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What are Ponzi Schemes?

When I was younger, and still to this day, I recall my Dad’s use of a variety of phrases. These phrases are engraved in my brain and I often find myself using them from time to time. One in particular that sticks out is the phrase “rob Peter to pay Paul.” I never fully understood what it meant, and I remember finding it very odd – why would you rob someone just to pay another? As I grew older, I eventually learned what the phrase meant and how it plays into today’s society. If I were to use the phrase today, I would say that Ponzi schemes are an act of robbing Peter to pay Paul.
	The term “Ponzi Scheme” is defined as a form of fraud in which belief in the success of a nonexistent enterprise is fostered by the payment of quick returns to the first investors from money invested by later investors. The scheme received its name after Charles Ponzi, an Italian man who is often described as an “infamous swindler”. Charles was born in 1882 in Parma, Italy. In 1903 he traveled aboard the S.S. Vancouver and made his way towards Boston, Massachusetts before moving to Montreal in 1907 to work as a bank teller. It was there that Charles found himself involved in criminal ventures such as abusing loans, forging checks and smuggling Italian immigrants across the border – which ultimately landed him in prison. When Charles was released from prison, he returned to Boston and worked various jobs, but it wasn’t long before he was involved in another criminal venture. Charles started his scheme by purchasing international reply coupons (IRC) in one country and exchanging them for more expensive stamps in another country. By doing so, he could then sell the stamps and return a profit. After some time, Charles decided he wanted investors so that he could make even more of a profit. He promised his investors outrageous returns and paid them using money from other investors instead of actual profit. Charles Ponzi eventually got caught and pleaded guilty to mail fraud. In 1949, he died penniless in Rio De Janeiro, Brazil but his name will forever be secured in history. 
	Today, the term “Ponzi Scheme” is still used to describe acts similar to the one that gave it its name. One of the most famous Ponzi schemes to date involves a former stockbroker named Bernie Madoff. Bernie was born in 1938 in Queens, New York. He graduated high school in 1956 and later graduated from Hofstra University in 1960. He then used his $5,000 in savings and a $50,000 loan from his in-laws to start an investment firm with his wife. This firm was known as Bernard L. Madoff Investment Securities, LLC. Bernie’s firm grew over the years and by the end of the 1980’s they were handling more than five percent of the trading volume on the New York Stock Exchange.  Bernie had many famous clients such as Steven Spielberg, Norman Braman the former owner of the Philadelphia Eagles, Zsa Zsa Gabor and many more. Having helped launch the NASDAQ stock market and being a chairman for 3 years, Bernie appeared to be driving his firm to financial success. Throughout the years Bernard L. Madoff Investment Securities had thousands of clients and made billions. In 2008, several of Bernie’s clients began to request large sums of money back in returns. With no way of completing these transactions and without any new investors, Bernie began to crack under pressure. On December 10, 2008, Bernie admitted to his sons that the firm was an elaborate, long-standing Ponzi scheme. His sons later went to the police and the next day Bernie Madoff was charged with eleven felony counts consisting of securities fraud, investment advisor fraud, mail fraud, wire fraud, three counts of money laundering, false statements, perjury, false filings with the United States Securities Exchange Commission (SEC) and theft from an employment benefit plan. On June 29, 2009, Bernie Madoff was sentenced to 150 years in prison – the maximum possible prison sentence. In April of 2018, the Justice Department stated that the total restitution paid out to Madoff victims is now at 1.2 billion dollars. 
[bookmark: _GoBack]	The Ponzi scheme created by Bernie Madoff wasn’t the first, and it definitely will not be the last. In 2019, authorities uncovered 60 alleged Ponzi schemes with a total of 3.25 billion dollars in investment fraud. To me, Ponzi schemes are a fake and a constant game of catch up. All while tricking investors into believing they have non-existent assets. While there doesn’t appear to be a stop in sight, there are some red flags that the SEC tells us to look out for – high investment returns with little or no risk, overly consistent returns, unregistered investments, unlicensed sellers, secretive and / or complex strategies, issues with paperwork and difficulty receiving payments. 
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