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To our better angels: Let’s fix this.




The only genuine, long-range solution for what has happened lies in an attack—mounted at every level—upon the conditions that breed despair and violence. All of us know what those conditions are: ignorance, discrimination, slums, poverty, disease, not enough jobs. We should attack these conditions—not because we are frightened by conflict, but because we are fired by conscience. We should attack them because there is simply no other way to achieve a decent and orderly society in America.

—PRESIDENT LYNDON JOHNSON, July 27, 1967

Poverty is the only crime society cannot forgive.

—JOURNALIST JUNIUS HENRI BROWNE, 1869

There are other types of crimes of rapidly growing prevalence that are not only menacing to society in and of themselves, but which can fan the flames of violent crimes by the poor and are, to an ever increasing degree, responsible for them.

—ROBERT M. MORGENTHAU, on white-collar crime, 1969

Mortgage fraud is bank robbery without a gun.

—ANN FULMER, 2010
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Prologue


1991

In the early evening on July 17, seventeen-year-old Julia Parker was sitting on the hood of a car at the corner of Pennsylvania and Dumont in East New York when a gunman walked up, crouched behind her, and fired a shot into her head. She was taken to Brookdale Hospital, the same hospital where she was born, and pronounced dead.

Everyone was sure Julia was killed because she’d talked to the police about a friend of hers who was killed four days before. A detective said if he was her friend’s killer, “I would probably do the same thing. It’s very effective.”

“My daughter didn’t say a thing to police,” said Julia’s mother, Nancy Arlequin, believing, as everyone else did, that this is why her daughter was dead. She was defending her daughter’s street-honor to the unknown killer, and doing what she could to protect her remaining family.

That year, 116 people were murdered in East New York. More than three decades later, forty-three of the murders, including Julia’s, remained unsolved.
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The Destruction of East New York



1966–1969

The night was clear and warm when ten young men, all white, gathered in the East New York section of Brooklyn on July 21, 1966. They were members of a loosely knit group calling themselves SPONGE. They were the Proud Boys of their day. The name stood for Society for the Prevention of Negroes Getting Everything (or “n*****s,” depending on who was listening), a racist witticism currently making the rounds. Led by the red-haired James McMenemon, known as Sandy, and his younger brother John, a.k.a. Johnny Reb, SPONGE members converged on Frank’s Restaurant, located just before the apex of the triangle formed by Livonia and New Lots Avenues, to make what would become their last stand.

It was a fitting location. The triangle was a famous location in East New York, and a favorite hangout of a local neighborhood gang, the New Lots Boys, who counted a number of SPONGE guys among their ranks. Frank’s was their place, and one of the few remaining white holdouts in what had increasingly become a Black neighborhood over the last ten years. The SPONGE guys were there to heckle Mayor John Lindsay, who was meeting with local leaders about growing racial unrest. While Lindsay was inside discussing how they could ease the tension, SPONGE members carrying signs surrounded the place shouting, “Two, four, six, eight, we don’t want to integrate.” The number of picketers soon grew to thirty-five. Although the police hadn’t been alerted to Lindsay’s visit, word got out and a police detail of twenty-five cops were sent to keep order. Lindsay left without incident, but the boys didn’t come to chant slogans and go home. They wanted something to happen. The crowd continued to grow.

When a group of Black young men and boys came up from Warwick Street and made their way down New Lots Avenue the SPONGE mob charged. The patrolmen were able to stop them, but this was a more organized protest than they’d realized. Shots were fired. As kids ran in all directions, the police were pelted with rocks from above. They’d later find caches of bricks, bottles, and Molotov cocktails stashed on the roofs.

The crowd now numbered more than one hundred. A code 10-13 was sent for Dumont and Ashford Streets. Officer needs help. The cops who rushed to the scene found an eleven-year-old Black boy named Eric Dean lying in the street. His aunt, who’d heard shots, had seen her nephew clutch his stomach and collapse. He was just there to see the mayor, she said. Eric Dean was pronounced dead at Brookdale Hospital a few hours later.

Three more 10-13s were called in that night as the fighting spread and continued. Over one thousand officers eventually swarmed the neighborhood. Days later the NYPD would send out a memo titled “Unusual Disorder: 75th Precinct.”

Frank Fauci, the owner of Frank’s Restaurant, told reporters there hadn’t been any “real trouble” with the Black people who’d moved into the neighborhood, “until last week when they bombed a cab service where the white kids used to hang out.” From his point of view the trouble only began when Black residents fought back against ongoing resistance to their presence in Brooklyn. “The SPONGE kids?” Frank continued. “Oh, they’re just boys. There are about twenty of ’em and there’s no real harm in them. They’re just kids.” According to one SPONGE member, “The Negroes are breaking us up, and trying to throw us out of the neighborhood. We’re standing our ground and we’re not leaving.” The police report would say the crowd had grown to two hundred.

Two days after Eric Dean was murdered, Mayor Lindsay brought together twenty-four-year old SPONGE leader James McMenemon, thirty-five-year-old Vincent Jones, who was Black, and Robert Benjamin, a twenty-nine-year-old, who was Puerto Rican. Lindsay got the three men to shake hands and agree to a truce. “I understand Mr. Jones has a lot of friends,” McMenemon said, “and he seems to be a nice fellow. I’ll talk to my friends and he’s going to talk to his friends.”

Although Lindsay’s gathering was credited with calming things down, another meeting entirely was responsible. After learning what had happened, a few of Lindsay’s aides gathered to discuss how to respond. It was the first year of the Lindsay administration, and “We were still novices in a lot of ways,” Sid Davidoff, administrative assistant to the mayor, remembered. Dr. Frank C. Arricale, director of New York City’s Youth Board, had told them that morning that he knew a guy who knew Albert and Larry Gallo, mobsters who had ties to the Genovese crime family. Let me see if the Gallos would be willing to have a word with the SPONGE kids, he said. They might not care what the police say, but they weren’t going to ignore the Gallo brothers. It was an outrageous idea, but everyone agreed. Lindsay, however, was not consulted.

East New York was essentially under martial law, but the police issued Albert Gallo a pass. We don’t need the heat, Gallo told McMenemon. This is going to stop, right? When a member of SPONGE replied with a racial slur he was slapped to the ground. What choice did McMenemon have? SPONGE, who’d always been considered attention-craving posers in the neighborhood, was no longer a problem for the Lindsay administration.

The next day, when Lindsay gathered them in City Hall to meet with Black and Puerto Rican representatives, “We had a very different meeting than we would have had.” Lindsay would later defend Arricale from fierce criticism when word got out about how he’d addressed the situation.“You can’t always deal with people who are leaders in the Boy Scout movement. Sometimes you must call upon individuals with fairly rough backgrounds.”

“I would have sent the devil in if I thought it would have worked,” Davidoff says of their decision. “We were in unchartered territory, but one thing we knew was the police were not going to solve it. They always say the police are your first line of resistance. It’s actually your last line.”

Seventeen-year-old Ernest Gallashaw, a Black boy, was later arrested for Dean’s murder. Fauci was relieved. “Just think if it had been a white boy,” who had pulled the trigger. But Ernest Gallashaw hadn’t killed Eric Dean. Dean’s case was added to the growing list of unsolved murders in East New York, and it remains a cold case to this day.

Reverend Joseph Judge, of Our Lady of Mercy Church, said, “The whites in East New York have to get over the idea that this place is theirs.” It’s our home too. Another big problem, he said, was a lack of community organization. But East New York was brimming with community groups. Within weeks of the brawl, Frank Rivera and William Wright formed the United Negro and Puerto Rican Front (which was quietly investigated by the NYPD, who had a tendency to see community activists as a possible threat). SPONGE and those who shared their views not only objected to the influx of Black residents, but also to the many Puerto Rican families who were moving in.

East New York would simmer for the rest of the summer as helicopters hovered over the neighborhood during the day and a beefed-up police presence roamed the streets at night.

It hadn’t always been like this. East New York wasn’t perfect. Like every other neighborhood in New York, there were bad parts of town. The mob was in East New York. But they were more of a danger to each other than to their neighbors. For the most part.

Just a few years before racists had converged on Frank’s Restaurant, East New York had been a thriving community of working-class and middle-class Jewish, German, and Italian immigrant families and their descendants. It was the kind of place where all the moms in the neighborhood banded together to make sure you had dinner every night when your father lost his job. In 1948, Frederick Heidenreich, the son of German immigrants, published a memoir called Old Days and Old Ways in East New York. He described how the neighborhood grew from a “small cluster of farms to a community of modern homes, churches, and schools,” which still preserved “the best elements of suburban character.”

It was also a neighborhood on the way up. When actor Danny Kaye’s family moved to East New York from Williamsburg, they were surrounded by a lively and prosperous group of doctors, lawyers, dentists, and musicians. As far as the Kaye family were concerned, they’d arrived. For Jan Goldberg, who came to East New York in 1957 from Brownsville, the move to the Linden Houses was a step up. “It was like we moved to Heaven.” It was a feeling shared by many of his neighbors. When Jeff Eisenberg’s parents heard about the new middle-income housing in East New York (built by the New York City Housing Authority), they packed up their basement apartment in East Flatbush, also in 1957, and moved into the same projects, where Jeff began “a wonderful, wonderful childhood. It couldn’t have been much better. It was a great upbringing in great surroundings.”

“Those projects were a city unto themselves,” said Steven Lang, who also grew up in the Linden Houses. And every building was “a neighborhood within a city,” Goldberg added. Ira Cutler, whose grandmother bought a home across the street, made many friends in the projects. “There were hundreds and hundreds of kids in each building and on each block,” he said. When school was out kids ran through the halls, knocking on doors to ask if their friends could come out to play. From morning until night in the summertime, and after school the rest of the year, if they weren’t playing in the fields at George Gershwin Junior High, dozens of kids were always hanging out in front of the buildings, playing football, softball, or a street game called Ringolevio. “Everyone knew tons of people,” Ira said, and many remain friends to this day.

Then, in the 1960s, everything changed. It happened so quickly. It felt as if “the neighborhood was ruined overnight,” Ira recalled. Jeff’s mother was mugged. Ira was mugged. Eric Dean was murdered. On the day of Martin Luther King Jr.’s assassination, before they sent the kids home from Thomas Jefferson High School, administrators asked the football team to patrol the halls, protecting the students from possible protesters. “By 1970, you couldn’t walk down the street,” said Barry Kestenberg, who grew up in the projects. By that time, the families of Jan, Jeff, Ira, Steven, and Barry were gone. Like many others in the neighborhood, they fled the place that had once been a blissful and protected paradise.

How did East New York transition from a thriving neighborhood of German, Italian, and Jewish immigrants to a declining and neglected African American and Hispanic neighborhood where children were shot and killed? Many factors contributed. “We all knew somebody who went off to Vietnam and either didn’t come back or came back a shell,” said Steven Lang. Then heroin and other drugs started to appear. The lives of people “who were shining stars … were ruined by drugs,” Steven continued. For some, their “lives ended because of drugs,” adding, “Friends of mine robbed my house.” But two racist financial practices that had ramped up in the fifties and sixties, blockbusting and redlining, were the ultimate triggers. Brokers would convince white homeowners that if Black families moved into their neighborhood schools would go downhill, crime would rise, and property values would fall. They’d parade a Black family down the street to scare white homeowners into selling cheap, then sell the homes to struggling African Americans at inflated prices and pocket the difference. Blockbusting leveraged racial prejudice for profit. Once a neighborhood became predominately Black (or Puerto Rican), banks would literally draw red lines around the neighborhood boundaries, term everyone living within high credit risks, and automatically disqualify them for mortgages, credit, and other financial services.

Still, in the late sixties, East New York was not yet wholly lost, and two historic pieces of legislation passed in 1968 promised to be as important as the 1965 Voting Rights Act and the answer to the decline. Together they would put an end to housing discrimination, redlining, and blockbusting, and make it easier for low-income families to find a decent home. In the same year that African American sanitation workers held up signs declaring “I am a man,” because it was something that still needed to be said, it looked as if the arc of the moral universe might actually be bending toward justice.

Black and Puerto Rican families who moved into well-cared-for homes left behind when white families fled began building safe, family-oriented enclaves. Walter Thabit, a city planner who’d been hired in 1966 to revitalize the area, wrote, “It would be incorrect to suggest that East New York must be raised from the dead. Much of the area is attractive; thousands of families live in the community with a certain amount of harmony, grace, and satisfaction.” East New York needed help, certainly, but it was also full of opportunity. “The two-family homes are modest in size, but structurally sound. They provide Negro and Puerto Rican families of modest means with the chance to own their own home and establish a middle-class life for themselves and their children.”

East New York was still a lovely neighborhood, and not everyone wanted to take up arms against the new neighbors. When long-time East New York activist and community leader Vivian Bright moved to Pennsylvania Avenue in the 1960s, she and her husband were the first Black family on her block and their white neighbors brought casseroles to welcome them. There was still a chance to turn it all around, and reason to believe they could.

The next year, Julia Arlequin brought her twenty-year-old daughter Nancy back to East New York; she had sent her to Puerto Rico a few years earlier for hanging out with the wrong crowd and getting into trouble. Things had quieted down. The danger was passing. In the small corner of East New York, where’d she’d made their new home, Julia’s other daughter was about to have a baby. It was time for Nancy to rejoin the family and help with the new arrival.



The FHA Scandal


1967–1968

Across America, greed was igniting. When an idea’s time has come, it usually comes to more than one person. All over the nation, the pieces of an immoral scheme were firing up in the minds of a particular kind of predator, one who now couldn’t wait to begin. They were going to get rich. And they couldn’t lose.

A long history of horrific events had lined up just right to allow the design for the perfect financial crime to arise. In the 1960s, after more than three centuries of racism, riots convulsed the nation as Black citizens fought back against discrimination, police brutality, racial profiling, redlining, unemployment, poverty, assassinations, and countless other injustices that invaded almost every corner of their lives. Riots in Los Angels in 1965 led to thirty-four deaths, more than a thousand injured, and over a thousand buildings damaged or destroyed. Despite the toll, the riots continued. During the summer of 1967, more than 150 uprisings erupted across the United States, leading to at least eighty-three deaths.

The very word “riot” was part of the problem, a misdirection. It not only shifted the focus away from the underlying causes—racial injustice and the violence routinely inflicted upon people of color in America—it sidestepped responsibility for doing anything about them, and justified the continued use of violent measures in those communities. The uprisings were not senseless eruptions, but rebellions in the truest sense of the word.

“We want freedom,” the Black Panthers demanded in their Ten-Point Program. We want the basic civil rights accorded to every other American, including “decent housing fit for the shelter of human beings.” How can you set out in life from a vermin-infested home without heat or hot water, and a roof coming down on your head?

All around the country that summer, civil disobedience spread. In response, President Lyndon Johnson, who aspired to a Great Society without poverty and racial injustice, established what came to be known as the Kerner Commission to study the uprisings. “What happened?” Johnson asked. “Why did it happen? What can be done to prevent it from happening again and again?” “Find the truth,” he demanded. Why are people “rioting”?

That fall, the assistant secretary of the Department of Housing and Urban Development (HUD) and commissioner of the Federal Housing Administration (FHA), Philip Brownstein, gave a speech to a large group of FHA employees. He was sure the FHA could play a unique and crucial role in addressing the needs that drove what they all saw happening across the country. In the bureaucratic world of housing and mortgages, it was the come-to-Jesus speech of a lifetime.

Like all Americans, Black Americans just wanted to participate in the country’s dazzling and “unparalleled abundance,” he told them. They just “want a chance.”

“I am asking you and every employee of FHA to enter into a new crusade,” he beseeched them. We’re going to improve housing conditions for the poor and resurrect the inner city. It was going to be their “greatest and most urgent responsibility,” their “principle reason for existence in 1967.”

“We have got to recognize that stimulating a flow of mortgage funds into the inner city, yes, even the slums … is an FHA mission of the highest priority.” Oh and by the way, “You should work at this task as though your job depended on it—because it may.” Up until then, like the banks, the FHA was redlining the inner cities and they would not insure mortgage loans there. This would end, or else.

The push was on. President Johnson would soon give Brownstein almost everything he needed to accomplish this new mission.

The Kerner Commission presented their report to Johnson in February. Why are Black people rebelling? Their conclusion was breathtakingly simple. America is a racist country. “Segregation and poverty have created in the racial ghetto a destructive environment totally unknown to most white Americans … White institutions created it, white institutions maintain it, and white society condones it.”

According to Johnson’s committee, among the most serious problems, in a long list of them, were the police, unemployment, and housing discrimination. Racism in America was so bad and so systemic, that only a “compassionate, massive, and sustained” effort could even begin to address it.

Looking back at the decade of Alabama governor George Wallace’s refrain, “segregation now, segregation tomorrow, segregation forever,” it’s hard to imagine that anyone would quibble with the commission’s conclusion. But Johnson balked. Fred Harris, a member of the Kerner Commission, would later tell an NPR reporter, “It hurt his feelings. He had done more against poverty and racism than any president in history.” But Johnson had asked them to find the truth, and “That’s what we did,” Harris said. Johnson thought the uprisings were the work of outside agitators, and he tried to prevent the report from being released. But the concept of “outside agitators” would become yet another way to delegitimize the rebellions. These were not civil rights activists from the neighborhoods where the uprisings occurred, many claimed, but bad actors from elsewhere who came to stir up trouble. When the Washington Post published a leaked draft, most of the country balked too. The Voting Rights Act had been passed. Segregation had been made illegal. There were white people marching with Martin Luther King Jr. America had fixed the problem. The “riots” are not our fault, white America thought.

Martin Luther King Jr. called the report a “physician’s warning of approaching death, with a prescription for life.” He was assassinated one month later. Another one hundred uprisings followed. Within a week, Johnson signed a bill that he’d been trying to get passed for two years: the Civil Rights Act of 1968, also known as the Fair Housing Act. It addressed housing discrimination, redlining, blockbusting, and other civil rights issues raised in the Kerner Commission’s report, and what many felt was the more immediate problem, riots (as they were referred to historically). But the takeaway was fair housing. To this day, no one calls it the Civil Rights Act of 1968. It’s the Fair Housing Act. With it there would be no more discrimination. Everyone would have a decent place to live, and everyone would live where they chose.

The New York Amsterdam News, the most widely read Black newspaper in New York City, took it all with a grain of salt. “It is meaningful and shows progress, although we always wonder why we must cheer for rights that should be ours at the outset by virtue of our birth.” Warning also that it would be “both cruel and dangerous to raise the expectations of Americans who are trapped … to believe that the new legislation will have any immediate impact on housing conditions or restrictive housing practices.”

Of all the problems cited by the commission’s report, housing discrimination must have seemed like the one there was some hope of rectifying. It could be solved with money, with infrastructure. Providing fair housing would be a walk in the park compared to police reform, particularly since most people in America didn’t believe the police were really a problem. And if housing was taken care of, if we remove this justified grievance, it would calm things down and other reforms would naturally flow from there. At the signing ceremony, Johnson declared “that fair housing for all—all human beings who live in this country—is now a part of the American way of life.” Meanwhile, federal troops brought in to put down uprisings continued to occupy Black neighborhoods.

Fifteen days after signing the Fair Housing Act into law, President Johnson nominated Anthony J. Travia to a seat on the U.S. District Court for the Eastern District of New York. Travia was a longtime resident of East New York, which was exactly the sort of inner-city neighborhood Brownstein and Johnson hoped to turn around. He was confirmed by the Senate two months later.

On a hot summer morning in August, Johnson put his signature on the bill that laid out exactly how he would bring decent homes to the poor, the Housing and Urban Development Act of 1968 (usually referred to as the HUD Act). For Johnson, who had announced he would not be running for reelection, the two pieces of legislation would be the last major acts of his presidency, and his final shot at giving rise to his Great Society. Of the two acts, this one was the most important to him. “Today, we are going to put on the books of American law what I genuinely believe is the most farsighted, the most comprehensive, the most massive housing program in all American history.”

It could have been. The timing seemed so right. Democrats and Republicans were relatively united about the need to help low-income families buy a decent home, but they didn’t agree about what the housing programs should look like. Until the uprisings they had no real impetus to come to an agreement quickly. But now the country was in outright, inescapable racial turmoil and the Black community was no longer taking it lying down. A substantial number of voters appeared to favor fair housing, and they certainly didn’t want more rebellion. Senators on both sides of the aisle recognized they had to do something. The HUD Act passed the Senate 67–4, and without debate.

Then, just as many had come together for a brief moment to try to address centuries of racial injustice, violence, and despair, bankers and other white-collar workers immediately saw the incredible gift Johnson and Congress had just dropped in their laps.

Harry and Rose Bernstein, the owners of the Eastern Service Corporation, one of the largest mortgage banks in New York, invited Federal Housing Administration (FHA) appraiser Edward Goodwin up to their office to pick up keys for a couple of buildings they wanted him to look over. Goodwin didn’t know how to respond. This was not how appraisals were done. There were procedures in place, forms to fill out. But Herbert Cronin, his boss and the chief underwriter, had okayed it. The FHA underwriter evaluates mortgage applications and decides whose loan is going to be insured. The underwriter’s word was law and the chief underwriter had just said to Goodwin, it’s fine. Go talk to them. Goodwin didn’t have far to travel. The FHA and Eastern Service offices were in the same building in Hempstead, Long Island.

“I hear you’re going into Brooklyn,” Harry announced when Goodwin walked in. That was unexpected. Cronin had only just told Goodwin the week before that he was being assigned to Brooklyn. We’ve got plans for Brooklyn, Harry told him before sitting down for a long talk. The following Monday Cronin asked how it went with the business of the keys. “No problem,” Goodwin answered.

Harry and Rose Bernstein, well aware of the FHA’s new crusade, took one look at the details of the recent legislation and immediately grasped the criminal possibilities. Brooklyn’s East New York, and neighborhoods like it, was the perfect target. It had high numbers of just the kind of victims they were looking for.

The Bernsteins knew they couldn’t lose because the government, a dependably racist nation, and those who were trying to do something about it had inadvertently united to help them. Exploiting hope, it turns out, was going to be very good business.
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1969–1970

Shoe merchant John Pitkin was a master of reinvention. In 1835 he imagined he could turn the quaint Brooklyn town he’d just bought into a glittering metropolis, one that would rival the mighty Manhattan. To begin, he changed the name of his town from New Lots to East New York, as if to announce that there was now another New York, just across the river. He built a shoe and boot factory, established his town’s first newspaper, and had maps made to help families and businesses find their way to paradise. Two years into his efforts the financial Panic of 1837 ended his fantastic dreams.

Pitkin did just fine. Three months after the banks had run out of gold and silver, he had a plan B. In a letter printed in a local newspaper and addressed to “Mechanics, Artisans, and Manufacturers,” he now pronounced East New York economical. “Extravagance and luxury have had their day.” But these days the “humble and industrious man will seek to accommodate himself to the times.” Land was cheap here. So were building materials. For the kind of outlay that wouldn’t have gotten you anything the year before, one could now build a home and a business, “almost within hail of the greatest market in America.” Become a proprietor in East New York, he wrote. We have already built what “may be justly called” a “beautiful manufacturing district.” Everything is ready and waiting for you to set up shop.

After announcing the many businesses that would prosper in East New York, he put out an appeal to the workers, an appeal that would be heard for the next one hundred years. Here, “a poor man may purchase in a healthy country, with delightful water, and ocean air, a lot of ground,” and for a great deal less than what they’d pay for “a miserable hovel” in Manhattan, “crowded also under the same roof with so many as to endanger life.” There “is nothing more certain,” than that the labor of the honest, hardworking poor would always be welcome in East New York.

The first to be intrigued were the Germans. They came, they bought, they built homes, churches, factories, and stores. From then on, as wave after wave of immigrants came to America—Italians, Polish, Irish, Jewish, and others—some would find their way to East New York and thrive. Pitkin had not oversold his dream. Surrounded by green hills to the north and the lush Jamaica Bay to the south, East New York became an almost enchanted place where you could arrive with nothing and work to build something. Everyone had a chance. Pitkin eventually sold most of the lots he once owned, but he kept a few for himself, including a large parcel along a block now called Wyona Street. He died in 1874.

By the time Nancy Arlequin came home, East New York had expanded to 5.6 square miles. The rolling hills to the north now included some of the largest cemeteries in New York, and to get to Jamaica Bay you had to pass through landfills piled with garbage and the buried bodies from decades of mob hits. Far away enough from Manhattan, where the people with money lived, East New York was seen as just the right spot for a city dump. By 1970, over 160,000 people were living in East New York. Roughly two thirds of the residents were white, and the remaining third were Black and Hispanic. Tension between the races would rise and fall, but just as the immigrants had in Pitkin’s day, each minority group managed to build a safe space in East New York. It didn’t mean life was easy outside their community, but for Nancy and her neighbors, life in their corner was magical.

Mayor John Lindsay and others had recognized the growing housing problem in East New York, where redlining and blockbusting, now illegal due to the Fair Housing Act, had taken a toll, and they’d begun to take steps to do something about it. Among those steps was an affordable housing plan called the Vest Pocket and Rehabilitation Program. Congress had approved President Johnson’s Model Cities program, which would distribute funds to improve conditions in inner cities, but they hadn’t yet come up with the money. Lindsay hoped to get some of those federal funds. The Vest Pocket program was his way of giving New York a “head start” toward fixing the housing situation.

To come up with a plan for East New York, Lindsay hired city planner Walter Thabit. Thabit had a history as an activist. The founder of Planners for Equal Opportunity, an organization that strove to steer city planning toward social justice, Thabit was already working with Lower East Side residents to block the city’s plans to demolish a huge swath of their neighborhood. He was a perfect, if daring, choice.

At the first planning meeting of what would ultimately be called the East New York Housing and Urban Planning Committee, twenty-seven-year-old Black activist Leo Lillard was elected chairman. Thabit would meet with the committee and wider community members every Wednesday night for over four months. He would later write, “They need help but are not helpless.” In the beginning, as far as the community was concerned, Thabit was just like anyone else. “It takes a riot to get you down here, and after the fuss dies down you disappear and leave things as they were.” Before he could raise the topic of housing they hit him with a barrage of demands. “We need a health center or a hospital.” “When are we going to get the swimming pool we were promised?” There aren’t enough recreation centers for our children, or schools. They didn’t just have a housing problem, they tried to explain, they had a services problem. The list of what they called out for was long, and the need was desperate. Hundreds of people attended, Frank Rivera among them, and over thirty community groups joined them for at least four meetings, while many others were approached and interviewed for their input. Thabit needed to earn their trust, but he was up to the challenge. He would do whatever he could to address all their issues, but it would be housing first.

To begin to identify which areas had the greatest housing need, Thabit hired people to walk around surveying East New York. They were asked to count the abandoned buildings and empty lots and write down their thoughts. “Parts of East New York suggest death,” was one man’s contribution.

“I felt a heavy mood of deterioration,” wrote another. “It was as if you could actually see the motion of decay.”

And still another survey read, “I was very disturbed by this area, which at this stage of my planning career, I imagine I should be calloused enough to work in an area such as this and remain a bit more objective … I am still depressed by this exposure.”

Many of the surveyors said, remove the abandoned buildings, and the area could recover. They are “used as junkyards,” the surveyors said, and “are centers for garbage.” In 1966, they counted a total of 350 of them, and wherever there were abandoned buildings, there was danger. During the year of Thabit’s survey the body of a nineteen-year-old girl was found in a vacant building on Barbey Street, in an area that had an average of two abandoned buildings on each block. Her murder was never solved.

The parts the surveyor referred to as suggesting death were largely confined to an area west of Pennsylvania Avenue they called the “Industrial Quadrant,” and the “Tenement Area” directly below it. This was John Pitkin’s once beautiful manufacturing district, which, like other pockets of East New York, had been feeling the effects of redlining and blockbusting.

Seven potential areas for rehabilitation were considered. After much heated debate, the community and Thabit reached an agreement. They chose the Tenement Area. Bounded by Sutter, Pennsylvania, Livonia, and Van Sinderen Avenues, encompassing twenty-one blocks, the Tenement Area was the worst residential section in East New York. Almost one hundred of the 450 buildings left standing had been abandoned. Practically every block had at least one burned-out, boarded-up building, and some had as many as three or four. But housing was never going to be enough to build a thriving community and Thabit didn’t forget the community leaders’ cry for services. In addition to the new housing, the plan called for a health center, day care and community centers, a park, and a swimming pool.

The committee’s plan was approved by the city in the fall of 1968. A year later, the first round of building rehabilitations was complete, and construction of new housing had begun.

When the federal government came up with funds for the Model Cities program, Thabit was once again hired to work with the committee members to come up with a plan. Although final approval was still months away, Lindsay came to East New York in 1969 to break ground on one of the future Model Cities sites, at the corner of Miller and Pitkin Avenues. “This is the first living proof,” Lindsay announced to a crowd of around 250 people, “that a community, by planning, designing, and arranging all of the work, can create housing in record time.” The project they would build was “supported by the community—instead of resented by it—because it has been planned by the community.” The community was well aware of the role it played in finally getting attention for East New York.

This particular corner lay within the area Thabit had designated the “Family Area.” It ran north of New Lots Avenue, and east of Pennsylvania Avenue. Despite the fact that the Family Area was right next to the Tenement Area, Thabit described it as a nice neighborhood. It had many family-friendly amenities like Linton Park, the Thomas Jefferson High School field, and the New Lots Library branch. It also had fewer abandoned buildings, and a good number of active block and community organizations working to make things better. One of Thabit’s surveyors wrote, “There is no doubt what ever that this can be a really lovely area for families.” The neighborhood was also home to Nancy Arlequin and her growing family.

In the spring of 1969, while everyone was hard at work on the Vest Pocket program, Thabit became aware of a new kind of housing problem. Andrea Malester, who’d come aboard to help with the Model Cities program, had just returned from a disturbing interview with government officials at the FHA’s office in Hempstead. The FHA’s Hempstead office was one of their largest. 130 employees in a fifteen-thousand-square-foot office processed nearly all the one-to-four family homes in eleven counties in New York State, including all five boroughs of New York City.

Just a few years earlier, the FHA had taken possession of fewer than twenty buildings in Brooklyn through foreclosures. Andrea learned that not only did they now own 132 buildings, but they were acquiring more, at a rate of ten to fifteen a month. Most concerning was the fact that a growing number of the foreclosed buildings were in the Family Area. Thabit had been told by brokers that you couldn’t get FHA insurance in this area, but that had clearly changed, and for some reason, this was not the positive development it should have been.

Something was going on, but no one could say what was causing the rise in foreclosures. Unlike street crimes, which tend to leave many obvious signs of a crime, like shell casings and a body, when a financial crime has been committed, somebody has to do a lot of work to find the evidence. Unfortunately, it is not unusual for victims of white-collar crimes to be unaware someone has taken advantage of them. Without obvious evidence or a victim filing a complaint, investigators usually don’t even know a crime has been committed and that they should start looking for proof. Foreclosing a building was unfortunate, but it was not against the law.

In the meantime, unrecognized evidence was growing rapidly. A year after Andrea had interviewed administrators at the FHA they went from owning 20 percent of the vacant buildings in East New York to 40 percent. East New York had been declining, but now, just when they were on the eve of turning everything around, the decline accelerated so suddenly and so precipitously it looked like East New York would collapse before anyone discovered what was happening.



The FHA Scandal


1968

Real estate broker Ortrud Kapraki had recently been accused of using a phony mortgage scheme to fleece senior citizens in Queens. When word got out, she quickly closed down her office and fled to Brooklyn to set up a new shop, where no one knew her. It was meant to be her clean slate, but things were not going so well. The FHA refused to insure mortgages for any of her clients. Over and over she’d line up eager buyers for her buildings, but the FHA kept turning them down. After repeatedly broadcasting their willingness to insure the mortgages of lower income families in the inner cities, all the applications she submitted were denied. What was the problem? Kapraki, the daughter of German immigrants, was now forty years old, and struggling to make a living was becoming increasingly harder to endure. But there was something not quite right about Kapraki. In Queens, she’d hunted for victims at church social gatherings and she was completely without remorse about swindling the elderly. “It’s not my fault,” she would say whenever she got into trouble. “But it was,” a lawyer who knew her would later say.

Florence Behar was an assistant vice president at the Eastern Service Corporation. Unlike conventional banks, all mortgage banks like Eastern Service do is process, fund, and service loans. They don’t take deposits, they don’t have checking or savings accounts, and for many years mortgage banks were almost entirely unregulated. While Kapraki was trying to figure out what she was doing wrong, Behar was sizing up Kapraki. If Kapraki was okay with stealing the life savings of senior citizens, perhaps she’d be okay with what they were planning. Together with realtor Melvin Cardona, who also had a job soliciting real estate brokers for Eastern, they sat Kapraki down to explain why the FHA was turning her down and what they all could do about it. Bring your business to Eastern, they encouraged her. We accept any kind of houses, and we know how to makes things happen.

Meanwhile, when FHA appraiser Edward Goodwin returned from his meeting at Eastern, his superiors pulled him aside to explain exactly how he would fit in with their plan.



The FHA had been helping hardworking Americans buy homes by insuring mortgages since they were created in 1934. For over thirty years they’d had two complementary goals: help honest people buy decent homes, and thwart scammers. Systems to regulate and enforce these goals had been put in place, and they’d been tinkering, refining, and improving those procedures ever since. The mortgagor had to qualify. They had to demonstrate that they could make their mortgage payments. The FHA also had to determine if the house being sold was worth the price the seller was asking. If sellers were told they had to fix something to qualify for insurance, they fixed it. Through the FHA’s efforts, millions of working-class and low-income families became homeowners, the foundation for the nationwide middle class to come. It’s safe to say that without the FHA, for most Americans, there would be no American dream.

In 1965, when the Department of Housing and Urban Development (HUD) was established, the FHA was folded into HUD. There were growing pains. “As a conglomerate of formerly independent agencies (some of which had promoted segregation) with numerous missions and complex measures of success, HUD was in a relatively weak position to fulfill these multiple missions,” writes Christopher Bonastia, author of Knocking on the Door: The Federal Government’s Attempt to Desegregate the Suburbs. Still, more procedures and people were now available to help all citizens realize the American dream and to stop grifters.

The headquarters in Washington and seven regional HUD offices were staffed with directors and administrators who managed the operations of appraisers and credit analysts, who were supported and overseen by teams of underwriters, clerks, and supervisors, and the people who gave them their assignments. A chief in each section had the authority to overrule applications that had been denied, or to request changes to appraisals. Between all these people, they would ensure that mortgage insurance applications were in order, that potential buyers could make their mortgage payments, and that the homes were sound.

The FHA had evolved into a bureaucratic gem of efficiency, helping Americans gain the one thing from which almost all good things spring: a decent home. But the middle class that had arisen through FHA-aided homeownership did not, for the most part, include people of color. Only 2 percent of all the mortgages the FHA had insured until 1950 were for homes owned by people of color.

The Civil Rights Act of 1968 and the Housing and Urban Development Act of 1968 aimed to ensure that everyone had a fair shot at homeownership. The first act outlawed discrimination. The second act put programs and procedures into place to help minorities and low-income families buy homes. HUD was now required to affirmatively further fair housing.

Just like that, people all over the country who’d never thought they would be able to buy a home now could. Low-income individuals and families could buy a home for only $200 down, and their monthly mortgage payments would not exceed 20 percent of their household income. The new homeowners had more years to pay off the mortgage, and some of the new programs provided subsidies, like help with interest payments. Others were
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