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o Ponzi’s Foundation for Madoff’s Pyramid

Courts used 20th-century precedents to resolve claims over a 21st-century swindle.

in By Randy Maniloff
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Bernie Madoff, who died Wednesday at 82, is inevitably remembered

for running the biggest Ponzi scheme in history. Which makes his Wait, Where Did All
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death a reminder of the life of Charles Ponzi (1882-1949).
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His name became not only an eponym but a Supreme Court case, and

the aftermath of his scam led to a second ruling by the justices. Opinion: Biden’s
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the court lacked jurisdiction to prosecute him on state charges.
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interest, had been returned to them after the fraud came to light. The
trustees had sought possession of this money for the benefit of all

victims.

Fallout from Ponzi’s scheme reached the high court two years later.
The issue was what to do about Ponzi’s lenders, whose money, without

Taft sided with the trustees, concluding in Cunningham v. Brown
(1924) that those who received back their loan amounts had enjoyed
an impermissible benefit at the expense of the “dupes” who felt “the
effects of Ponzi’s insolvency.” In bankruptcy, the chief justice
declared, there is a principle that “equality is equity.”

Massive litigation followed Madoff’s unraveling in an effort to locate
money and repay investors. As for the method to divvy it up, a New
York bankruptecy court concluded in 2010 that it should be based on
the amount of money an investor deposited with Madoff, less
withdrawals. The court rejected the idea of considering the fictitious
balances on the investors’ statements, a procedure which would have
benefited some who realized imaginary gains.

The judge cited Cunningham v. Brown in concluding that Madoff’s
victims were equally innocent, and “equality is equity.” A federal
appeals court affirmed. If Ponzi set a precedent for Madoff, so did
Chief Justice Taft.

Mr. Maniloff is an attorney at White & Williams LLP in Philadelphia
and an adjunct professor at Temple University’s Beasley School of
Law.
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