobile phone numerous times but getting only his voice mail.

Mismatched memories also distort what happens on the rest of this bizarre day. For Bernie Madoff and his family, today is already etched in acid in their minds, in their hearts—but for the drivers and other junior office employees, it is simply the day of the annual office Christmas party. For them, its devastating significance will not emerge for another twenty-four hours. So, inevitably, some pieces of this puzzle simply won’t fit.

Still, Squillari feels sure she would have seen her boss if he had returned to his own office. There is a hand-delivered letter waiting for him there from Jeffrey Tucker at Fairfield Greenwich. In it, Tucker apologizes for not keeping Madoff better informed about pending redemptions and promises to do better in the future. “You are our most important business partner and an immensely respected friend. . . . Our mission is to remain in business with you and to keep your trust,” the letter says.

Perhaps Madoff simply goes directly from the lobby to the seventeenth floor, where Frank DiPascali and some of his small crew are working on the cheques Madoff plans to distribute.

[image: image]

After the long meeting with Flumenbaum, Andrew Madoff returns to his sleek, airy apartment on the Upper East Side. Without even removing his coat, he lies motionless on his bed for hours—waiting, perhaps, for his world to stop reeling.

It never occurs to Mark or Andrew to attend the Christmas party already under way at Rosa Mexicano, a cheery Mexican restaurant where the firm held last year’s party. Tonight’s party is happening in the world they used to live in. They can’t get there from the world they live in now.

It does not occur to Bernie and Ruth not to attend the party. They are on autopilot, trying just to function. What possible explanation could they give for not showing up? Neither of them could even phone in their regrets without breaking down. Perhaps attending the party is simply the path of least resistance, the only option that will keep reality at bay for a few more hours, a few more days.

Like the images of the day, the memories of this evening’s party will collide and conflict, shift and shatter.

One person recalls that Madoff surprised the staff by holding the party a week earlier than usual. But it is being held the same week, almost on the same date, as last year’s—and not even Bernie could commandeer a popular restaurant on short notice during the holidays.

Some say Madoff never says a word tonight, just huddles silently with Ruth at a corner of the bar and avoids the crowd. Others say he has “a look of death on his face,” with “that thousand-yard stare,” and seems stunned, very tense, “out of it.” But Squillari remembers the Madoffs as their normal selves, “as if they didn’t have a care in the world.” Two other guests and longtime friends agree, except they say Madoff seems maybe a little more emotional, hugging and kissing family members and friends a little more than usual. Ruth chats with a few employees, too, going awkwardly through the familiar party rituals. But it must be a strain—after a half hour or so, she is ready to leave. Madoff recalls that they stay on “for a couple of hours.”

Everyone recalls “a taco station, a guacamole station, a buffet bar, and waiters walking around with frozen pomegranate margaritas, two of which could put a person out for the night”—and one of which could put clear, orderly memories of this ephemeral evening out of reach forever.

Besides the food and drinks, there is one other thing everyone agrees on: Andrew and Mark Madoff are expected to attend the party, and neither ever arrives.

As he and his wife head home, Bernie Madoff clearly does not expect events to spin out of his control as quickly as they will. His sons had ample time that afternoon to turn him in, yet no one has shown up at the office or the apartment to arrest him. No one has called to demand he come in for questioning. He feels confident that he still has several days to settle matters before he turns himself in.

THURSDAY, DECEMBER 11, 2008

At about 7:30 on this rainy morning, FBI special agent Ted Cacioppi and his partner, B. J. Kang, drive up to Madoff’s apartment building at the corner of East Sixty-fourth Street and Lexington Avenue. Cacioppi, a powerfully built young man with close-cropped brown hair, has been up since 4:00 AM, discussing the delicate nature of this assignment with his superiors, federal prosecutors, and SEC attorneys.

There is no indictment. There is no hard evidence of a fraud—just the say-so of Madoff’s two sons. A precipitous arrest could derail the investigation. But if the FBI delays making an arrest, Madoff might flee, perhaps taking whatever money is left. Finally, it is decided that the FBI agents will pay a visit and politely ask if Madoff has anything to say about his sons’ story.

Leaving two other agents in the car, Cacioppi and Kang show their badges to the doorman and take the elevator to the penthouse, as the startled doorman calls ahead.

Madoff had been about to get dressed for work in his spacious closet on the floor below the duplex penthouse’s entrance. Alerted by the doorman, he climbs upstairs and opens the apartment door, wearing a light blue bathrobe over his pyjamas. The agents step into the apartment’s entry hall, with its glowing carriage lamp and towering grandfather clock. Ruth, jolted by the doorman’s call, throws on some jeans and a polo shirt and joins them in the foyer.

Madoff is surprised, but he tells them, “I know why you’re here.”

Cacioppi says, “We’re here to find out if there’s an innocent explanation.”

“There is no innocent explanation,” Madoff answers.

Cacioppi asks if there is somewhere they can sit down and talk. Madoff leads the two agents to his study, where he gathered his wife and sons less than twenty-four hours earlier. He takes a chair and invites the agents to sit on the leather sofa across from him. Agent Kang silently takes notes as Cacioppi poses questions and Madoff answers them.

Speaking without visible emotion, Madoff confirms what he told his brother and sons: He has been operating a Ponzi scheme, paying returns to investors with “money that wasn’t there”—in reality, money taken from other investors. He is broke, insolvent. He knows it cannot go on. He expects to go to jail.

In the absence of a formal indictment, Cacioppi is not sure he will be making an arrest this morning. He steps into a nearby bathroom and calls his office on his mobile phone, explaining what has happened. He is directed to bring Madoff in “on probable cause.”

Madoff excuses himself to get dressed, choosing expensive grey trousers, a soft navy blazer, and a crisp navy-striped white shirt, open at the neck. He has been briefed by the agents on the wardrobe restrictions that go with being arrested: no belt, no shoelaces, no tie, no jewelry.

During this time—perhaps as Madoff is dressing, perhaps earlier—Ruth calls the office and asks Squillari if Mark or Andrew has arrived yet. They haven’t. Squillari hears Ruth say to someone else, probably Bernie, “They’re not there.”

When Madoff is dressed, the agents get ready to take him downtown. He tells Ruth to try to reach Ike Sorkin, shrugs into his dark grey twill raincoat, and is handcuffed. He and the two agents ride down in the elevator, walk quickly through the small dark lobby, and step out into the rainy morning. Madoff is tucked into the rear passenger seat of the waiting car. Kang gets in behind the driver, and the car pulls away.

Cacioppi heads towards Rockefeller Center to meet Madoff’s sons at their lawyer’s office so he can craft the affidavit he will file with the court to start the process rolling.
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Peter Madoff arrives at the office unusually early. When Squillari first notices him, he is meeting with some strangers in a small conference room on the eighteenth floor. The receptionist says they identified themselves only as “lawyers.” Then a brusque man in a trench coat arrives to join them, flashing a badge—perhaps an FBI agent, joining a team already there from the SEC and FINRA, the financial industry’s self-regulatory agency.

Adding it all up, and throwing in Ruth’s early call asking about her sons, Squillari first thinks that someone has been kidnapped. Or maybe it’s an extortion plot. Madoff still hasn’t shown up.

Frank DiPascali and his longtime colleague Annette Bongiorno come up separately from the seventeenth floor, each asking Peter what’s going on. Peter tells them: Bernie has been arrested for securities fraud. Each leaves, subdued, with no further questions, according to Squillari. Others think they see DiPascali weeping with a group of employees outside Sonny Cohn’s office, throwing up in the men’s room, and sharing a comforting hug with a colleague. Unseen by them, DiPascali also tries to delete sensitive information from the computers on the seventeenth floor.
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Madoff is driven downtown to the FBI offices at 26 Federal Plaza, the forty-two-storey office building that forms the western edge of Foley Square, the hub of the judicial and law enforcement machinery in Manhattan. Unable to find a parking space, the driver takes Madoff and Kang to an employee entrance next to a small playground. They hurry through the busy lobby to the line of bulletproof doors protecting the FBI’s separate set of elevators.

When they reach the FBI offices on the twenty-third floor, Madoff is taken to Room 2325, a small windowless space about the size of a suburban walk-in closet. It contains a table, two chairs, and a telephone. Madoff sits down, and Kang removes the handcuff from one of his wrists and clicks it around the arm of the chair. Madoff is allowed to use the telephone on the table to call his lawyer. He dials Ike Sorkin’s mobile number.

Ruth hasn’t yet been able to reach Sorkin because he went to Washington on business the previous day and is taking advantage of a free morning to take his granddaughter to her nursery school class in the Maryland suburbs.

When his mobile phone rings, he checks it, sees an unfamiliar Manhattan number, and answers.

“Ike, this is Bernie Madoff.” He quickly explains that he is handcuffed to a chair in the FBI offices; he’s under arrest.

“Bernie, don’t say another thing,” Sorkin hastily advises him, whispering as the children around him follow the teacher’s lead and mimic the sounds of various farm animals. He hurries out of the classroom, noticing the fading battery on his phone. He tells Madoff to put one of the FBI men on the phone and then firmly tells the agent not to question his client further until one of his partners gets there. Then he calls his longtime secretary Maria Moragne and asks her to track down his partner Daniel J. Horwitz.

Dan Horwitz, a boyish-looking man in his forties with horn-rimmed glasses and a thatch of brown hair, is at a political breakfast at his father-in-law’s Midtown law firm. Before going to work with Sorkin, he was one of “Morgy’s boys,” the aggressive assistant district attorneys trained by the near-legendary Manhattan district attorney Robert Morgenthau. Like Sorkin, Horwitz knows the criminal processing routine inside and out.

Maria reaches Horwitz on his mobile phone. One of Ike’s clients has been arrested, she tells him—the room is noisy and he doesn’t catch the name. He steps into the hall and asks her to repeat it: Bernie Madoff. Horwitz has met Madoff a few times at charity events. Maria tells him that Ike says to call Peter Madoff and get back to the office immediately.

En route across Manhattan, Horwitz tries unsuccessfully to call Sorkin, whose mobile phone battery has finally given out. When Horwitz reaches the office, he immediately calls William F. Johnson, the formidable chief of the Securities and Commodities Fraud Task Force at the US Attorney’s Office in Manhattan. The unit is one of the premier white-collar crime teams in the country, and one of the oldest—established in 1960, long before Justice Department officials elsewhere recognized the need for special fraud prosecution skills. Horwitz has known Bill Johnson for years, and his call is put through quickly.

It is a brief conversation—the prosecutors still have nothing to go on but Madoff’s own words, spoken either to them or to his sons. But whatever information Bill Johnson can share with Horwitz surely isn’t encouraging: his client has made a lot of statements to the FBI, and those statements are obviously very damaging.

Horwitz learns that Madoff is still at the FBI office downtown, where he is now on the twenty-sixth floor being photographed and fingerprinted. The FBI agents expect to walk Madoff across Foley Square to the federal courthouse for processing by the US Marshals fairly soon.

Rapidly rearranging his day, Horwitz enlists his young and accomplished colleague Nicole De Bello, a stately blonde who has been part of Sorkin’s team for six years. They head downtown to the new federal courthouse at 500 Pearl Street, towering behind the classic hexagonal state courthouse on the east side of Foley Square. At the security screening, they hand in their mobile phones—courthouse orders. The rest of the day, they will rely on pay phones to navigate between Sorkin, en route from Washington; their own offices uptown; Ruth Madoff, back at the apartment; and a car service.

They hurry to the Pretrial Services office on the fifth floor, where Madoff is waiting. They need to learn as much as they can about the case against Madoff and get him released on bail.

Madoff is sitting alone in a small, windowless conference room. He quietly reports what has happened, how he wound up in that room.

They quiz him as politely as they can. What is the evidence against you? What did you say to your sons? What have you told the government? The interview continues through the lunch hour. One of them finds a pay phone and calls Ruth, asking her to meet them at the Pretrial Services office and explaining how to find it.

Ruth Madoff is already dressed: jeans, a white blouse, and a blazer. She has been ready since Bernie was taken away, although the intervening hours have probably been a blur. As she leaves the apartment, she grabs a small red paisley scarf and pulls on a dark olive quilted coat. She heads out into the rain.
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Meanwhile, the Madoff offices are in turmoil. Battalions of accountants and investigators from the FBI, the SEC, and FINRA have arrived in force—the SEC alone has sent in more than a dozen people—while squadrons of other government lawyers have headed off to court for permission to seize control of the Madoff brokerage firm and put it into receivership.

Still, there is a legitimate business going on all around them, a trading desk where shaken employees are fielding calls and taking orders from some of the largest firms on Wall Street. Trades have to be wrapped up, trading has to stop, clearinghouses must be informed, bank accounts must be frozen. The legal complexities of the next twenty-four hours are staggering, even in retrospect.

Who in this chaotic office is innocent? Who can tell? The employees all seem dazed and distressed. Peter Madoff and his daughter, Shana, also a lawyer at the firm, struggle with questions and offer simple directions: those files are here, the computers are there, Bernie’s investment advisory business was downstairs, on the seventeenth floor.

Another of Ike Sorkin’s young colleagues, Mauro Wolfe, has been assigned to help Peter Madoff with the regulatory crisis engulfing the firm. At around eleven o’clock that morning, Sorkin’s secretary alerts Wolfe that someone named Andrew Calamari from the SEC has called. Wolfe, a former SEC lawyer, knows him well and promptly calls him back. Calamari puts him on a speakerphone.

“We want to give you a heads-up,” Calamari says, his voice tense and hard. Madoff Securities is a billion-dollar trading firm. There is a serious fraud going on. The SEC is going to seek a court order to take control of the firm and freeze all trades and financial transactions. The SEC lawyers are trying to line up a judge to conduct a hearing immediately via conference call—will Wolfe be available to handle it?

Of course.

Wolfe calls Peter Madoff—one of countless conversations he will have with Peter or Shana that day. The questions from Peter are obvious: What should the company be doing? What should it tell its clients? Wolfe likely tells him that the SEC is getting a court order to suspend its trading operation and freeze its assets.

Within a few hours, the forty-eight-year-old firm called Bernard L. Madoff Investment Securities has been seized by regulators, who will shut it down and dismantle it.

Sometime on this day, federal investigators remove a thick stack of cheques from Bernie Madoff’s office. Made out at DiPascali’s direction and signed yesterday by Madoff, they total $173 million, payable to various family members and friends. Madoff told his sons he intended to distribute between $200 million and $300 million; this was the first installment.

As investigators and accountants race to keep this leaking ship afloat until they can get it secured in port, its captain is downtown calmly answering his lawyers’ questions about how much he can afford to post as bail. There is the equity in the penthouse, the beach house in Montauk, Long Island, the Florida home—all owned free and clear. Madoff had Ruth move money from her investment account into her bank account, so she can write cheques. What will the prosecutors demand?

Horwitz doesn’t know yet. Sometime after 1:00 PM, he finds a phone and calls the prosecutor’s office to check on the status of the formal paperwork. Until that’s ready, nothing can happen—no hearing, no magistrate’s ruling on bail, no release.

Marc Litt, a quiet-spoken assistant US attorney, was already busy with a major insider trading investigation when he was assigned the Madoff case. He takes Horwitz’s call and listens as the defence attorney makes a case for releasing Madoff on his own recognizance. The prosecutors have no evidence, except Madoff’s confession. In effect, he turned himself in by confessing to his sons. To Horwitz, a personal recognizance bond seems perfectly appropriate.

The bargaining begins. Nothing Horwitz proposes satisfies Litt—not the personal recognizance bond or the pledge of the $7 million apartment in Manhattan or Ruth Madoff as a cosigner with her husband. “I need more,” he says.

Okay, how about his wife and his brother as cosigners?

“I want four signatures,” Litt answers.

Four? Horwitz knows that Madoff’s sons turned him in to the government the night before. Would they agree to stand bail for their father, after what he had done? He counters: “Why don’t we put up another property?” There was Montauk, or Palm Beach.

“No, try to get four signers—at least try.”

The negotiations over the bail arrangement—which would be disputed, criticized, and litigated for weeks—take less than five minutes.

Waiting for the paperwork, Horwitz is also watching for Ruth and watching the clock. He hopes to get Madoff out of the courthouse on bail before the press corps calls in reinforcements. As the hours slip by, their chance for an inconspicuous exit is evaporating. At midafternoon, Madoff’s interviews are done and the marshals take him to a holding cell next to the large first-floor courtroom known as Part One, where federal defendants are arraigned before a magistrate judge. Horwitz and De Bello meet up with Ruth Madoff, take an elevator to the lobby, and head to Part One. Horwitz checks on Madoff in the holding cell and joins Ruth and Nicole in the crowded courtroom.

Federal magistrate judge Douglas Eaton, who will determine Madoff’s bail, is not having a good day either. His entire morning was spent haggling over the fate of Marc S. Dreier, a corrupt Manhattan attorney who was arrested the previous Sunday and accused of peddling more than $500 million in bogus promissory notes to hedge funds. Prosecutors argued that releasing Dreier on bail posed “an enormous risk of flight.” But Dreier’s lawyer would not give up.

By the time Judge Eaton denies bail to Dreier, cases have piled up. One is a drug bust with numerous defendants, some of whom don’t speak English. Translators are summoned. The hours tick by.

Horwitz finds a pay phone and calls a car service. He tries to craft an appropriate statement for the reporters already gathering in the courtroom. It is well past 5:00 PM before the legal paperwork is ready. Finally, Judge Eaton’s clerk calls the case of United States of America v. Bernard L. Madoff.

Madoff, looking grey and poorly shaven, with a small cut on his left cheek, is brought in from the holding cell as Ruth watches from one of the crowded benches. Litt walks the judge through the agreement he has reached with Horwitz—a personal recognizance bond of $10 million, with four “financially responsible people” cosigning the bond. Travel will be limited to the New York area, Long Island, and Connecticut, and Madoff will surrender his passport.

After his turbulent session with the Dreier case, Judge Eaton is confident about releasing Madoff on bail. Here was a man who, after confessing to his sons, “took no extraordinary measures and sat there and waited to be arrested,” he says later. With no objections from the prosecutors, he rules that Madoff is to be released immediately on Ruth’s and his own signature, with the other conditions to be fulfilled later.

Horwitz and De Bello hurry Ruth over to the Clerk’s Office on the same floor to sign the bail documents, and the Madoffs are free to go. Three reporters cluster around, throwing questions at them, but when Horwitz and De Bello hustle Ruth and Bernie out into the rainy night, the reporters don’t follow.

As they hurry towards the waiting 4x4, a photographer snaps a picture of Madoff, the raindrops on his grey raincoat sparkling like diamonds in the camera’s flash. Horwitz gets Madoff into the front seat quickly and then squeezes into the back with De Bello and Ruth. Rain is pelting down by now, and the traffic is awful. It is almost 7:00 PM when the car delivers the Madoffs to their apartment.

By then, Ike Sorkin has landed at LaGuardia Airport and is recharging his phone from the ashtray outlet in his car as it idles in the middle of the huge puddle-filled car park. He calls his office and makes sure all the necessary legal chores have been done, then puts his car in gear and pulls out. When he reaches his Long Island home, he and Horwitz speak at length about the Madoff case. These two tenacious defenders are holding a nearly impossible hand. Madoff has confessed to an FBI agent in his own foyer. Absent proof that he is delusional or otherwise insane, there just isn’t much they can do.

Before midnight, the news that stunned Wall Street in the late afternoon is spreading like wind-driven fire across the country. Bernie Madoff, a pioneer of the modern stock market and a man whom regulators trusted and consulted for decades, has been arrested after confessing to what he himself calls a $50 billion Ponzi scheme.

Even if you’ve never heard of Bernie Madoff, the sheer size of his fraud—fifty billion dollars!—guarantees that you will notice. Even in normal times, it would have been news, and these times are nowhere near normal. The financial system is already reeling with bankruptcies and bailouts. The year 2008 challenges 1929 as the most frightening and frenzied in the long history of Wall Street. The Bear Stearns brokerage house has failed. Fannie Mae and Freddie Mac, two US government-sponsored mortgage giants, have been bailed out; the venerable Lehman Brothers firm wasn’t. Within a day of Lehman’s bankruptcy, the nation’s oldest money market fund was swept away by a tsunami of panicky withdrawals. Before that day ended, regulators were scrambling to rescue the insurance giant AIG, fearing that another titanic failure would shatter whatever trust continued to hold the fragile financial system together.

People are already furious, shaking their fists at the arrogant plutocrats who led them into this mess.

Then, in a camera flash, Bernie Madoff is transformed from someone whom no one but Wall Street insiders and friends would recognize into a man who is headline news around the world. Longtime clients, comfortable people who have lived carefully and who entrusted all their liquid assets to Madoff, will wake up tomorrow nearly destitute.

This is the day the music finally stops for history’s first truly global Ponzi scheme—one that grew bigger, lasted longer, and reached into more corners of the globe than any Ponzi scheme that came before.

FRIDAY, DECEMBER 12, 2008

It’s still the middle of the night in New York City when lawyers in London arrive at the small Mayfair town house occupied by Madoff Securities International Ltd.

The European markets will open soon, and Madoff’s London operation must be locked down and secured before that happens. As the shaken London staff watches, the lawyers take the necessary steps. They arrange for guards to monitor the office around the clock. They secure the bank accounts, locate important business records, take control of the computers, and change the door locks and security codes.

The lawyers are armed with a court order signed last night in New York at the SEC’s request; they work for the receiver the judge appointed to take control of the Madoff firm, a securities lawyer in Manhattan named Lee S. Richards III.

A calm, rumpled man with both the look and the voice of the American humourist Garrison Keillor, Lee Richards is considered one of the top white-collar lawyers in the country. He has handled almost a half-dozen prominent receiverships, and his firm, with offices in New York, Washington, and London, is trained for exactly this kind of emergency.

Yesterday, Richards was getting off his commuter train at Grand Central Terminal when he got a call from the SEC’s Andrew Calamari alerting him to Madoff’s arrest and asking if he could take on the receivership of the firm. Until it is clear that the firm is insolvent and should be put into bankruptcy, a receiver needs to be on site to protect its assets and secure its records, starting immediately.

Murmuring into his mobile phone in the middle of the train station, Richards agreed to take the Madoff case. A few hours later, staff lawyers for the SEC asked US District Court judge Louis L. Stanton to freeze the Madoff firm’s assets and put Richards in charge. Judge Stanton signed the court order at 6:42 PM Thursday evening, and Richards went to work that night, hiring the forensic consultants he would need and mobilizing his London staff.

Around 8:00 AM today, as Madoff’s offices are being secured in London but before the markets open in New York, Richards and several colleagues arrive at Madoff’s Manhattan office. Lawyers and accountants from the SEC have been here most of the night, trying to find the border, if there is one, between the firm’s legitimate business and the massive fraud Madoff says he conducted here.

The regulators are occupying the conference room on the eighteenth floor, where most of the administrative and financial staff and their records are located. Richards goes upstairs and sets up his command post in the large glass-walled conference room that stretches between Madoff’s empty office and the slightly larger office still being used today by Peter Madoff.

Almost every Madoff employee shows up for work today, even Frank DiPascali—although he will leave sometime during the day and not return. By the afternoon, he will be sitting in the office of one of the city’s top criminal defence lawyers, shaking and crying as he describes the work he has done for Madoff for so many years. Madoff, too, will spend this day with his lawyers, trying to understand what happens next.

At the Lipstick Building, Richards asks for the employees’ cooperation and their patience; there is a great deal he simply does not know and cannot tell them.

The members of Richards’s law firm have already curtailed access to the computer systems and confiscated employees’ key cards. His forensic consultants start examining the customer account statements and the firm’s financial records. As in London, security guards are put on twenty-four-hour duty. Richards’s team soon learns that there also are two warehouses in the New York borough of Queens where records are stored and backup computer equipment is maintained; guards are put on duty there, too.

As the news of Madoff’s arrest has spread, the firm’s trading partners have threatened to back out on uncompleted trades. Richards’s staff has to try to unwind or complete the deals with as little loss to the firm as possible. Other lawyers on his team are working to freeze the firm’s bank accounts and its brokerage accounts at other firms.

At about 10:00 AM, two New York City police officers arrive at Richards’s command centre. He needs to come downstairs immediately, they tell him. About three dozen Madoff investors have poured into the lobby, the media is starting to arrive, and the crowd is becoming worrisome to the building’s security staff. Richards quickly heads for the elevators.

The investors gathered in the lobby are anxious, but quiet and well-behaved—remarkably so, given the devastation so many of them are facing. Gathered here in the subdued glow of the holiday decorations, they are the first visible faces of the tens of thousands of people around the world who have been injured by Madoff’s unthinkable fraud. They are proxies for all the trusting widows, all the second-generation investors, all the construction workers, dental office receptionists, retired teachers, restaurant owners, electricians, insurance agents, artists, writers, chefs, models, therapists, small business owners, modestly successful doctors and lawyers who all have suddenly been labelled as “Madoff victims.”

Richards explains to them that it is far too early for him to have any information about their individual accounts—and he can’t predict when he will have that information. There is nothing to be learned here in the lobby, he explains. The crowd gradually disperses as Richards returns upstairs.
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In the late spring of 1962, a twenty-four-year-old Wall Street trader named Bernard Lawrence Madoff was facing almost total ruin.

Madoff started his own brokerage business while he was still a student at Hofstra University, in the winter of 1959/60, just as the stock market was about to embark on a wild decade that would be immortalized later as the “go-go years.” The era was overheated, volatile, and peopled with characters who belonged in a Marx Brothers movie. And no corner of Wall Street was wilder or riskier in those days than the one where young Bernie Madoff had put out his shingle: the over-the-counter (OTC) stock market.

The enormous, decentralized, and weakly regulated OTC market of the 1960s may be hard for modern investors to imagine. The New York Stock Exchange, known as the Big Board, had long been dominated by Main Street—or, more accurately, by the people who owned and ran Main Street. Few pension funds or endowments owned common stock, so a large majority of the Big Board’s daily orders were from individual investors, people wealthy enough to feel comfortable in the market despite its turbulent history. They were cosseted by their family stockbrokers. Taking the long view for their children’s trust funds, they bought shares in railroads, utilities, automakers, steel companies, the blue chips they knew and understood—and, in some cases, managed or had founded. Each day, they could check the prices of their shares in the evening newspapers.

In the years after World War II, however, new companies pursuing new technologies were cropping up everywhere, almost overnight. At the same time, family-dominated companies with few public shareholders needed to raise capital to grow. The shares of these unseasoned or thinly traded companies—some of them destined to become household names, such as Anheuser-Busch, Barnes-Hind, Cannon Mills, Tampax, Kaiser Steel, and H.B. Fuller—did not meet the requirements for listing on the prestigious New York Stock Exchange or its smaller sister exchanges around the country. But that didn’t mean their shares didn’t trade. They were the mainstays of the over-the-counter market, where Bernie Madoff planted his flag in the early 1960s—and where he first started to get rich.

Without doubt, there were plenty of people getting rich in those hyperventilating days. The year the Madoff firm opened its doors, 1960, was the next-to-last lap in the longest bull market America had seen to that point—a spectacular climb that began in the summer of 1949 and would continue until New Year’s Eve 1961. Over that time, the prices of blue-chip stocks in the Dow Jones Industrial Average would more than quadruple, with an average gain of nearly 13 percent a year. After the brief bear market in the first half of 1962—the long-forgotten lurch that would nearly destroy Bernie Madoff—the party rolled on into the late 1960s at roughly the same pace.

And those were the returns on conservative blue chips that traded on the Big Board. The gains in riskier OTC stocks during the bull markets of the 1960s were poorly documented, but one study put them perhaps as much as five times higher than the Dow Jones Industrial Average. These are stock price gains reminiscent of the technology stock bubble of the late twentieth century—or the Ponzi schemes of all ages. So Madoff investors who recall early annual returns of 20 percent may not be inflating their memories; such returns would not immediately have raised red flags in an era when the hottest investment funds were sometimes doubling their value in a single year.

The possibilities of the young OTC market in the 1960s were recalled by Michael Steinhardt, who made a fortune on Wall Street and later invested a portion of his charitable foundation with a fund that passed it along to Bernie Madoff. “I thought, when we started up our company, I could compete effectively with older people in the business,” Steinhardt said in one published interview. “Youth believed in such things, because we had grown up in the ’40s, ’50s and ’60s and saw extraordinary technological innovation.” He recalled buying shares in a company whose price increased ninefold in less than a year; he sold it, and within a year, it was bankrupt. “There were plenty of them like that,” he said.

The first home of Bernie Madoff’s one-man brokerage firm in 1960 was a spare desk at his father-in-law’s accounting firm on Forty-second Street in Manhattan. Within a few months he had found two small rooms downtown at 40 Exchange Place—an anteroom for his wife, Ruth, who worked part-time as his office manager, and an inner office where he could work the telephones and try to make trades with other dealers.

Besides a licence, running an OTC trading house in the 1960s required two indispensable tools: a telephone and access to the daily catalogues known as the Pink Sheets, published by the National Quotation Bureau. (The catalogue pages devoted to stocks were printed on pink paper, while the pages listing bonds were printed on yellow paper.) A writer visiting the bureau in the late 1950s thought “the manufacture of The Sheets is perhaps the most amazing operation in the financial market.”

Every weekday, in a stunning feat of manpower and logistics, bureau clerks manually collected price lists for nearly eight thousand stocks submitted by about two thousand over-the-counter dealers. The clerks collated the prices by stock name, entered the data on mimeograph stencils, printed the catalogues, and got them out the door to several thousand firms around the US in a matter of hours. Only dealers with full-service subscriptions, priced at about $460 a year, could submit price quotes.

That was a big expense for Madoff in his first few years in business, so he relied on day-old Pink Sheets collected from another brokerage firm’s offices on the same floor at 40 Exchange Place. After all, Madoff realized, the prices were out of date before the sheets were even printed; all you really needed were the names and telephone numbers of the dealers making markets in the stocks you wanted to trade. And there is no question that Bernie Madoff was trading some stocks in these early days. The share certificates were delivered to Ruth’s desk or picked up there by messengers, and the trades were manually entered into big ledgers maintained at the office. On a miniature level, she was his “back office,” maintaining his trading records for at least the first year he was in business.

As hard as it is for wired-in and instantly connected twenty-first-century investors to accept, there was absolutely no way for the public to independently verify the prices of over-the-counter stocks in the 1960s. A retail customer interested in the price of an OTC stock would have to call a broker, who would likely have to make a half-dozen phone calls to people like Madoff to come up with a slightly reliable answer. The newspapers did not print daily prices for OTC stocks, as they did for exchange-listed stocks. It was an utterly opaque market, a black box for customers and barely more visible to regulators. But armed with broker names and price quotes from the Pink Sheets, an aggressive broker could work the phones looking for business. Madoff would have spent his days calling around to trusted counterparts at other firms to buy shares that he could resell at a higher price to another broker or maybe to a retail customer—at a price that the customer or broker took on faith or walked away from. The whole process was a vast tutorial in how to win and keep the trust of other people. Those who couldn’t do that didn’t survive; Bernie Madoff survived.

There is little documentary evidence of how Bernie Madoff made money in the 1960s, but this is so for most tiny firms of that era. His own version is that he made money primarily by trading, regularly buying OTC stocks at one price and selling them at a much higher price, and then using his profits to finance more trading. The only trace his early business left in the available records is an underwriting deal his firm handled in March 1962 for a little outfit called A.L.S. Steel, based in Queens. According to Madoff, his father was working as a finder for the company and arranged the deal. The underwriter’s markup promised to the firm was handsome, but Madoff said he was not sure the transaction was ever completed.

Years later, the family legend was that he went from success to success in those early days, and this may have been true for the trading desk of his fledgling business. But as an investment manager, it appears he began to bend the rules almost from the beginning, which led him to the brink of failure by mid-1962.

At the time Madoff was managing money for about twenty clients, many of them relatives and most of them small-scale investors who could not afford to take speculative risks. Nevertheless, by his own account, he invested their savings in the famously volatile “new-issues” market of the early 1960s, an early version of the hot stock offerings sold during the “tech stock” bubble of the late 1990s. Like the market for those flimsy Internet stocks, the new-issues market in those go-go years was filled with highly speculative shares sold by young, unseasoned companies that occasionally flourished but more often failed. Caught up in the frenzied trend, Madoff violated long-standing market rules and common sense by selling such unsuitable investments to his risk-averse clients.

This lapse didn’t fall into a regulatory grey area. Decades before he set up shop, market regulators had imposed and enforced what came to be known as “the suitability rule.” Brokers were forbidden to sell their clients investments that were too risky for their individual financial circumstances, even if the clients were willing to buy them. Selling those hot new issues to his clients was wrong, and Madoff knew it.

If the new-issue market had continued to rack up the giddy gains of 1961, he might have gotten away with it. But after slumping steadily for weeks, the overall stock market fell sharply in the week of May 21, 1962—its worst weekly loss in more than a decade. Then, on May 28, the market stunned legions of young brokers like Bernie Madoff by plummeting to a daily loss second only to the shuddering one-day drop on October 28, 1929, on the eve of the Great Depression. Trading outpaced the share ticker by several panicky hours. Although the market calmed down a few days later, the boom of the previous year was gone. Worst hit in the “little crash” of 1962, according to one account, were “the hot-issue boys, the penny-stock plungers, the bucket-shop two-week millionaires of 1961.”

Those “hot-issue boys” included Bernie Madoff. When the market for new issues collapsed and the price of those stocks plummeted, his trusting customers faced substantial losses. “I realized I never should have sold them those shares,” he later admitted.

Madoff didn’t just break the cardinal rule of investor protection, the suitability rule, he lied about it, covering it up in ways that preserved his reputation and thus laid the foundation for all that came later in his life of crime. He simply erased those losses from his clients’ accounts by buying the new-issue shares back from them at their original offering price, hiding the fact that his customers’ profits had actually been wiped out by the market’s turmoil. “I felt obligated to buy back my clients’ positions,” he later explained.

Doing so required him to spend all the $30,000 in capital he had built up in his first two years of business, he said. Unless he could raise fresh cash, he was essentially out of business. To recapitalize his firm, he turned to his father-in-law, Saul Alpern. Madoff said he borrowed some municipal bonds from Alpern and used them as collateral for a $30,000 loan—“a large amount to me in those days.” The cash infusion allowed him to resume his firm’s trading activities. It was a bitter taste of failure, “a humiliating experience,” he said.

But if Madoff felt “obligated” to erase the losses his recklessness had created in his client accounts, he did not feel obligated to disclose what he had done to his small collection of customers, who continued to think of him as a brilliant money manager who could safely navigate even the rocky market of 1962. “My clients were unaware of my actions due to their lack of experience in the OTC market,” he later acknowledged in a letter from prison. “If they were aware, they certainly didn’t object.”

Madoff insisted that this early trip across the line between right and wrong—illegally selling unsuitable stocks to his clients and then hiding their losses with phoney prices—was not a Ponzi scheme, which is a form of fraud in which the profits promised to early investors are actually paid with cash raised from later investors, not from any legitimate investing activity. Madoff said that he simply used his firm’s money to erase his clients’ losses and burnish his own reputation as a trading star. That reputation would help him attract and hold the wealthy and influential investors who would become the first to testify to his genius.

Madoff initially suggested that he encouraged his father-in-law to think that repurchasing the shares was a legitimate business practice permitted by the original underwriting agreements. But, in a subsequent letter from prison, he said that Alpern “was aware of how this happened and understood why I felt obligated to do what I did. I was able to repay the loan within a year, which made both of us happy.” Perhaps Alpern simply believed the young Madoff had learned a valuable lesson and would not violate the rules again. Or possibly—but far less plausibly, to those who knew Alpern—he knew that Madoff was playing fast and loose with investors’ money and went along for the ride.

In any case, the incident did not visibly shake Alpern’s trust in his ambitious son-in-law, and they remained on good terms for the rest of Alpern’s life.

Beyond the indisputable facts that Madoff was an OTC trader and the market hit a jolting air pocket in the spring of 1962, one cannot know whether Madoff’s version of his early misbehaviour is even partially true, of course. As he told the tale to prosecutors in the emotional days after his arrest, he mixed in a garbled chronology of confusing details about doing high-risk “short sales” and other strategies for his biggest customers in later years, trades that he said left no clear paper trail. He created the indelible impression in the minds of the government lawyers that his Ponzi scheme began much earlier than he would later admit, possibly as early as this incident in 1962.

In Madoff’s view, this early blot on his record was soon eclipsed by the increased business—and unbridled admiration—that his legitimate trading success brought him in the years that followed. But one must wonder how willingly new customers would have flocked to Madoff if they had known the truth about his disastrous losses in 1962.

[image: image]

Bernie Madoff did not enter Wall Street through the burnished gates that were always open to the prep school graduates from Manhattan’s silk-stocking neighbourhoods. He came from a family of modest means and financial disappointments who lived in the farthest reaches of the city, in southeastern Queens.

His grandparents on both sides were immigrants who left Eastern Europe in the early 1900s. Bernie’s paternal grandfather was Solomon David Madoff, who in 1930 settled his wife, Rose, and their family in the Bronx and worked as a tailor in New York’s garment industry. Bernie’s maternal grandfather was Harry Muntner, who owned and ran a neighbourhood bathhouse on the Lower East Side of Manhattan, where few apartments had the luxury of private plumbing.

His parents, Ralph Madoff and Sylvia Muntner, married in 1932, when New York City was still in the vicious grip of the Depression. On the marriage licence, Ralph Madoff described his employment as “credit”, but he evidently worked his way up through a series of jobs in retailing and manufacturing. Madoff himself said his father attended university, but he was vague about the details. Clearly, Ralph Madoff was an ambitious scrambler, and at some point he landed a good white-collar job at the Everlast Sporting Goods Manufacturing Company in Manhattan, the nation’s leading source for professional boxing equipment.

Ralph’s economic position was solid enough that Sylvia and he felt they could start a family; in 1934 their daughter, Sondra, was born. Sometime during these years, Ralph settled his family in the New York borough of Brooklyn. It was there, on April 29, 1938, that Bernie was born. Seven years later, in October 1945, his brother, Peter, arrived.

Dissatisfied at Everlast and encouraged by the robust economy, Ralph left sometime in the late 1940s to start his own sporting goods manufacturing business, Dodger Sporting Goods Corporation, which made the iconic Joe Palooka punching bag (still sought out by antique toy collectors) and other products tied to the popular “Joe Palooka” comic strip character. He was also able to buy a modest two-storey redbrick home in Laurelton, one of the small communities clustered on the southern edge of Queens near what is now John F. Kennedy International Airport. In April 1946, he and Sylvia and their three children moved into what was then a close-knit, solidly middle-income Jewish community.

The young Bernie Madoff attended Public School 156 and became a Boy Scout, joining Troop 225. The beaches of Long Island’s South Shore were nearby, and he became a strong swimmer, a skill that he used to get lifeguarding jobs in the summer. Behind this idyllic façade, however, the Madoffs faced serious financial anxieties. In early 1951, when Bernie was not yet thirteen years old, Dodger Sporting Goods filed for bankruptcy. The company had been struggling with rising raw material prices brought on by the onset of the Korean War, and it was nearly $90,000 in debt when it made its bankruptcy court filing. The failure was sufficiently public that some neighbours recalled Bernie’s mother, Sylvia, having to get a clerical job at an area blood bank to help support the family. After a second business effort failed, Ralph’s credit rating was badly damaged, and at one point a tax lien was imposed on the family home.

Giving up on sporting goods, Ralph Madoff went into the fringes of the financial industry as an independent “finder”, helping fledgling companies find investors in exchange for a fee or a percentage of the money he raised. While finders were not automatically required to register as brokers, Ralph Madoff did register—but in a less than honest way. Late in the 1950s he formed a one-man brokerage firm called Gibraltar Securities and registered it with the US Securities and Exchange Commission. Because of his bad credit and financial problems, though, he put the brokerage business in Sylvia’s name, although it was the firm through which he conducted his sporadic work as a finder. It was an early lesson in deceit for a son determined to be more successful than his father.

Amid the prosperity of middle-class Laurelton, these serial business failures were traumatic for the Madoff family—Madoff himself later confirmed how upsetting they had been. But, at the time, he wrapped himself in a shell of quiet confidence and reassuring competence. He was a good-looking guy who seemed to fit smoothly into the social scene at PS 156 and, later, at Far Rockaway High School. He certainly was not a brooding loner; nor was he a passive follower. One former schoolmate recalled Bernie and a close friend starting their own school fraternity, a social club called the Ravens, that met in the local synagogue but admitted both Jews and gentiles. It was a ready-made group of admirers, and Bernie was one of the smooth guys in charge.

In secondary school Bernie joined the swim team and was a decent competitor but not a show-off, his coach recalled. He was an adequate if indifferent student, earning good enough marks to keep himself out of academic trouble and get into university but never trying too hard to ingratiate himself with teachers or principals. A few schoolmates recounted some reckless pranks, but never anything that crossed the line. In short, Bernie Madoff seemed to be a normal, attractive teenager, using summer jobs and ingenuity to cope with the anxiety of his family’s uncertain finances and making his way to a school diploma in 1956 without much fanfare or attention.

With the Madoff family missing out on the widening prosperity of the 1950s, Ralph Madoff encouraged his sons to go to law school. For a survivor of the Great Depression unable to get a solid foothold in the postwar economy, this was an understandable wish—no doubt, he wanted his sons to earn degrees that would guarantee them the high-status jobs that eluded him.

Like everyone of their generation, the elder Madoffs would never have considered the stock market as a source of status or financial security. They had seen the market peak before the crash of 1929 and then fall 90 percent to its nadir in 1932. Fortunes evaporated. Posh homes were suddenly sold, and sleek roadsters were put up for sale at the kerb, their petrol tanks empty. Stock brokers wound up on bread lines. People with those memories found nothing glamorous about Wall Street—many of them saw it as a wicked gamble that promised easy wealth but delivered only anxiety and loss. If you had a little savings, you kept it in the bank, or maybe even in a coffee tin hidden at the top of the wardrobe.

If investing on Wall Street seemed unwise, working there looked like a remote possibility at best for kids like Bernie Madoff in the 1950s—and not just because it was risky. Nobody made much money as a stock broker in the late 1940s and early 1950s, when government bonds were far more attractive to shell-shocked investors than corporate stocks. Besides, the executives at most of the top WASP firms on Wall Street would have looked right through a Jewish youth from a middle-income address in Queens. The long-established Jewish firms run by the Lehmans or the Loebs might have found room—on a trading desk or in the back office. But, even there, success would have meant climbing a long, unsteady ladder for a long, uncertain period of time.

Although he had absorbed his father’s prickly preference for being his own boss, Bernie had no desire to become a lawyer. As a child, he expected to join his father’s sporting goods business and eventually run it, but after the bankruptcy filing in 1951, he decided he’d like to sell sports equipment as a “manufacturer’s rep”, a sort of travelling salesman who wouldn’t be tied down to the grey-flannel life of a law firm or corporate office. Most of the schoolmates who have offered their memories of Madoff’s teenage and university years in the 1950s remembered the scrappy lawn-sprinkler installation business he got rolling in secondary school, after his father’s businesses failed. They remembered thinking that he seemed like a young man on the make, who had felt the sting of doing without and dreamed of doing better.

And, of course, they remembered his romance with Ruthie Alpern.

Ruth Alpern’s parents, Saul and Sara Alpern, were settled in Laurelton by the early 1950s, but, like Bernie, Ruth had been born in Brooklyn. On paper, their families shared some common history: both she and Bernie had immigrant grandparents who had worked hard to put their children on the road to Laurelton. Both were Jewish, although while Sylvia Madoff kept a kosher home, the Alperns were not particularly observant. And at least one or two rungs of the social ladder separated the newly middle-class Madoffs, beset by business failures, from the firmly professional Alperns.
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