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CHAPTER 2
Problems and Reviews of Crime and Economics

A literature survey by Lewis18 (1987) concludes that interest has grown 
rapidly in the economics of crime, which weighs expected benefits against 
expected costs. Lewis notes that studies attribute little significance to 
macroeconomic incentive variables as determinants of crime. However, more 
recent studies by Fadaei-Tehrani19 (1989) and Meera and Jayakumar20 (1995) 
find unemployment to be significant in explaining variation in the level of 
crime in the United States and Malaysia, respectively. At the other end of the 
cause-and-effect spectrum, estimates of the microeconomic costs of crime 
vary widely. For example, it has proven difficult to establish a link between 
crime rates and costs to society reflected in property values because these 
rates are closely correlated with other neighborhood features. Available 
empirical estimates of social costs are also described by Lewis as too crude 
for most practical purposes. It seems reasonable to expect that similar 
considerations would apply to money laundering undertaken for criminal 
motives.
Several studies introduce illegal or underground activity into simple 
macroeconomic models. Houston21 (1990) develops a theoretical macro 
model of business cycle and tax and monetary policy linkages with the 
underground economy. His investigation of the growth of the underground 
economy concludes that its effect must be taken into account in setting tax 
and regulatory policies. More generally, Houston notes that controlling the 
money supply and forecasting shifts in the price level and interest rates may 
be made more difficult by the presence of an underground economy that is 
unobserved. His conclusion is that the presence of an underground economy 
that is unobserved. His conclusion is that the presence of significant hidden 
transactions could lead to overstatement of the inflationary effects of fiscal or 
monetary stimulus. For example, the increased currency holdings assumed to 
be induced by money laundering result in reduced inside money expansion. 
Houston thus sees the growth of crime as possibly contributing to the 
stagflation phenomenon of the late 1970s and early 1980s. A study for 
Belgium by Adam and Ginsburgh16 (1983) focuses on the implications for 
growth. On certain assumptions, including insignificant entry costs into the 
underground sector due to a low probability of enforcement and unlimited



6

supply of resources in that sector, the study concludes that leakage of fiscal 
stimulus to the informal economy will grow disproportionately larger as the 
formal economy approaches full employment, but that fiscal expansion will 
be generally positive for both the formal and informal economies. 
Subrahmanyam22 (1991) uses a standard IS-LM model to derive inconclusive 
results; the effect of an increase in illegal activity on measured income is a 
priori indeterminate. Fichtenbaum4 (1989) argues that the บ.ร. productivity 
slowdown in the 1970s and 1980s was to a significant degree overstated, as 
the underreporting of income due to the more rapid growth of the 
underground economy in this period was not taken into account.
The common theme of the available research is that if crime, underground 
activity, and the associated money laundering take place on a sufficiently 
large scale, then macroeconomic policymakers must take them into account. 
Failure to do so would result in misdiagnosis and incorrect policy-setting. For 
example, at the international level, there is little disagreement that the 
behavior of monetary aggregates has become in the 1980s and early 1990s 
more difficult to interpret? This is attributed mainly to the very rapid growth 
of financial technology and economic structures associated with deregulation 
and privatization in many countries. However, aggregate growth in money 
laundering over the same period may also have contributed to the increased 
volatility of the aggregates, as suggested by the literature. There is the very 
large size and the timing of some individual criminal activities to consider. 
Large and irregular individual activities could serve to obscure the economic 
data base and complicate economic policy making. In addition, a key aspect 
of the understanding of monetary behavior is being able to identify 
statistically the country and currency of issuance and the residency of the 
deposit holder. To the extent that there is a shift in apparent money demand 
from one economy to another due to cross-border laundering, and the data are 
thus misleading, this could have consequences for interest and exchange rate 
volatility, particularly in dollarized economies, as the tracking of monetary 
aggregates becomes more uncertain.
Income distribution effects of money laundering are not discussed in the 
literature, but cannot be ignored. To the extent that the underlying criminal 
activity redirects income from high savers to low savers, or from sound 
investments to risky and lower-quality investments, economic growth will 
suffer. For example, there is evidence that in the United States tax evasion is
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particularly focused on income derived from the more risky but higher 
yielding noncorporate capital. Fraud, embezzlement, and insider trading seem 
likely also to be biased toward more rapidly growing and profitable 
businesses and markets, because “that’ร where the money is.” Similarly, 
crimes against the person, such as thefts and kidnappings, seem likely to be 
directed at wealthier individuals and thus be biased against savings. On the 
other hand, a drug lord might well have a higher propensity to save than a 
drug user, so that not all distributional effects negatively impact saving and 
thus economic growth. There is also a particular distributional impact of the 
money laundering that facilitates tax evasion. Economic costs are 
compounded in this case because many countries rely on means testing based 
on declared income for access to a range of government benefits (Tanzi and 
Shome 1993.)8
There are indirect macroeconomic effects of money laundering: (1) Illegal 
transactions can deter legal ones by contamination effects. For example, 
some valid legal transactions by foreigners with Russian entities have been 
reported to have become less desirable because of easier to make.
The above discussion relates to money laundering flows. Accumulated 
balances of laundered assets seem likely to be larger than the annual money 
laundering flow figures. The potential for destabilizing and economically 
inefficient movements, either across borders or domestically, is therefore 
heightened. The balances accumulated after laundering could be used to 
comer markets or even smaller economies to the extent that they remain 
controlled by large-scale organized crime interests. With organized crime 
contacts, there is the further possibility that the control of economic activity 
can be compounded by insider trading using the balances.
Tests of economic theory:
There have been many empirical tests of the economic model of criminal 
behavior. A summary of this evidence is provided by Gordon Tullock. 
Perhaps the best and most careful work has been done by Isaac Ehrlich. 
These studies are statistical in nature. A common method is to use state data 
and to use crime rates as the dependent variable and the variables discussed 
earlier as independent variables. The statistical technique used is some form 
of multiple regression.
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The results of all of the studies that have sense affects crimes against persons 
as well as crimes against property. Thus increasing the cost of crimes such as 
assault or rape will serve to reduce the incidence of such crimes. As 
mentioned previously, we do not know why such crimes occur, but the law of 
demand would imply that an increase in their costs would reduce the number 
of these crimes.
There are some aspects of criminal behavior that the model does not fully 
explain. In particular, even after adjusting for all economic variables, the 
number of blacks in a state and the number of teenagers are generally 
associated with higher levels of crime. One possible explanation for this 
finding is that measures such as average income do not fully reflect incomes 
of these groups; another possibility is that crime enforcement in black areas 
is relatively poorer than in other areas. Nonetheless, currently we do not have 
a satisfactory explanation of these behaviors in terms of the economic model.
It is sometimes argued that the economic model of behavior assumes 
rationality and the ability to perform sophisticated calculations and that 
criminals are irrational and unable to calculate, so this model would be 
worthless. Two answers to this criticism are possible. First, the model does 
not assume perfect knowledge or complete and correct calculation; rather, the 
results follow if potential criminals have some idea, for example, that judges 
are getting tougher. Thus the assumption is that people respond to directions 
of change in the relevant variables, not that they have complete knowledge of 
the magnitudes of these variables. The second answer is more powerful. If 
criminals behave as postulated in the model, then certain results will be 
observed. We test the model by observing whether the predictions are 
correct. If the predictions are borne out, as they are, then we may continue to 
use the model. Given our current state of knowledge, it probably is fair to say 
that the economic model of criminal behavior is the most useful in explaining 
and prediction criminal behavior; therefore, good canons of scientific 
inference indicate that we should continue to use this model.
The case of capital punishment:
Much of the sociological argument about the lack of a deterrent effect of 
punishment has come from studies of capital punishment. It has been argued
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th a t  c a p ita l p u n is h m e n t  d id  n o t  d e te r  m u rd e r  ( o r  o th e r  c r im e s )  a n d  th a t  

th e re fo re  p u n is h m e n t  in  g e n e ra l d id  n o t  d e te r  c r im e .  W e  h a v e  seen  h e re  th a t  a 

s u b s ta n t ia l a m o u n t  o f  e v id e n c e  h as  b e e n  a c c u m u la te d  th a t  s h o w s  th a t ,  in  fa c t ,  

p u n is h m e n t  d o e s  d e te r  c r im e ;  b u t  w e  h a v e  n o t  d is c u s s e d  s p e c i f ic a l ly  th e  case  

o f  c a p i ta l p u n is h m e n t .

I n  re c e n t y e a r ,  Is a a c  E h r l ic h  e x a m in e d  th e  is s u e  o f  c a p ita l p u n is h m e n t.  I f  

e x e c u t io n  is  a  w o rs e  p u n is h m e n t  th a n , f o r  e x a m p le ,  l i f e  im p r is o n m e n t ,  c a p ita l 

p u n is h m e n t  s h o u ld  d e te r  c r im e .  I n  a  ra th e r  s o p h is t ic a te d  s tu d y  E h r l ic h  

c a lc u la te d  o n  th e  b a s is  o f  r a t io n a l b e h a v io r  th a t  th e  r e le v a n t  p r o b a b i l i t y  is  th e  

p r o b a b i l i t y  o f  e x e c u t io n  g iv e n  th a t  o n e  h as  b e e n  c o n v ic te d  o f  c r im e .  In  th is  

s tu d y  h e  th e n  fo u n d  th a t  o v e r  t im e  c a p i ta l p u n is h m e n t  w a s  s ig n i f ic a n t ly  a n d  

im p o r ta n t ly  re la te d  to  d e te r re n c e  f o r  c o m m it t in g  m u rd e r .  T h e  n u m b e r  o f  

e x e c u t io n s  o v e r  t im e  w a s  n e g a t iv e ly  a s s o c ia te d  w i t h  th e  n u m b e r  o f  m u rd e rs  

th a t  o c c u r re d .  T h is  s tu d y  w a s  a t im e  s e r ie s  s tu d y , w h ic h  is  to  sa y  E h r l ic h  

lo o k e d  a t d a ta  o v e r  t im e  in  o b ta in in g  th e  re s u lt .  I n  a  r e c e n t ly  p u b lis h e d  p a p e r  

in  th e  J o u rn a l o f  P o l i t ic a l  E c o n o m y ,  E h r l ic h  e x a m in e d  d e ta i le d  c ro s s -s e c t io n  

d a ta  a n d  c a m e  to  e s s e n t ia l ly  th e  sa m e  c o n c lu s io n .  I n  s ta te s  w h e re  m o re  

p e rs o n s  w e re  e x e c u te d  f o r  c o m m it t in g  m u rd e r ,  s ig n i f ic a n t ly  le ss  m u rd e rs  

w e re  c o m m it te d .  T h u s  i t  is  f a i r  to  sa y  th a t  w e  n o w  a re  re a s o n a b le  c o n f id e n t  

th a t  c a p ita l p u n is h m e n t  in  fa c t  s e rv e s  to  d e te r  th e  c r im e  o f  m u rd e r .

H o w  c a n  w e  th e n  e x p la in  th e  e a r l ie r  re s u lts  in  w h ic h  i t  w a s  c la im  1 th a t  

c a p i ta l p u n is h m e n t  h a d  n o  d e te r re n t  e f fe c t?  T h e re  a re  tw o  a n s w e rs  to  th is  

q u e s t io n .  F ir s t ,  m a n y  o f  th e s e  s tu d ie s  w e re  a n e c d o ta l in  n a tu re .  T h a t  is , th e y  

w e re  b a s e d  o n  s to r ie s  s u c h  as “ d u r in g  h a n g in g s  f o r  p ic k p o c k e t in g ,  

p ic k p o c k e ts  w e re  c o m m o n  in  th e  c r o w d . ”  B u t  th is  k in d  o f  e v id e n c e  c a n n o t 

p ro v e  a n y th in g .  T h e  re le v a n t  q u e s t io n  is  h o w  m u c h  p ic k p o c k e t in g  th e re  

w o u ld  h a v e  b e e n  h a d  th e re  n o t  b e e n  e x e c u t io n  f o r  th is  c r im e .  W e  n e e d  so m e  

s o r t  o f  s ta t is t ic a l s tu d y  to  d e te rm in e  th e  t ru e  fo r m  o f  th e  r e la t io n s h ip .  M a n y  

o f  th e  e a r l ie r  s o c io lo g ic a l s tu d ie s  w e re  s ta t is t ic a l,  b u t  th e  s ta t is t ic s  w e re  n o t  

v e r y  s o p h is t ic a te d .  M e th o d s  s u c h  as c o m p a r in g  h o m ic id e  ra te s  in  tw o  

n e ig h b o r in g  s ta te s , o n e  w i t h  c a p ita l p u n is h m e n t  a n d  o n e  w i th o u t ,  w e re  used . 

T h is  k in d  o f  a p p ro a c h  c o n t r o ls  f o r  s o m e  th e  re le v a n t  v a r ia b le s ,  b u t  n o t  m a n y . 

A g e ,  e c o n o m ic  o p p o r tu n it ie s ,  a n d  o th e r  c h a ra c te r is t ic s  o f  p e o p le  b e tw e e n  

e v e n  s im i la r  s ta te s  m a y  d i f f e r .  T h e  k in d  o f  s tu d y  d o n e  b y  E h r l ic h ,  u s in g  

m u l t ip le  re g re s s io n  te c h n iq u e s ,  is  a b le  to  c o m p e n s a te  f o r  m o s t  d if fe re n c e s  th a t  

a re  th o u g h t  to  b e  s ig n if ic a n t .  T h e  re s u lts  o f  E h r l i c h ’ s s tu d ie s  a re  v e r y  s tro n g
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in  in d ic a t in g  a d e te r re n t  e f fe c t  f o r  c a p ita l p u n is h m e n t .  I t  is  in  th e  case  o f  

c a p ita l p u n is h m e n t  th a t  th e  n o n -e c o n o m is t  is  m o s t  s k e p t ic a l a b o u t  th e  re s u lts  

o f  th e  e c o n o m ic  m o d e l.  I t  is  c o m m o n ly  f e l t  th a t  m u rd e re rs  a re  t o t a l ly  

i r r a t io n a l  a n d  c a n n o t  b e  d e te r re d  f r o m  t h e i r  e v i l  in te n t .  H o w e v e r ,  m a n y  

m u rd e rs  a re  c o m m it te d  d u r in g  th e  c o m m is s io n  o f  o th e r  c r im e s  s u c h  as a rm e d  

ro b b e ry ,  a n d  a rm e d  ro b b e rs  a re  n o t  l i k e ly  to  be  p a r t ic u la r ly  e m o t io n a l d u r in g  

th e  c o m m is s io n  o f  th e  c r im e .  I n  a d d it io n ,  i t  is  n o t  c le a r  to  m e  th a t  a  m a n  w h o  

k i l l s  h is  w i f e  d u r in g  a d o m e s t ic  a rg u m e n t (a  c o m m o n  fo r m  o f  m u rd e r )  is  

t o t a l ly  in d i f f e r e n t  to  th e  l i k e ly  p e n a lty .  I f  h e  k n o w s  th a t  th e  m a x im u m  he  w i l l  

re c e iv e  is  s e v e n  y e a rs  in  p r is o n ,  he  m a y  w e l l  b e h a v e  d i f f e r e n t ly  th a n  i f  he  

k n o w s  th a t  h e  m a y  b e  e x e c u te d . B u t  h e re  a g a in , th e  b e s t a n s w e r  is  th e  

e v id e n c e , a n d  th e  e v id e n c e  d o e s  s e e m  to  in d ic a te  th a t  in  fa c t  c a p ita l 

p u n is h m e n t  d o e s  d e te r  m u rd e r .

Organized crime:
T h e re  h a v e  b e e n  s o m e  s tu d ie s  b y  e c o n o m is ts  a p p ly in g  e c o n o m ic  to o ls  to  

o rg a n iz e d  c r im e .  T h e  b a s ic  to o ls  u s e d  h a v e  b e e n  th o s e  d e r iv e d  f r o m  

in d u s t r ia l  o rg a n iz a t io n ,  th e  b ra n c h  o f  e c o n o m ic s  d e a lin g  w i t h  f i r m s  a n d  th e ir  

b e h a v io r  in  m a rk e ts .  U n fo r tu n a te ly ,  th e  d a ta  a v a i la b le  f o r  th e  te s t in g  o f  

h y p o th e s is  a b o u t  o rg a n iz e d  c r im e  a re  a lm o s t  n i l ,  so  th a t  m o s t  o f  th e  w o r k  has  

b e e n  p u r e ly  th e o re t ic a l  a n d  s p e c u la t iv e .  T h u s  th e  re s u lts  in  th is  s e c t io n  m u s t 

b e  c o n s id e re d  m o re  te n ta t iv e  th a n  th o s e  in  th e  e a r l ie r  s e c tio n s .

O n e  w a y  o f  v ie w in g  o rg a n iz e d  c r im e  is  as a n e tw o r k  o f  f i r m s  p r o v id in g  g o o d s  

a n d  s e rv ic e s . I t  is  in  fa c t  im p o r ta n t  to  n o te  th a t  m o s t  o f  th o s e  c r im in a l  

a c t iv i t ie s  th a t  a re  c o n s id e re d  o rg a n iz e d — h e ro in ,  g a m b lin g ,  lo a n  s h a rk in g ,  

p e rh a p s  p r o s t i t u t io n — d o  in  fa c t  in v o lv e  th e  sa le  o f  g o o d s  a n d  s e rv ic e s  th a t  

in d iv id u a ls  w a n t  to  b u y ,  a n d  th is  a c t iv i t y  is  la c k in g  in  th e  c o e rc iv e  e f fe c t  o f  

n o r m a l c r im e .  O rg a n iz e d  c r im in a l  f i r m s  d e a l w i t h  e a c h  o th e r  a n d  w i t h  th e  

u l t im a te  c o n s u m e r  w h o  b u y s  th e  g o o d s  a n d  s e rv ic e s .

M a n y  c r im in a l  f i r m s  h a v e  s o m e  m o n o p o ly  p o w e r  in  th e  p r o v is io n  o f  so m e  

g o o d  o r  s e rv ic e .  I t  is  l i k e ly  th a t  th is  m o n o p o ly  is  in  d e a lin g  w i t h  o th e r  

c r im in a l  f i r m s ,  r a th e r  th a n  in  d e a lin g  w i t h  u l t im a te  c o n s u m e rs .  A  u s e fu l 

f r a m e w o r k  in  w h ic h  to  v ie w  o rg a n iz e d  c r im e  is  as a f i r m  w i t h  m o n o p o ly  

p o w e r  s u p p ly in g  s o m e  n e e d e d  g o o d  to  o th e r  c r im in a l  f i r m s .  T h a t  g o o d  w h ic h  

is  p ro b a b ly  m o s t  im p o r ta n t  is  c a p ita l.  C a p ita l is  n e e d e d  b y  m a n y  c r im in a l
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o rg a n iz a t io n s .  T h e  n a tu re  o f  th e  h e r o in  m a rk e t  is  s u c h  th a t  m a n y  s h ip m e n ts  

te n d  to  b e  la rg e  a n d  m u s t  b e  p a id  f o r  in  a d v a n c e . T h is  re q u ire s  c a p ita l.  

G a m b l in g  a ls o  re q u ire s  c a p ita l.  L o a n  s h a rk in g  is  b y  n a tu re  a c a p ita -u s in g  

e n te rp r is e .  I f  th e  s o u rc e s  o f  th is  c a p i ta l to  c r im in a l  f i r m s  a re  l im i te d ,  th e n  

th o s e  w h o  a re  w i l l i n g  to  s u p p ly  th e  c a p ita l c a n  c h a rg e  in te re s t  ra te s  

s u f f ic ie n t ly  h ig h  so  th a t  th e  b o r ro w e rs  w i l l  e a rn  o n ly  a  n o r m a l r e tu r n  o n  th e ir  

t im e  a n d  e f fo r t .  ( O f  c o u rs e  th is  re tu rn  w i l l  b e  a d ju s te d  f o r  th e  r is k s  in v o lv e d . )  

T h u s  a c r im in a l  f i r m  c a n  le n d  m o n e y  to  a  h e r o in  im p o r te r  a n d  n o t  i t s e l f  d e a l 

w i t h  th e  h e r o in  a t a l l ;  th e  p r ic e  c h a rg e d  f o r  th e  lo a n  w i l l  b e  h ig h  e n o u g h  f o r  

th e  le n d e r  to  m a k e  m o s t  o f  th e  p r o f i t  in  h e r o in  im p o r t in g .  T h e re  m a y  b e  so m e  

m o n o p o ly  in  th e  p r o v is io n  o f  o th e r  g o o d s  to  th e  c r im in a l  f i r m :  f o r  e x a m p le ,  

“ c o n n e c t io n s ”  in  th e  fo r m  o f  a ccess  to  a n d  in fo r m a t io n  a b o u t  b r ib e d  o f f ic ia ls .  

W e  m ig h t  e x p e c t  m o n o p o l is t ic  c r im in a l  f i r m s  to  b e h a v e  in  th is  w a y  b e c a u s e  i t  

is  le ss  e x p e n s iv e  to  m o n o p o l iz e d  a s ta g e  o f  p r o d u c t io n  th a t  e x h ib i t s  so m e  

e c o n o m ie s  o f  s c a le  a n d  b e c a u s e  m o n o p o l iz a t io n  o f  o n e  s ta g e  o f  p ro d u c t io n  

c a n  e x tr a c t  m o s t  o f  th e  a v a i la b le  p r o f i t s  in  th e  in d u s t r y .

V ie w in g  c r im in a l  a c t iv i t y  as b e in g  o rg a n iz e d  in  f i r m s  a ls o  c a n  h e lp  US 
u n d e rs ta n d  th e  g e o g ra p h ic  s c o p e  o f  o rg a n iz e d  c r im e .  S o m e  p e o p le  se e m  to  

b e l ie v e  th a t  th e re  is  o n e  h u g e  c r im in a l  f i r m  c o n t r o l l in g  a l l  o rg a n iz e d  c r im in a l  

a c t iv i t ie s  in  th e  c o u n t r y  ( o r  e v e n  in  th e  w o r ld ) .  T h is  is  u n l ik e ly  to  b e  so ; w e  

w o u ld  n o t  e x p e c t  a  w id e r  s c o p e  f o r  c r im in a l  a c t iv i t ie s  th a n  f o r  c o m p a ra b le  

n o n  c r im in a l  a c t iv i t ie s .  I n  fa c t ,  th e re  is  re a s o n  to  e x p e c t  th a t  c r im in a l  f irm s .  

O n e  a d v a n ta g e  to  n a t io n a l s c o p e  f o r  a n o n - c r im in a l  f i r m  is  th e  in fo r m a t io n  

c o n v e y e d  in  th e  t r a d e m a rk  o f  th e  c o m p a n y ;  th is  a d v a n ta g e  is  n o t  a v a i la b le  to  

c r im in a l  f i r m s .  T h u s ,  th o u g h  c e r ta in  a s p e c ts  o f  c r im e  m a y  in v o lv e  d e a lin g s  

a m o n g  f i r m s  in  d i f f e r e n t  lo c a t io n s ,  i t  is  in  fa c t  u n l ik e ly  th a t  “ th e re  is  a  N a t io n 

w id e  c r im e s  s y n d ic a te  k n o w n  as th e  M a f ia ,  w h o s e  te n ta c le s  a re  fo u n d  in  

m a n y  la rg e  c i t ie s . ”

O n e  s h o u ld  a ls o  b e  s k e p t ic a l o f  a n a ly s e s  th a t  a t t r ib u te  a l l  m a n n e r  o f  a c t iv i t ie s  

to  o rg a n iz e d  c r im e .  I t  is  s o m e tim e s  a lle g e d  th a t  th e  p o r n o g ra p h y  m a rk e t  in  

A t la n ta  a n d  o th e r  c it ie s  is  u n d e r  th e  c o n t r o l  o f  th e  M a f ia  ( o r ,  c u r r e n t ly ,  th e  

C o s a  N o s t ra ) .  I t  is  d i f f i c u l t  to  see w h y  o rg a n iz e d  c r im e  w o u ld  f in d  th is  a 

d e s ira b le  in v e s tm e n t  o u t le t .  I n  fa c t ,  i f  c r im in a ls  w a n t  to  in v e s t  in  le g it im a te  

e n te rp r is e s ,  th e y  w o u ld  p ro b a b ly  f in d  i t  d e s ira b le  to  c h o o s e  le ss  c o n s p ic u o u s  

a c t iv i t ie s .
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V ie w in g  o rg a n iz e d  c r im e  as a m o n o p o ly  h a s  o n e  o th e r  im p l ic a t io n  o f  so m e  

in te re s t ,  f i r s t  p o in te d  o u t  b y  Ja m e s  B u c h a n a n . M o n o p o ly  r e s t r ic ts  o u tp u t  a n d  

ra is e s  p r ic e ,  th u s  o b ta in in g  f o r  i t s e l f  s o m e  p r o f i ts .  I f  c e r ta in  a c t iv i t ie s ,  s u c h  as 

g a m b lin g ,  a re  i l le g a l  b e c a u s e  s o c ie ty  h a s  d e c id e d  th e y  a re  w r o n g ,  a n d  i f  th is  

a c t iv i t y  IS p r o v id e d  b y  a m o n o p o ly ,  th e n  in  fa c t  w e  w i l l  h a v e  le ss  g a m b lin g  

th a n  i f  th e  a c t iv i t y  w e re  p ro v id e d  b y  p u r e ly  c o m p e t i t iv e  c r im in a l  f i rm s .  T h a t  

is ,  le ss  o rg a n iz e d  c r im e  a n d  le ss  c r im e  m a y  n o t  b e  th e  sa m e  th in g .  I f  w e  w a n t  

le ss  c r im e ,  o n e  w a y  o f  a c h ie v in g  th is  g o a l m ig h t  s im p ly  b e  to  a l lo w  th e  

a c t iv i t y  to  b e c o m e  m o n o p o liz e d ,  a l lo w  th e  f i r m  to  d e c id e  h o w  m u c h  to  

p ro v id e .  I n  th is  v ie w ,  a c t iv i t ie s  o f  th e  p o l ic e  in  e n fo r c in g  m o n o p o lie s  f o r  

o rg a n iz e d  c r im e  m a y  in  fa c t  b e  s o c ia l ly  p r o d u c t iv e ;  i t  m a y  b e  w o r t h w h i le  to  

h a v e  th e  p o l ic e  m a in ta in  a  c r im in a l  m o n o p o ly  b e c a u s e  th is  w i l l  s e rv e  to  

re d u c e  c r im e .

The economics of criminal activity:
F R O M  “ L A W ”  ‘ N ’ O R D E R ”  p o l i t i c a l  c a n d id a te s  to  m o re  fe d e ra l s p e n d in g  

o n  la w  e n fo rc e m e n t  o r  m o re  c a m p u s  p o l ic e ,  th e re  seem s to  b e  a lo t  o f  c o n c e rn  

a b o u t c r im e  in  o u r  s o c ie ty ,  e s p e c ia l ly  in  th e  c it ie s .  U n t i l  th e  la s t  f e w  y e a rs , 

e c o n o m is ts  h a d  l i t t l e  to  sa y  a b o u t  c r im e ,  a p p a re n t ly  b e in g  c o n te n t  to  r e s t r ic t  

t h e i r  a t te n t io n  to  th e  t r a d i t io n a l  a n a ly s is  o f  re s o u rc e  a l lo c a t io n  in  le g a l 

a c t iv i t ie s .  C r im e  h a d  n o t  g o n e  t o t a l ly  u n n o t ic e d  b y  s o c ia l s c ie n t is ts  th o u g h ,  

p a r t ic u la r ly  a m o n g  s o c io lo g is ts  a n d  c r im in o lo g is ts .  L a te ly ,  h o w e v e r ,  

e c o n o m is ts  h a v e  b e g u n  to  in v a d e  th e  t u r f  o f  s o c io lo g y  a n d  a p p ly  th e  

p r in c ip le s  o f  m ic r o e c o n o m ic  th e o ry  to  i l le g a l  a c t iv i t y .  T h e  b e l ie f  is  th a t  m o s t 

o f  th e  e c o n o m ic  p r in c ip le s  w h ic h  o p e ra te  in  le g it im a te  a c t iv i t ie s  m u s t,  w i t h  

c e r ta in  m o d if ic a t io n s ,  fu n c t io n  in  i l le g i t im a te  a c t iv i t ie s  to o .

R e s o u rc e s  a re  b e in g  c o n s u m e d  e v e ry  d a y  in  c o m m it t in g ,  a v o id in g ,  d e te c t in g ,  

a n d  p u n is h in g  c r im e .  T h is  e ssa y  p re s e n ts  a  re a s o n a b ly  c o m p le te  s to ry  a b o u t 

th e  e c o n o m ic s  o f  th is  p ro c e s s . T h ro u g h o u t ,  I  h a v e  s to le n  s h a m e le s s ly  f r o m  

th e  w o r k  o f  a  n u m b e r  o f  e c o n o m is ts ,  f e w  o f  w h o m  w i l l  re c e iv e  e n o u g h  c re d it  

h e re . T h e  f i r s t  s e c t io n  t r ie s  to  d e f in e  w h a t  c r im e  is  a n d  d e s c r ib e s  w h a t  w e  

k n o w  a b o u t  th e  s iz e  o f  th e  c r im e  “ in d u s t r y . ”  T h e n  w e  d is c u s s  th e  “ s u p p ly ”  o f  

c r im in a ls  a n d  o ffe n s e s . N e x t ,  w e  lo o k  a t th e  b e h a v io r  o f  th e  p r iv a te  s e c to r—  

p o te n t ia l  v ic t im s — a n d  th e n  a t th e  b e h a v io r  o f  th e  p r iv a te  s e c to r— p o te n t ia l 

v ic t im s — a n d  th e n  a t th e  b e h a v io r  o f  th e  p u b l ic  s e c to r— p o l ic e ,  c o u r ts ,  a n d  

c o r re c t io n s .  A n o th e r  s e c t io n  a sks  w h e th e r  o r  n o t  th e  c r im in a l  re la t io n s h ip s  

p re d ic te d  b y  e c o n o m ic  th e o r y  r e a l ly  a re  s u p p o r te d  b y  th e  b e h a v io r  w e  o b s e rv e
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in  th e  re a l w o r ld .  T h e  c o n c lu d in g  s e c t io n  c o n ta in s  s o m e  re m a rk s  a b o u t  p u b l ic  

p o l ic y .

Definition and measurement of crime:
S in c e  th e  w o r d  “ c r im e ”  is  u s e d  ra th e r  lo o s e ly  in  a  v a r ie ty  o f  c o n te x ts  ( th e  

c r im e  o f  p o l lu t io n ,  c r im e s  a g a in s t  h u m a n ity ,  o r  i t ’ s a  c r im e  th a t  G e o rg e  

d ro p p e d  o u t  o f  s c h o o l) ,  w e  s h o u ld  b e  c a re fu l to  d e f in e  th e  c o n c e p t  o f  c r im e  

a n d  th e n  s o r t  c r im e s  in to  a  f e w  g e n e ra l c a te g o r ie s . U s u a l ly  is  m a d e  A  

d is t in c t io n  b e tw e e n  c i v i l  a n d  c r im in a l  la w  in  W e s te rn  s o c ie t ie s . A  c i v i l  

w r o n g  is  c o m m it te d  b y  o n e  p r iv a te  in d iv id u a l  a g a in s t  a n o th e r  a n d  th e  

c o m p la in in g  p a r ty ,  th e  p la in t i f f ,  in i t ia te s  a n  a c t io n  th r o u g h  th e  c i v i l  c o u r ts . A  

ju d ic ia l  d e c is io n  is  re n d e re d , a n d  a m o n e y  p a y m e n t  ( r e s t i t u t io n )  is  m a d e  i f  th e  

p r iv a te  d is p u te  is  d e c id e d  in  f a v o r  o f  th e  p la in t i f f .  A  c r im in a l  w ro n g ,  o n  th e  

o th e r  h a n d , is  a l le g e d ly  c o m m it te d  b y  a n  in d iv id u a l  a g a in s t  th e  s ta te , o r  

c o m m u n it y  as a w h o le .

C r im in a l  la w ,  o r ig in a l ly  d e v e lo p e d  to  d e a l w i t h  c r im e s  o f  v io le n c e  

e x c lu s iv e ly ,  h a s  g r a d u a l ly  e n la rg e d  in  s c o p e  to  d e a l w i t h  b e h a v io r  w h ic h  d oe s  

n o t  d i r e c t ly  in v o lv e  a n y  c o e rc io n  o f  o n e  in d iv id u a l  b y  a n o th e r .  F o r  e x a m p le ,  

g a m b lin g  a n d  p r o s t i tu t io n  a re  u n d e r ta k e n  w i l l i n g l y  b y  b o th  b u y e r  a n d  s e lle r ,  

y e t  th e s e  a c t iv i t ie s  a re  c r im in a l  o ffe n s e s  in  m a n y  a re as  to d a y .  A t  la s t  c o u n t,  

th e re  w e re  o v e r  2 8 0 0  F e d e ra l c r im e s ,  n o t  to  m e n t io n  a m u c h  la rg e r  n u m b e r  o f  

s ta te  a n d  lo c a l c r im e s .  A  c o u p le  o f  e x a m p le s  m ig h t  i l lu s t r a te  h o w  th e  sco p e  

o f  la w  h a s  e x te n d e d  in to  c o m m e rc ia l  a c t iv i t y .  E x p o r t in g  f r u i t  o r  v e g e ta b le s  in  

im p r o p e r  b a r re ls  is  p u n is h a b le  b y  $ 5 0 0  o r  6  m o n th s  i f  w i l l f u l  (S ta n d a rd  

B a r re ls  A c t  1 9 1 5 ) ; g iv in g  re b a te s  o n  in te rs ta te  t r u c k  c h a rg e s , p r ic e - c u t t in g  in  

o th e r  w o rd s ,  is  p u n is h a b le  b y  $ 2 0 0  to  $ 5 0 0  f o r  a  f i r s t  o f fe n s e ,  $ 2 5 0  to  $ 5 0 0 0  

f o r  re p e a te d  o ffe n s e s  ( M o t o r  C a r r ie r  A c t  1 9 3 5 ).

O b v io u s ly ,  d e c id in g  w h a t  c o n s t itu te s  c r im in a l  b e h a v io r  in e v i t a b ly  in v o lv e s  a 

c e r ta in  d e g re e  o f  a rb it ra r in e s s ,  a n d  s o m e  o b s e rv e rs  c la im  th a t  w e  h a v e  “ o v e r  

c r im in a l iz a t io n ”  in  o u r  s o c ie ty  to d a y .  P e o p le  d i f f e r  a b o u t w h e re  th e  l in e  

s h o u ld  b e  d ra w n . F o r  o u r  p u rp o s e s , h o w e v e r ,  c o n v e n ie n t  s id e s te p  th e se  

e th ic a l is s u e s  b y  s im p ly  a c c e p t in g  as g iv e n  th e  s t ru c tu re  o f  c r im in a l  la w  

r e s u lt in g  f r o m  th e  o n g o in g  le g is la t iv e  a n d  ju d ic ia l  p ro c e s s e s .

F o r tu n a te ly  f o r  US, c r im in a l  la w  is  s o m e w h a t s ta n d a rd iz e d  f r o m  p la c e  to  p la c e
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and tim e  to  t im e  in  a lw ays  p ro h ib it in g  crim es aga ins t the  person, such as 
h o m ic id e , ba tte ry , rape, k id n a p p in g , assault, and crim es aga ins t p ro p e rty , such 
as la rcen y , b u rg la ry , em bezz lem en t, and so on. S erious c rim es  c o m m o n ly  are 
ca lle d  fe lo n ie s ; p e tty  o ffenses are ca lle d  m isdem eanors. O r ig in a lly ,  a ll 
fe lo n ie s  w e re  pun isha b le  b y  death and fo r fe itu re  o f  a ll p ro p e rty  to  the state. 
T o d a y , fe lo n ie s  are c rim es w hose  c o n v ic tio n  carries a m a x im u m  sentence o f  
one o r m ore  years in  p rison .

F ro m  an e co n o m ic  p o in t o f  v ie w , c r im in a l o ffenses can be d iv id e d  in to  three 
genera l ca tegories. T he  f ir s t  tw o  m ay  be labe led  p re d a to ry  o r  coe rc ive  
c rim es: c rim es  aga ins t the person and c rim es aga ins t p ro p e rty . C rim es
aga inst the person in v o lv e  d ire c t v io le n c e  aga inst an in d iv id u a l th a t re su lt in  
death o r p h y s ic a l in ju ry .  T he  F B I  U n ifo rm  C rim e  R epo rts  (U C R ), the m a in  
source o f  s ta tis tics  on  c r im e  in  the U n ite d  Stated, co lle c ts  data on  fo u r  serious 
c rim es  aga ins t the  pe rson— w i l l f u l  h o m ic id e , fo rc ib le  rape, aggravated 
assault, and robbe ry .

C rim es  aga ins t p ro p e rty , such as th e ft, b u rg la ry , fra u d , and em bezz lem en t are 
a c tiv it ie s  in  w h ic h  the p ro p e rty  o f  ano the r IS taken  b y  s tea lth , fo rce , th rea t, o r 
dece it. O f  course these are c rim es  aga inst the person  also, in  the  sense tha t 
th e y  in v o lv e  the loss o f  p ro p e rty  b y  the  le g it im a te  o w n e r ra th e r than  a loss o f  
l i fe  and lim b . T o  an econom is t, c rim es  aga inst p ro p e rty  m ig h t be v ie w e d  as 
s im p le  “ tra n s fe rs ”  o f  in com e  o r assets. T rans fe rs  are s im p le  rearrangem ents 
o f  pu rcha s ing  p o w e r tha t do  n o t d ire c t ly  consum e any resources. I f  I  lo s t a 
$10 b i l l  and y o u  f in d  it ,  th a t is  a “ tra n s fe r”  o f  w e a lth . I ’m  p o o re r and y o u ’ re 
r ich e r. A n o th e r  exam p le  is a g o ve rn m e n t tra n s fe r p ro g ra m  lik e  soc ia l 
secu rity , w h e re  the losses o f  w age earners (taxe d ) are o ffs e t b y  the ga ins o f  
soc ia l se cu rity  rec ip ien ts . T he re  is a s ig n if ic a n t d iffe re n c e , h o w e ve r, be tw een 
co n v e n tio n a l trans fe rs  and c r im in a l the fts , aside fro m  questions o f  m o ra lity  o r 
le g a lity . N o rm a lly ,  transfe rs  in v o lv e  sm a ll a d m in is tra tiv e  costs re la tiv e  to  the 
to ta l va lue  o f  the  transfers . F o r  c r im in a l transfe rs  th o u g h , the size o f  the 
trans fe rs  is  a crude m easure o f  the to ta l am oun t o f  resources used to  ach ieve 
these c r im in a l revenues. A  lo t  o f  rea l resources used to  ach ieve  these c r im in a l 
revenues. A  lo t  o f  rea l resources are b e in g  consum ed in  the  process.

V ic t im le s s  c rim es, o r  the p ro d u c tio n  and co n su m p tio n  o f  il le g a l goods and 
serv ices, are the  last g ro u p  in  o u r ty p o lo g y  o f  c rim e . G o ve rn m e n t at va riou s  
tim es  and places declares ce rta in  goods il le g a l (m a riju a n a , po rno g ra phy ,
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p ro s titu tio n , a lco h o l, e tc .), o r declares ce rta in  g roups in e lig ib le  consum ers 
(e .g ., m in o rs )  o r  declares ce rta in  p rices il le g a l (e .g ., usu ry  and lo ansha rk ing ). 
These la w s  are c e rta in ly  m ore  va ria b le  than  those o u tla w in g  v io le n c e  and 
coe rc io n . T he  exis tence o f  law s, how eve r, does n o t p re ve n t peop le  fro m  
p ro d u c in g  and co n su m in g  the p ro h ib ite d  goods and w e  n o rm a lly  c a ll these 
“ b la c k  m arke ts .”  G o ve rn m e n t a lloca tes  some resources to  en fo rce  the law s 
aga inst il le g a l goods.

C rim e  a lw a ys  seems to  increase, w h ic h  m ig h t n o t be su rp r is in g  i f  yo u  be lie ve  
th a t “ m o ra li ty ’ s a lw ays  on  the d e c lin e .”  C rim e  s ta tis tics  are n o to r io u s ly  
u n re lia b le  ร a ru le  bu t, on  the  o the r hand, i t  is v e ry  d i f f ic u l t  to  say m uch  
w ith o u t them . (M a n y  soc ia l sc ien tis ts  are speechless w ith o u t th e ir  num bers .) 
In  1965 the P res iden t’ s C o m m iss io n  on  L a w  E n fo rce m e n t and A d m in is tra tio n  
es tim ated  th a t the eco n o m ic  costs o f  c r im e  and its  p re v e n tio n  w e re  some $21 
b i l l io n ,  o r  abou t fo u r  pe r cent o f  n a tio n a l in com e ; p ro b a b ly  an underestim a te , 
i f  a n y th in g , c r im e  is one o f  the s izab le  “ in d u s trie s ”  in  o u r econom y. The  F B I 
estim ates the n u m b e r o f  fu ll- t im e  c r im in a ls  at about 1.1 m il l io n ,  on the basis 
o f  f in g e rp r in t  subm iss ions o f  m u lt ip le  o f  fenders. A lth o u g h  th is  m ust be 
v ie w e d  som ew ha t s k e p tic a lly  s ince  i t  p ro b a b ly  ove restim a tes the num be r o f  
“ fu ll- t im e rs ,”  th is  is e q u iva le n t to  1.5 per cent o f  the  la b o r fo rce . A n o th e r 
in d ic a to r  is th a t on  any g iv e n  day, the co rre c tions  system s is respons ib le  fo r  
o ve r 1.3 m il l io n  o ffe nde rs , and in  the course o f  a yea r i t  handles o ve r 2.5 
m il l io n  adm iss ions.

T he  m a jo r source o f  c r im in a l s ta tis tics  in  the บ .ร . ,  the U C R , rece ives data 
su b m itte d  v o lu n ta r ily  b y  p o lic e  departm ents th ro u g h o u t the co u n try . Seven 
m a jo r fe lo n ie s  fo rm  the  F B I  c r im e  in d e x — m u rd e r, rape, assault, robbe ry , 
b u rg la ry , la rcen y  o ve r $50, and auto  th e ft. B e tw een  1960 and 1971 th is  
o v e ra ll c r im e  in d e x  n e a rly  tr ip le d . In  1960 there w e re  1,038 crim es fo r  each 
100,000 p o p u la tio n  b u t b y  1971 th is  had risen  to  2 ,907. I t  appears tha t c rim e  
is t ru ly  a g ro w th  in d u s try  and tha t the chance o f  b e co m in g  v ic t im  to  a serious 
c r im e  has risen  sharp ly .

T he  m a jo r p ro b le m  is tha t o n ly  p a rt o f  the actua l c r im e  o c c u rr in g  eve ryday  is 
repo rte d  in  p o lic e  s ta tis tics . D if fe re n t  peop le  have d iffe re n t p rope ns itie s  to  
re p o rt c rim es, even fo r  the same crim e . S econd ly , the p o lic e  do  n o t a lw ays 
p ro p e rly  re co rd  a ll repo rte d  crim es. G iv e n  som e 8000 p o lic e  agencies o f  
v a ry in g  q u a lity  and p ractices, cons ide rab le  s lippage  is in v o lv e d . A s  ju s t  one
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exam p le , the  N e w  Y o rk  C ity  P o lice  D e p a rtm e n t in  1950 changed fro m  lo ca l 
p rec in c ts  to  a cen tra l c o n tro l system  fo r  re c o rd in g  co m p la in ts . R ecorded 
robbe ries  “ increased”  400  p r  cent and la rcen ies “ increased”  700 pe r cent tha t 
yea r because o f  the  change in  procedures.
In  1965, the  N a tio n a l O p in io n  Research C ente r (N O R C ) c o n firm e d  the 
“ u n d e rre p o rtin g ”  o f  c rim e , and fo u n d  ou t a good  dea l m ore , b y  in te rv ie w in g  a 
rando m  sam ple  o f  10,000 house ho lds . M o re  than  tw e n ty  per cent o f  the 
househo ld  w e re  c r im in a lly  v ic t im iz e d  d u r in g  the p re ce d in g  year, tw ic e  as 
m uch  m a jo r c r im e  as repo rte d  b y  the  o f f ic ia l U C R  in d e x . T he  inc idence  o f  
m in o r  c rim es  w as even greater. T ab le  1 show s h o w  the degree o f  
u n d e rre p o rtin g  va ries  b y  type  o f  c rim e . T he  reader m ig h ty  to  co ve r the 
num bers  and p re d ic t w h ic h  c rim es are h e a v ily  u n d e rrep o rted  and w h ic h  are 
not.

T he  re m a in in g  c rim es  m ig h t be te rm ed  “ e co n o m ic ”  c rim es  because the 
m o tiv e  is m a te ria l g a in  o r, p o s s ib ly  in  the case o f  auto th e ft, a “ jo y  r id e ”  (free  
use o f  the  a u to m o b ile ). R o bbe ry , und e rrep o rted  as are b u rg la ry  and la rceny, 
is repo rted  m ore  o fte n  because ro b b e ry  in v o lv e s  a p h y s ic a l c o n fro n ta tio n  w ith  
the v ic t im  and th e re fo re  is m ore  serious. Some 25 pe r cen t o f  robbe ries  resu lt 
in  in ju ry .  A u to  th e ft  appears “ o v e r re po rte d ”  in  o f f ic ia l p o lic e  s ta tis tics , 
perhaps because peop le  re p o rt a car s to len  and then  d is c o v e r they  have 
“ m isp la ce d ”  i t  o r  loaned  i t  to  a fr ie n d . In  genera l, i t  is  h e a v ily  reported  
because a u to m o b ile s  are h ig h ly  va lued , insu red  item s and the  chances o f  
p o lic e  re co ve ry  are v e ry  h ig h  (85  percen t).

O u r p r im a ry  conce rn  is to  t ry  to  understand  the process w h ic h  de te rm ines the 
am oun t o f  c r im e , n o t the “ d e s ira b il ity ”  o f  the process. O f  course, econom ic  
ana lys is  US u se fu l fo r  p o lic y  purposes, ju s t  as kn o w le d g e  abou t h o w  a c lo c k  
w o rk s  is u se fu l i f  y o u  w a n t to  f ix  the c lo c k . B u t e co n o m ic  k n o w le d g e  is no t 
s u ff ic ie n t to  choose the  best p o lic y . A m o n g  o th e r th in g s , w e  w o u ld  have to  
k n o w  the  soc ia l va lue  o f  lo w e r  (o r  h ig h e r) c r im e  rates, the  costs o f  a ch ie v in g  
these b y  d iffe re n t m eans, and any “ e q u ity ”  o r  “ fa irness”  cons ide ra tions .

T he  in te ra c tio n  am ong  three g roup s— c rim in a ls , v ic t im s , and the  p o lic e -c o u rt-  
co rre c tio n s  system — determ ines the am oun t o f  c r im e  a soc ie ty  w i l l  have. 
These g roups are n o t s tr ic t ly  co m p rise d  o f  separate peop le . F o r exam p le , a 
p o te n tia l v ic t im  can be a c r im in a l w h o  is t ry in g  to  p ro te c t h is  s to len  lo o t. O r, 
a p o lic e m a n  c o u ld  be a m em b er o f  a b u rg la ry  r in g  o r  accep t il le g a l b ribes to



17

c lose h is  eyes to  c r im e  in  h is  d is tr ic t. B u t c o n ce p tu a lly , the  ro les  o f  c r im in a ls , 
v ic t im s , and the  p o lic e  are d iffe re n t. I f  the p o lic e  began to  p ro m p tly  re tu rn  
100 pe r cen t o f  s to len  cares to  th e ir  r ig h t fu l ow ners , free  o f  change, peop le  
m ig h t n o t take  the tro u b le  to  lo c k  th e ir  cars so o ften . B u t le t ’ s be g in  a m ore  
com p le te  ana lys is  b y  d iscuss ing  the  b e h a v io r o f  c r im in a ls .

The supply of criminals:
“ C e rta in ty  o f  p u n ish m e n t and de te c tio n  m ay de te r the  n o rm a l person w h o  
th in k s  abou t the  ex is tence  o f  p lea  b a rg a in in g  and the fa c t th a t m o s t cases are 
se ttled  th ro u g h  p lea  b a rg a in in g  as an im p e rfe c tio n  in  o u r le ga l system .

A c tu a lly ,  i f  w e  assum e ra tio n a l b e h a v io r on  the p a rt o f  c r im in a ls  and 
p rosecu to rs , w e  w o u ld  expect m o s t cases to  bah t costs, the c r im e  is 
c o m m itte d , and i t  is  n o t i f  costs exceed bene fits . O ffe n d e rs  are n o t p ic tu re d  as 
“ s ic k ”  o r  “ ir ra t io n a l,”  b u t m e re ly  as engag ing  in  a c tiv it ie s  th a t y ie ld  the m ost 
sa tis fa c tio n , g iv e n  th e ir  a va ila b le  a lte rna tives . Som e readers m ig h t o b je c t to  
such a ra tio n a l ana lys is  be in g  a p p lie d  to  such ir ra tio n a l b e h a v io r, b u t I  can 
o n ly  u rge  pa tience  at th is  p o in t. P resum ab ly , peop le  are m a k in g  the best 
sub je c tive  cho ice  even in  so -ca lled  c rim es  o f  passion. A  quo te  fro m  K o n ra d  
L o re n z  m ig h t h e lp  a l i t t le :

N o n e  o f  th is  den ies th a t som e peop le  are n o t m ore  e m o tio n a l than  others, tha t 
th e y  o fte n  are n o t sure o f  the  consequences o f  th e ir  b e h a v io r, o r  th a t they  
o fte n  do  n o t m ake  c a re fu l ca lcu la tio n s  abou t w h a t to  do nex t. B u t  they  are 
m a k in g  cho ices, e x p lic it ly  o r  im p l ic i t ly ,  in  c r im e  as w e ll as in  a ll a c tiv itie s . 
S o c io lo g is ts  o fte n  appear to  take  a co n tra ry  v ie w , a rg u in g  th a t o ffe nde rs  are 
“ d e p riv e d ,”  and w e re  “ fo rc e d ”  in to  a l i fe  o f  c rim e . O ne p ro b le m  w ith  th is  is 
th a t som e o ffe n d e rs  w e re  neve r “ d e p riv e d ,”  and even am ong  the dep rived , 
o n ly  a m in o r ity  go  in to  c rim e .

B u t w h a t fac to rs  w i l l  in flu e n c e  an in d iv id u a l’ s p e rce p tio n  o f  the  costs and 
ben e fits  o f  c rim e?  Suppose w e  lo o k  at c rim es w hose  e co n o m ic  m o tiv a t io n  is 
o b v io u s  because o ve r 90 pe r cent o f  the crim es reco rded  b y  the  p o lic e  in v o lv e  
th e fts  and robbe ries . T o  take  an extrem e case, suppose th a t an in d iv id u a l 
w e re  m a k in g  a “ o n c e -a n d -fo r-a ll”  d e c is io n  to  en ter a li fe t im e  o f  c r im e  o r not. 
W h a t w o u ld  he consider?  O ne im p o rta n t fea tu re  is the “ w age ra te ”  o r 
m o n e ta ry  re tu rns  he co u ld  earn in  h is  best lega l o ccu p a tio n  com pared  w ith  the
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am oun t he c o u ld  earn in  h is  best c r im in a l a c t iv ity . “ M o n e y  ta lk s .”  I f  a 
person chooses to  devo te  h is  t im e  to  c r im in a l a c t iv ity ,  he is  g iv in g  up  the 
wages he c o u ld  have earned w a sh in g  dishes o r h a u lin g  b ricks . In  o the r 
w o rd s , one o f  the costs o f  c r im e  is the  “ o p p o rtu n ity  costs”  o f  fo regone  lega l 
wages. T he  am o u n t a person can earn in  the  lega l sector depends upon  h is  I. 
Q ., p re v io u s  edu ca tion  and tra in in g , experience, age, race, sex, reg io n , 
u n e m p lo y m e n t rates, and so on. People w h o  le g a lly  can earn o n ly  sm a ll 
am oun ts  fin d  c r im e  “ cheaper”  to  c o m m it because th e y  are n o t fo re g o in g  m uch  
in  earn ings. I f  a ll o th e r fac to rs  w e re  equal, w e  w o u ld  p re d ic t th a t peop le  w ith  
a lo w  o p p o rtu n ity  cost ( lo w  educa tiona l a tta in m e n t and la c k  o f  jo b  
expe rience ) w o u ld  have a g reater p ro p e n s ity  to  engage in  c rim e . E xa m p les  
w o u ld  be the yo u n g , the poo r, and m em bers o f  m in o r ity  g roups.

T he  p ro b a b il ity  o f  c o n v ic t io n  w i l l  be d iffe re n t fo r  d iffe re n t peop le , and those 
w h o  are c le v e r at e lu d in g  the  p o lic e  o r “ bea ting  the  rap ”  a fte r arrest w i l l  fin d  
c r im e  re la t iv e ly  m ore  a ttrac tive . T he  costs o f  p u n ish m e n t w i l l  a lso va ry  
am ong  peop le . F o r  exam ple , teenagers m ore  o fte n  w i l l  rece ive  a suspended 
sentence, p ro b a tio n , etc, than  o ld e r peop le , m a k in g  c r im e  less c o s tly  fo r  the 
yo u n g . E ve n  p r is o n  costs can d if fe r  in  m any  respects, in  a d d it io n  to  the 
le n g th  o f  t im e  served. E n fo rc e d  u n e m p lo y m e n t is re la t iv e ly  cheaper fo r  lo w  
incom e  peo p le  than  fo r  h ig h  in com e  peop le . A  c r im in a l re co rd  a lso tends to  
decrease fu tu re  o p p o rtu n itie s  fo r  le ga l earn ings because em p lo ye rs  are 
re lu c ta n t to  h ire  e x -co n v ic ts . L o w  incom e  peop le , w h o  take casual, lo w  
s k il le d  jo b s , fin d  the cost o f  im p ris o n m e n t m u ch  lo w e r  than  th e y  are fo r  
h ig h ly  educated peop le . A  d ra m a tic  exam p le  o f  th is  d iffe re n c e  is the 
“ C h a p p a q u id ic k  in c id e n t”  w he re  S enator E d w a rd  M . K e n n e d y  rece ive d  no 
fo rm a l p u n ish m e n t fro m  the  state, b u t p o s s ib ly  w as den ied  the  D e m o c ra tic  
n o m in a tio n  fo r  the P res idency. A  fin a l cost to  im p r is o n m e n t is the  nega tive  
va lue  in d iv id u a ls  p lace  on  the loss o f  freedom .

P a rt ia lly  o ffs e tt in g  these costs o f  c o n v ic t io n  is the p o s it iv e  va lu e  o f  ro o m  and 
boa rd  p ro v id e d  “ free  o f  charge”  d u r in g  co n fin e m e n t. In  fac t, th is  p o s itiv e  
fea tu re  appears to  dom in a te  som etim es, w hen , fo r  exam p le , d runks  p re fe r 
b e in g  th ro w n  in  ja i l  to  p o u n d in g  the pavem en t in  s k id  ro w . A n o th e r 
“ p o s it iv e ”  e co n o m ic  fea tu re  o f  im p ris o n m e n t is th a t the  c r im in a l can increase 
h is  p ro d u c tiv ity  b y  le a rn in g  n e w  “ tr ic k s  o f  the trade ”  fro m  o th e r inm ates. H e  
can also m ake n e w  contacts  am ong  p risoners , lea rn  abou t “ fences”  fo r  
u n lo a d in g  s to len  m erchand ise , etc. O f  course, the  e ffe c t o f  p r is o n  on
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decreasing  le g a l earn ings and ra is in g  c r im in a l s k il ls  o fte n  is th o u g h t s o c ia lly  
undes irab le  because i t  m akes c rim e  som ew hat m ore  a ttra c tiv e  to  ex -co n v ic ts .

B e n e fits  com e in  tw o  fo rm s — m o n e ta ry  b e n e fits  and n o n -m o n e ta ry  bene fits . 
N o n -m o n e ta ry  b e n e fits  m ean the d ire c t e n jo ym e n t fro m  the  a c t iv ity ,  in  
a d d it io n  to  the “ p a ych e ck .”  P eople  d if fe r  in  th e ir  tastes and a ttitudes  to w a rd  
c r im in a l a c t iv ity  ju s t  as th e y  do  to w a rd  E lv is  P res ley  records and 
o leom arga rine . Som e peop le  a p p a ren tly  e n jo y  the  th r i l l  o f  the chase, o r 
im p re ss in g  th e ir  fr ie n d s  b y  c la im in g  to  steal f iv e  cars. P eople  w i l l  d if fe r  in  
th e ir  a ttitudes  to w a rd  v io le n c e  also. B u t th is  d iv e rs ity  is n o t v e ry  troub lesom e 
fro m  an e co n o m ic  v ie w p o in t i f  w e  can reasonab ly  assume th a t tastes 
(p re fe rences) are p re tty  constan t in  the c o m m u n ity . In  o th e r w o rd s , even 
th o u g h  y o u n g  m ales m ay  be m ore  p rone  to  c rim e , th is  has been true  a ll the 
tim e  and has been stable. I t  is  d i f f ic u l t  to  see w h y  m ales are any m ore  p rone  
to  v io le n c e  n o w  than, say, ten  years ago, so so m e th in g  else m u s t accoun t fo r  
in c rea s ing  c rim e . H o w e v e r, k n o w in g  in d iv id u a l p rope ns itie s  to  c r im e  is 
h e lp fu l i f  y o u  w a n t to  p re d ic t w h a t sector o f  the p o p u la tio n  is m os t l ik e ly  to  
c o m m it c rim es, ra th e r than  p re d ic tin g  h o w  the am oun t and types o f  c r im e  w i l l  
change in  the aggregate.

T he  m o n e ta ry  re tu rns  to  c r im e  are v a ria b le  and w i l l  im m e d ia te ly  a ffe c t the 
in ce n tive s  to  c o m m it c rim e . W h a t does the le v e l o f  re tu rns  depend upon? 
Three  fac to rs  appear im p o rta n t. O ne is the p re v a ilin g  le v e l o f  w e a lth  in  the 
c o m m u n ity . T he  r ic h e r  a c o m m u n ity  is, the m ore  goods the re  are, and the 
m ore  va lu a b le  th e y  are. T h is  m eans m ore  p ro f ita b le  th e ft. The  gross re tu rns 
to  c r im e  w i l l  be h ig h e r in  N e w  Y o rk  than  in  A la b a m a , ju s t  as th e y  are fo r  
ro b b in g  banks ra th e r than  c o o k ie  ja rs .

A  second fa c to r, c lo s e ly  associated w ith  the f irs t,  is  the  degree o f  
u rb a n iza tio n , o r  the  “ d e n s ity ”  o f  the p o p u la tio n . T he  denser the ta rge ts  to  rob , 
the m ore  o ffenses one can c o m m it pe r u n it  t im e , so re tu rns  are h ighe r. The 
m os t o b v io u s  exam p le  is p ic k  pocke ts  w h o  w o rk  in  la rge  c row ds , w ith  the 
v ir tu e  o f  lo ts  o f  ta rge ts  and a n o n y m ity , thus re d u c in g  the  p ro b a b ility  o f  
de tec tion . T he  same p r in c ip le  m akes c itie s  be tte r p laces to  engage in  c rim e  
than  ru ra l areas. A  f in a l fa c to r is the le ve l o f  p recau tions  th a t p o te n tia l 
v ic t im s  unde rtake  to  a v o id  c rim e . V ic t im s  can “ harden  ta rge ts”  b y  b u y in g  
lo cks , re n tin g  se cu rity  guards, etc., a ll o f  w h ic h  reduce the  re tu rns  to  c r im in a ls  
fo r  the am o u n t o f  t im e  invested .
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O th e r in d iv id u a ls  m ig h t com b in e  b o th  le ga l and il le g a l a c tiv it ie s  because they  
w a n t to  devo te  a lo t  o f  t im e  to  g e ttin g  incom e , so th e y  w o rk  “ p a rt t im e ”  in  
c rim e , up  to  p o in t A ,  b u t beyo nd  tha t i t  pays to  w o rk  in  le ga l a c tiv itie s . In  
fac t, som e types o f  lega l and il le g a l a c tiv itie s  are “ f r u i t f u l ly ”  co m b in e d ; fo r  
instance, s e llin g  re ta il goods a lo n g  w ith  s to len  goods acqu ired  as a “ fence ,”  o r 
b e in g  a se c u rity  gua rd  and s e llin g  “ in s id e ”  th e ft  in fo rm a tio n , o r te n d in g  bar 
w h ile  a c tin g  as a p im p .

Victims
“ B u t now he re  are the n e w  leg ions  o f  ren t-a -cops m ore  o b v io u s  than  in  
D e tro it.  T he re , som e 107 agencies su p p ly  m ore  guards to  businessm en and 
apa rtm en t houses than  the c ity  has m en on  its  5 ,200 -m an  p o lic e  fo rc e .”
- N e w sw e e k , January 10, 1973

L a s t yea r the  X Y Z  c o rp o ra tio n  chose to  lose $2.5 m il l io n  to  s h o p lifte rs , $0.8 
m il l io n  to  em p lo yee  p ilfe ra g e  and em bezz lem ent, and $0 .9  m il l io n  to  check 
fo rge rs . Sound strange? H o w  about th is — som e peop le  choose to  l iv e  in  h ig h  
c r im e  areas and ru n  the r is k  o f  v ic t im iz a t io n . S tranger s t il l?  Perhaps i t  is  no t 
so strange i f  y o u  th in k  abou t it .  O nce aga in , econom is ts  p ic tu re  the  p o te n tia l 
v ic t im s  o f  c r im e  as m a k in g  cho ices, and i f  th a t is  true , these persona l cho ices 
in flu e n c e  the  chance o f  v ic t im iz a t io n  and the size o f  the  losses. In  o the r 
w o rd s , v ic t im iz a t io n  is at least p a r t ia l ly  se lf-de te rm ined .

T he  p o in t is ea s ily  il lu s tra te d  b y  an exam p le  w h ic h  s u p e rf ic ia lly  has n o th in g  
to  do  w ith  c rim e . A  w es te rn  ra ilro a d  was e xp e rie n c in g  som e d i f f ic u l ty  w ith  
th e ir  tra in s  on  a lo n g  m o u n ta in  grade. I t  seems th a t the eq u ip m e n t was 
h e a v ily  s tra ined , in  p a rtic u la r, the  ru n n in g  gear co u ld  deve lop  “ h o t boxes”  
w h ic h  can end in  d e ra ilm e n t o f  an en tire  tra in . The re  are a nu m b e r o f  th ing s  
the ra ilro a d  m anagers m ig h t cons ide r and one o f  them  w as a h o t-b o x  de tector 
w h ic h  w as p r ic e d  at $50 ,000  a copy. T h is  co u ld  be in s ta lle d  and the tra in  
ha lte d  be fo re  the  d isaste r occu rred . B u t. . .w a s  i t  w o rth  $50 ,000? The 
m anagem ent c o u ld  o b v io u s ly  co n tin u e  ru n n in g  the  r is k  o f  d e ra ilm en t. T h e y  
had to  dec ide  i f  the  ga ins fro m  a v o id in g  occas iona l de ra ilm e n ts  exceeded the 
cost o f  the p re ve n tive  dev ice .

S im ila r ly ,  in d iv id u a ls , househo lds, and business f irm s  are c o n tin u o u s ly
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d e c id in g  h o w  m uch  to  in ves t in  p re v e n tin g  a loss fro m  c rim e . T h e y  are 
( im p lic it ly ? )  w e ig h in g  the costs and ben e fits  fro m  spend ing  m ore  o r less on 
persona l c r im e  p re ve n tio n . The  costs are a ll types o f  expend itu res  on  secu rity  
and the ga ins  take  the p e c u lia r fo rm  o f  losses fo res ta lled .

O f  course the response w o u ld  depend upo n  the scale o f  the  p ro g ra m , w h ic h  
have been p re tty  sm a ll to  date. F iv e  states, N e w  Y o rk ,  C a lifo rn ia , H a w a ii,  
M a ry la n d  and M assachusetts , have p a id  ou t $1.8 m il l io n  to  1,000 c rim e  
v ic t im s , o r  $1 ,800  pe r c rim e . B u t suppose the state o ffe re d  com pensa tion  o f  
$100 ,000  fo r  eve ry  v ic t im  o f  an assault w h o  re q u ire d  one day o f  
h o s p ita liz a tio n  o r  m ore . I t  is  easy enough  to  p re d ic t th a t w e  w o u ld  experience 
a rash o f  “ assaults”  and p o s s ib ly  even f irm s  c o u ld  sp rin g  up  th a t w o u ld  
spec ia lize  in  a d m in is te r in g  bea tings fo r  a fee. P riva te  insurance  com pan ies 
reduce th is  in c e n tiv e  w ith  a v a r ie ty  o f  dev ices, the m o s t im p o rta n t be ing  
deductib les , co insurance , m in im u m  p re v e n tio n  requ ire m en ts , and va ria b le  
p rem ium s. T he  d e d u c tib le  p ro v is io n  exc ludes som e in it ia l am oun t o f  loss 
fro m  coverage so th a t the v ic t im  bears the cost and hence s t i l l  has an in ce n tive  
to  reduce th e ft  losses. C o insu rance  requ ires  the in d iv id u a l to  pay  some 
fra c tio n  o f  each d o lla r  o f  loss. M in im u m  p re v e n tio n  standards m ean tha t 
ce rta in  p re ve n tive  expend itu res  are re q u ire d  fo r  e l ig ib i l i t y ,  fo r  exam ple , a 
b u rg la r  a la rm  system  m ay be necessary fo r  a f irm  to  acqu ire  insurance. 
F in a lly ,  insurance  p re m iu m s  can be h ig h e r p r ic e d  fo r  f irm s  and house ho lds  
w ith  heavy  losses, an a d d itio n a l in c e n tiv e  to  reduce c rim e  losses. The  net 
re su lt o f  a ll these insurance dev ices is to  sha rp ly  reduce the  tendency  fo r  
insurance  to  fo s te r m ore  c rim e .

A  D ig re s s io n  on  V ic tim le s s  C rim e  and the M a fia . A s  m e n tio n e d  e a rlie r, some 
a c tiv it ie s  are dec la red  c r im in a l tha t do n o t in v o lv e  any o b v io u s  v ic t im . Some 
consum ers are w i l l in g  to  pay  fo r  g a m b lin g , d rugs, p ro s titu te s  and o the r th ing s , 
even i f  the c o m m u n ity  in s is ts  on  o u tla w in g  them . O ne in te re s tin g  econom ic  
ques tion  is: H o w  w i l l  the  p ro d u c tio n  system  be o rg a n ize d  under these
co n d itio n s?  M a n y  p o te n tia l supp lie rs  are de terred  fro m  engag ing  in  il le g a l 
a c tiv itie s , p ro v id in g  a b a rr ie r to  e n try  fo r  “ o rg a n ize d  c r im e ”  o r the 
“ u n d e rw o r ld .”  M a n y  observers o fte n  a llege  th a t the  “ M a f ia ”  o r  “ L a  Cosa 
N o s tra ”  o r  “ T he  S yn d ica te ”  is a s in g le  m o n o p o ly  f i r m  c o n tro ll in g  the 
p ro d u c tio n  and d is tr ib u tio n  o f  som e il le g a l goods in  the  U n ite d  States. 
A lth o u g h  f irm s  are c e rta in ly  “ o rg a n ize d ”  in  these a c tiv itie s , ju s t  as in  lega l 
trades, i t  is  h ig h ly  d o u b tfu l th a t a true  m o n o p o ly  ex is ts  in  the coun try .
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C o m p e tin g  f irm s  s p r in g  up  i f  p ro f its  are ava ila b le . T he  m a jo r  source o f  
in com e  is i l le g a l b e t- ta k in g , c ru d e ly  es tim a ted  at o ve r $50 b i l l io n  a year, fo r  
a ll fo rm s  o f  g a m b lin g , le ga l and ille g a l.

C o m p e tit io n  can be som ew hat d im in is h e d  th ro u g h  v io le n c e — gang w a rfa re . 
T h is  deters e n try  and p roduces som e c o n s o lid a tio n  o f  f irm s , in  p a rt because 
any v io le n c e  in  a “ d iso rg a n ize d ”  in d u s try  arouses the  p u b lic  and the p o lic e  
aga inst the in d u s try . M u c h  o f  the  c o rru p tio n  o f  p o lic e  and p o lit ic ia n s  stems 
fro m  o rgan ized  c rim e  b u y in g  reduced de tec tion , w h ic h  decreases th e ir  costs 
o f  ope ra tion . R u n n in g  a “ house o f  i l l  repu te ”  o r a “ num bers  ra cke t”  is 
d i f f ic u l t  w ith o u t p a y in g  o f f  the p o lic e  to  some exten t. P o lice  and p u b lic  
o f f ic ia ls  have som e in c e n tiv e  to  accept b ribes  fo r  the o b v io u s  reason o f  h ig h e r 
in com e , b u t a lso because there  is n o t a u n ive rsa l fe e lin g  th a t s e llin g  g a m b lin g  
o r d rugs to  a w i l l in g  consum er is s o c ia lly  h a rm fu l. O ne m a jo r  side e ffe c t o f  
v ic t im le s s  c rim es  m ig h t be a genera l d e te r io ra tio n  o f  respect fo r  la w  p lus  a 
lo w e r  q u a lity  o f  la w  en fo rcem en t per d o lla r. T he  best exam p le  w as the 
p ro h ib it io n  o f  l iq u o r  in  the 1920s, w h ic h  spaw ned the  in it ia l “ in fra s tru c tu re ”  
fo r  o rgan ized  c rim e  and p rodu ced  a goo d  deal o f  o f f ic ia l c o rru p tio n .

The  core o f  o rgan ized  c rim e  is s u p p ly in g  il le g a l goods and services to  
coun tless num bers  o f  c it iz e n  custom ers. M u c h  o f  th e ir  revenue com es fro m  
in n u m e ra b le  p e tty  transac tions : 50 -cen t bets, quarte rs  d ropped  in to  racketeer- 
o w ned  ju k e b o x e s , sm ugg led  c igare ttes in  v e n d in g  m ach ines, the c lass ic  “ 6 - 
fo r -5 ”  loan  (2 0  p e r cent in te res t a w e e k ), o r street sales o f  n a rco tics  by  
independen t “ pusher”  u s in g  drugs im p o rte d  b y  o rg a n ize d  c rim e . In  a d d itio n , 
o rgan ized  c rim e  is in v o lv e d  in  such d ive rse  a c tiv it ie s  as e x to r tio n  and 
p ro te c tio n  packets, la b o r u n io n  racke tee ring , the c o n tro l o f  som e le g itim a te  
businesses, t ru c k  h ig h  ja c k in g , and w arehouse b u rg la ry . A c c o rd in g  to  the 
P re s id e n t’ s C rim e  C o m m is s io n  R e p o rt [8 ],  L a  C osa N o s tra  consists o f  24 
g roups in  la rge  c itie s  across the n a tio n . The  m em b ersh ip  o f  abou t 5000 i f  
e x c lu s iv e ly  I ta lia n -A m e ric a n , a lth o u g h  th e y  o fte n  w o rk  in  conce rt w ith  
c r im in a ls  fro m  o th e r e thn ic  g roups. E ach o f  the 24 groups is a “ fa m ily , ”  w ith  
m em b e rsh ip  v a ry in g  fro m  700 m em b er to  as fe w  as 20. M o s t c itie s  w ith  
o rgan ized  c rim e  have o n ly  one fa m ily :  N e w  Y o rk  C ity  has f iv e . E ach  fa m ily  
is headed b y  one m an, the  “ boss”  w h o  m a in ta in s  o rd e r in  the  p u rs u it o f  
p ro fits . B e lo w  the boss in  an “ underboss,”  a “  c o n s ig lie re ”  o r  counse lo r, 
“ ca po re g im e ”  o r ch ie fs  o f  o p e ra tin g  u n its , and at the lo w e s t le ve l are 
“ s o l id ity ”  o r  so ld ie rs . The  la rg e r g roups also have fu ll- t im e  p o s itio n s  fo r  an
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“ e n fo rce r”  and a “ co rru p te r.”  A  code o f  co n d u c t v e ry  s im ila r  to  the S ic ilia n  
M a f ia ’ s code m a in ta in s  in te rn a l d is c ip lin e , en fo rce d  b y  r itu a l,  m a te ria l 
rew ards, and v io le n ce .

The  d o m in a n t p u b lic  approach to  o rgan ized  c rim e  has been th ro u g h  in d iv id u a l 
in d ic tm e n ts  and c o n v ic tio n , ra th e r than  th ro u g h  re g u la tio n  o r  re s tru c tu rin g  
m arke ts  and business co n d itio n s . F o r  exam p le , i f  the o rg a n iz a tio n a l s tim u lus  
fo r  la rge  c r im in a l en te rp rise  is a fe w  b la c k  m arke ts  w h ic h  are “ p ro tec te d ”  
fro m  le g it im a te  c o m p e tit io n , the scope o f  o rgan ized  c rim e  c o u ld  be reduced 
b y  le g a liz in g  these goods. T h is  w o u ld  sub jec t i l le g a l f irm s  to  c o m p e tit io n  by  
le g it im a te  businessm en. I f  w e  in s is t on  m a in ta in in g  g a m b lin g  and o the r 
a c tiv itie s  as il le g a l h ow eve r, w e  m ay a c tu a lly  p re fe r  th a t these a c tiv itie s  be 
m o n o p o liz e d  b y  o rgan ized  c rim e  ra th e r than  p rodu ced  b y  c o m p e tit iv e  firm s . 
Som e o f  the  costs o f  c r im in a l a c t iv ity  are “ in te rn a liz e d ,”  w h ic h  m ig h t go 
u n n o tice d  i f  c r im in a l a c t iv ity  is decen tra lized . F o r exam p le , an in d iv id u a l 
h ig h ja c k  m ig h t k i l l  a tru c k  d r iv e r  to  e lim in a te  a p o te n tia l w itn ess , even tho u g h  
c r im in a ls  as a g ro u p  w o u ld  s u ffe r  fro m  p u b lic  ou trage  and increased p o lice  
a c t iv ity .  A  m o n o p o ly  o r trade assoc ia tion  w o u ld  d is c ip lin e  its  m em bers to  
a v o id  such costs, hence “ in te rn a liz in g ”  a cost w h ic h  w as ex te rna l to  the 
in d iv id u a l c r im in a l.  In  th is  sense, soc ie ty  m ig h t “ co n tra c t o u t”  som e o f  the 
re g u la to ry  fu n c tio n s  to  c r im in a ls  them se lves, e nco u rag in g  them  to  s tic k  to  
less dam ag ing  k in d s  o f  c rim e . O f  course, th is  a rgum en t is n o t dec is ive  in  
w h a t k in d  o f  m a rke t o rg a n iz a tio n  w e  shou ld  encourage fo r  the  in e v ita b le  trade 
in  il le g a l goods. The  c o rru p tio n  o f  p u b lic  o f f ic ia ls  associated w ith  la rge-sca le  
c r im in a l f irm s  argues fo r  enco u rag in g  decen tra lized  c r im in a l en terprise . The 
sum  o f  costs and ben e fits  m ust be w e ig h e d  fo r  a lte rn a tive  p u b lic  p o lic ie s ; ou r 
p resen t state o f  k n o w le d g e  does n o t p e rm it any c le a r-c u t es tim a tion .

T he  c o n su m p tio n  o f  one il le g a l good , he ro in , is w id e ly  c la im e d  to  be d ire c t ly  
re la ted  to  the  am oun t o f  ro b b e ry  and th e ft. D ru g  add ic ts  la rg e ly  support th e ir  
h a b it b y  s tea ling , so p resum ab ly  m ore  add ic ts  m ean m ore  c rim e . A d d ic ts , o f  
course, are s t i l l  ch oo s ing  w h ic h  a c tiv it ie s  y ie ld  the best in com e , b u t u su a lly  
th e y  canno t h o ld  le ga l jo b s  w ith  s u ff ic ie n t re m u n e ra tio n  to  supp o rt the hab it. 
T he  average h e ro in  a d d ic t m us t have abou t $40 a day w h ic h  m eans he has to  
steal abou t $160 a day because he can n o rm a lly  ge t o n ly  abou t $.25 on  the 
d o lla r  fo r  s to len  m erchand ise .

T he  scope o f  a d d ic t io n  is la rge  enough  to  generate subs tan tia l am ounts o f
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additional crime in a few o f  our largest cities, particularly in black 
com m unities. An oft-quoted statistic is that one-half o f  the crimes in New 
Y ork City are com m itted by addicts. O f course, this does not necessarily 
m ean that the same people w ould not steal even i f  they were not addicts but it 
undoubtedly adds to crime. Governm ent has responded in two general ways. 
First, they have cracked down som ewhat on the drug pushers and producers. 
This raises the cost o f  doing business and pushers and producers. This raises 
the cost o f  doing business and pushers up the price o f  heroin. Prices are 
artificially high because o f  law enforcem ent. One curious effect o f this is 
that, in the short run, addicts w ould have to steal m ore to pay the high prices. 
Apparently i f  the police ceased enforcem ent, prices w ould fall and hence 
crime will fall. O ff-setting this effect, however, is that in the long run the 
lower price w ould attract additional consum ers o f  heroin and the net effect on 
crime is not so obvious.

A second technique is that the governm ent has gone into the business o f 
giving away, free o f  m oney charge, a substitute drug called m ethadone. This 
induces some addicts to shift away from heroin, although in the long term, 
because it m akes the consequences o f  becom ing addicted som ewhat less 
disastrous, it m ay generate a larger population o f  addicts. Recently, some 
reports indicate that the drug epidemic may be peaking out. Although 
governm ent program s may be partly responsible, the dem and for heroin may 
also have fallen because the “fashion ability” o f  drug use has declined with 
more w idespread knowledge about the effects o f  addiction.

W h i te  -  c o l l a r  c r im e

As originally identified and system atically studied by Edwin H. Sutherland a 
generation ago, w hite-collar crime fell in the area o f business operations and 
represented the rather invisible violations o f  trust or violations o f  business 
regulations (especially federal regulations) by persons high enough on the 
ladder o f  m anagem ent to expedite unscrupulous tactics. A recent study o f 
w hite-collar crime by Herbert Edelhertz for the N ational Institute o f Law 
Enforcem ent and Criminal Justice (1970) revises and brings up to date the 
realistic observations about w hite-collar crime. Consequently, it seems the 
better part o f  wisdom  to deal first w ith Sutherland’s contribution and secondly 
with the findings from E delhertz’ ร research.
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Before em barking upon Sutherland’s original contribution to the identification 
o f  the problem  o f  w hite-collar crime in the U nited States, it should be noted 
that trade and business, throughout history, developed an accum ulated set o f 
“sharp practices” that forced the buyer or receiver o f  services to be alert— 
“buyer bew are” ! The buyer had to be aware o f adulterated milk, contaminated 
meat, under weighting, and m islabeling. It was the buyer, not the seller nor 
the state, who was responsible for m aking sure he received full value for the 
price he paid.

S h a r p  p r a c t i c e s  a n d  r e c e n t  r e g u la t io n s

M any o f the petty sharp practices in the U nited States declined w ith the 
developm ent o f  governm ent price-regulating and governm ent scrutiny o f 
w eights and measures. It is true, however, that m any business operations and 
transactions in the kind o f highly regulated free enterprise system that exists 
in the U nited States today still depend upon sharp practices. Businessm en 
m ust be cognizant o f  all angles o f  their operations if  they are going to service 
in a free enterprise system.

W hite-collar crime in a regulated free enterprise system  nowadays is the 
violation o f  regulations by the owner or m anagers o f  a business, that is, by 
those who are in the positions o f  determ ining procedure and policy. Clearly, 
white -collar crime in this context is not the visible cheating or falsification 
which is the concern o f  ordinary criminal laws and it is not the visible 
violations o f the regular criminal code, such as theft. It is rather the violation 
o f  business regulations, m aneuvers behind the scenes, o f  w hich the average 
citizen or even the average em ployee is unaware. It usually takes a technician 
or an expert to detect that the violations o f regulations have taken place.

In contrast to the patterns o f  behavior m anifested by m en w ith criminal 
careers (ordinary and professional) and by persons involved in organized 
crime, w hite-collar crime represents the offenses o f  business. In all 
likelihood, such a category includes owners o f  small businesses and 
shopkeepers as well as the m iddle and upper m anagem ent o f large business.

The offenses o f  businessm en that fall into the w hite-collar crime category are 
not those usually subsum ed under the regular criminal code, such as theft.
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Rather, they are actions that are counter to the regulation o f  business, both 
state and federal, such as the rules o f  the Federal Trade Com m ission, a state 
insurance com m ission or utility com m ission, the Federal Interstate Commerce 
Com m ission, the Food and D rug Administration. A nd so forth. For example, 
businessm en w ho use the reserve funds o f an insurance com pany for 
forbidden purposes; who falsify com pany books and incom e reports; who 
violate the standards o f  weight, quality, and content o f  m aterials, in food and 
drugs; who overload planes or buses and trucks— all com e under the purview 
w hite-collar crime.

One should be m indful o f  the fact that, since the Civil W ar, the U nited States 
has w itnessed an expanding regulation o f  com m erce and business, not only to 
protect the interest o f  the public but also to protect the free enterprise system. 
The regulation o f  business has responded to a recurrence o f  catastrophes 
caused by m achinations o f  businessm en. One o f  the early forms o f  regulation 
took place in the insurance field to secure the interest o f  policy holders by 
guaranteeing the fulfillm ent o f  policy contracts. There were m any disasters in 
this area. From  about 1890 until W orld W ar I, cutthroat competition, 
aggrandizem ent, and integration in business caused grave concern over the 
rapidly grow ing problem  o f  m onopoly and the threat to free enterprise.

Since the Sherman Antitrust Law, m any waves o f  public pressure in favor o f 
the regulation o f  business were directed tow ard state and federal 
governm ents. It w ould be fair to say that the U nited Stated governm ent 
regulates business to a m uch greater extent than any other m odem  democracy. 
Businessm en are subject to fewer restraints in the countries o f  W estern 
Europe, in Japan, Southeast Asia, the M iddle East, N orth and South Africa, 
and in Central and South America, than they are in the U nited Stated. The 
result is that the consum er in the U nited States is more likely to get goods and 
services o f  standard quality and at the lowest possible price than in any other 
country in the world. He is more likely to pay less for w hat he buys than in 
any other country o f  the world.

W h i te  -  c o l l a r  c r im e  d e f in e d

Edwin H. Sutherland, A m erican sociologist and crim inologist, made the first 
system atic effort to identify and explain w hite-collar crime. He defined 
w hite-collar crime as “a violation o f  criminal law  by a person o f  the upper
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socioceonom ic class in the course o f  his occupational activities.” He claims 
further that w hite-collar crime is m ainly a violation o f  trust. These violations 
o f  trust largely fall into two m ain types: First, m isrepresentation; and second, 
duplicity. The first type is akin to fraud or swindle; the second type is a 
double cross. The essential principle in the double cross is that while seeming 
to act for the good o f  his clients, the professional or businessm an fleeces 
them. For exam ple, a m em ber o f  the board o f  directors o f  a corparation may 
have know ledge that the corporation needs a certain piece o f  property. He 
buys this piece o f  property and sells it to the corporation at a very 
considerable m ark-up; yet he as a director is charged w ith the responsibility o f  
looking after the interests o f  the corporation. In Sutherland’s words:

W hite-collar crim inality in business is expressed m ost frequently in the form 
o f  m isrepresentation in financial statem ents o f  corporations, m anipulation in 
the stock exchange, com m ercial bribery, bribery o f  public officials directly or 
indirectly in order to secure favorable contracts and legislation, 
m isrepresentation in advertising and salesm anship, em bezzlem ent and 
m isapplication o f  funds, short weights and m easures and m isgrading o f  
com m odities, tax fraugs, m isapplication o f  funds in receivership and 
bankruptcies. These and many others are found in abundance in the business 
world.

T h e  e v id e n c e  f o r  w h i te  - c r im e

The evidence for the w idespread existence o f  w hite-collar crime is not to be 
found in ordinary police records or in the records o f  criminal courts. Only 
once in a while does a violating business official run afoul o f  the police and 
the criminal court. The evidence for w hite-collar crime that transcends the 
visibility o f  ordinary cheating practices o f  small m erchants is to be found 
principally in the investigations and hearings before special bureaus and trade 
com m issions that have been given the responsibility o f  regulation o f  business. 
Sutherland says:

W hite -Collar crimes are very prevalent in present A m erican society. No 
index or rate o f  w hite-collar crimes has been officially constructed, but their 
prevalence has been shown abundantly in m any industries by congressional 
and other investigations o f  banking, insurance, investm ent trusts, the stock 
market, receiverships and bankruptcies, public utilities, railways, shipping,
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m unitions, oil, lumber, m ilk, meat, tobacco, and flour milling. The 
prevalence o f  w hite-collar crimes can be readily appreciated by anyone who 
reads a few o f  the current annual reports o f  the Federal Trade Com m ission 
and other com m issions which have the responsibility o f  regulating business. 
M oreover, it is easy for 2 person to learn a good deal about w hite-collar crime 
m erely by asking intimate friends, “W hat crooked practices are prevalent in 
your business or in the industries w ith w hich you deal in your business?” The 
m anufacturers o f  practically every class o f  articles used by human beings 
have been involved in legal difficulties w ith these com m issions w ith more or 
less frequency during the last thirty years, including the m anufactures o f  the 
surgical instrum ents w ith w hich an infant may be assisted into the world, the 
bottle and nipple from which he may secure his food, the m ilk in his bottle, 
the blanket in w hich he is wrapped, the flag w hich the father displays in 
celebration o f  the event, and so on throughout life until he is finally laid away 
in a casket w hich was m anufactured and sold under conditions w hich violated 
the law.

Even two generations ago illegal and criminal practices in business operations 
were featured in the early investigations o f  regulatory bodies:

The Federal Trade Com m ission in 1920 reported that com m ercial bribery was 
a prevalent and com m on practice in m any industries. In certain chain stores, 
the net shortage in weights was sufficient to pay 3.4 percent on the in 
vestm ent in those com m odities. O f the cans o f ether sold to the Army in 
1923-1925, 70 percent were rejected because o f im purities. In Indiana, during 
the sum m er o f  1934, 40 per cent o f  the ice cream sam ples tested in a routine 
m anner by the D ivision o f  Public H ealth were in violation o f  the law. The 
Com ptroller o f  the Currency in 1908 reported that violations o f  law were 
found in 75 per cent o f the banks exam ined in three m onths’ period. Lie 
detector tests o f  all em ployees in several Chicago banks, supported in almost 
all cases by confessions, showed that 20 per cent o f  them  had stolen bank 
property. A public accountant estim ated, in the period prior to the securities 
and Exchange Com m ission, that 80 per cent o f  the financial statements o f 
corporations were misleading. James M. Beck said, “D iogenes w ould have 
been hard put to it to find an honest m an in the W all Street w hich I knew as a 
corporation law yer” (in 1916).
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Financial loss to the public
T he  f in a n c ia l loss in c u rre d  b y  the  p u b lic  because o f  w h ite -c o lla r  c r im e  is 
perhaps gra te  than  the loss fro m  a ll o the r c rim es co m b in e d , and i t  m ig h t even 
be g rea te r than  loss to  the p u b lic  th ro u g h  in e ff ic ie n t  o r  c o rru p t gove rnm en t. 
Som e idea  o f  th is  m ay be g leaned fro m  m a te ria l presented b y  S u the rland.

T he  f in a n c ia l loss to  soc ie ty  fro m  w h ite -c o lla r  c rim es  is p ro b a b ly  g reater than  
the  f in a n c ia l loss fro m  b u rg la rie s , robbe ries , and la rcen ies  c o m m itte d  by  
persons o f  the  lo w e r  soc ioecon om ic  class. T he  average loss pe r b u rg la ry  is 
less than  one hund red  d o lla rs , a b u rg la ry  w h ic h  y ie ld s  as m u ch  as f i f t y  
thousand  d o lla rs  is e xce e d in g ly  rare , and a m il l io n -d o lla r  b u rg la ry  is 
p ra c t ic a lly  u n k n o w n . O n  the o the r hand, there m ay be severa l m il l io n -d o lla r  
em bezz lem en ts  reported , in  one year. E m bezz lem en ts , ho w e ve r, are 
p ecca d illoe s  com pared  w ith  the la rge-sca le  c rim es  c o m m itte d  by  
co rpo ra tion s , in ve s tm e n t trusts , and p u b lic  u t i l i t y  h o ld in g  com pan ies; reports  
o f  f i f ty - m i l l io n -d o lla r  losses fro m  such c r im in a l b e h a v io r are b y  no means 
unco m m on .

White -  collar crime sidesteps the courts
A lth o u g h  w h ite -c o lla r  c r im e  is n o t repo rted  and dea lt w ith  as is o rd in a ry  
c r im e , the re  is no  reason to  c la im  th a t i t  is n o t rea l c rim e . A c c o rd in g  to  
S u the rland , w h ite -c o lla r  c r im e  is d e f in ite ly  a v io la t io n  o f  c r im in a l law s. The 
c r ite r io n  th a t w h ite -c o lla r  c r im e  canno t le g a lly  be cons ide red  c rim e  because i t  
is  n o t p rosecu ted  in  a c r im in a l c o u rt and the persons in v o lv e d  are n o t fo u n d  
g u ilty  o r  co n v ic te d  b y  a c r im in a l c o u rt is n o t s ig n if ic a n t fo r  the purposes o f  
c r im in o lo g ic a l s tudy.

I t  is true  th a t w h ite -c o lla r  c r im e  com es to  the  a tte n tio n  o f  a d m in is tra tiv e  
boards, bureaus, and com m iss io n s  charged w ith  the re s p o n s ib ility  o f  
re g u la tin g  business a c tiv itie s . M u c h  o f  the w o rk  o f  these agencies deals w ith  
d e fin ite  v io la t io n s  o f  ru les  and re gu la tions . I f  m os t o f  the cases o f  v io la tio n s  
re v ie w e d  b y  these specia l re g u la to ry  bod ies w e re  b ro u g h t be fo re  c r im in a l 
courts , th e y  w o u ld  p ro b a b ly  lead to  d e fin ite  c o n v ic tio n s . Such b e h a v io r is 
c r im in a l,  even i f  i t  m anages to  a v o id  the c r im in a l cou rt. G angsters, 
racketeers, and p ro fe ss io n a l c r im in a ls  are u s u a lly  ab le  to  a v o id  arrest and
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sentence. T he  pe rpe tra to rs  o f  w h ite -c o lla r  c r im e  are lik e w is e  able to  deve lop  
im m u n ity  to  c r im in a l c o u rt ac tion . I f  th is  im m u n ity  takes w h ite -c o lla r  c rim e  
o u t o f  the  ca tego ry  o f  c r im in a l b e h a v io r, then  i t  shou ld  a lso take  p ro fess io na l 
c r im e  and o rg a n ize d  c rim e  o u t o f  the ca tegory  o f  c r im in a l b e h a v io r. L a s tly , i t  
appears th a t w h e n  re s p o n s ib ility  fo r  v io la t io n  is  sough t, i t  is  l ik e ly  to  be 
p in n e d  on  one person w ith in  a business o r co rp o ra tio n . A c tu a lly ,  the re  are 
m any  persons w h o  are accessory to  w h ite -c o lla r  c rim e , p ro fe ss io n a l c rim e , 
and o rg a n ize d  c rim e . S om etim es i t  is  true  in  w h ite -c o lla r  c r im e  as i t  is  in  
o rgan ized  and p ro fe ss io n a l c rim e , and, to  the c r im in o lo g is t,  w h ite -c o lla r  
c rim e , l ik e  m ost c rim es, in v o lv e s  accessories, associates, and confederates. 
F ro m  such lines  o f  reason ing  S u the rland  conc ludes th a t w h ite -c o lla r  c r im e  is 
e ssen tia lly  l ik e  c r im e  in  the lo w e r  classes, w h ic h  is m ore  o fte n  repo rted  and 
dea lt w ith  o f f ic ia l ly . ”

Lots of crime but little prosecution
In  the e a rly  fo rtie s  S u the rland  s tud ied  in  d e ta il the dec is ions  m ade b y  va riou s  
fede ra l agencies in v o lv in g  70 co rpo ra tions . H e  faced  the  p ro b le m  o f  
e s ta b lish in g  th a t these v io la t io n s  fo r  the m os t p a rt had a ll the  cha rac te ris tics  o f  
c r im in a l b e h a v io r, a lth o u g h  o n ly  a sm a ll num be r fo u n d  th e ir  w a y  to  courts. 
The  o pe n in g  w edge, a cco rd in g  to  S u the rland , to  d iffe re n t ia l trea tm en t o f  the 
v io la t io n s  o f  b ig  businessm en cam e w ith  the Sherm an A n t it ru s t  A c t  and was 
assisted fu r th e r  b y  the am endm ents th a t set up the Federa l T rade  C o m m iss io n  
la w , the C la y to n  L a w , and severa l o thers. These and subsequent law s enabled 
businessm en to  be dea lt w ith  ou ts ide  the  c r im in a l courts. C o nsequ en tly , th e ir  
v io la t io n s  do  n o t ca rry  the  s tigm a  th a t com es fro m  b e in g  dea lt w ith  as a 
c r im in a l in  a cou rt, a lth o u g h  th e y  are le g a lly  and s o c io lo g ic a lly  c r im in a l in  
nature . T he re  seems to  be m uch  less s tigm a  attached to  w h ite -c o lla r  c rim e  
than  to  any o the r k in d  o f  v io la t io n , in c lu d in g  ju v e n ile  d e lin q u e n cy , w h ic h  
soc ie ty  has tr ie d  to  dea l w ith  in  an u n s tig m a tize d  w a y  th ro u g h  specia l courts  
and spec ia l p ro b a tio n . S u the rland  says:

A n  ana lys is  w as m ade o f  the dec is ions  b y  cou rts  and co m m iss io n s  aga inst the 
seven ty  la rges t in d u s tr ia l and m e rca n tile  co rp o ra tio n s  in  the  U n ite d  States 
un d e r fo u r  types o f  law s, nam e ly , a n titru s t, fa lse a d ve rtis in g , N a tio n a l L a b o r 
R e la tio n s , and in fr in g e m e n t o f  patents, c o p y r ig h ts , and tradem arks. T h is  
resu lted  in  the  f in d in g  th a t 547 such adverse decusu ibs gad beep anadem  w u tg  
as average o f  7.8 dec is ions p e r c o rp o ra tio n  and w ith  each c o rp o ra tio n  h a v in g
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at least 1. A lth o u g h  a ll o f  these w e re  dec is ions  th a t the b e h a v io r was 
u n la w fu l,  o n ly  49  o r 9 pe r cent o f  the  to ta l w e re  m ade b y  c r im in a l cou rts  and 
w e re  is fa c tio n  dec is ions th a t the  b e h a v io r w as c r im in a l.  S ince no t a ll 
u n la w fu l b e h a v io r a c r im in a l,  these dec is ions can be used as a m easure o f  
c r im in a l b e h a v io r o n ly  i f  the  o the r 498 dec is ions can be show n  to  be dec is ions 
th a t the b e h a v io r o f  the co rp o ra tio n s  w as c r im in a l.

Th ree  dec is ions  aga ins t the seven ty  co rp o ra tio n s  und e r the  pa ten t la w  and one 
und e r the c o p y r ig h t la w  in c lu d e d  aw ards o f  such a d d it io n a l dam ages and on 
tha t accoun t w e re  c la s s if ie d  in  the ta b u la tio n  o f  dec is ions  as ev idence  o f  
c r im in a l b e h a v io r o f  the co rpo ra tion s . T he  o the r dec is ions , 74 in  num ber, i t  
rega rd  to  in fr in g e m e n ts  w e re  c la s s if ie d  as n o t co n c lu s ive  ev idence  o f  c r im in a l 
b e h a v io r and w e re  d iscarded. H o w e v e r, in  20 o f  these 74 cases the  dec is ions 
o f  the c o u rt c o n ta in  ev idence  w h ic h  w o u ld  be s u ff ic ie n t to  m ake a p r im a  fa x  
case in  a c r im in a l p rosecu tion ; ev idence  outs ide  these dec is ions  w h ic h  m ay  be 
fo u n d  in  genera l d e sc rip tions  o f  p rac tices  re g a rd in g  patents, c o p y rig h ts , and 
tradem arks , ju s t if ie s  a b e l ie f  th a t a v e ry  la rge  p ro p o rt io n  o f  the  74 cases d id , i t  
fac t, in v o lv e  w i l l f u l  in fr in g e m e n t o f  p ro p e rty  r ig h ts  and m ig h t w e ll have 
resu lted  in  the  im p o s itio n  o f  a p e n a lty  i f  the in ju re d  p a rty  and the c o u rt had 
approached the b e h a v io r fro m  the  p o in t o f  v ie w  o f  c rim e .

T he  p re ce d in g  d iscuss ion  has show n  th a t these seven ty  co rpo ra tion s  
c o m m itte d  crim es a cco rd in g  to  473 adverse dec is ions, and a lso has show n 
th a t the c r im in a lity  o f  th e ir  b e h a v io r was n o t m ade o b v io u s  b y  the 
c o n v e n tio n a l p rocedures o f  the  c r im in a l la w  b u t w as b lu rre d  and concealed 
b y  spec ia l p rocedure . T h is  d if fe re n t ia l im p le m e n ta tio n  o f  the  la w  as app lied  
to  the c rim es  o f  co rpo ra tion s  e lim in a te s  o r at least m in im iz e s  the s tigm a  o f  
c rim e . T h is  d iffe re n t ia l im p le m e n ta tio n  o f  the la w  began w ith  the  Sherm an 
a n titru s t la w  o f  1890. A s  p re v io u s ly  described, th is  la w  is  e x p lic it ly  a 
c r im in a l la w  and a v io la t io n  o f  the la w  is a m isdem ea nor no  m a tte r w h a t 
p rocedure  is used. The  cus tom ary  p o lic y  w o u ld  have been to  re ly  e n tire ly  on  
c r im in a l p ro se cu tio n  as the m e th o d  o f  en fo rcem ent. B u t  a c le v e r in v e n tio n  
w as m ade in  the  p ro v is io n  o f  an in ju n c tio n  to  en fo rce  a c r im in a l la w ; th is  was 
n o t o n ly  an in v e n tio n  b u t w as a d ire d tre ve rsa l o f  p re v io u s  case la w . A ls o , 
p r iv a te  pa rties  w e re  encouraged b y  tre b le  dam ages to  en fo rce  a c r im in a l la w  
b y  su its  in  c iv i l  courts . In  e ithe r case, the de fendan t d id  n o t appear in  the 
c r im in a l c o u rt and the fa c t th a t he had c o m m itte d  a c r im e  d id  n o t appear in  
the face o f  the proceed ings.
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T he  Sherm an a n titru s t la w , in  th is  respect, becam e the  m o d e l in  p ra c t ic a lly  a ll 
the subsequent p rocedures au th o rize d  to  deal w ith  the c rim es  o f  co rpo ra tions . 
W h e n  the F edera l T rade  C o m m is s io n  b i l l  and the C la y to n  b i l l  w e re  
in tro d u c e d  in  C ongress, th e y  con ta ined  the c o n ve n tio n a l c r im in a l p rocedures 
these w e re  e lim in a te d  in  c o m m itte e  dec is ions, and o th e r p rocedures w h ic h  d id  
n o t ca rry  the  ex te rna l sym bo ls  o f  c r im in a l process w e re  substitu ted . The 
v io la tio n s  o f  these la w s  are c rim es, as has been show n  above, b u t they  are 
trea ted  as th o u g h  th e y  w e re  n o t c rim es, w ith  the  e ffe c t and p ro b a b ly  the 
in te n tio n  o f  e lim in a tin g  the s tigm a  o f  c rim e .

I f  a c iv i l  f in e  w e re  subs titu ted  fo r  a c r im in a l fin e , a v io la t io n  o f  the an ti truss 
la w  w o u ld  be as t ru ly  a c r im e  as i t  is  now . T he  th in g  w h ic h  w o u ld  be 
e lim in a te d  w o u ld  be the s tigm a  o f  c rim e . C o nsequ en tly , the  s tigm a  o f  c rim e  
has becom e a p e n a lty  in  its e lf,  w h ic h  m ay  be im pose d  in  co n n e c tio n  w ith  
o th e r pena ltie s  o r  w ith h e ld , ju s t  as i t  is  poss ib le  to  co m b in e  im p riso n m e n t 
w ith  a f in e  o r  have a f in e  w ith o u t im p riso n m e n t. A  c iv i l  f in e  is a f in a n c ia l 
p e n a lty  w ith o u t the a d d itio n a l p e n a lty  o f  stigm a.

T he  m e th o d  o f  c r im in a l p ro se cu tio n  in  en fo rcem en t o f  the Sherm an an ti truss 
la w  has v a r ie d  fro m  one p re s id e n tia l a d m in is tra tio n  to  ano ther. I t  has se ldom  
B een used in  the  a d m in is tra tio n  o f  the  pres iden ts  w h o  are p o p u la r ly  appra ised 
as f r ie n d ly  to w a rd  business, n am e ly , M c K in le y ,  H a rd in g , C o o lid g e , and 
H o o v e r

B usiness m en  su ffe re d  th e ir  greatest loss o f  p res tige  in  the  depress ion  w h ic h  
began in  1929. I t  w as p re c ise ly  in  th is  p e r io d  o f  lo w  status o f  business m en 
th a t the m o s t strenuous e ffo rts  w e re  m ade to  en fo rce  the  o ld  la w s  and enact 
n e w  la w s  fo r  the re g u la tio n  o f  business m en. T he  a p p ro p ria tio n s  fo r  th is  
purpose w e re  m u lt ip l ie d  severa l tim es  and persons w e re  se lected fo r  th e ir  
v ig o r  in  a d m in is tra tio n  o f  the law s. O f  the 547 dec is ions  aga ins t the seventy 
co rp o ra tio n s  d u r in g  th e ir  l i fe  careers, w h ic h  have averaged abou t fo r ty  years, 
63 pe r cent w e re  rendered in  the p e r io d  1935-43, th a t is d u r in g  the  p e r io d  o f  
the lo w  status o f  business m en.

W h ite -c o lla r  c r im e  is  s im ila r  to  ju v e n ile  d e lin q u e n cy  in  respect to  the 
d iffe re n t ia l im p le m e n ta tio n  o f  the la w . In  b o th  cases, the procedures o f  the 
c r im in a l la w  are m o d if ie d  so th a t the s tigm a  o f  c r im e  w i l l  n o t a ttach to  the
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o ffende rs . The  s tigm a  o f  c r im e  has been less c o m p le te ly  e lim in a te d  fro m  
ju v e n ile  de lin q u e n ts  than  fro m  w h ite -c o lla r  c r im in a ls  because the procedures 
fo r  the fo rm e r are a less com p le te  departu re  fro m  c o n v e n tio n a l c r im in a l 
p rocedures, because m os t ju v e n ile  de lin quen ts  have n o t o rgan ized  to  p ro tec t 
th e ir  goo d  nam es. Because the ju v e n ile s  have n o t been success fu lly  freed  
fro m  the s tigm a  o f  c rim e , th e y  have been g e n e ra lly  h e ld  to  be w ith in  the 
scope o f  the  theo ries  o f  c r im in o lo g y  and in  fa c t p ro v id e  a la rge  pa rt o f  the 
data fo r  c r im in o lo g y ; because the ex te rna l sym b o ls  have been m ore  
success fu lly  e lim in a te d  fro m  w h ite -c o lla r  c rim es, w h ite -c o lla r  c rim es have 
g e n e ra lly  n o t been in c lu d e d  w ith in  these theories.

Effect of prestige and power as deterrents to prosecution
G ra n tin g  the  ex is tence  o f  v a ria tio n s  in  the im p le m e n ta tio n  o f  the  la w s  as 
a p p lie d  to  bus inessm en in  the co n d u c t o f  th e ir  business, S u the rland  ca lls  
a tte n tio n  to  the  fac to rs  b e h in d  these irre g u la r it ie s  th a t accoun t fo r  th e ir  
ex istence. F irs t o f  a ll, bus inessm en have p res tige  and h ig h  soc ia l status. 
S econd ly , th e y  are ab le  to  exe rt g rea t pressure b y  p ropaganda  and lobb ies  to  
p re ve n t the  enactm ent o f  law s th a t w o u ld  b r in g  th e ir  ope ra tions  und e r g reater 
s c ru tin y  and c o n tro l. T h ird ly ,  the  v io la t io n s  o f  businessm en fo u r is h  
un im p eded  fo r  the  m os t p a rt because the v ic t im s  o f  such ope ra tions  are w eak. 
T h e y  do n o t possess the  in fo rm a tio n  necessary fo r  successfu l p rosecu tion . 
T h e y  are n o t o rgan ized  to  cha llenge  a c o rp o ra tio n , a lth o u g h  th e o re tic a lly  the 
la w  g ives  th e m  such a r ig h t. C onsequen tly , the re  is no  o rgan ized  p u b lic  to  
com ba t w h ite -c o lla r  c rim e . T he  o n ly  agencies th a t can com ba t i t  are the 
re g u la to ry  bod ies, w h ic h  do  n o t hand le  the v io la t io n s  as crim es.

Black - marketing
D u r in g  W o r ld  W a r I I  and e a rly  p o s tw a r m on ths, w h e n  ra tio n in g  and p rice  
c o n tro ls  w e re  in  e ffe c t, la rge -sca le  v io la t io n s  occu rred  in  m a rke tin g  
procedures w h ic h  on  the one hand p a rto o k  som ew hat o f  the na ture  o f  w h ite -  
c o lla r  c r im e  and on the o the r som ew hat o f  the na tu re  o f  b o o tle g g in g  
ope ra tions. T he  reason fo r  say ing  th is  is tha t p r ice  and ra t io n in g  v io la tio n s  
w e re  c o m m itte d  la rg e ly  b y  the p u b lic  ra th e r than  b y  gangsters o r  racketeers 
and th a t these v io la t io n s  co n s titu te d  an i l l i c i t  t ra f f ic  w ith in  a regu la ted  
econom y.
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A ccording to Leon H enderson, criminal racketeers had little place in the black 
m arket. U nlike bootlegging o f  the prohibition era, the under w orld gangster 
or m obster was an alm ost negligible factor in the A m erican black m arket o f 
the w ar and early postw ar period.

The basic conditions that caused the growth and spread o f  black-m arket 
operations in w hich consum ers, producers, distributors, and retailers 
participated were shortages in goods, regulations and price fixing, and excess 
purchasing power. O f course, the moral factor had to be overcome. There 
were, to be sure, certain industries that were very m uch more vulnerable to 
black-m arketing than other industries. That is, the opportunities to operate 
black m arkets were very m uch more possible in certain industries than in 
others. Closely organized industries, such as steel, tires, and drugs were 
observed to be relatively free o f  price and rationing violators, where as illegal 
prices and violations o f  rationing controls were rife in such loosely connected 
industries as foods, cars, and testiness. Perhaps the m ost crem ation and most 
publicized black m arket during the w ar operated in the m eat industry. In the 
early part o f  the war, it was estim ated that a very large proportion o f  the meat 
supply w ent into illegal channels. There was an instance or two o f  a racketeer 
w ith underw orld connections who were into the black m arket as a big 
operator, but the vast, vast m ajority o f  black m arketers in m eat were the 
farmers and sm all-town butchers at one end o f the line and butcher shops in 
the cities at the other.

A ccording to Clinard, the m ajor types o f  black-m arket activities consisted o f 
over ceiling price violations, evasive price violations, rationing violations 
(including theft and counterfeiting o f  ration currency), violations o f rent 
ceilings, and record-keeping and reporting violations. H ow ever these 
activities w ere not unique to the regulated wartim e econom y set up by the 
OPA. Several o f  them  were sim ilar to violations o f  regulations o f  other 
wartim e agencies such as the W ar Production Board. B lack-m arket violations 
were very sim ilar to the ordinary peacetim e violations o f  businessm en that 
come before adm inistrative agencies such as the Federal. Trade Commission. 
Finally, black-m arket activities in some instances also violated laws that had 
been established before the war. Such violations included income-tax 
evasion, illegal diversion o f  sugar, deterioration o f  food quality, and 
counterfeiting o f  currency. The similarity to w hite-collar crimes is very 
striking.
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The sample soundings and estim ates o f  the extent o f  black-m arket violations 
in their retail and pre retail aspects alone, during the reign o f  OPA (1942- 
1947), were quite staggering and probably should be considered as exceeding 
the estim ates o f  ordinary property crimes. I f  consum ers’ violations and 
com plaints against landlords were added, there w ould be a terrific excess o f 
volum e o f  black-m arket activities over reported and unreported property 
violations.

A ction against black-m arket offenses ranged all the way from adm onitions to 
criminal prosecution in court. M ost o f  the action was adm inistrative, such as 
suspension o f license, treble damage suits, and injunctions. O ut o f  259,966 
actions taken against non consum ers (m ainly businessm en) from am ong over
I ,  000,000 O PA investigations, only 13,999 were turned over to federal courts 
and 5,127 to local courts. O f 13,915 federal criminal prosecutions completed,
I I ,  600 were convicted; and o f  those convicted, 2,970 received imprisonm ent, 
and the rem ainder received only a fine and probation or suspended sentence. 
Com pared w ith the sentence received by property offenders in felony courts, 
Clinard thought that black-m arket businessm en got o ff very lightly. Since 
businessm en considered probation or suspended sentence equivalent to 
exoneration and really were not hurt financially by paym ent o f  fines, Clinard 
believed that the small num ber o f  com m itm ents to penal institutions had a non 
deterrent effect on black-m arket activities. He discovered that the 
businessm en really feared a prison sentence, not only because o f  the stigma 
but also because o f  the loss o f  business; yet this was the sentence, not only 
because o f  the stigm a but also because o f the loss o f  business; yet this was the 
sentence they received m ost infrequently. U nquestionably, black-m arketing 
am ong businessm en is the type o f  crime, like w hite-collar crime and 
organized crime, that is sensitive to strong m easures o f  enforcem ent and 
conviction and unlike m ost forms o f  conventional crime and affiliated 
problem s, such as drug addiction, chronic alcoholism, abnorm al sex offenses, 
vagrancy, and gam bling addiction, responds to deterrent measures.

A lthough the great m ajority o f  people in the United States supposedly favored 
price and rationing controls during the war (sam ple studies revealed 80 to 97 
percent), the governm ent and the public were w illing to overlook the offenses 
against wartim e price controls and rationing and to overlook the offenses 
against wartim e price controls and rationing and to categorize violating

I  'าcไvô2.ÎL& T U



36

businessm en differently from violators o f  the ordinary crim inal code. Perhaps 
the reason for such exem pt consideration is that the public did not want to be 
hard on its over com petitive businesses and the governm ent did not want to 
discourage production during the emergency. A lthough their offenses are 
crime in a legal sense, such offenses seen not to be considered as inimical to 
the public w elfare as are the older kinds o f  crime. A fter all the U nited States 
has had very lim ited experience in attem pting to outlaw  bad business 
practices and to control business, and it is too early in our sociopolitical 
developm ent to expect the public to look upon the butcher w ho upgrades meat 
to get a higher price in the same light as it looks upon a thief, a check forger, 
or a robber.

P o s t lu d e  to  t h e  b l a c k  m a r k e t

In January, 1949, in the United States, บ. ร. News reported that the “era o f  the 
black-m arket and the gray-m arket is definitely ending,” based on reports from 
Detroit, N ew  York, and Chicago. “Sheet steel, a few popular m akes o f 
autom obiles, and leases to apartm ents are about the only items that buyers 
will still pay prem ium s to g e t....
The buyer, not the seller, is calling the tune again in the บ . ร .” W ith the 
lifting o f  wartim e price regulations and the availability o f  m aterials, supplies, 
and consum ers goods, the basic need for a black m arket has disappeared and, 
w ith it a chapter in the crim inological history o f the U nited States'

H ow ever, the black m arket is a threat to a dem ocracy and to a free-enterprise 
system during a period o f  em ergency controls and regulations. Although we 
had some regulation during the Korean War, we had inflation rather than the 
black m arket. It appeared also that our econom y then was able to provide for 
the w ar w ithout a noticeable sacrifice in consum ers goods. In an all-out war, 
strict regulation o f  business, com m odities, services, and quotas for consumers 
will undoubtedly be instituted. The black m arket will then return to the 
A m erican scene unless businessm en develop their own pressures for 
com pliance w ith regulations in the meantime and public opinion forges a 
solid front against nonconform ing consumers.
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T h e  o r ig in a l  c o n t r o v e r s y  a b o u t  w h i te  -  c o l l a r  c r im e

In the early fifties a controversy developed between H artung and Burgess 
about w hether w hite-collar crime and black m arketing were really crime in 
the sociological sense. H artung contended that w hite-collar crime (and black 
m arketing) should be considered, sociologically, as crime ju s t as any other 
kind o f  crime. Burgess m aintained that OPA violators did not conceive o f 
them selves as criminal and neither did the public; that the Em ergency Price 
Control A ct o f  1942 and the Second W ar Powers Acts suddenly transform ed 
form er business practices into crimes; that the public, the governm ent, and the 
press made no concerted effort to condem n OPA violations and to stigmatize 
them  as burglars, roger, forgers, and so forth; that large segm ents o f  the public 
participated in the black-m arket practices (just as they did in bootlegging in 
the tim e o f  prohibition); that only a small fraction o f OPA violators received 
prison sentences, which were light com pared with sentences for ordinary 
property crimes. H artung made the rejoinder that in his researches he found 
‘considerable evidence that OPA violations and the public both considered 
OPA violations to be crim inal” : that the OPA controls were not a sudden 
descent upon businessm en, since business regulation has existed for several 
generations; that rationing and ceiling prices were the only sudden 
innovations o f  OPA regulations; that public opinion studies indicated that the 
public defined OPA violations as criminal; that there is some doubt as to 
w hether w hite-collar Crimes do receive m uch lighter sentences at the hands o f 
the courts. B urgess’ concluding com m ent on H artung’s rejoinder was that a 
criminal sociologically “is a person w ho regards h im self as a criminal and is 
so regarded by society, “and the OPA violator does not m eet this test. At one 
point in his statem ent on OPA violators, Clonard said, “they generally regard 
them selves as ‘offenders’ against the law” (he does not say criminals). At 
another point, he stated that “m ost o f  these violations w ere not looked upon as 
crimes by businessm en, although they actually were and should be treated 
sociologically as criminal acts.”

The second part o f  the original controversy about Sutherland’s contribution 
had to do w ith the application o f his own differential association theory to 
w hite-collar crime. It will be recalled that Sutherland insisted upon a theory 
which could explain crime, independent o f  personality factors, no m atter 
w hether it was com m itted in the upper or lower classes. In the second edition



38

o f this book, the author insisted that such a theory w ould not be valid. “W hite 
- collar crime and OPA violations cannot be explained w ithout a personality 
com ponent, a differential response or readiness to break over the lives o f  
com pliance. Som ething subjective m ust help the violator succumb to the 
current and confronting black-m arket activities, and som ething m ust help the 
non violator reject black-m arket practices.” The author also raised the 
question as to w hether w hite-collar crime, as a special order o f  crime, might 
not need an explanation peculiar to it, rather than to fit it into a general 
explanation o f all crime. In the same vein o f  thought, it is possible that 
gam bling, drug addiction, murder, auto theft prostitution, burglary, check 
writing, etc., m ight need their own specific explanations, as specific orders o f 
behavior.

R e v is io n is t  o b s e r v a t io n s

The recent effort by Edelhertz to update the original thinking about white- 
collar Crime has been referred to carrier in this chapter. His study was does 
under the auspices o f  the N ational Institute o f  Law Enforcem ent and Criminal 
Justice. First o f  all, Edelhertz broadens the definition and scope o f white- 
collar crime. W hereas Sutherland viewed white-collar crime prim arily as 
violations o f  regulatory codes by upper-class businessm en it positions o f trust, 
Edelhertz claim s that w hite-collar crime is “an illegal or series o f  illegal acts 
com m itted by nonphysical m eans and by concealm ent or guile, to avoid the 
paym ent or loss o f  m oney or property, to obtain m oney or property, or to 
obtain business, or personal advantage. The modus operandi is the important 
factor. “W hite-collar crime is democratic. It can be com m itted by a bank 
teller or the head o f his institutions. He can be the destitute beneficiary o f  a 
poverty program  who is told to hire a w ork group and puts fictional workers 
on the payroll so that he can appropriate their w ages.”

A lthough Edelhertz, as others before him, found it practically impossible to 
get valid indicators o f  the extent or the cost o f  w hite-collar crime he claimed 
with good reason that the U nited States has w itnessed and “expanded 
vulnerability to white-collar crime because o f changes in our econom ic and 
social environm ent.” Inter alia, he m entioned “the w eakening o f certain 
safeguards which were built into the m arketing and distribution patterns o f  an 
earlier age, and w hich retained m uch o f their vitality only 20 year ago.” In 
particular, he called attention to the following developm ent which have
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facilitated the spread o f w hite-collar crime: Retail sales are now an
“essentially faceless” transaction, transactions between business or within a 
business have become com puterized, quick obsolescent o f  products, the 
pressure on credit agencies to m eet the dem ands for nonessentials on the part 
o f  the “have notes,” the increase in tax evasion, increased affluence making it 
possible for fiduciaries to violate the terms o f  their frusta, etc.

Edelhertz developed a list o f  “com m on elem ents” w hich are likely to be found 
in all w hite-collar crime.
A: Intent to com m it a w rongful act or to achieve a purpose inconsistent with 
law or public policy.
B: D isguise o f  purpose or intent.
C: Reliance by perpetrator on ignorance or carelessness o f  victim.
D: A cquiescence by victim  in what he believes to be the true nature and 
content o f  the transaction.
E: Concealm ent o f  crime by-----
1. Preventing the victim  from realizing that he has been victim ized, or
2. Relying on the fact that only a small percentage o f  victim s will react to 

w hat has happened, and m aking provisions for restitution to or other 
handling o f  the disgruntled victim , Or

3. Creating o f  a deceptive paper, organization or transactional fagde to 
disguise the true nature o f  what has occurred.

C a te g o r i e s  o f  w h i te  -  c o l l a r  c r im e

One o f  the m ost im portant contributions in the Edelhertz study his 
classification o f  specific w hite-collar crimes. This is the first tim e that a 
com plete catalogue o f  w hite-collar violations has been com piled classified 
variously into four basic categories:
Crimes by persons operating on an individual, ad hoc basis.

Crimes in the course o f their occupations by those operating inside business, 
governm ent, or other establishments, in violation o f  their duty o f  loyalty and 
fidelity to em ployer or client.

Crimes incidental to and in furtherance o f business operations, but not the 
central purpose o f  the business.
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W hite-collar crime as a business, or as a central activity.

One should make note o f  the fact that Edelhertz goes far beyond Sutherland’s 
focus on violations o f  trust by businessm en in positions o f  trust. As a m atter 
o f  fact, E delhertz’ร coverage em braces forgery, fraud, and em bezzling by 
em ployees as well as swindles and illegal financial m aneuvers by 
businessm en.

G o v e r n m e n t ’s A t t e m p t s  a t  C o n t r o l

As will be rem em bered from the study o f  the com plaining process, violations 
and thefts by em ployees o f  businesses are not readily reported and seldom 
come to the attention o f the police or courts. Consequently, the non-business 
aspects o f  w hite-collar crim e— one m ight say the em ployee aspect o f  white- 
collar crime, lead to very few arrests and prosecutions. This is in part due to 
the effect such action w ould have on the m orale o f  the general run o f 
em ployees in any large office, store, or plant.

The violations o f  executives in their transactions and procedures o f handling 
business are likewise ficult to discover, to investigate, and to prosecute. 
However, several federal agencies as well as a very small num ber o f  state 
agencies have prim ary concern for dealing with the violations o f  various 
codes by business executives. One would probably be correct in asserting 
that the m ajority o f  violations o f  businessm en go undetected and 
unprosecuted. Perhaps the one form o f  w hite-collar crime w hich is the most 
readily subject to investigation and prosecution is incom e-tax fraud.

As stated previously, the federal governm ent has m any regulation agencies 
w ith investigation units w hich usually act on com plaints from com petitive 
businesses discovering the violations. But few o f  these violations, after 
confirm ing investigations, reach the courts. They are handled by measures 
such as assessm ent o f  treble dam ages or an order to cease and desist 
operations for a year. O f all the federal regulatory bodies, undoubtedly the 
A ntitrust D ivision o f  the U nited States D epartm ent o f  Justice, next to the 
Internal Revenue Service, has the clearest entry into w hite-collar crime o f any 
o f the other investigation units o f  the so-called regulatory agencies

It is well know n that the prosecution o f  businessm en’s crim es is ever more
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difficult than investigation. Prosecution o f  such cases is not only com plicated 
and tim e-consum ing but, in m any instances, seems to beyond the com petence 
o f prosecutors in m any federal and county courts. It appears to be quite 
difficult to evaluate or assess the com plications o f  a case, even after 
investigation. Is there a provable violation? And, finally we should mention 
that there is frequently an overall unwillingness on the part o f  the public to 
hold business executives responsible. Hence, w hite-collar crime o f 
businessm en m ost frequently “sidesteps” the law.
The President’s Com m ission on Law Enforcem ent and the Adm inistration o f 
Justice, however, came to the conclusion that the greater use o f criminal 
sanctions m ight help the public realize the seriousness o f  the problem  o f 
w hite-collar crime and that the use o f  im prisonm ent for violating business 
executives m ight have a deterring effect.

Criminal sanctions may help to educate the public to realize the seriousness o f 
m isconduct w hich is not on its face abhorrent, yet their indiscrim inate use an 
areas w here public opinion has not crystallized may seriously w eaken the 
condem natory effect o f the criminal law. Im prisonm ent m ay be unnecessary 
for purposes o f  rehabilitation and incapacitation, although very effective as a 
deterrent.

Here as elsew here our present system operates to a great extent in the dark in 
seeking im provem ents. We rely largely on our basic notions o f  fairness and 
com m on-sense expectations about how certain classes o f  people will react to 
the threat o f  criminal penalties. The enorm ous stake our society has in the 
fair and effective operation o f  its tax system has led to some close analysis o f 
w hat results in com pliance, but even here there is no general agreem ent about 
what the levels and form o f  enforcem ent should be. Rather than dealing with 
a single concept o f  w hite-collar crime, we need to study different kinds o f 
fenders and offenses separately to see w hat they do and do not have in 
com m on w ith each other. W e need to know  w hether an apparently 
perm issive approach to business crimes in fact encourages street crime 
through disrespect for law, desire for revenge, or other m otives, since no valid 
determ ination o f  the econom ical level o f  enforcem ent can be made without 
such inform ation on secondary effects. We need enlightenm ent on such 
crucial questions as the extent to w hich a criminal conviction unaccom panied 
by jail is likely to be an effective deterrent. On the basis o f  such inform ation 
it will becom e possible for public officials and the public itse lf to confront, as
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they have not yet done, the perplexing issues in dealing w ith this group o f 
crimes and offenders.

W h i te  -  c o l l a r  c r im e  in  o t h e r  c o u n t r i e s

It could very readily be contended that, w ith the exception o f  a very limited 
num ber o f  European countries, the Am erican consum er is more likely to 
receive the correct quality and quantity o f  the articles he buys than the 
purchasers o f  foods, goods, and equipm ent in m ost countries o f the world. 
And he purchases his goods at a m ore reasonable price (relative to money 
evaluation). Very few countries have tried as valiantly to establish controls 
over the quality and quantity o f  goods sold on the open m arket to the 
consumer. In other words, the consum er is likely to get better value for his 
m oney when buying m erchandise, foods, and m edicines, in the U nited States 
than in m ost other countries o f  the world. In many countries, there is 
downright cheating and falsification in drugs, foods, and supplies, even so the 
extent o f getting powdered chalk for aureom yacine at a very high price from a 
reputable pharm acy. It is still “buyer bew are” in m ost o f  the world. The 
U nited States has led the way now  for alm ost one hundred years, in bringing 
about control over the m anufacture and distribution o f  products.

It is probably true that m ost countries o f  the w orld have no white-collar crime 
am ong business executives because they do not have appropriate regulations 
and regulatory agencies. However, a recent news report indicates that “white- 
collar” crime has appeared in the E urope’ร Com m on M arket, w hich has tried 
to regulate the distribution o f  farm products.

Having produced its own bureaucracy, its own tariffs and a plan for its own 
currency, E urope’s Com m on M arket was bound to inspire its own kind o f 
crime. That has now appeared in the form o f  a neat type o f  sm uggling that 
Enrocrats callagro- fraud. The illegal activity costs the European Economic 
Com m unity some $10,000,000 a year.

In 1949 a new  type o f  crime was brought to the attention o f  law  enforcem ent 
w hen Professor Edwin H. Sutherland defined white collar crime as “a crime 
com m itted by a person o f  respectability and high social status in the course o f 
his [or her] occupation. The definition o f white collar crime has since been 
expanded to include people o f  lower status. It is an illegal act or series o f
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illegal acts com m itted by nonphysical means and by concealm ent or guile, to 
obtain m oney or property, to avoid the paym ent or loss o f  m oney or property, 
or to obtain business or personal advantage.

For a successful prosecution, law enforcem ent officials m ust show that one or 
more crim inal statutes have been violated. They m ust prove an illegal activity 
rather than concentrating on the offender.

It is im portant, therefore, for officers to understand how white collar crimes 
are com m itted. K nowing the identity o f  the perpetrator o f  a fraud is not 
enough. The law enforcem ent officer m ust be able to understand, explain, 
and show conclusively how and why the activities are illegal. In this portion 
o f  the chapter, we look at two types o f  white collar crime and demonstrate 
their com plexity and ffaudulence. Ponzi, or pyram id, schem es and the 
laundering o f funds are only two exam ples o f  the briberies, kickbacks, 
payoffs, bankruptcy, credit card, check, consumer, and insurance frauds that 
occur each year.

D e f in i t io n  o f  l a u n d e r i n g

A1 Capone, the infamous gangster o f the 1920s, is said to have am assed a 
fortune o f  $20 m illion in ten years through bootlegging and gambling. Yet 
when Capone was sentenced to 11 years in prison in 1931, it was for income 
tax evasion. The conviction o f  Capone taught other organized crime members 
an im portant lesson: money not reported on an income tax return is money 
that cannot be spent or invested w ithout risk o f  detection and prosecution.

Because m ost m oney collected by organized crime is from illegal sources, 
such as loan- sharking, prostitution, gam bling, and narcotics, criminals are 
reluctant to report the income or its sources on tax returns. Before spending 
or otherwise using these funds, they m ust give the m oney an aura o f  legality. 
This conversion is know n as laundering. To com bat organized crime 
successfully, law  enforcem ent officials m ust understand how  money is 
laundered.

T h e  l a u n d e r i n g  o f  m o n e y  b y  o r g a n iz e d  c r im e

At the end o f  the 1800s, m ost money earned by the A m erican underworld was
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gained through extortion, blackmail, and dock racketeering. By the 1920s, 
most came from bootlegging, and some believe that Prohibition supplied 
organized crime with the funds and skills to operate multimillion-dollar 
ventures. “Organized crime is an estimated $100 billion-a-year untaxed 
business operated by groups ranging from motorcycle gangs, to Asian drug 
triads, to the Italian Mafia.
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