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Fall of a Black Capitalist |

Nixon S‘upporter:F aces Prison in Funds Case

By Barbara Bright-Sagnier
Washington Post Statf Writer
On Good Friday of 1971,
while  President  Nixon
worked in his Oval Office
across the hall, 18 top offi- -
cials from Defense, Labor,
Commerce. and five other
federal agencies gathered
for an explanation of an ad-
ministration pilot project
that'would soon pump $2.5
million in federal contracts .
and loans into the shaky fi-
nancial empire of black cap- .
italist Dr. Thomas W. Mat-
thew, a New York neurosur-
geoh. ’ '
White' House counselor
‘Robert Finch and special
assistant Robert Brown did
the explaining, and less than
a month later, in May, 1971,
presidential  speechwriter
Patrick J. Buchanan wrote a
memo suggesting that Mat-
thew’s “‘businesses’ become
Nixon headquarters in the
black communities in the
1972 campaign.” "
Today, 'the man whom the
White* House : presented: in
1971 as “the Thomas- Paine
of the black community” is
appealing a December, 1973,
conviction' in New York for
71 counts of grand larceny
in the illegal diversion of

federal funds and a sen - .

tence of three in
prison.

Matthew’s businesses are

years

now “inoperative,” accord -

ing to a spokesman for Mat-
thew, the properties fore-
closed and the equipment
seized following civil judg-
ments for $321,000 in de-

faulted federal loans against |
Matthew and his associates .

in the ghetto projects.

His criminal conviction on !

charges brought by a
Queens County (New York
State) attorney does not pre-

. clude a federal indictment.
Yet the_ U.S@.{‘attogney for
the Southern’*'District of
New York, PaylCurran, to
whom Matthew’s case was
“referred two years ago. by
the Justice Department, re-
fuses to say whether it is
seeking .a federal criminal
indictment against Matthew.
Four years ago, President
Nixon, in his first act of ex-
ecutive clemency, freed Mat-
thew from imprisonment ¢n’

. an-earlier conviction for fed:

eral tax evasion.

That 'Good Friday, 1971,

meeting in the White House. .

was attended by representa-
tives from the Departments
of Defense, Labor, ‘Coem:-
merce, Health, Education

and, Welfare, the Office of
Economic Opportunity, the
Office of Minority Business
Enterprise, the
Services Administration and

the Small Business Adminis-
tration. Sy

“Finch gave the hasic : ':evér

pitch,” said Anthony Chase,
former deputy administrator
of SBA, and therman ap- .
pointed to spearhead the
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fnulti-ggency task foree' to -
aid Matghéws. “Then Bob
Browtt, picked up the ball

and made kind of a second-
ing speech ... .

“We got this story about:-a
magnificent guy who’s' tak-
ing drug addicts, ex-convicts’
and prostitutes off welfare
and putting them of & Pay+”
yvoll,” said Chase. “Hé
(Matthew) was presentedzas
the Thomas Paine of:theée
black community, and:we .
were to do everything w
ecould.” O
. In a May 3, 1971, memnid’ -
from presidential speech-*
writer Buchanan to Brown,
the President’s black liaison
.assistant, and presidential
‘counsel Leonard Garment,
Buchanan wrote:

“To have some blacks out-
spoken and vocal and strong
for the President would be
tre mendously helpful in
both black and white com-
munities,” the' memo from
‘Buchanan continues, “and -
methinks Dr. Matthew’s
tough-minded self-help is
the type of black leader we
can win—not Brother Aber-
nathy of the Mules.”

(The reference is appar-
‘ently to the Rev. Ralph -
‘David Abernathy, then' pres-
sident of the Southern Chris-
tian Leadership Conference.)
¢ The. businesses of Mat-
thew, spun off from the non-
profit National Economic
Growth and Reconstruction
Organization (NEGRO),
which he still heads, crum-
bled a few months later -
when reports of gross finan-
cial mismanagement prompt-
ed the cutoff of federal
funds to them. ;

. The 49-year-old neurosur-
geon is attempting to::save
the assets of three gf: his
Harlem businesses, accord-
ing, to- Tom Ryan,, whom

- Matthew has designated as

his spokesman to the press.

. Lawrence J.  Finnegan,
:chief of Queens, Q@g}zty in-
vestigations, led the. ioyesti-
gation resulting in; the crim-
inal indictment against Mat-

General? -

 doctor

_“Rarely is an audit

thew on charges of diverting
$250,000 in"Medicaid funds
irom his Interfaith Hospital
t0'a bus company in Los An-
inntgan said his of-
till itivestigating the

(71

Ma&hew’s defenders, how-
A contend that “it’s
:never been proved Matthew
put a single Penny in his
.own pocket,” as Chase said
recently.

; Finnegan has turned over
the House Small Business
subcommittee, which is in-
vestigating corruption in
SBA loan programs, memo-
randums of his conversa-
tions with Marvin Shelton,
who made an external audit
:of Matthew’s businesses for
SBA. Shelton disputes Fin
.negan’s recollection of the
rconversations, but Finengan
«says Shelton said in August
1973, that he believed the
Department of Justice had
‘ot prosecuted Matthew be-
cause Matthew had heen
:‘couted by the White House
«as an example of black;capi-
stalism, according .to ' the
‘memoranda.

; According to the:memo-
-randums Shelton told Finne.
-gan that, based merely on
‘Shelton’s own external audit
:repqrt, the Internal .Reve-
e Service could prosecute
:Matthew for at least:$800 -
:090 in undeclared incomé.
.l«lnnegan recalled Shelton
:as saying he believed there

Was.an order not to proge.

‘cute:

Asked for verification of

‘the statements attributed to -

‘him by - Finnegan, Shelton
jd‘enled saying that prosecu-
ton-of Matthew had been

:deliberately stopped: Jn 3.

:telephone interview, Shelton
.acknowledged that the Mat-
;:chew books were “certainly
;Pot complete” and thatMat.-
:thew p had “comingled
-funds,” but he added:
report
;suffipiently developed;gfor
anybody to prosecute.

« “I can’t say the Justice
‘Department is not, or 'has
‘not, or will not” criminally
-brosecute Matthew, Sheltdn
;said. -
: Finnegan. informed of
jShelton’s denial, said he
;stood by the memorandums
<he had turned over to the
‘House subcommittee, ) :

¢ “I'm sorry Marv and' I

+have to disagiree” Finnegan !

said:Monday, “he was the
‘most candid of all those
with whom I talked. He’s'in
‘a tugher position than' I

-am.-I’m sure ‘he never ex- .

-pected the information to.be

‘turned:over. He still'has /st

‘periorsiinthis job.”

-quested anonymity because
. +he remains in 2 sensitive
I Position, said that: the Shel-
-ton audit was given to then
. presidential counsel John
:W. Dean 'III, who subse-
.quently turned it over to the
«Justice Department.

¢ “Iasked Dean myself sev-
«eral times why no indiet
‘ment had heen made, but he
‘never answered me, and he
-eventually refused to return
:my Ttelephone calls,” said
-the former staff member.

o It was after Matthew’s ar-
‘rest last year on Jatrceny

~charges involving: {ffé"(’m’cgr-

faith Hospital in Queéns
that his story began to ' cotne:

) to light. Shelten’s SBA audit
of Matthew and his NEGRO
businesses then*
prominently in the House
subcommittee hearings.

The New York doctor has
garnered headlines of one
sort or another throughout
his turbulent career.

Born in the basement of a
building next to New York’s
Knickerbocker Hospital (his

LRERD e
: ‘A ~forfher“White * Héyadt
;staff  member, who re.

figured

father was the hospital jani- -

tor: but his mother was de-

nied entrance to the mater- -

nity ward because she was
black, said NEGRO spokes-
man Ryan), Matthew was
the first black graduate of
the prestigious Bronx High
School of Science and, at 19,
the first black to graduate
from Manhattan College.

In 1949 he was graduated
from  Meharry Medical
School in Nashville, Tenn.,
taking " his internship ~and
residency at hospitals in St.
Louis and Cleveland. After
completing his. neurosurgi-
cal training at Harvard Med-
ical School, he returned to
New York to join Mt. Sinai
Hospital in 1955

In 1956, he became direc-
tor of neurosurgery at Co-
ney Island Hospital and
soon. established a lucrative
private practice in neurosur-
gery, with offices on Park
Avenue. . g

In 1964, Ryan econtinued,
Matthew established the In-
terfaith Hospital, which
Ryan said was the first vol-
untary general hospital in
the TUnited States owned
and operated by blacks. Us-
ing the hospital as a base,
Matthew started NEGRO
and began to develop small
businesses to further his
concept of ghetto rehabilita-
tion.

NEGRO businesses, which
included a clothing manu-
facturer, a chemical packa-
ger and a textile firm, would
employ the “hardcore unem-
ployables,” Matthew said,
and attempt to break the
employees’ antisocial behav-
ior patterns and dependency
onwelfare. ‘ ‘

In 1966, Ryan said Mat-




.which reportedly

. thewrgave: up "HIs - private

netrosurgical z  practice,
brought
him a $100,000 yearly in-
come, and began to plow his
cap1ta1 into NEGRO.

At the height of his
NEGRO capitalist efforts in

1968 Matthew opened sev- |

eral businesses in Washing-
ton, including a market on

" O-street and a clothing fac-

tory-at 1800 Vernon St., but
the businesses no longer ex-
ist.

Matthew’s t1es to Presi-
dent Nixon date back to

© 1966, when speechwriter Bu-

*s

chanan introduced the doc-
tor to Mr. Nixon, who was
then practicing law in New
York. Buchanan and the
President apparently fol-
lowed the doctor’s fortunes,
and Mr. Nixon lauded Mat-
thew’s approach to black
capitalism in at least two of
his 1968 campaign speeches.

Nows accounts of the 1970
pardon of Matthew, who had

been imprisoned for failing -

to  file personal income tax

returns for 1961 - through

‘3963, said that President
Nixon commuted Matthew’s
sentence because of

“the
constructive work the doc- |

tor was doing in black capi- ;

talism.”

«Shortly after leaving
prison, Matthew publicly en-
dorsed the President’s nomi-
‘hation of G. Harold Cars-
well to the Supreme Court,
a-nomination denounced by
most other black leaders.
-In October, 1970, Free
Fashions Inc., a NEGRO-as-
sisted clothing manufac-
turer that Ryan said had be-

<gun operations by sewing

sheets and patient gowns in
‘the basement of MattheWs
Intei‘falth Hospital, was
awarded two Defense De-
partment contracts to make
olive drab and white boxer
shorts for men.

The contracts, according
to- Dale Babione, executive
director of procurement for
the Defense Supply Agency,
were assigned “in the nor-
mal way” on a competitive

-

-basis after defense inspec-
tors certified that Free
. Fashions seemed capable of
fullfilling the contract.

The Defense Department
eventually awarded six con-
tracts worth $1.5 million to
Free Fashions and two other
businesses spun off: from
NEGRO—Domco  Textiles
and Domco Chemical Corp.
These three businesses were
also the recipients of SBA
loans amounting to $227,500.

In April, 1971, NEGRO
staged a demonstratmn out-
side SBA’s Washington of-
fice to thank the agency for
its assistance. NEGRO dem-
onstrators displayed signs
which read “NEGRO credits
SBA” and “Work Not Wel-
fare.”

In the summer of 1972,

Meatthew- alse 16d a handful
of black demonstrators who
sat*down in a Miami street
to urge blacks to vote for
Mr. Nixon. .
Matthew’s NEGRO-as-
sisted businesses employed
some 400 persons at their
peak in 1970 and 1971 to
manufacture boxer shorts,
bandohers and chemical

heatmg pouches for the De-
fense Department Ryan
said.’

Ryan said that efﬁc1ency

was ‘never high at  Free

Fadhions or at the Domco

" companies because  the

NEGRO Dbusinesses * hired

drug ;addicts and alcoholies,
pr ostltutes and exconmcts

“But we felt our -effi-

mency would grow o - said
Ryan. “We expected to have
less financial outlay for the
second or third contract. If
we kept getting contracts,
we -believed it would even
out;” he said. '

Ryan conceded that the
businesses’ bookkeeping op-
erations were “confused.”
He said Matthew had never

claimed to keep federal .

funds separate for the vari-
ous NEGRO businesses.
“Like all poor people,” he

said, /“we robbed Peter to
pay Paul.”
. Matthew continues to

draw a $30,000 annual salary
as president of the Inter-
faith. Hospital,” Ryan’ said,
and he and his family still
live in a  NEGRO-owned
brownstone in Harlem.

. Ryan said Matthew isicon-

sidering filing a countersuit
against the federal govern-
ment for the judgment on
the defaulted SBA loans.
Matthew would allege, said
Ryan, that the government’s
“precipitous - conduct” “in
canceling payments on the
various loans and contracts
was responsible for the fail-
ure ovf¢,, Free Fashions,
Domeco - Chemicals a‘ﬁd )
Domeco Tex’mles

The shaky manaoemen’c
foundations of the NEGRO
businesses were apparently
evident in June 1971, only
two months after the multla-
gency task force was called
together in the White
House.

At that time Chase wrote
in a report to the committee

that “the problems with re-
spect to Dr. Matthew’s el-
forts to-assist in the psycho-
logical'and economic devel-
opment of dusadvantaged
persons are manifcld.”
Chase mentioned in [the
report‘ “the absence of: Erec-
ords “of funds, dlsbuxjse-
ments and busmess keeplng
procedures” and “the . ab
sence of proper deleganon

» of authorities becatse of

lack of depth of manage-

ment talent and ability.”
Despite such caveats, the

. taskiforce continued to meet

regularly, Chase said, to
hegar regorts on Matthew’s
ventures. Speechwriter Bu-
chanan attended at least two
of the meetings, according
to. Chase “He was con-
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stantly reminding us that
the President himself was
very concerned with making
this thing fly.”

‘ %\/fe still contends that,
ha atthew “been honest”
with the various governmen-
tal agencies, the pilot pro-
ject would have worked.
Matthew, he said, did not
trust hlS subordmates and
he tried, but failed, to super-
vises all the busmess opera-
tions himself.

I. . Townsend Burden JI7,
former special assistant to
Chase at the SBA; compared
the SBA loans to Matthew
(and “other minority
businesses) to the U. S. D-
Day attack on Normandy
Beach on June 6, 1944)

“We lose 80 to 90 per cent
on the first wave,” he said,
“but if 10 per cent are suc-

cessful, it’s viable.” Burden
added that he believed the
government had “put

enough money into those
projects to make them prof-
itable, but Matthew spread
himself too thin.”

Babione, ‘at the Defense
Supply Agency, agreed that
Matthew “was way over ex-
pended, . .he ran someéthing
like 20 compames simultane-
ously.”

Chase said he became sus-
piciousiof Matthew one day
in the summer of 1971 When

the doctor walked “into
Chase’s office to ask for
more . money. Matthew, -

Chase said, alleged that. the
government grants were not
sufficient because SBA offi-
cials in New York and
Washington were receiving
kickbacks. An SBA investi-
gation, said Chase, found no

basis for the Matthew
charges.

Shortly after that inci-
- dent, Matthew, agaiist

Chase’s advice, took at least
18 of his NEGRO associates
on a trip to the Soviet Un-
jon. Investigators later said
that the trip was paid for, il-
legally, with SBA funds; in
that the funds were mnot
used for the purposes origi-
nally intended.

NEGRO spokesman Ryan .
claimed that the Moscow
trip had been made with the

‘approval of the State De-

partment. He said Matthew

‘had hoped that the Soviets

could bhe persuaded to capi-
talize on “their elaim “to
friendship for 'the American
blacks and award manufac-

turing contracts to the
- NEGRO businesses.
A State Department

spokesman said Matthew’s
trip had been encouraged as
“a desirable contribition to
the people-to-people efforts”
between the United States
and the Soviet Union.

But the publicity gener-
ated by Matthew's trip did
not impress his federal cred-
itors.

While Matthew was in
Moscow, Chase said orders
were sent to all agencies in-
volved in the task force' to
cut off the federal grants,
loans and contracts, and an
SBA audit was begun of
Free Fashions, Domco Tex-
tiles, Domco Chemicals, and
Freedom Village, the build-
ing that housed the three
companies.

Completed in December,
the audit was given to mem-
bers of the task force and

‘William Kolberg, then as-
‘ststant director of the Office |

of Management and Budget,
called a meeting in the
White House to discuss the
findings. Dean attended.the
meeting and directed that
all information be turned
over to the Justice Depart-
ment.

According to one of the
participants in that meeting,
Shelton’s SBA audit said
that it was impossible to de-
termine how much govern-
ment money had been lost
by-the NEGRO companies.
Approximately a quarter of
a million dollars, however,
was never accounted for, he
said.

“‘According to a summary
prepared by Queens attor-
ney Finnegan of that audit,
45.26 per cent of the pay-

ments on Defense contracts

DR. THOMAS MATTHEW
. . businesses “inoperative’



had, been made, but the
NEGRO businesses had de-

livered only 23.7 per cent of

the products ordered. The
DSA had also registered
complaints on the quality of
the shipments of boxer
shorts, and had rejected an
undisclosed number.

All the loans made by
SBA, the audit summary
said, were “in serious de-
fault,” and federa] funds in-
tended for one negro busi-
ness had been diverted to
others.

Presidential assistant Bu-
chanan refused to comment
on his relationship with

Matthew or on the memo
he wrote suggesting that
Matthew’s “businesses” be
turned into Nixon campaign

e
headguarters.

" Finch, interviewed by tele-
phone at his office in Los

Angeles, said he had not ini-
tiated the White House pilot
project but he had endorsed
it “because my feeling was
he (Matthew) was trying to
do a worthwhile kind of
thing.”

Finch said he had been in-
troduced to Matthew by Bu-
chanan during his tenure as
secretary at HEW. Finch
said he had continued to
meet with Matthew after as-
suming the job as counselor
at the White House.

The task force, said Finch,
had been called together
“when he (Matthew) got into
trouble” on meeting the De-
fense contracts.

“We continued to believe
it was a bona-fide effort;”
said Finch, “perhaps for an
inordinately long period of
time.”

Leonard Garment, one of

the persons to whom Bu- .
chanan’s memo was ad-
dressed, said his office had
deferred any action on Bu-
chanan’s proposal to the

black liaison office under
Brown. @

Brown, who now heads his
own public relations office
in North Carolina and Wash:
ington, said he did not recall
having seen such a memo."
He denied that the White*
House support of Matthew,”
or of any projects in the
black community that were

‘stimulated or directed by

his office, were prompted by
political motives. #
Brown described Matthew.
as “a very dedicated mah
who operated contrary te -
the system, and the system
seems to be chewing him up
now.” i R



