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When The Sink was first published
in 2003, one of the major players in the offshore world was a Texan
named R. Allan Stanford.

 


He portrayed himself as a larger
than life character, building an empire on the island of Antigua,
charming the gullible and threatening libel actions against any
journalist who they could expose him. He was secretive when it came
to his business dealings, an ego maniac when it came to himself,
and the miserable prick of a bully on the planet when someone tried
to challenge him.

 


Today he is spending the rest of
his life in prison, having been sentenced to 110 years for running
a Ponzi scheme worthy of Bernard Madoff.

 


Interestingly enough, the
case against him marked the first major investigation to lift the
rock on the offshore world since BCCI nearly 25 years
before.

 


Stanford had been on
everybody’s radar since the late 1980s when he first showed up in
Montserrat with his Guardian International Bank. This was heyday of
the Medellin and Cali cartels, and narco-dollars were raging
through the islands. Montserrat, with a population of under 13,000
people, was licensing offshore banks at such a furious pace, that a
concerned British government seconded a senior police officer who
understood financial crime to the Commonwealth island. The late
Dick Marston thought he would be there looking around for no more
than a couple of weeks. Instead, he not only shut down more than
300 “brass plaque” banks in Montserrat, but wound up spending much
of the rest of his career trying to police the
Caribbean.

 


Guardian International
managed to survive longer than the others because it actually had
four walls and a roof. It also had Stanford.

 


But Marston and the British
authorities exerted enough pressure that in November 1990, the
government in Montserrat told Stanford he was no longer
welcome.

 


Six months later, Guardian
was struck off the register of companies.

 


Undaunted, Stanford looked
for a friendly beach and found it in Antigua.

 


Around the same time,
Marston joined forces with FBI special agent Ross Gaffney in Miami
to create the White-Collar Criminal Investigation Team (WCCIT), a
group specifically aimed at offshore money laundering.

 


And over the years, their
files on Stanford accumulated.

 


One matter that concerned
everyone who watched the offshore world, especially US law
enforcement, was Stanford’s new-best-friend relationship with
Antigua’s ruling Bird family.

 


Vere Bird, as prime
minister, allowed Stanford to buy and run a Class A onshore bank.
It was unprecedented that a foreigner was allowed to do that. When
Vere’s son Lester took over, Stanford accumulated a number of local
businesses to become the largest private employer on the island. He
obtained Antiguan citizenship and was even knighted.

 


He was now Sir Allan
Stanford.

 


While it is fair to
suggest that no one got rich and no jurisdiction flourished in the
offshore world from the 1980s to the mid-1990s without drug money
and tax evasion, neither Vere nor Lester Bird ever seemed concerned
that an American who’d gone bankrupt in Texas running health clubs,
could control billions of dollars in an onshore Antiguan
bank.

 


The Birds even named
Stanford to a board that oversaw the financial sector and drew up
money laundering legislation. But then, poachers running hen houses
are standard operating procedure throughout the offshore world.
Politics and the private financial sector don’t operate at arm’s
length or with anything even pretending to be transparency.
Typically, those people in the islands who could do something about
bank secrecy, phony shell companies, money laundering and American
tax evaders, have absolutely no interest in actually doing
so.

 


It is, after all, how they
earn part of their living.

 


The IRS stepped in and
asked a Federal court in Houston to appoint an American liquidator
for Stanford’s bank in Antigua, fearing that political forces on
the island may put some evidence beyond their reach. The court was
told “a tribunal in Antigua, with its reputation as a tax haven
country that promotes financial secrecy, may not divulge the
financial records of Stanford International Bank....”

 


Much of his assets ---
such as his lavish office fittings --- have now been sold off. And
at least for some islands, the good old days seem to be over. When
you mention Sanford’s name in Antigua today, most people feel
ashamed that such a thing could happen there. But a few, perhaps
nostalgically, add that Stanford did a lot of good for the island.
Myopically, they assume that building a cricket grounds somehow
wipes out the lives that he ruined.

 


David Marchant, who
publishes Offshore Alert and KYC Alert, and has been investigating
shenanigans in the offshore world for more than two decades, feels
that shame is the least of the Antiguans worry.

 


“There is a hierarchy,” he
explains, “and Antigua is at the bottom.”

 


The first casualties of a
clampdown on the offshore world, he explains, started a few years
ago with the truly “Mickey Mouse jurisdictions” --- Vanuatu, Nauru
and Grenada.

 


“Only slightly above
those,” he continues, “are places like St. Vincent and the
Grenadines, St. Kitts and Nevis, and Antigua. They will now find it
very difficult to survive as viable offshore centers. But at the
top of the pile are the Caymans and Bermuda, and just below them,
the Bahamas. I don’t think they’re going anywhere.”

 


Marchant believes the big
three will survive because there are some very smart people in
those places earning huge amounts of money. And not all of is
illegal. “They’re exploiting loopholes. They might have to change
their products and services, but if the US passes a law at 12 noon,
by one minute past 12 noon, lawyers in the Caymans are pouring over
it to find loopholes.”

 


What’s more, he says,
“Money will always find the path of least resistance. There’s
always going to be a need for paying as little tax and suffering as
little bureaucracy as possible. But the only offshore business
people who are likely to be attracted now to Antigua are those who
are on the wrong side of the law. It’s got an appalling reputation.
What does it have to offer anyone other than a willingness to turn
a blind eye.”

 


John Shockey, the legendary
fraud expert who retired after 50 years at the Office of the
Comptroller of the Currency, agrees that “the Stanford effect” does
matter and will change some things. “But it’s not going to cure the
problem. When the governments in these islands, like Montserrat and
Antigua, issue any kind of official document, they have no
propensity for following it up and seeing that the laws are obeyed.
Antigua’s reputation has been sullied. They are going to lose
substantial revenue, not only from Stanford and his involvement
down there, but also with anybody else who is attempting to use
Antigua as a base for financial chicanery.”

 


Adds Ross Gaffney, now
retired from the FBI, “It will simply go elsewhere.”

 


Next stop?

 


Thanks to the attention
Stanford created in the Caribbean, Gaffney belives that the new
darlings of the offshore world could be the landlocked countries.
“Try Romania, Bulgaria and the Baltics. They’re strapped for cash.
They haven’t been under the microscope. And they haven’t been part
of the problem, yet.”

 


The key word being,
yet.

 


Several years ago, at a
fraud conference in London, the then Assistant District Attorney
for Manhattan, John Moscow --- a man who prosecuted a number of
high profile offshore fraud and money laundering cases, including
BCCI --- asked his audience, made up largely of offshore bankers,
planners and regulators, how many would be in favor of ending the
problem once and for all by closing down all the phony financial
centers?

 


The only two people in the
room who raised their hands were Dick Marston and John
Shockey.

 


*****
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When the government of
Antigua granted an offshore license to Hanover Bank Ltd, the deal
was typical and straight forward. The company could operate as a
bank anywhere in the world, except Antigua.

 


After all, that government
had long ago predetermined, if any offshore bank licensed on the
island was going to scam someone, it was not going to be an
Antiguan. Which was fine with the owner of Hanover, an Irishman
with absolutely no banking experience, because he never had any
intention of scamming anyone in Antigua. A former public relations
advisor to Irish Prime Minister Charles Haughey, he didn’t even
plan on opening an office in Antigua. The reason he chartered his
bank on the island was because he knew that no one there
particularly cared about how he ran his business, that is, as long
as he didn’t do it in Antigua.

 


Not that Hanover had a
physical presence anywhere else. There was no building, there were
no tellers, there were no drive-thru cash machines. The bank was
nothing more than a plaque on a wall in the office of a company
formation agent in the Caribbean and some files in a sitting room
in Ireland. It’s two clients were an international fraudster and a
US-based convicted money launderer. No one in Antigua audited
Hanover’s books. For that matter, neither did anyone in Ireland,
where the Central Bank didn’t have a clue that Hanover was in
business.

 


Still, Hanover had a
correspondent relationship with a bank in the Channel Islands
which, in turn, had a relationship with the New York branch of a
Chicago bank. Such is the nature of the offshore world that a bank
that didn’t exist could do business in the United
States.

 


Five thousand miles to the
north-east of Antigua, in Moscow, the Soviet Union was little more
than a bad memory. During the heyday of the Communist Party, there
was only one bank in town — the State. When the Iron Curtain
disintegrated, however, banks rose from the ashes. By the end of
the 1990s, there were around 2,000 banks in Moscow alone, 85-90 per
cent of them owned by, run by or otherwise managed by organized
criminal groups.

 


One of those new banks was
controlled by speculators who were systematically raping the
Russian economy by stealing funds from former Soviet industries.
The money was funneled out of the country to shell companies with
bank accounts in the Channel Islands. From there, it was moved to
New York. In the course of six months, no fewer than 10,000
transactions were it was lodged in a single account, amounting to
$4.2 billion. Eventually $7 billion was moved out of Russia this
way, laundered through those accounts and dropped into the Bank of
New York.

 


The paramount lesson of
Russian capitalism is clear. In the global business environment
where there is such easy access to the offshore world, bad guys
don’t need to rob banks, they can buy them.

 


Twenty-eight hundred miles
south of Moscow, a financial institution in Sudan was doing
business according to the strict teachings of Islam. The Al-Shamal
Bank had its headquarters in the center of Khartoum. At least until
1998, the bank had correspondent relationships with American
Express, Citibank, the Arab American Bank, ING Bank in Indonesia,
Commerz Bank in Germany, Credit Lyonnais in Switzerland and
Standard Bank in South Africa. Although some agreements were
inactive by 9/11, each bank maintained correspondent accounts in
the United States, Britain, Canada, Australia, New Zealand and
throughout the West.

 


Correspondent banking is an
acknowledged necessity of global finance. Nevertheless, it allows
institutions in dubious offshore jurisdictions to conduct business
in countries where they are not licensed. Al-Shamal opened in 1982
backed by Saudi money. The US State Department maintains that bin
Laden invested $50 million in the bank. Al-Shamal refutes that. In
a written statement, the bank acknowledges that Osama bin Laden
held three accounts there from 1992 to 1997, but asserts that he
was never a founder or a shareholder. Whether he was or he wasn’t,
the remains that Al-Shamal’s correspondent relationships gave bin
Laden open access to Western banking.

 


According to a US Senate
report, virtually every major bank in the world — especially the
biggest in North America and Europe — holds accounts for offshore
banks and/or banks in suspect jurisdictions. Even though recently
passed laws make it more difficult for US banks to hold accounts
for “shell-banks” such as Hanover, loopholes in the laws are
gaping. The banking lobby in Washington made sure of that, fighting
the various bills that would have restricted such relationships. In
their eyes, it was vital to guarantee that the offshore world would
survive and flourish. After all, business is business. And the
business of moving money into and out of shady jurisdictions is so
colossal, so hugely profitable for the banking industry, that most
people outside the industry never saw it as anything but a money
spinner, at least not until 9/11.

*****

 


 


The cornerstone of 21st
century globalization was laid during the final decade of the 20th
Century, which brought about the greatest quantum leap in
technology since man invented the wheel. Satellites, faxes, cell
phones, the Internet and e-mail reduced the planet to the size of a
Palm Pilot.

 


Although national
sovereignty was not yet dead, the concept that we’ve lived with
since the 17th century, has been administered last rites. Radical
changes in transport and communication seriously impede
governments’ ability to exercise controls over the movement of
goods, services, people and ideas. Not just in the West, where
change is often welcome, but in the closed societies of Asia and
the Middle East, where change threatens the power base of
dictatorial rule. The momentum is such that, inevitably, it is
unstoppable. The rivers, mountain ranges, oceans and imaginary
lines which originally defined borders would always be there, but
the national supremacy that those borders imply is swiftly
evaporating.

 


Consider the reality of
Canada’s one-time Quebec Independence movement. It was based
entirely on the misconception that separation would create a
country that could be governed. What was true in the 1970s is no
longer so because there is nothing left to be governed, besides
speed limits and stop signs that say, “Arret.”

 


Real power no longer lies
in Washington or London or Paris or Frankfort or Ottawa. Military
might does. Real power is exercised in boardrooms. Real power is
pharmaceutical companies and telecoms and insurance companies and
banks, which are no longer British or American or German, Japanese
or French. They are not even, any longer, multinationals. They are
“beyond-nationals.” They are command and control. And in the
globalized world of the twenty-first century, corporate command and
control is real politik.

 


As corporations have
replaced nation-states — serving markets which fuse like
single-cell amoebae to form larger, more powerful, more intelligent
creatures — globalization of the legal economy simultaneously
globalized the underworld. As newly globalized exchanges found
emancipation beyond territorial control, so did terrorism and
organized crime. Money drives all of them, and while money has
always been a political force, never before has it been so easy for
people intent on committing crimes to harness that
energy.

 


Burrowing inside the
confusion created by the global flood of goods, services, people,
ideas and “megabyte bucks” — blips on computer screens that are not
tethered to central banks or geography — transnational organized
criminals and terrorist mobs like Al-Qaeda emerged with the
capacity to impose themselves way beyond their station.

 


In the globalized world of
the 21st century, there is, at any given time, an estimated
$600-$700 billion in dirty money circling the planet looking to get
clean. The lion’s share is drug money. But, as crime and terrorism
are twins, it is increasingly difficult to separate drug money from
terrorist money. At times they look alike. At times they are the
same. All too often, the link that binds them are weapons —
handguns for assassinations, automatic rifles for insurrections,
weapons of mass destruction to promote political ideals.

 


In the globalized world of
21st century, drugs, arms and dirty money are the Holy Trinity.
They move like a malignant virus through the system, driving crime
and terror, breeding unabated offshore in the murky heart of the
legitimate, global financial world. Organized criminals and global
terrorists work the same neighborhoods, deal in the same
“currencies” — drugs, diamonds, fissile materials — and bank with
the same people.

 


Until 9/11, many European
and North American politicians considered foreign sponsored
terrorism something that happened only in other countries, and
believed that organized crime needed to be defined locally. The
reasons are obvious: they couldn’t do much about global terrorism
anyway, except sit on committees, issue reports and point fingers;
and, by insisting that crime was a local issue, they could convince
themselves that they were solving the problem. But law enforcement
is a declaration of sovereignty. The state dictates: you may not
comport yourself in a certain manner while inside this imaginary
line. So, while the politicians passed laws and funded law
enforcement to stop and punish those who did not comply, like old
generals, they were sending their armies out to fight the last war.
In this globalize world of 21st century crime and terror,
those who do not comply have created wealth and safety by purposely
functioning beyond reach.

 


More cops on the beat may
mean fewer little old ladies having their purses stolen, but it has
no effect whatsoever on real crime and real terror. It simply gives
politicians the right to boast that the crime rate is coming down —
making them worthy of re-election — because diminishing crime rates
is what’s supposed to happen when politicians promise to tackle
crime. Except that when the bottom line of the business of crime
and terror jumps from where it was at the beginning of the 1990s —
around $100-$300 billion — to $600-$700 billion at the end of that
decade, there is reason to suggest that politicians don’t know what
they’re talking about.

 


Which, until 9/11, most of
them clearly didn’t.

 


Just look at the way
inattention, incompetence and narrow “local issue” thinking has
allowed money launderers, criminals, bankers, accountants, brokers,
company formation agents, financial advisors and lawyers to get
rich off the back of dirty money. That $600-$700 billion represents
a mere 10 per cent of the wealth that is today hidden offshore. In
other words, there is $6-$7 TRILLION — that’s twelve zeros —
moving through the offshore world, beyond the
reach of Western laws and out of sight of Western law enforcement.
What’s more, that money is protected from oversight by those same
bankers, accountants, brokers, company formation agents, financial
advisors and lawyers — and with the conscious support of dozens of
governments — by a system which has been deliberately designed to
short-circuit oversight.

 


Out of 190 or so
jurisdictions in the United Nations, at least 65 offer secret
banking that, in some cases, is absolutely air-tight. It has been
estimated that 4,000 banks operate in the offshore world, most of
them with no physical presence anywhere. The Swiss, once famous for
their numbered accounts, are no longer at the top of the league.
Dozens of jurisdictions do it better than Switzerland, more
efficiently and with a much lower risk of detection.

 


The reason why comes down
to a simple commercial fact: secrecy sells. Jurisdictions selling
secrecy will never entertain a debate about the elimination of it
without first drawing comparisons to suicide by
starvation.

 


Most offshore centers have
two things in common: unsustainable population growth and limited
natural resources. Banking and company fees become an important
source of income, derived from a non-polluting, employment hungry
industry. As long as banks and companies are restricted from doing
business in the home jurisdiction, the population is safe from the
frauds and felonies that might be associated with shell banks and
international business corporations (IBCs).

 


Surrounding this are
legitimate financial institutions, which charge handsome fees to
provide special services, euphemistically called “Private Banking.”
Holding out the promise of tax-efficient investment, tax avoidance
and ultimate discretion, banks offer these services to clients
willing to pay those handsome fees. The fact that banking secrecy
does not legally exist in the US or Britain or Canada or Australia
does not hinder American, British, Canadian, Australian or any bank
anywhere banks from offering such services to their wealthiest
clients. In some cases, those wealthiest clients are legitimate
businesses which use the offshore world for both legitimate and
illicit reasons. In that respect, there is no inherent difference
between the Mafia’s money, Al-Qaeda’s money and Enron’s
money.

*****

 


 


During the first few months
of the Bush administration — a Texas-oil-connected White House —
official US policy was to turn a blind eye to money laundering as a
tax evasion tool in the Caribbean. It is perhaps no coincidence
that this happened at the same time that the Texas-based energy
company, Enron — with no fewer than 3,000 shell companies offshore
— was fighting to stay alive. Enron called their shell companies
“corporate subsidiaries” and “partnerships.” They were set up for
two reasons: to avoid taxes, which the company successfully did in
four of its final five years; and so that the regulators, analysts
and shareholders couldn’t find out what Enron’s management was
doing with the company’s money, which was stealing it.

 


That the offshore world is
the financial equivalent of a black hole should not come as a
surprise to anyone who looks at the basic economics of
jurisdictions offering secret banking, totally opaque corporate
duck-blinds and economic citizenship. But this colossal force,
sucking money into offshore banking and corporate secrecy, has
reached the point where it poses a serious risk to Western
stability.

 


Within days of the World
Trade Center and Pentagon atrocities, as the financial war on
terrorism slowly gathered momentum, attention rightly turned to the
offshore world. In response, foreign bankers in jurisdictions that
had customarily been shut tight to outside scrutiny, voluntarily
announced that they would take the initiative to root out any
terrorist money hidden there. Some accounts were, in fact, frozen.
At the same time, certain jurisdictions simply gave themselves a
clean bill of health — terrorists have not
been, nor will they ever be welcome here —
in the obvious hope that such proclamations would allow them to
return to business as usual.

 


The offshore world was
saying, no one here will do business with terrorists as long as no
one anywhere else worries about the way we do business with
criminals of other persuasions, whether they’re organized Russians
or Enron. This remains the anthem of the sink that is the offshore
world.

 


As so much of that world is
enveloped by the British Commonwealth, a fair question is: why
doesn’t Britain do something about it? The answer is simple — and
this holds true for Holland and France, two other nations with
heavy investments in the offshore world — there are no votes in
it.

 


Direct intervention in the
offshore world is too hard a sell. Shutting down an island
somewhere offers no immediate political capital. Anyway, the cost
is too high. There are no substitute crop programs for
out-of-business offshore banks. There are no alternate jobs for
out-of-work company formation agents. Throughout the Eastern
Caribbean, offshore money has become the mainstay of the local
economy. In other areas, it has become the mainstay of political
corruption. A draconian crackdown would not feed the poor or pave
the roads. Instead, it would threaten the local economy, possibly
destroy the tourist industry and put natives on the
breadlines.

 


Lamentably, dirty money is
estimated to be as much as 2 per cent of the world’s GDP, making it
so vital to the global economic system that a thorough purging
would have severe economic ramifications throughout the First
World.

 


And yet:

 


From the Channel Islands,
funds collected as supposed Islamic charities were laundered on
their way to America to support Al-Qaeda.

 


From Toronto,
telephone-marketing fraudsters have managed to hold onto a large
share of the $40 billion global industry they helped to create by
defrauding foreigners, and then moving their money through the
offshore world, depriving Canadian law enforcement of access to the
victims and to the proceeds of crime.

 


In Cyprus, Russian criminal
organizations control a huge percentage of the 48,000 shell
companies registered there, 47,000 have no physical presence
whatsoever — no roof, no phone number, not even a post
box.

 


From Dubai, the offshore
banking capital of the Gulf States, five times as much money moves
back and forth to the Indian sub-continent through the
hawallah, or underground, banking system than through legitimate banking
channels. Hawallah bankers in Dubai — and in Afghanistan and in Pakistan, and in
ethnic neighborhoods across North America and Europe — assert their
cultural right to do business in this traditional way. Which means,
no paperwork or money trail.

 


In four US cities, a
Somalian-based wire remitter was shut down in dawn raids in
November 2001 by US Customs officers who suspected that the
Al-Barakaat network was funding terrorist cells. Among the evidence
uncovered was a connection with an Islamic charity whose money was
in the Channel Islands. The jury remains out on just how much money
moved through these offices, but it took 9/11 for someone to act,
even though Al-Barakaat had been suspected of moving money
illegally for at least two years prior to 9/11.

 


In the totally phony
offshore jurisdiction of Niue, some 2,000 people living on a rock
in the middle of the Pacific earn an estimated $2 million a year in
fees from licensing phony banks and dubious shell companies,
representing 7-10 per cent of the national economy.

 


Relatively nearby, in the
equally phony offshore jurisdiction of Nauru, 10,000 natives
licensed 400 offshore banks which at one point accounted for more
than 5 per cent of government revenue.

 


In Puerto Vallarta, Mexico,
police deport a former Edmonton real estate agent named Alyn
Richard Waage. They send him to California where he stands accused
of bilking 15,000 people in 57 countries out of $60 million through
his fraudulent Tri-West Investment Club. The company was registered
in Panama, maintained maildrops in Belize and the Bahamas, and
laundered money through banks in Mexico, Costa Rica and Latvia,
before bringing it back to New York.

 


The offshore world is a
place where money trails evaporate into thin air, where dirty money
mingles with the financial traffic of the world’s legitimate
businesses, where connections smudge and are then erased, and where
anyone looking for the truth is confronted by so many man-made
barriers — many of them frequently cloaked in the guise of legality
— that inquiries are, in the end, mostly futile. With so much at
stake, the people best positioned to put a stop to this are the
very same people making money from it — bankers, accountants,
brokers, company formation agents, financial advisors and lawyers.
It’s hardly surprising that they don’t have much incentive to do
so.

 


Again, the Caribbean is the
best example. The banks are there. The shell companies are there.
The Colombians are nearby. The Italians are willing to meet there.
And these days the Russians are there too, having turned the
Caribbean into organized crime’s version of the warm water port the
Soviet military could never establish.

 


That bank secrecy is a
service many people are willing to pay for, goes without saying.
But to claim, as many of these jurisdictions do, that selling such
a service is their sovereign right as long as no laws are being
violated in that sovereignty — with total disregard to laws are
being violated elsewhere — is more than just disingenuous. Most
people who hide money are doing so for reasons which, at best,
might be questionable, and at worst, are blatantly illegal
somewhere.

 


By taking the moral high
ground in their defense of secrecy, these jurisdictions ignore the
fact that, as long as stealth is the product, no matter how it’s
disguised — an International Business Corporation, a numbered bank
account, an insurance trust — two questions must be asked: who is
buying that product? and, why are they paying for it?

 


Unless those questions are
then satisfactorily answered, the offshore world will continue,
intolerably, to be the sink that washes dirty money in direct
support of crime and terror.

 


Money laundering facilities
evolved because there was enough money that needed to be laundered
to create laundromats. At the same time, those laundromats
generated enough cashflow and reinvestment for criminals and
terrorists, that greater sums needed to be laundered. Accordingly,
by reducing the amount of money looking to get clean, you effect
the laundromats. By abolishing the laundromats, you severely
disrupt the cash flow and reinvestment of the business of crime and
the business of terror. As long as drug traffickers, terrorists,
fraudsters, tax evaders and other criminals — both private and
corporate — are permitted to use legitimate means to achieve
illegitimate ends, then any attempt by any jurisdiction to corral
money laundering and somehow interrupt the financial activities of
these drug traffickers, terrorists, fraudsters, tax evaders and
other criminals, is tantamount to pissing in the wind.

 


Despite constant
protestations from countries who sell secret banking and bearer
share shell companies and their own sovereignty — despite the
gripes about sovereign rights to protect one’s own interests and to
determine one’s own future — there is this indisputable fact: the
world offshore is a smoke-and-mirrors fiction, purposely
constructed so that money can be in one place, the management of it
can be halfway around the world, and the beneficial owner of it can
remain well hidden, somewhere else again.

 


Until the wars on crime and
terror are fought on the beaches of the offshore world, organised
criminals and global terrorists will remain what they have worked
so hard to become — the most powerful special interest group on the
planet.

 


*****


 


 


 


 


 



Chapter One

 


LIKE A THIEF WITH A
BLUEPRINT

 


 


 


 


“Show me an attaché case
that can hold $2 million

and you can have the $2
million.”

 


Frank Sinatra

 


 


 


 


 


 


It’s more than a century
later but there really aren’t many differences in the way it’s
made. Sure, the ‘kitchens’ are modern today, and the lighting is
much better and, of course, there’s air conditioning. Otherwise,
everything is pretty much the way it was then. The glass flasks and
the ceramic containers are the same. So is the necessary plumbing.
It still takes three people — a master chef and two apprentices —
to cook it. And the six-step recipe is identical, too.

 


1. Bind ten kilos of pure
morphine base in a container with ten kilos of acetic anhydride and
simmer the mixture at 185 degrees Fahrenheit for six
hours.

 


2. Treat this mixture —
which is impure diacetylmorphine — with water and chloroform, to
eliminate some of the impurities.

 


3. Drain this into a second
container and add sodium carbonate until solid particles form and
drop to the bottom of the gooey liquid.

 


4. Purify the solid
particles in a solution of alcohol and activated charcoal, then
burn off the alcohol.

 


5. The result is a pile of
granules which you dissolve in alcohol and mix in a solvent of
ether and hydrochloric acid, transforming the granules into tiny
white flakes.

 


6. Now filter out the tiny
white flakes — you should have ten kilos’ worth — and allow them to
dry into a white powder.

 


The first time anyone
cooked up a batch was in 1898. Interestingly enough, it was in the
same laboratory in Leverkusen, Germany, where aspirin was
conceived. That’s when the Bayer Chemical Company invented heroin.
But the recipe was formulated by an English chemist named C. R.
Wright in 1874. And that’s the date that matters.

 


The moment Wright committed
this recipe to paper, that was the ‘Big Bang’ that created the
modern offshore world.

*****

 


 


On a blustery Friday
morning, 13 March 1931, a panel of 23 random citizens who’d never
met before sat down on hard wooden chairs in a dingy, windowless
room of the ancient federal courthouse in downtown Chicago and,
with the door guarded by armed U.S. Marshals, listened to United
States Attorney George E. Q. Johnson — a tall, thin, stern man
wearing gold rimmed glasses — as he asked them to formally
inculpate the most notorious gangster in the country for failing to
pay $32,488.81 in income tax seven years earlier.

 


After several days of
hearing evidence, the men and women of this Grand Jury returned an
indictment which, the judge ordered, would be kept secret until
further investigations were completed concerning Alphonse Capone’s
subsequent tax years 1925-1929. The same group met again on 5 June
to return a second indictment, charging Capone with 22 counts of
tax evasion totaling over $200,000. The following week, they
indicted him again, along with 68 members of his gang, this time on
5,000 violations of the Volstead Act — the law that created
Prohibition by banning the manufacture, transportation and sale of
beverages containing more than 0.5% alcohol.

 


Facing a possible 34 years
behind bars — for running a £75 million a year industry that was
built on illegal booze, gambling, prostitution and 500 murders —
Capone agreed to plea guilty in exchange for a short sentence.
Johnson was willing to discuss it for several reasons: he was
concerned with potential jury tampering; recognized the real
possibility that witnesses might wind up dead; and feared that
defense lawyers might successfully argue that the statute of
limitations had run out on some of the charges. So after lengthy
negotiations with Capone’s attorneys, Johnson recommended a
custodial sentence of two to five years. Believing it was a done
deal, Capone started bragging that he’d be out in under 30 months.
That incensed the judge who accepted Capone’s guilty plea but then
handed down 11 years. Furious, Capone reneged on his plea and
decided to take his chances with a jury. The trial didn’t last long
and on Saturday, 17 October, he was found guilty on some, but not
all, of the tax evasion charges. The judge accepted the jury’s
decision and gave Capone 11 years anyway.

 


Watching this from the
sidelines, a 29 year old New York bootlegger named Meyer Lansky
couldn’t believe that, where G-Men with guns had failed,
accountants with pencils had succeeded.

 


Capone’s dim-witted brother
Ralph — a.k.a. “Bottles” Capone —suffered a similar fate. The way
Lansky viewed life, that should have been warning enough. Capone’s
lieutenants, Frank Nitti and Jake Guzik, were also charged with tax
evasion. Ironically, four decades later, Lansky himself would have
to face those charges. But now, in 1931 — the same year that
gambling was re-legalized in the State of Nevada — Lansky was
shocked that Capone had fallen for “The rum runner’s
myth.”

 


Throughout Prohibition,
bootleggers had convinced themselves that because booze was
illegal, the money they made on it was not taxable. The same false
impression was shared by gamblers taking illegal bets on horse
racing. “The income tax law is a lot of bunk”, Capone had insisted.
“The government can’t collect legal taxes from illegal
money.”

 


Lansky, aghast at how
easily Capone’s world had crumbled, was determined not to fall into
that same wide trap. At first glance, he was staring at a no-win
situation. Pay taxes and you admit your guilt. Don’t pay taxes and
you get done like Capone. Eventually, though, he realized there was
a third possibility. The Internal Revenue Service (IRS) could only
make a tax evasion case if they could find the money. If the Feds
couldn’t find the money, he reasoned, then the money was, by
default, not taxable. With this as his premise, he turned to the
one place where secrecy was already a business —
Switzerland.

 


Long before Holocaust money
needed a place to hide, or James Bond gave secret Swiss banking a
patina of cinema glitz, the gnomes of Zurich were selling stealth.
Several banks offered anonymous banking to clients during the
French Revolution. By the end of the 19th century, all of them were
offering numbered accounts. But it took New Jersey, Delaware and
Great Britain to help the Swiss find their niche.

 


During budget crises in the
mid-1880s, the governor of New Jersey passed a law which permitted
businesses located across the Hudson River in New York to
incorporate in his state. For a small fee, New York businesses
could pretend to be New Jersey businesses, which would save them
from paying New York’s higher taxes. Based on New Jersey’s success,
Delaware went one step further. Towards the end of the 1890s that
state offered incorporation to anyone looking to avoid taxes
anywhere. Today, Delaware is America’s foremost offshore
center.

 


The tax advantages built
into a registered company somewhere else were further enhanced by
British case law. Judges ruled that a company was resident for tax
purposes in the jurisdiction where it was controlled. If the
management was in Britain and the factory was in Germany, then the
company was British. By that same principle, a company doing
business in the UK was not subject to British tax as long as the
business was entirely “controlled from outside” the UK. To define
that term, judges asked several questions: Where do the directors
permanently reside? Where is the seal of the company? Where are the
minutes of the meetings kept? Where are the books of accounts and
transfer kept? And, where are transfers approved?

 


As long as the answers to
all those questions was “someplace besides Britain”, the company
was deemed to be non-resident for UK tax purposes. The significance
of the ruling is that it applied to the entire British Empire,
which opened the door for Bermuda and the Bahamas to sell companies
resident in their jurisdiction but controlled from elsewhere and
therefore, not subject to tax in Bermuda or the Bahamas.

 


The Swiss got into the game
when they realized they could use dummy companies to create a
second barrier of secrecy. Lawyers formed shell companies for
clients whose name never appeared on the incorporation documents. A
numbered account was opened by the lawyer in the name of the shell,
and those few bankers who knew about the shell’s account never know
who the beneficial owner was. Only the lawyer knew, and he could
not be forced to reveal his client’s name because it was protected
by attorney-client privilege. The Swiss also allowed the shares of
one dummy corporation to be held by second shell.

 


In 1934, the Swiss added
another ingredient, making it a criminal offence for anyone working
in a bank to reveal any details whatsoever of any account, creating
a system that was, in those days, impregnable.

 


Because there was money to
be made in this, Liechtenstein decided to compete with Switzerland
by inventing trusts which were even more secret. Luxembourg then
went the Swiss one better. Where Swiss banking rules dictated that
two senior executives in each bank needed to know a client’s
identity, the Luxembourgois limited that to one. Not to be left
out, the Austrians decided that no one in any bank needed to know
anyone.

 


As new markets for
corporate, financial and individual protection grew — and competed
with each other for business — some very wealthy men figured out
how to use companies formed in the Bahamas to mask business
transactions. Notable among them were the heirs of JP Morgan and
the American financier Andrew Mellon, a man who served Presidents
Harding, Coolidge and Hoover as secretary of the treasury. In this
scenario, Bahamian companies purchased goods from all over the
world destined for import into the United States, marked-up on
them, then sold the goods to their own companies in the States. The
U.S. companies showed little or no profit for tax purposes,
sheltering them, instead, in the no-tax Bahamas.

 


From such humble
beginnings, this highly profitable practice of “transfer pricing”
came to effect as much as 60% of the world’s trade. That’s how much
is estimated to take place inside the confines of multinational
enterprises. While it’s difficult to come up with figures which
accurately quantify tax avoidance through transfer pricing, one
report in the United States suggests that the US Treasury lost $53
billion in revenues to transfer pricing in 2001.

 


Transfer pricing was a
fledgling industry in 1936, when bankers in the Bahamas were also
working out the advantages of moving money through offshore trusts.
Originally made available to wealthy Brits, then to wealthy
Canadians, one of those first trusts, Bahamas General, was taken
over by National Westminster Bank. Of course, as soon as one big
bank got involved, others followed, and offshore trusts were soon
widely offered everywhere. Essentially, this was the birth of
“private banking.”

 


Yet, Switzerland was still
the best bet for hiding cash. As this was an era when no one cared
where cash came from, Lansky had no trouble hiding his there.
However, stashing money in the far-away Alps, out of the taxman’s
reach, also put it beyond his reach. And therein lies the
difference between capital flight (hiding assets to protect them)
and money laundering (hiding assets to protect them, then
repatriating those protected assets in a different guise, in order
to enjoy them).

 


The “Lansky Syllogism”
became: if the Feds can’t follow the money, they won’t be able to
find it; if the Feds can’t find it, it’s not taxable; consequently,
if you can camouflage this untaxable money to make it look like
taxable money, then the Feds won’t recognize it when you show it to
them, which means you can bring it home and use it.

 


That prompted the question:
how do you bring your hidden money safely home from wherever it’s
been hidden?

 


And a few winters after Al
Capone took up long term residence on a rock in the middle of San
Francisco Bay, Meyer Lansky, wintering in Florida, looked south and
could almost see the answer.

*****

 


 


Opium has played a role in
the politics of the world for the past 4000 years. Its influence
spread from the Mediterranean where it was first used as a folk
medicine, through Asia and back to the Indian sub-continent where
it was first used recreationally. The commercialization of opium
opened the trade routes and, along with coffee and tobacco,
sustained European mercantilism for 200 years. By the middle of the
19th century, opium was already one of the world’s major
commodities. In 1805, pharmacologists turned raw opium into the
pain killer morphine and in 1858 doctors decided that the speediest
way to deliver it into the bloodstream was with a hypodermic
needle. By then, the drug had already been misused for nearly 40
years. For a while, heroin was an ingredient in commercial cough
medicines. Thanks largely to opium, the European chemical industry
became the European pharmaceutical industry.

 


But the downside effects of
opium were so dangerous and abuse became so widespread, that by the
First World War most western governments began to outlaw it. The
League of Nations imposed codes on opiates, the 1925 Geneva
Convention restricted the manufacture and export of heroin, and the
1931 Limitation Convention attempted to confine heroin to medical
use. To fill gaps in the market, Chinese criminal syndicates in
Shanghai and Tientsin supplied European and North American criminal
syndicates with product. Within a few years, organized criminal
enterprises in the West were producing it in sufficient quantities
to compete with the Asian suppliers. They met the demands of the
market and assured huge profits for everyone along the supply
chain.

 


The Second World War
imposed controls on shipping that cut into the easy transport of
opiates, creating a new market in North America for Mexican heroin.
After the war, it was business as usual and addiction rates began
to climb. Governments responded by escalating the drug wars. The
sale and distribution of heroin became more dangerous for
traffickers and, as a result, more profitable. Poppy fields
expanded, refineries sprouted up, and Lucky Luciano rewrote his
epitaph by inventing the “French Connection.”

 


While this was going on,
the rise of Italian and French communism brought the newly formed
US Central Intelligence Agency into the game. The CIA recruited
local mobsters to take on the local communists and, heavy-handedly,
tipped the balance in favor of the mobsters who then used their new
found powers in the pursuit of illegal activities, notably drug
trafficking. It is a scenario that would be repeated many more
times over the next 50 years: from the Golden Triangle of Burma,
Thailand, and Laos to the Golden Crescent of Iran, Afghanistan and
Pakistan; throughout Latin America stretching from Mexico all the
way down through Panama, then across Venezuela, Colombia, Ecuador
and Peru; from unofficial support of the Nicaraguan Contras to
official support of corrupt governments in Bogota fighting the
FARC; from Luciano’s labs in Marseilles to the establishment of the
Corsican Mob in Afghanistan and the subsequent colonization of the
poppy fields there by the Taliban. Wherever there was heroin, there
was the CIA.

 


Heroin was king, and for
organized crime the 18th
Amendment to the United States Constitution
ushered in a sideshow. Prohibition created an era when everybody
wanted booze and only some people wanted heroin, so the Mob
concentrated on booze. But in 1933, when the 21st Amendment put an
end to bathtub gin, allowing the government to tax all that whisky
coming down from Canada, drugs were once again the best game in
town.

*****

 


 


There is really only one
reason why criminals work at the business of crime.

 


Putting psychopaths and
people who commit crimes of passion to the side, most people commit
crimes for money. That’s why they rob banks. That’s why they work
extortion. That’s why they hijack trucks. That’s why the run
numbers. That’s why they invent frauds. That’s why they traffic
heroin. Criminals are criminals because they think crime
pays.

 


For the really smart ones —
like Maier Suchowljansky — it often does.

 


Born in Grodno, then
Russia, now Poland in 1902, he arrived in Brooklyn with his parents
in 1911 and, after Americanizing his name to Meyer Lansky, dropped
out of school at the age of 14. For a time, he worked as an
apprentice toolmaker. But there was never going to be a lot of
money in that, and this was a boy who wanted to have a lot of
money. So he looked for it on the streets and took it when he saw
it. Even though the diminutive Lansky needed thick-heeled shoes to
hit 5 ft - 4 inches, he turned out to be tough enough that he never
walked away from trouble.

 


One of the street kids who
tried to give him trouble was Salvatore Lucania. But the tiny Jew
stared back at the lanky Italian and a lifelong friendship was
born.

 


The Lucania family had
emigrated to the States in 1907 when Salvatore was just 10. Within
a few years, he was a reluctant resident of a home for juvenile
delinquents. He followed that, in 1916, with a spell in prison for
possession of heroin. As soon as he got out, having Americanized
his name to Charlie Luciano, he set about working his way up the
ladder of the organized crime and before long, was a prime suspect
in a series of gangland murders. By then, his pals Frank Costello,
Albert Anastasia and Vito Genovese were calling him “Lucky.” He’d
survived a brutal knife fight and legend had it that’s where the
nickname came from. The truth is less romantic. They dubbed him
Lucky because he was extraordinarily successful at picking
horses.

 


Lansky’s other boyhood
friend was a Jew named Benjamin Siegel. Born in Brooklyn in 1906,
Siegel had a volatile temper and was said, by some of the other
kids, to be “as crazy as a bedbug.” The handle stuck, he came to be
known as Bugsy, and got as crazy as a bedbug whenever anyone called
him that. Lansky and Siegel started as small time extortionists and
street level hoodlums, moving whatever heroin the “Bug and Meyer
Gang” could handle. Like everyone else, they changed tack with
Prohibition. They got good at what they did — which was
street-level whisky sales — and it didn’t take long before Lansky’s
smarts and Siegel’s sheer nastiness got them noticed by a real
player.

 


Arnold Rothstein was
perhaps the most important criminal of the era. Today, he is best
remembered as the gambler who fixed the 1919 World Series —
baseball’s famous “Black Sox Scandal” — which earned him a walk-on
role in F. Scott Fitzgerald’s The Great
Gatsby. He is also, supposedly, the model
for Nathan Detroit in the musical Guys and
Dolls and Nicky Arnstein in
Funny Girl.

 


One of the brightest men in
the business history of crime, Rothstein realized early on that
life as a criminal exposes you to personal risk. So, to minimize
personal risk, he established himself as backer. He started in the
heroin business, expanded into stolen diamonds and various
black-markets and, eventually, became America’s premier bootlegger.
He also wrote the textbook on the care and feeding of politicians
and judges, turning graft and corruption into an art form. He met
Lansky somewhere around the start of Prohibition, liked him and
brought him under his wing. Siegel came along as part of the deal.
Rothstein backed their early ventures and, by example, taught
Lansky a lesson that served him his entire life: stay in the
background, don’t trample on egos, and become indispensable to
everyone else’s business by carving out your own niche in their
supply chain. Rothstein’s niche was the finance of smuggling.
Lansky’s was the finance of dirty money.

 


Yet Rothstein’s real
contribution to 20th Century crime must be the word “organized.” He
wasn’t like so many of his contemporaries, a thug who committed
crimes. He was a criminal who comported himself like a businessman.
At a time when almost everything was resolutely divided along
ethnic lines, he crossed those lines to put diverse people
together.

 


Sound business, it was also
a mean trick because neighborhoods had definable boundaries and
most people stayed within them. It was that way with schools, clubs
and at work, especially in New York where melting pot immigrants
spent a generation or two denying the melting pot process. The Mob
was no different. The Italians stuck with Italians, the Jews stuck
with Jews. Rothstein’s legacy is of a Jew who was accepted by them
all. He was also close to the Italians, notably Al Capone. He could
hobnob with Irish gangsters like Owney Madden who ran Manhattan’s
Hell’s Kitchen, and with Irish millionaires in plush Back Bay
Boston estates like John F. Kennedy’s bootlegging father, Joe. He
accepted Luciano as Lansky’s friend and brought him into the
clique. He saw to it that Luciano’s friend Frank Costello — whose
real name was Francesco Castiglia and who would come to be known as
the Mafia’s Prime Minister —- accepted Lansky and Siegel as his
friends. He showed them all how to forge bonds across tribal lines
and how to establish “syndicates”, which turned into “organized
crime”, which made Luciano and Lansky and the others men to be
reckoned with.

 


Rothstein would be murdered
by gamblers to whom he owed money in November 1928. But by then,
his “syndicate” business model was firmly in place. Lansky and
Siegel were operating several distilleries, supplying whisky to
Italian, Irish and Jewish distributors and speakeasies. While
Luciano, who had a piece of the action with them, was now a
made-member of Joe Masseria’s crime family.

 


Not yet businessmen in the
Rothstein mould — that would come with time — Luciano, Lansky and
Siegel were still thugs playing at business. But Rothstein left a
huge void and these guys were smart enough to fill it. In April
1931, Luciano reshuffled the deck by conspiring with Masseria’s
sworn enemy, Salvatore Maranzano, to kill his boss. If Lansky and
Siegel weren’t actually in on the hit — and there is reason to
believe they might have been — they certainly knew about it and
helped Luciano arrange it. Maranzano then divided New York into
five families and rewarded Luciano by naming him head of one of
them. In turn, Luciano appointed Costello as his underboss and
promoted Vito Genovese into a position of responsibility. Four
months later, Luciano — and very likely Lansky and Siegel — struck
again, this time eliminating Maranzano.

 


Luciano, Lansky and Siegel
were now the biggest players in the East. They ran businesses,
jointly and separately, that employed tens of thousands of people
and generated tens of millions of dollars. But it didn’t last long
because so much of it was based on whisky. When Congress made booze
legal again, that was the end of that. Some of the Mob stayed in
the whisky business. But the commodity was nothing special,
competition was everywhere and profits were a shadow of what they’d
been. For men like Luciano, Lansky and Siegel — and their cohorts
Costello, Genovese, Joe Bonanno, Carlo Gambino, Johnny Torrio,
Longy Zwillman, the Fischetti brothers, Santos Trafficante, Tony
Accardo, Sam Giancana, Joe Adonis, Carlos Marcello and all the
others who whose names would become legendary in the history of
20th Century crime — the fallback position was heroin.

 


Prostitution was still a
thriving investment, but risks were too high for profits which
seemed too low, as Luciano would find out. Extortion, fraud and
numbers rackets were much less risky, but the profits reflected
that. Booze had been special because it had defied the ratio — it
was a low-risk, high-profit commodity. The lament became, “If only
they’d make whisky illegal again!”

 


Slowly, however, it began
to dawn on some of these men that whisky might not have been quite
so unique after all. It was illegal and therefore fruitful, but
illegal only proved fruitful in this case because a wide section of
the population wanted it enough that they would openly flout the
law to have it. That’s what increased profits and reduced the
risks. It wasn’t the whisky, it was the demand for whisky. The
greater the public appeal, they realized, the easier it was to
entice local politicians and cops to look the other way, which in
turn reduced risk. That’s when some of them — and Meyer Lansky was
clearly at the forefront — wondered, what else does the public want
enough to break law for?

 


The answer was
gambling.

 


It was illegal everywhere,
except Nevada. Yet, anyone who wanted to shoot craps or play
roulette could always find a roadhouse somewhere with tables.
Anyone who wanted to place a bet on a race or a ballgame could go
to their barber shop because barber shops across the country were
tied into a bookies’ wire.

 


By 1932, the national
bookies’ wire was controlled by Moe Annenberg. He’s the father of
Walter, who owned Triangle Publications, published TV Guide, the
Philadelphia Inquirer, and Seventeen Magazine. He owned radio and
TV stations, was patron of the University of Pennsylvania’s School
Of Communications and Temple University’s main library — both of
which bear his name - and, during Nixon’s reign in the White House,
served as US Ambassador to the Court of St. James.

 


Annenberg Senior fought
with, and eventually made peace with, the Mob to control the
national wire. He already owned the daily racing form which, with
gangster money and muscle, gave him a virtual monopoly on
information coming out of the nation’s race tracks. To suggest that
either Moe or Walter Annenberg ever allowed that information to be
misused, is pure speculation. To suggest that criminals with access
to that information wouldn’t use it to their advantage, flies in
the face of reason.

 


As everything was already
in place, all the Mob had to do was upgrade the product.
Speakeasies traded booze for craps tables and roulette wheels.
Roadhouses became “carpet joints” — sawdust was no longer the floor
covering of choice — and the business prospered for the next 20
years. From the end of Prohibition through the 1940s, the public
wanted to gamble and the Mob did what the Mob does best — supply
illegal demand.

 


Typically kitted out with a
dozen roulette wheels, half a dozen craps tables and half a dozen
card tables, there was the Piping Rock and the Arrowhead Inn, next
to the race track in Saratoga, New York; the Agua Caliente in
Tijuana, Mexico, an afternoon’s drive from Los Angeles; the Beverly
Club in Louisiana; the Riviera across the bridge from Manhattan in
New Jersey. There were gambling barges in southern California
taking punters beyond the three-mile limit where laws against
gambling didn’t apply; and wall-to-wall carpet joints in Hot
Springs, Arkansas, Galveston, Texas and Cleveland, Ohio, too.
Entire cities were transformed by illicit gaming, much the way
Branson, Missouri, today is a city of supper clubs and show
palaces.

 


As competition increased,
the product improved. Carpet joints offered food and dancing and
big name entertainers like Jimmy Durante, Sophie Tucker, Joe E.
Lewis and an up-and-coming kid from Hoboken, New Jersey named
Sinatra. There were carpet joints wherever there was room for one.
But it was in Hallandale, Florida where Lansky made his mark on
this era.

 


It began with a small-time
Chicago operator named Julian “Potatoes” Kaufman, who’d been on the
run and fallen under the paid protection of a Genovese Family
lieutenant named Vincent “Jimmy Blue Eyes” Alo. In those days,
Hallandale was nothing more than a way-station for itinerant fruit
pickers. Kaufman opened a bookies’ shop in a fruit packing shed
and, because the itinerant workers had cash on pay-day to spend, he
added a roulette wheel and a craps table. He called it The
Plantation.

 


Luciano had introduced Alo
to Lansky some years before and those two had become mates. Alo was
only a year older than Lansky, equally short and equally shy. Where
Lansky had the brains to devise a scheme, Alo had the back-up
muscle to guarantee that it worked. Eventually Alo would be the
watchdog positioned between Lansky and the Mob. He would keep one
eye on Lansky, to make sure that Lansky played straight with the
boys, and the other eye on the boys, to make sure that none of them
ever muscled in on Lansky. In turn, both Lansky and the boys took
care of Alo.

 


So now, when Alo told
Lansky that some locals had shut down the Plantation, Lansky
concocted a plan to reopen it next door. Potatoes unexpectedly
found himself with more partners than he’d ever imagined, including
Lansky, Alo, Luciano, Costello and Siegel. Lansky dubbed the place
The Farm, and put his brother Jake in charge of doling out bribes
to local politicians to keep it open. On the back of The Farm, this
group — minus Potatoes — opened the much grander Colonial Inn right
next door to Gulfstream racetrack. From Hallendale, their carpet
joints spread south into Dade County and Miami, and north to Palm
Beach. The public wanted to play, the locals grew rich on the
gamblers, and the cops were paid to worry more about traffic than
the mobsters who were bringing economic prosperity to south
Florida.

 


By design, carpet joints,
like all casinos, were profitable because the odds are always with
the house. What made them extremely lucrative — and the reason why
the Mob has always revered casinos — was “The skim.” A basic
“fingers in the till” game, it’s about helping yourself to a share
of the winnings after the money moves from the tables and before it
gets to the accountant’s office. If there’s a 100-grand at the
roulette wheel and you only hand 80-grand to the accountant — which
is what the tax man and your partners get to see — the 20-grand
difference is yours, free and clear. All you have to do is make it
disappear. But Lansky came to see the carpet joints as more than
mere cash cows. They were a near-perfect washing machine. By adding
heroin money to the daily take, street cash could be disguised as
house profits.

 


Gambling money was pouring
in, and the skim was making a lot of people very rich. But there
was also so much heroin money coming in that the Mob in Hallandale
needed to do something with it. The carpet joints couldn’t absorb
it fast enough. That’s why Siegel headed west to build the biggest,
most spectacular carpet joint ever. Financed by his friends, he
would invent the Las Vegas Strip, construct The Flamingo hotel and
casino, sustain huge cost overruns, open it disastrously, infuriate
his partners by stealing from them and, eventually, suffer the
ultimate fate for his betrayal.

 


Lansky, in the meantime,
was still haunted by Capone’s mistake. With more cash than he’d
ever seen as a bootlegger, he was more anxious than ever to keep
the IRS from finding it. He theorized that if he could put a casino
outside the jurisdiction of the IRS, sitting between his cash
businesses — especially heroin trafficking — in the States and his
secret bank accounts in Switzerland, he’d have the perfect cogwheel
to turn his two money engines in tandem.

 


And the place to do that,
he decided, was Cuba.

 


Only 90 miles away, and
easily accessible by boat and plane from Florida, the island was a
popular vacation spot. In 1933, a 31-year-old army sergeant named
Fulgencio Batista y Zaldívar had rallied the military to overthrow
the government of Gerardo Machado. He’d installed himself as chief
of the armed forces, had seized control of the country and had
inaugurated a reign of massive political corruption. He’d also put
out the welcome mat for organized crime.

 


It’s not entirely clear
when Lansky first visited Cuba, but by 1937 he’d acquired a
franchise on some gaming tables in the casino at Havana’s Hotel
Nacional. A chaotic place, with different people owning different
table rights in the same room, the casino provided Lansky with the
opportunity to move money from Florida to the safety of Havana and
also move money hidden in Switzerland through Havana and back to
Florida. The taxman wouldn’t know about the money leaving the
country, but he’d be welcome to count whatever was coming in, as
that was a “legal” return on an overseas’ investment.

 


Two years after Lansky set
up in Cuba, Batista decided to do something about the disarray in
the gambling industry. He hired a New England racetrack owner to
modernize Oriental Park racetrack and asked Lansky to reorganize
Havana’s casinos. Accordingly, one of the first things Lansky did
was to take over the racetrack casino so that he could launder
money through there, too.

 


The operative verb being,
“To launder.”

 


It’s called what it is, not
because Al Capone had a string of launderettes that he used to hide
his income — that’s a bedtime fable — but because it aptly
describes the process. Dirty money, being the proceeds of illegal
activity, is fed into legitimate business and through them into the
legitimate financial system, washed through a strategy to obscure
the money trail — moved in and out of shell companies, secret bank
accounts and multiple jurisdictions so that law enforcement can’t
follow it — and then, brought out the other end scrubbed and shiny,
looking exactly like legitimately earned income.

 


Some crooks in those days
did use juke boxes, pinball machines and slot machines to explain
away the cash they were generating from their traditional trades of
extortion, protection, bootlegging and narcotics. But Lansky never
called it money laundering and there’s certainly no reference to
anyone calling it juxing, pinballing or slotting. In fact, the term
money laundering didn’t come into the English language until the
Watergate scandal in 1973. In Lansky’s mind, he was merely taking
capital flight to the next level. But there’s no doubt that he laid
the ground work for what would come, and that first giant step for
mankind left its footprints in Cuba.

 


Seven years after seizing
power, Batista decided to validate his dictatorship by running for
president. He won the 1940 election, but somehow mismanaged a
rigged election and got voted out four years later. He retired to a
well feathered nest in Florida. By then, Lansky and his chums had
taken over a substantial part of the action at the Nacional and
were settling into casinos all over town. By then, too, Lansky was
fast becoming the single most powerful foreign investor in
Havana.

 


Along the way, Lucky’s luck
ran out. Manhattan District Attorney Thomas Dewey busted Luciano in
June 1936 on 62 counts of compulsory prostitution and shipped him
off to serve two 15-year terms at Dannemora Prison in Clinton, New
York. Referred to by fellow inmates as “Siberia” because of it’s
remote and harsh conditions, Luciano spent six years there before
his lawyers and Lansky worked out a way to get him
moved.

 


With the war in Europe and
the Pacific in full swing, Lansky sent out feelers through lawyers
suggesting that Luciano could be of real assistance to the
Pentagon. There’s no doubt that the government seriously considered
enlisting his help. Luciano claimed that he could — and later,
swore that he did — exert his influence with the Longshoremen to
keep Italian stevedores working in the ports of New York when the
US declared war on Italy. He also maintained that, during the
planning stages for the invasion of Sicily, he personally supplied
American intelligence with underground contacts on the
island.

 


Records do indeed show that
the US Navy was concerned about sabotage at the docks in Brooklyn,
and that the Office of Naval Intelligence (ONI) in Manhattan looked
to the Mafia for help. Sometime around 1942, officers contacted
Joseph Lanza, a mobster with ties to the longshoremen. There is
serious doubt, however, about Luciano’s role.

 


When he applied for a
suspension of
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