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March 1938, it collapsed completely, never to recover. Drawing on the persord papers of two
key participants, Oskar Morgenstern and Karl Menger, and dso on the archives of the
Rockefeler Foundation, this paper provides a portrait of that community, chronicling its evolution
and dramatic collapse. Particular attention is paid © the milieu surrounding Morgenstern, both as
director of the Rockefdler-funded Audrian Inditute for Business Cycle Research and as
philosophica “dissdent”. In collaborating with mathematicians Menger, Wad and, later, John von
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I ntroduction

As every reader of this paper knows, f the dity of Vienna has acquired a prominent place in the
hisory of the 20th century, it is because of its extraordinary legecy in arange of fidds, induding
medicine, mathematics, psychology and psychoandysis, philosophy, architecture, design and the
visud ats. Many of today’s academic specidisms and cregtive arts can trace some part of their
heritage back to the “City of Dreams’ in the late 19"- and early 20" century, be it during the Fin-
de-siécle era before the Great War or the harsher period between the dissolution of the Empire and
the outbreak of World War 11.1

The Viennese contribution to the field of economics, too, was sgnificant during this period. In
choosing an opening landmark, few will contest the importance of the publication of Carl Menger’'s
1871 Grundsétze. With this, and later the Unter suchungen, Menger became the founding father of
Viennese economics, and his influence lasted well beyond his deeth in 1923, with members of the
younger generations looking to him, and sometimes competing for his ntelectud mantle. Less
obvious is the choice of an event with which to mark the close of the Viennese *conversation”.

Some will choose 1934, when spiritud pillar Ludwig von Mises eft the city to take a pogtion in

Geneva. Others will prefer 1938, when the Anschluss occurred, and German troops arrived in the
city. Yet others will say that what began in Vienna never redly ended: the Audtrian conversation

smply moved abroad, with the torch being taken up by Mises, Hayek and their post-war disciples
on both sides of the Atlantic.

Regardless of where one stands in this repect, it is widely accepted that between the 1870's and
the Second World War, Vienna was home to a vibrant fecund community, in which many facets of
economics as a fidd of inquiry — theory, policy, philosophical aspects, the relationship to other
sciences and to mathematics — were vigoroudy discussed.  These debates |eft their traces upon

subsequent developments as diverse as Audtrianism and the oeuvre of Friedrich Hayek; the fidd of

1 For a beautiful account of Viennese palitics and culture at the turn-of-the-century, see Schorske
(1981). See dso Johnston (1972) and Janik and Toulmin (1973).



law and economics, the theory of genera equilibrium; the fidd of economic development; and the
theory of games.

Intellectud life in Vienna in the early 20" century was intensdy “social”. Thisis not to say that there
prevailed an atmosphere of harmonious cooperation — far from it —but, rather, that intellectuds and
academics, and artists too, depended upon one other for simulus and affirmation. A pervasive
feding of anxiety; the close geogrgphicd confinement; the lack of anonymity; the presence of a
cultivated dite; and existence of a lively public sphere in which palitics, science and culture were
objects of serious dtention; dl of these features made for a setting in which intdlectua and artistic
circles flourished. Because of the cultivation and curiosity of those involved, these groups often
overlapped, with individuds participating in severd a atime. While some of the gatherings were
devoted to one particular discipline, discussonin many others ranged across severd fidds.  Inmany
such circles, even the scientific ones, discusson was nat the purview of academics alone: whether at
the café, the forma seminar or the public lecture, educated laymen mixed fredy with universty
teachers. Thus, for example, when, in the mid-1930's, mathematician Karl Menger twice raised
money for his impecunious students by organisng short series of public lectures, on subjects
induding physics, biology and the socid sciences, he did so in the knowledge that the Viennese
would pay to come hear Werner Heisenberg and others speak.

“Many members of the legd, financid, and busness world: publishers and journdids,
physicians and engineers took intense interest in the work of scholars of various kinds. They
created an intellectud atmosphere which, | have dways felt, few cities enjoyed” (Menger
1994, p. 9)2

2 However, the same Menger took a rather jaundiced view of café life: “The productive coffee house

discussons in Vienna were directed more towards bdles lettres than in other cities and less towards

logic and mathematics. For my part |, untypically, didiked the amosphere of those places’. From an
early draft of Menger (1994), no page number, Menger Papers, Duke University. For the two lecture
seriesin question, see the volumes containing Menger (1933) and (19364a).



The economic circles that made up the interwar community in particular have been described in
Earlene Craver's landmark article on the subject in this journa in 1986.3 Drawing on the
recollections of severd émigrés, Craver provides a rich portrait of the Viennese economigts in the
years leading up to their emigration. Thus, akey venue was the famed Privatseminar organised by
Ludwig von Mises, which provided a forum for discussion throughout the 1920's and early 1930's,
with condderable emphasis on questions of method and the scientific Status of economics as a
discipline. The fact that this seminar met, not a the University of Vienna, but at the offices of the
Vienna Chamber of Commerce, where Mises worked, reflects an important feature of intellectud life
in economics a the time, namely the dilution of the relative importance of the university and therisein
significance of non-academic venues, be they adminigtrative offices or cafés.

During the same period, a circle so formed around Professor Hans Mayer at the University of
Vienng, its membership overlapping with the Mises group. There was d <o, inthe 1920's, the Geist
Kreis, the members of which came from a variety of backgrounds, with discusson ranging across
literature, history and the socid sciences. Yet another, as of 1927-28, was the Vienna Economics
Society, more aforma organisation than a discusson circle, which drew on the same pool of Mises
and Mayer followers. Findly, in the 1930's, two other entities were the Audtrian Indtitute for
Business Cycle Research, funded by the Rockefdler Foundation and managed by Oskar
Morgenstern, and the Mathematical Colloquium, organised by Kal Menger. The Inditute
conducted agpplied and theoreticadl economic research, while Menger's Colloquium, athough
devoted primarily to mathematics, gave specid aitention, especialy towards the mid-1930's, to
economic theory. To al of these might be added the philosophers, mathematicians and physicigs
surrounding Moritz Schlick at the Vienna Circle, not least because of Otto Neurath's interest in

economic organizetion and planning.

3 See Craver (1986a).



In what follows | shdl use the life and career of Morgenstern as a point of departure from which to
explore the Viennese economics community. He came of age in the mid-1920's, took over the
management of the Audtrian Institut fir Konjunkturforschung in the early 1930's, and was one of
the lagt of the Viennese to go into exile, just before the events of 1938. Beyond his extensive ties
with fellow economists both in Vienna and abroad, he cultivated important reaionships with others,
including Menger's mathematicians, in particular, and the philosophers of the Schlick Kreis. That he
did so wasindicative of a certain dissatisfaction he felt with economics, Austrianismincluded, so thét,
amongd the city’s economists, he may properly be viewed as both member and critic. Because of
this, he cadts, if anything, even greater light upon his milieu

By consdering the Viennese community in this manner, we are led to emphasize what | believe to be
novel features of the history. Firgly, while Morgenstern certainly became a figure of power in
Vienna, he was, in other respects, an outlier. Even as ayoung economist, he was keen to emphasize
his differences with the centrd figures of the Audrian community, including Mises, Mayer and
Hayek, as a result of which he sought dliances with others. This querulousness shaped his Viennese
milieu, and contributed to its conflicted higtory. Secondly, our account demonsrates the
impossihility of underganding the social higtory of that community without consdering what its
members wrote Whether directly or indirectly, scientific papers both stimulated and mirrored socid
reconfiguration amongst the economists. Thus, for example, Morgenstern’s 1934 book on the
relationship between economics and politics, to the extent that it was critica of Mises, oneof his
mentors, served to confirm the author’s shifting pogtion within his drcle. Other papers by him can
be dmilaly interpreted. Findly, there are complex human dimensions to this story, occurring, as it
did, during a period marked by anti-semitian. Morgenstern went from privately harbouring anti-
semitic fedings throughout the 1920's and 1930's to feding betrayed when some of his Inditute
colleagues embraced Nazism. At Princeton, he made closest friends of the von Neumanns,
Hungarian Jews. With profound socid upheaval came persond adjustment and change.

Dissent
When it was recondtituted in the late 1920's, through the efforts of Friedrich Hayek, the Vienna
Economics Society included most of those in the city with an interest in the subject. Its senior figure,



Ludwig von Mises, was the leader of the Audtro-liberds, a staunch opponent of government
interventionism, influenced by his teacher Béhm-Bawerk. Around him stood a group of younger
people, known for their liberd views, including Hayek, Richard Strigl, Fritz Machlup and Gottfried
Haberler. Standing somewhat gpart from this liberd nucleus were Paul Rosengtein-Rodan,
Alexander Gerschenkron and Oskar Morgenstern.4 The other senior figure in the society was Hans
Mayer, holder of a chair a the University of Vienna. Like Mises, he was a critic of mathematicd
theories of economic equilibrium, but he gppears not to have shared his liberd palitics, being closer
to his mentor, von Wieser, in his agpprova of a strong state® Mayer and Mises were rivas and
enemies, and the rehabilitation of the Society was part of an effort to reconcile them and pull the
community together. Amongs the remaining members were Steffie Braun, one of the few women;
Richard Schilller, the senior civil servant; Ewad Schams, an economist well-versed in mathemétics,
and members of the business community, such as banker Karl Schlesinger, and Felix Kaufmann, a

philosopher of law and socia science who worked for a petroleum company.6

One of the first talks to the reconstituted society was given in the autumn of 1927 by Karl Menger,
then a 25-year old mathematician He had recently returned to Vienna to a lecturing postion at the
university, after an acrimonious postdoctora stay in Amsterdam with mathematician L.E.J. Brouwer.
As the precocious sonof Carl Menger, he was well-connected to Viennese society, and known in
severd intdlectud cirdes. Only four years previoudy, in 1923, just after his father's death and
before even beginning his own studies, he had written an introduction to the posthumous revised

4 On the Augtro-liberdss, see Klausinger (2008).
5 On Mayer, see, inter dia, Weber (1961).

6 Schlesnger and Schams were probably the most mathematicaly-minded of those present.
Schlesinger hed arrived in Viennaiin 1919, when he fled the Communist Revolution of Bda Kun. In
his 1914 development of Walras monetary theory, Theorie der Geld- und Kreditwirtschaft, he
used Imple mathemdtics extengvely, something which distinguished him in the German-spesking
literature. See Morgenstern (1968), Weintraub (1985). Ewald Schams would later be remembered
by Morgenstern as the one who had introduced him to the work of Pareto and Walras. On Schams,
see Chapter 6 of Hayek (1992).



edition of the Grundsétze.” Then, as student and protégé of Vienna Circle mathematician, Hans
Hahn, he came into contact with Moritz Schlick, Rudolf Carngp and Otto Neurath. Small city that
Vienna was, these figures were, in turn, known to the economigts. Hahn, for example, was perhaps
the Univergty's most academicaly eminent socidist, and Neurath had long been an opponent of

Mises.8

Amongst those attending Menger’' s talk that evening was Oskar Morgenstern, then temporarily back
in Vienna, between Rockefdler-funded postdoctora stays in Harvard and Rome. At that point, he
was completing Wirtschaftsprognose, the Habilitation thess that would alow him to teach at the
Univergty of Vienna A methodologicd tregtise, faithful to the tenets of the Audtrian School, and
citicd of Higoricism and Indtitutiondism, it was devoted to refuting the possibility of economic
prediction.®

With the benefit of hindgght, Menger’s tak that evening, in the differing reactions it provoked, may
be viewed as opening up a fault line anongst the Viennese. Its subject was the Petersburg Paradox,
on which Menger had been working since 1923, when he read his father’s work on the topic of
uncertainty.10 The stuation is one in which Player A offers player B the following bet. A coinis
tossed and B takes 21 when heads first occur at n (i.e, if dl thefirst n-1 throws show tails, and the

nth, heads). Although B's mathematical expectation for such agameisinfinite, it is usudly observed

7 There is dso evidence in the Duke Menger archives that he wrote newspaper articles on economic
topicsin the early 1920's.

8 Seg, for example, Mises 1920 and 1922.
9 On Wirtschaftsprognose, see Leonard (2004) and (2010).

10 As pointed out by Borch (1973), in the firgt editio n of the Grundsétze we find a paragraph in the
first chapter dealing with "Time and Error" (4. Zeitirrtum), and in the revised edition of 1923 - the
one introduced in detail by K. Menger - there appear in the second chapter two new parts, one
dedling with the time dement, (5a Das Zeitmoment), the other with uncertainty (Sb. Das Moment
der Unscherheit). Menger the son was thus quite aware, a this point, of the issue of uncertainty in
economics.  The time dement, in turn, was the subject of Morgenstern (1934b), which was
published alongside Menger's Petersburg Paradox articlein the Zeitschrift fir National 6konomie.




that B will not accept such a bet, something which, Menger notes, is not so much alogicad "paradox”
as adiscrepancy. Menger then considers three of the existing theoretica resolutions of the problem
- based on the perception of a discrepancy between changes in utility and changes in wedth;
boundedness of the utility function; and ignoring smdl probabilities in the caculation of expected
utility — and shows why they are insufficient to resolve it.11

The "solution” Menger himself reaches is not redly a solution at al, but rather a generd, quditative
description of the behaviour of a person faced with the question: "how much am | willing to pay for
the probability p of winning an amount D, i.e, for the chance (p, D)?'. Severa fesatures, Menger
says, can be regularly observed in sich kinds of evaluations. First, when the possible loss associated
with a bet islarge, even alarge gain will be undervaued rdldive to its expected vaue. Secondly, an
individua will generdly be willing to risk only a part of his totd wedth in games of chance of any
kind. This proportion, w, will vary from person to person, but will generaly be closer to O than to 1.
Findly, the behavior of individuds in buying a chance (p, D) will depend on the probability p. When
p is very smdl, it tends to be undervalued, so that a divergence appears between observed
behaviour and that conforming to expected values.

In genera, Menger concludes, chances are undervaued both where probabilities are very smdl and
very large. Only in the middle range is behavior according to expected values likely to be observed.
Even here, however, the existence of roulette and other games shows that chances are often
overvaued. The probabilities a which the maximum overvauation occurs for an individud, says
Menger, will depend on his wedlth, the potentia gain, and other persona circumstances. These are
empirical questions, and they highlight the difficulty, if not indeed futility, of trying to succinctly
represent such choice behaviour in mathematica terms.

The mixed reaction to Menger was teling. As one of the few economists present familiar with
Bernoulli, Mises was quite taken by the proof of the insufficiency, as a solution, of Bernouilli’s 200-

year old digtinction between margind utility and margind wedth. Asfor Hans Mayer, he did not like

11 For more detail on Menger’s treatment, see Bassett (1987) and Leonard (2010).



the paper, supposedly because it was too mathematica, and, as editor of the Zeitschrift fur
National 6konomie, explicitly advised Menger againgt publishing it12 The young Morgenstern, by
contragt, showed a lively interest. Not only thet, but he would be ingrumentd in findly having it
published in the ZfN, almost seven years later, by which time he was on the editoria board of that

journd .13

To the extent that it caused Morgenstern to stand out, Menger’ s talk that evening may be viewed as
the beginning of a critical phase in both the former’s development and the history of the Viennese
community. In the 1920's, Morgenstern had broken with Universdist demogogue, Othmar Spann,
and moved into the circdes around Mises and Mayer. He would soon move again, gradudly
disancing himsdf from them, and embracing Menger and other mathemdticians. In so doing, he
helped shape his milieu

There were dready Sgns, in the late 1920's, of the curiogty and impatience that would carry
Morgenstern beyond the confines of Audtrianism. By 1927, he had read Edgeworth, Bowley, and
Whitehead' s Science and the Modern World. Then, during his stay in Rome in 1928, he wrote with
enthusasm in his diary about atending a mathematica conference tha featured David Hilbert,
Hermann Weyl, Emile Bord and Oswad Veblen14 In 1929, he could write to his good friend
Gottfried Haberler that Schlick’s Allgemeine Erkenntnislehre has impressed him more than any

reading since Kant, and that he was now reading Carnap’s “Der logische Aufbau der Welt”, which
he found to be a “fird-class effort”. Nothing could be done, he now felt, without a thorough

12 That the paper was primarily about the limitations of the use of mathematics in describing choice
behaviour does not appear to have mattered to Mayer. This pregjudice againg mathematics amongst
the Viennese economigts greetly exercised Menger, and he wrote about it in severd places. See
Menger 1934c (1979), p. 272, and (1973).

13 See Menger (1979) p. 259. The paper first appeared in published form as a note by Menger
(1934a8), "Bernoullische Waertlehre und Petersburger Spid”  ("Bernoullian economics and the
Petersburg game”) in the fifth volume of the proceedings of the Menger’s Mathematical Colloguium.
The full verson was published as “Das Unsicherheitsmoment in der Wertlehre", (1934c) in the
Zeitschrift. The English trandation, "The Role of Uncertainty in Economics', was published in 1979.



knowledge of mathematica logic and episemology.1> At the same time, he privady became
increesngy critica of his mentors:

“Yegterday | met Schams in the Café (illegible), but it was nothing specid. We should
complain about Mayer. Why doesn't Mayer work? He doesn't write, doesn't reed,
does't finish the second volume, he doesn't act on behaf of the journd, but he Stsfor hours
in the café and taks about Spann. We are dl of the same opinion of him. We could do
much more if we could fill the journd. .. | become green and ydlow with anger about the
usdessjournd. Rosengtein is equally unrdliable’16

By early 1929, with an acerbity not uncommon in his diary, he was criticising Mises. “Friday wasthe
Economics Association. Mises spoke about worn-out methodology, and his concluding talk
especidly was just impossible. Lots of Jews. Alvin Hansen is here, quite nice, but didn’t impress

me too much”.17

In a 1931 overview of mathematic economics for the Encyclopaedia of the Socid Sciences,

Morgenstern sought to build a bridge between Austrianism and mathematics. There was no reason,
he said, why mathematics might not be applied to the socid sciences, and to economicsin particular.
The objections, he wrote, in dluson to his teachers, tended to identify mathematics with the use of
the infinitesma cadculus, and to involve the clam that, in economics, one dedt with discretely varying
quantities, and with relationships which were not "mechanica”. Not only did this overlook the
exisence of other branches of discrete mathematics, said Morgengtern, but there was nothing
inherently mechanical about mathematics of any kind: it was, he said, in logica empiricig fashion,

14 See Diary, May 27, August 28 and September 4, 1928, OMDU.

15 OM to Haberler, March 28, 1929, OMDU, Box 4, Folder Correspondence, 1930-1932, S—Z,
trandated by Corndlia Brandt-Gaudry.

16 Diary, December 22, 1928.

17 Diary, March 25, 1929.
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amply a machinery for drawing inferences. It facilitated the prosecution of the argument and was
most useful where the problems sdected were “too complicated to be tackled by ordinary means'
(p.368). "Another mark of progress’, he concluded, "would be the achievement of a closer
integration between the psychologicad and mathematica orientations, a development which would not
be hindered by any fundamental disagreements between the exponents of the two types of economic
theory" (ibid).

With this, there appeared a tensionthat was to characterize Morgenstern’s work in the 1930's: on
the one hand, upholding the Ausdtrian conceptud orientetion - the "psychologica” goproach to time,
expectations, and equilibrium - on the other hand, promoting the use of mathemdtics as the
gppropriate means of doing s0. The task of reconciling these two spheres shaped not only his own
research in the years that followed, but also his syle as research entrepreneur and steward of
Rockefdler funds. In turn, his power in the latter role ensured that what might have remained merely
an individud pursuit, in fact becameaforce in the broader community .

Politics and Power: the Resear ch I ngtitute

In September 1930, Hayek sent a memo to the Rockefeller Foundation describing the activities of
the Osterreichisches Institut fir Konjunkturforschung of which he was director. He described
how the affair had been set up in 1927 by Mises, with the financid help of the Austrian Chambers of
Commerce, of Labor, and of Agriculture, the Audtrian National Bank, various industry and banking
groups, and the Federa Railroads. In the intervening period, the Indtitute had produced a monthly
bulletin of economic conditions, carried out some specid investigations, and begun producing
monographs, the firgt of which was Hayek's own 1929 Gedtheorie und Konjunkturtheorie. In the

near future, they wanted to pursue specid sudies, including on the history of buaness cydesin
Audlrig; on the relationship between credit and the business cycle; and the eimination of seasond
fluctuations in time seriesdata. With a saff of five, and two research workers, they were stretched

11



and needed more funds, he said, especidly to hire short-term researchers. $3,000 per year for five
years would do.18

Hayek's memo was the continuation of a campaign begun earlier that year by Mises to attract
Rockefdler support. At the Foundation, the psychologist, Bearddey Ruml, had been replaced in
1929 as head of the socid science divison by Edmund E. Day, the Harvard-trained business-cycle
economist.19 His staff included the newly appointed John Van Sickle, a Michigan colleague, who
became assistant director of the Foundation's socid sciences office in Paris, before moving back to
New York in 1934 and being replaced by Tracy B. Kittredge. Whilst Ruml had been interested in
promoting interdisciplinary work, Day preferred to support projects in specific fidds.  With the
collgpse of Wal S. in late 1929 and the ensuing Depression, he emphasised the urgent need for

research on economic stabilization:

"The costs imposed by serious business depresson - of demordization, broken hedlth,
disorganized families, neglected children, lowered living standards, permanent insecurity,
impaired morae, as well asfinancid didress - are o gppaling when viewed socidly aswell as
individudly that no problem of this generation cdls more dearly for solution than this of
economic stabilization. 1t is no exaggeration to say that unless the problem can be solved or at
least measurably reduced the present socid order is in serious jeopardy . . . No more
important contribution could be made by the Foundation to the wise development of that
socid planning and control which seems ultimately so necessary and inevitable if contemporary

dvilization isto survive'20

18 Memo, Hayek to Rockefdler Ingtitute, Sept. 23, 1930, Austrian Indtitute for Business Cycle
Research Records, Rockefeller Foundation Archives, Rockefeller Archive Center, Pocantico Hills,
New York, (hereafter AIRAC), Record Group 1.1, Series 705, Sub-series S, Folder 36: "Ausdtrian
Ingtitute for Trade Cycle Research, Vienna, 1930-1934".

19 On the Rockefeller Foundation, see Fosdick (1952), Bulmer and Bulmer (1981) and Craver
(1986h).

20 Day, Edmund E. "Proposed Foundation Program in Economic Stabilization", September 1931,
quoted in Craver (1986b), p. 212.
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Thus, in the early years under Day, inspired by Charles Bullock's Harvard Economic Service, the
Foundation made new grants to economic research ingtutes, a the University of Odo, in Rotterdam,

Kid, Bucharest and Heidelberg.

In Vienna, one of the firs to seize the Rockefeller opportunity was von Mises, who, in 1930,

dthough he likdy viewed socid planning and control as antithetical © contemporary civilization,
gpproached Van Sickle for support. The latter sought second opinions from others. In his
professiond diary, he hesitated, concerned that it would apparently be only a matter of time before
Hayek received a cdl from esewhere, and that Mises, who, because of his Jewishness, could never
hope to be more than a Privatdozent in Vienna, was supposedly in negotiation with a German
university. He dso wondered about the wisdom of funding in light of "present dissengon in the SS
[socid science] fidd, and the anti- Jewish feding [which] would complicate future relaions of the RF
[Rockefdler Foundation] in Viennd'.21 However, he was by and large well disposed towards the
"very good men in Viennd'.22 A September dinner with Mises seemsto have sedled the affair, and
in November 1930 the Foundation guaranteed the Ingtitute a generous $20,000 for the period till

1935.23

When Hayek Ieft for the LSE in 1931, it was Morgenstern who took over. After the collapse of the
Creditangtalt Bank that year, he became increasingly involved in public economic debate. As
Klausinger (2008) reports, for the next three years, aong with Fritz Machlup, Morgenstern wrote in
the Neues Wiener Tagblatt, advancing Audroliberd arguments: criticizing the inflationary effects of

21 John Van Sickle, Diary, May 21, 1930, AIRAC, ibid. Kid was the university with which Mises
was in discusson. Note the irony of Austrian anti-semitism in 1930 sending him in the direction of
Germany.

22 |bid.

23 Although Mises was pessmigtic asto the immediate future, and believed that union with Germany
would ultimately take place in one form or another, he was optimistic, according to Van Sickle, asto
the long run future of Vienna as a culturd and economic centre. He regarded &s Vienndsfird-rate
minds, philosophers Schlick, Carnap, and Wittgenstein; economists Hayek, Morgenstern, Haberler,
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any credit injections to save banks, opposing exchange controls as a way of defending parity, and
favouring the austerity of domestic price adjustment, rather than protectionism, as a way of deding
with the trade deficit. Instead of resorting to public works as a means of countering depression, the
Austroliberals promoted Auflockerung, namey price flexibility and the remova of market
restrictions in the spheres of both production and employment. Elsawhere in the capitd, public
speeches by Mises and Hayek promoted the same economic philosophy.

Until 1934, when the new corporate Sate became hodtile to liberalism, Morgenstern wasinvolved in
these liberd circles a the intersection of academia and business. For example, his participation in
the Neues Wiener Tagblatt grew out of discussons with Machlup and businessmen Victor Graetz
(director of the Steyermiihl company which owned the newspaper) and Julius Meinl, head of the
famous coffee emporium. Others to whom Morgenstern was close included Victor Kienbdck,
Presdent of the Audtrian Nationd Bank, and banker Karl Schlesinger. From mid-1932 to mid-
1933, he was insrumental in organizing economic policy conferences, amed at the promotion of
liberd policy amongs industry leaders. He aso became involved, to hisintdlectud discomfort, ina
pump- priming project, advanced by certain indudridists, which amed at subsidizing the employment
of new workers. Throughout the early 1930's, Morgenstern became quite prominent and was
rumoured to be favoured for pogtions of influence, including Generd Secretary of the
Hauptverband der Industrie, something that brought him into conflict with Mises, afriend of whom
aready occupied the post.24

When the time came to knock again on the Rockefeler door, in 1935, Morgenstern was able to
write a glisening report of the Inditute's activities in the interim, mentioning the continued monthly
Bulletin, and the consulting activities to government, where, especidly in the light of recent politicd
turmoail, their impartidity was greatly respected. The upheava in question was, of course, therise of

Machlup, Schiitz and Rosengtein-Rodan; and philosophers of law Kaufmann and Schreier.  John
Van Sickle, Diary, Sept. 18, 1930.

24 On Morgenstern’s activities as policy advisor, see Klausinger , op cit.
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Ausdtrian corporate state, as of March 1933, a development that put the Audtroliberas —i.e., those
of them that remained in the country — on the phlosophica defensve. By the end of 1934, however,
after a one-year gap in his persond diary, Morgenstern emerged a key advisor to the Austrian State,
being a member of the team that negotiated the treaty with foreign creditors of the Creditangdt, and
an advisor to that bank and to the Ministry of Commerce on matters of railroad regulation. He was

a'so member of agovernmenta price control commission associated with the Indtitute.

In his 1935 report, Morgenstern aso put specid emphasis on the "pur dy scentific work”, mentioning
the publication of severa monographs including Hayek's 1931 Preise und Produktion and his own
1934 Die Grenzen der Wirtschaftspolitik (trans. 1937 Limits of Economics), the Inditute's

establishment of a reading-room, and its links to the University by means of lectures and seminars,
induding those by Karl Menger and Franz Alt:

"This program provides for purely theoretica work as well as for empirical studies. These
assume even relatively more importance than before; they are necessitated in order to examine
theories of the Trade Cycle and procure a basis for new abdtract thinking. It is my particular
desire to harmonize more than has been done before both ways of research. | am absolutely
convinced that abstract theoreticad work, even making use of mathematica analysis or of the
modern methods of Logic that have not yet been applied to Economics, are just as hecessary
asthe systematic collection of facts'. 25

"Economigts have so far entirdy neglected”, he sad, "the progress of mathematics and notably of
logic during the last 30 years, S0 that it seems indispensable to subject economic theories of various
kinds to the more rigorous test of these new ways of thinking and research”.% He noted the

availability of severd excdlent people from Menger's Colloquium, including one Abraham Wald,

25 Morgenstern "Report on the Activities of the Audtrian Ingtitute for Trade Cycle Research 1931-
1935", Feb. 13, 1935, AIRAC, Folder 37, Austrian Indtitute for Trade Cycle Research, Vienna
1935-1936, p. 11.

26 |bid, p. 14.
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who could work on questions in pure theory. It was with Wald that Morgenstern developed his
habit of working with mathematicians, and his support of him had lasting consequences for both his
own thinking and the Viennese legacy.

Abraham Wald and the Colloquium

A 25-year old Germart spesker from alarge orthodox Jewish family in Cluj, or Kolozsvar, Rumania,
Wald had first gppeared at Karl Menger's door a the University's Mathematicd Inditute, in the
autumn of 1927. Because of the conflict between Saturday classes and the Sabbath, and the refusa
by the school to accept during the week a student absent on Saturday, Wad had been educated
mainly at home by his brother, Martin, an engineer.Z’ He was particularly interested in geometry, he
told Menger, and had been reading Hilbert's Grundlagen der Geometrie (Foundations of
Geometry), where he thought that improvements could be made by dropping some postulates and
relaxing others. Menger recalls that Wald registered at the university, but was not seen for over two
years, as he did not atend classes and had to serve in the Rumanian army. Early in 1930, he
regppeared and Menger put him to work on the problem of "betweenness'. Within a month, Wad
had characterized "betweenness' in the ternary rlaions in a metric space, yidding four publishable
papers.28 Menger invited him to join his Colloguium.

This group had been organised by Menger in 1928, and over the course of the next few years,
brought together a number of mathematicians, including Kurt Godd, Franz Alt, Georg Nobeling,
Olga Taussky, G. Bergmann and Otto Schreier.  Among the foreign vistors were the Polish

27 See Menger (1952). Until World War |, after which the area fdl to Rumania, Cluj had been
Klausenburg, belonging to Hungary and part of the Austro-Hungarian empire. On Wald, see dso
Hotelling (1951), Morgenstern (1951), Weintraub (1985), Senechd and Wilger-Hunter (2004), and
the review-type articles Freeman (1968) and Tintner (1952).

28 A point q is "between" the points p and r if, and only if, p 2 q ?r and the three points satisfy the

equaity d (p, @) + d (g, r) = d(p, r), where d (*) is "the distance between". See Wald 19314, b, ,
and 1933.
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mathematicians, Knaster and Tarski Cech, from Czechodovakia; and, an his annud trips between
between Princeton and Budapest, John von Neumann. Pepers were formaly presented and
discussed, and later published in the seminar's proceedings, Ergebnisse eines Mathematischen
Kolloquiums® A glance at that journa reveas awide range of mathematical topics, with emphasis
on logic, topology and the theories of dimension, curve and measure. Indeed, for the first five years,

the Ergebnisseis without reference to economics or socia science.

This was a time of rigng anti-Semitian. This traditiona Viennese prgjudice had been particularly
drong just after the War, had declined somewhat in the later part of the 1920's and rose
dramaticaly with the onset of economic depresson after 1929. This time, it took the form of
protests by Audtrian Catholic and German nationdist student fraternities againgt the disproportionate
number of nonAryan professors and students & the Univerdty of Vienna There were frequent
public demongtrations, class disruptions, violent outbursts and begtings, and meatters were not helped
by the fact that Viennas police had no authority in the self-policing University. In anti- Semitic sudent
diatribes, Menger himself was incorrectly labelled as Jewish on at least one occasion, and Hahn, the
only member of the Academy of Sciences who was both Jewish and socidist, was aso targeted.

As one of the Ostjuden, or Eastern Jews, Wald stood at the lower end of the established hierarchy
amongst the Jews of Vienna. It was families like histhat had flooded into the L eopoldstadt, Viennas
quintessentid poor Jewish ghetto. He would thus likely have been conspicuoudy different in accent
and appearance from his assmilated counterparts, such as Mises or Schlesinger, both of whom were
of Jewish origin but culturdly integrated. Menger, as an outsder in the Brouwer circle in
Amgerdam, a gentile anongst Jews, a mathematician anongst economists, and in a minority at the
Univergty in his resolute oppodtion to German ndtiondism, was sendtive to difference, to
margindity. Thus when he sad that Wald "had exactly the spirit which prevalled among the young
mathematicians who gathered together about every other week" at the Mathematical Colloquium, he

29 See Weintraub (1985) and Punzo (1989), (1991) and (1994).
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was not Smply referring to his mathematical ability (bid, p. 15).30 Inthe political dimate of Vienna
in the early 1930's, the Colloquium not only was a gte for collective work in mathematics, but
represented stability and shared values.

Wadd's brilliance was matched only by his powerlessness. Because of dratened financid
circumstances, he was often absent from Vienna, and it gppears that, a some point, he became
responsible for his ageing parents, something that added to his burdens. In late 1931, he wrote to
Menger saying that he could not return to Viennafor financia reasons, but that he had been taking a
universty course in insurance methods, and was continuing to work on the topology of the k-
dimensond interva, on which he was enclosing results. Further letters follow in 1932 with results on
axiomatics and the theory of convex spaces. Then, in 1933, Wald was back in Vienna, desperatdly
seeking some postion that would dlow him to remain in the city, close to Menger and the
Colloguium. Given his background, however, and in the middle of the Depression, which perhaps
hit Austria harder than any other European country, Wald stood no chance whatsoever for any kind
of university gppointment. Thus Menger turned on his behdf to Schlesinger and Morgengtern.

Schlesinger was one of those Viennese husnessmen with the leisure and inclination necessary for
such intelectua pursuits. He had published a book on the Warasan syssemin 1914, and was an
active participant in the Viennese Economic Society. According to Menger, he was interested in
improving his mathematica skills and therefore receptive to the offer of Wald's tuition. Out of this
conjunction came Schlesinger's 1933 paper on the modified Cassdl system, which introduced
inequalities into the generd equilibrium problem and thus dispensed with Waras smple counting of
equations and unknowns.31 Wald, in turn, produced several papers deding with systems of

30 Elsawhere, Menger notes that amongst his University colleagues, his "friend Hahn was the only

mathematician who knew Wald persondly. No one ese showed the dightest interest in his work™
(ibid, p. 18).

31 The Colloguium’s developing interest in economics and socia science gppears in the fifth volume,
which concerns the mesetings of 1933-34, with reference to two notes by Menger, on "Bernoullian
economics and the Petersburg game' and on the relationship between finite sets and the formalization
of ethics, and to the papers of March 1934 on genera equilibrium by Schiesinger and Wald. The
notes by Menger (1934a; b) were essentialy short communications concerning what was published
subsequently as (1934c) and (1934d) respectively. On the genera equilibrium papers of Schlesinger
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equations in mathematical economics, including the production and exchange variants of the
Walrasian generd equilbrium equation system, and the Cournot duopoly mode.32

Morgengtern's relationship with Wald began in earnest in 1933, as indicated by a smal grant from
the Rockefdler Foundation to the Inditute for the employment of Wad "to undeteke a
methodological study of the decomposition of satistical series'.33 For the next few years, Wald
worked as researcher at the Ingtitute. I1n early 1935, Morgenstern wrote to the Foundation, praising
Wadd's datistical and mathematica work, which, he said, was very reassuring and indicated tat
there was "dill very much purifying to be done'.34 Here, Wald had constructed a procedure for
seasonad  decompogtion, different from that of Persons method of "link rdatives', which
Morgenstern presented at Louvain and Paris that year.® Wald's work here culminated in a 1936

book, Berechnung und Ausschaltung von Saisonschwankungen.®

(1935) and Wad (1935), see Weintraub (1985), pp. 59-107, and Ingrao and Israel (1990), pp.
175- 210.

32 See Wald 1935, 19363, b. A third genera equilibrium paper by Wald would be lost in the flurry
in 1938.

33 July 24, 1933, Research Aid Grants, Paris, Rockefeller Foundation, Box 4, Folder 36, AIRAC,
Vienna, 1930-1934.

34 February 13, 1935, "Report on the Activities of the Audtrian Ingtitute for Trade Cycle Research
1931-1935", Box 4, Folder 37, AIRAC, Vienna, 1935-1936.

35 When gpplied to Austrian unemployment data for the period 1923 - 1934, Wald's method
produced a better fit than Persons, and Morgenstern's talk included a graphic display of the results.
See "Lanature et le calcul des variations saisonnieres’, Memorandum per Dr. A. Wald, distribué &
I'occasion de la conférence de Dr. Oskar Morgenstern, Wien, 6 mai, 1935, a I'lngtitut Scientifique
des Recherches Economiques et Sociaes, Paris, a copy of which was located in the Karl Menger
papers a lllinois Inditute of Technology.

36 On Wald (1936) see Morgan (1990) p. 84, n. 10.
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Wad dso provided Morgenstern with ingruction in basc mathematics - dgebra and differentid
cdculus — thereby succeeding Franz Alt in that role37 He had a consderable impact on
Morgengtern, and the latter wrote frequently of him in his diary. By the end of 1935, Wad was
assuring him that he would soon understand nearly everything in mathematica economics, which
Morgenstern noted with delight.38

In Menger's Orbit

37 Franz Alt (b. 1910) entered the University of Vienna as a student of mathematics in 1928, and was
aparticipant in the Menger Colloquium and Hahn's seminar. 1n a 1997 interview Alt recalled that, upon
his graduation from university, Menger fdt guilty that he could not provide him with some employment
and recommended him to Morgenstern, who gppointed him as private tutor in mathematics a 20
Schillings an afternoon. "Morgengtern . . . very interesting, very intelligent. . . . He was convinced that
mathematics was important . . . He told me once that he had wanted to study physics, but right after
World War | dl the interest was in the socid sciences, and so hefdt he should gointo that . .. He had
me help him read books on mathematica economics. It helped that | knew languages. We read
English modly. There was a man named Bowley who wrote a book here on mathematical economics.
It was just asinteresting for me as for him. | had to prepare each mesting, read a chapter in the book,
and then we discussed it. He knew as much about it as | did, but perhaps once in awhile | could
explain something”. (From a May 1997 interview with Alt, a his New York home, conducted by
Seymour Kass, Bert Schweitzer, Abe Sklar, and Mrs. Annice Alt). Through Morgengtern, Alt met
various figures, incdluding Oskar Lange, and Paul and Alan Sweezy, and was led to publish an article on
utility theory in the Zeitschrift fur National6konomie (see Alt 1936). In 1938, Alt moved to the
U.S.,, where he was introduced by Morgenstern to Harold Hotelling. The latter, in turn, introduced him
to Charles Roos, formerly of the Cowles Commission, whose 1934 book, Dynamic Economics, Alt
had reviewed for the Zeitschrift, and who had by then left Cowles to set up a private economic
forecasting consultancy, the Econometric Ingtitute, in New York. Alt later left economics and made his
career in computing. | am grateful to Professor Seymour Kass for permisson to quote from this
interview, the manuscript of which has been deposted in the Vienna Circle collections both & the
Universty of Attsburgh and in Vienna

38 "Another mathematics lesson, very interesting. | fed as though | am making redl progress. Wald
told me of his new works. An amazing thing. It isnt enough, as Waras assumed, to consider only
monatonicaly decreasing utility functions, because he [Wad] proved that with with many of them,
smple exchanges never lead to an equilibrium! Similar paradoxes for the addition of demand curves,
which were considered before to be totally harmlessl That should have far-reaching consequences .
.. Wddisredly inteligent. | consder these worksto be very important; they throw new light on the
goplication of mathematics to economics. One will not be able to do without these at dl" (Diary,
Nov. 2, 1935, OMDU). Note that, in his references to Wald, Morgenstern shows none of the
prejudice previoudy displayed € sawhere towards the Jewish members of the Mises circle and Geist
Kreis.
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The degpening of the relationship between Morgenstern and Menger, nurtured by the former's
support of the latter’s students, coincided with a period of marked politica tensonin Vienna. After
Hitler's rise to power in early 1933, the Audtrian government under Dollfuss sugpended the
condtitution. This marked the beginning of autocratic government and, a year later, the corporate
regime was etablished. In February 1934, they cracked down on the Socidigts, bringing cannon
fire and upheava to the city. In this satting, Menger turned earnestly to the mathematics and logic of
socid science, and he became obsessively concerned with the demarcation between science and
palitics. Though fired by the generd circumstances, his ligt of snners here included N eurath, on the
Left, and Mises, on the Rght. Thiswasthe case even if Menger himsalf was, on baance, politicaly
closer to Mises than Neurath: it was one thing to be of libera inclination, it was quite another to say
that it could be legitimized by science.

As for Morgengtern, having spent severd years promoting liberdlism in the policy sohere, and now
become perhaps the city’s most prominent economist, he found himsalf adviser to a regime that had
sympathies for neither liberaliam or socidism. Hewasin adifficult position, and his response was to
follow Menger in hisingstence on the integrity of (economic) science. Their joint emphasis on vaue-
neutrdity, and precison more generdly, must be seen in the context of heightened politicization

In March 1933, Morgenstern wrote: "Saturday | was to dinner & Menger's. He gave, in a manner
of gpeaking, alesson on curve and dimension theory. We taked about a math. course that he wants
to give, which will probably be excdlent. We plan to meet again in August; until then, heisgoing to
read the greater part of the book, and of aticles, which | have lent him, and we are going to
congtruct an axiomatics of economic theory. It could be of importance” (OMDU, July 11, 1933).
Throughout 1934, the bond between the two strengthened, with Morgenstern spending part of his
holidays with Menger and his fiancée, Hilda Axamit, in Ramsau and Strobl, and then with the
mathematician done in the Burgenland. He read his book on ethics and, in a seminar taught with
Richard Strigl, used the paper on the Petersburg Paradox. 39 With Menger and Schlick, he atended

39 On von Strigl, see Chapt. 6 of Hayek (1995) and the “Introduction” to von Strigl (2000) by Jorg
Guido Hilsmann, pp. i-xxviii.
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the Internationa Congress of Philosophy in Prague, and in Vienna there were were teas and socid

gatherings with Menger, Wad, Strigl, and I ngtitute economists Reinhard Kamitz and Ernst John. 40

The influence of this expanded andyticad community was reflected in Morgenstern’s writings of the
mid-Thirties. Catalysed by his contact with the mathematicians, he became trenchant in his emphaesis
on logica predsion, and continued to seek to reconcile psychologica themes with rigorous, formal
treetment. One example is his 1935 paper, "Perfect Foresight and Economic Equilibrium”, which he
presented also to ameeting of the Vienna Circle.4! Here, Walras and Pareto are criticised for failing
to make explicit their assumptions about what subjects can foresee, and Hicks (1933) for assuming
that perfect foresight is a precondition for equilibrium.2 We must ask, says Morgengtern, "the
foresght of whom? of what kind of matters or events? for what loca relaionships? for what period
of time?' (p. 171-2). Without this, the concept of generd equilibrium is jeopardised. As it stands,
the assumption of complete foresght implies that individuds have perfect indght into al economic
processes concerning prices, production, and income. Given the interdependence and complexity of
the economic system, this implies "incredible powers on the part of the economic agent”, who must
not only know exactly the influence of his owntransactions on prices but aso the influence of every

40 See Letter, OM to Eve Burns, Mar. 6, 1934, OMDU, Box 4, Corresp. 1928-1939, Burns, Eve
M. On Prague, see Diary, Nov. 4, 1934, OMDU. On the seminar on risk, see Ibid, Nov. 29,
1934.

41 Other theoretical papers reflecting Menger’s influence include Morgenstern (1934b) and (1936).
For a more detailed exploration of the relevant writings by Menger, including his book on ethics, see
Leonard (1998) and (2010).

42 In the opening paragraph, Morgenstern refers to the discussion of Wald's work on generd
equilibrium in Vol. 6 of Menger's Ergebnisse, 1935, which reveded that: "The mahematica
economists present an especiadly noteworthy example [of logicd cardessness]. They, indifferent to
whether it is a question of a generd or of some particular equilibrium, have been content to assert that
there are present as many equations as there are unknowns, rather than from the start proving in an
exact mathemdaticd fashion that there is a solution at dl - and a unique solution - for these equaions'
(p. 169). Strident tones from one who, only four years previoudy, had made this very clam of the
Warasian system (see 1931, p. 367).
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other individual, and of his own future behavior on that of the others'.43 Such agents are not mortals,
he says, but "demi-gods' (p. 173): "Unlimited foresght and economic equilibrium are thus
irreconcilable with one another".

These theoreticdl matters, he continues, "are 0 extremey complicated that only far-reaching
employment of mathematics could help to suggest the reciprocad dependencies. The relationship
between human behaviors dependent on one another, even without the assumption of foresight, is
amogt inconceivably complicated, and it requires cogent examination” (p. 174). To date, “the only
examination of a strictly forma nature about socid groups, even though it is carried out in another
fidd and is limited to the co-existent individuas independent of one another, is a work by K.
Menger, [Mordity, Decison and Socid Organization, 1934] which it is hoped, will become known

to economists and to sociologists because of its importance in laying the foundetion for further work”
[p. 174-5].44

43 Innocenti and Zappia (2004) point out that, in the discussion of perfect foresight, Morgenstern's
target here is aso Hayek, following his 1933 lecture in Copenhagen, "Price expectations, monetary
disturbances and mdinvestment” (reprinted in Hayek 1939, Profit, Interest and Investment and Other
Essays on the Theory of Indudrid Huctuaions, London: Routledge & Kegan Paul, pp. 135-56).
Hayek noted that equilibrium theory was now taking account of the time factor by making assumptions
about the attitude of persons towards the future, i.e., "essentidly that everybody foresees the future
correctly and that this foresight includes not only the changes in objective data but dso the behaviour of
al other people with whom he expects to perform economic transactions' (1933, pp. 139-140,
quoted in Innocenti and Zappia, p. 74).

44 Morgengtern was considering submitting “ Perfect Foresight” to the Journd of Political Economy,
an English language review, because he knew that “Mr. Keynesis preparing a book on the theory of
money largely based on the eement of expectation and anticipation” (OM to Knight, Dec. 18, 1935,
OMDU). Morgengtern's resistance to Keynes economics is a recurring theme in this period. Ina
letter to Eve Burns in 1934, he clamed to have proved that, in Keynes theory of money, "his
equations completely don't hold up* (OM to Burns, Mar. 6, 1934). Then in his diary in 1935, he
wrote"Wad finds my article on Keynes mathematicaly dright. Now | am going to prepare it for
publication and | am going to send it to Chicago" (OMDU, Oct. 26, 1935). | have been unable to
find any trace of this paper on Keynes.
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As Morgengtern’s diary makes clear, the paper captured the interest of Menger and Wald, in turn,
reinforcing his bond with them. 45 Hayek, too, liked the paper. From London, he wrote to say that
they had discussed it in his seminar, and that he might actudly publish the results in Morgengtern’s
review.46 No such report appeared in the Zeitschrift, but when one re-reads Hayek’ s well-known
exploration of equilibrium theory of two years later, his "Economics and Knowledge' in Economica,
many of the themes broached by Morgenstern surface again, and even Menger's work on ethics is
cited for its promise. The emphases in the two papers were quite different though. Whereas Hayek
took as evident the stylised fact of economic coordination, and sought to understand the knowledge
mechanisms that must somehow underlie it, Morgenstern downplayed the exisence of any such

45 "Yegerday | had lunch with Karl Menger. . . . . we quickly discussed 2 1/2 hours. He had
caefully read the article on Foresght, agrees, and wants me to dea more with these interesting
guestions. He is now busy with completing a large work . . . but then he wants to immediately return
to socia-scientific questions. It was, like dways with him, a very simulating meeting” (OMDU, Sept.
11, 1935). In aletter worth quoting a length, Wald wrote: "I believe that everything is correct. One
can dso understand by ‘foresight' that the economic subject has a subjective conviction to foresee any
kind of economic things, which however do not have to be congruent with redity. Foresight in this
sense | want to cal 'subjective foresght. The complete subjective foresght of an individud then
means the subjective conviction tha the person has the capacity to form an overview of dl future
economic phenomena.  The full subjective foresght of two individuads need not necessarily be in
agreement. The assumption that every economic subject has full subjective foresight could be free of
contradiction. There are functiona connections between subjective foresight and different economic
phenomena. The assumption that every economic subject has full foresght in the usud sense means
that every economic subject has the same full subjective foresight, and that this is congruent with the
future true turn of events. Such an assumption then leads to a contradiction when Stuations come to
pass where the economic subject wants to adjust his actions so that they are in oppostion to his
evdudion of the foresight of other economic subjects. This is probably the case in economics. But
there are aso concelvable areas where human actions foresight play an essentid role, and nevertheless
full foresght in the objective sense would be free of contradiction” (ibid). Letter, Wad to
Morgengtern, Aug. 2, 1935, KMIT. In the same letter, Wad mentions having begun reading "the
book by Weber", suggested by Morgengtern, which, he found, gave a good orientation of many
problems in economics, but treated them "rather superficidly and not grictly”. This was probably
Weber's essays on Economy and Society.

46 | etter, Hayek to OM, Feb. 9, 1936, OMDU. Knight, too, was enthusiagtic: "It seemsto methat in
your article on perfect anticipation you have done amgjor piece of work”. He went on to add that "the
market for high grade economidts in this country seems to be quite 'bullish’ at the moment. Are you
interested?’ (Knight to OM, Mar. 12, 1936, OMDU, Box 6, Corresp.: Knight). Haberler too wrote
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order in the abosence of alogicaly coherent understanding of knowledge and bdliefs. This difference
of emphass is consonant with the gulf then emerging between the two Audtrians, for, under the
influence of the mathematicians and the scientific philosophers, Morgenstern was drifting away from
both Hayek and Mises. His scientific committments and intellectud community were evolving hand-

in-hand.

TheLimitsof Liberalism

"Y esterday in the Economics Society, Menger gave an excellent presentation about the law of
diminishing returns. It was an exemplary piece of work for the proof of the necessty of exact
thinking in economics. It was interesting that Haberler falled totdly in the discusson . . . Of dl
these exact things he, by far, doesn't understand the most essentid. Mises taks pure
nonsense’

Morgenstern, Diary, Dec. 31, 1935

In Morgengtern's exly years, Mises was a Slent presence, never featuring explicitly in his work, but
exeting an influence nonethdess on his writings and career. In his 1928 essay,
Wirtschaftsprognose, Morgenstern's critique of Indtitutiondism and prediction was very much in the
Spirit of Mises, and his assuming the hdm at the Inditute could hardly have been done without the
active encouragement of its founder. Also, throughout the early 1930's, Morgenstern’s economic

commentary and policy advicewas very much in the spirit of the Audrian liberds.

Astime went on, however, Morgenstern became increasingly critica of Mises, explicitly in his diary,
more dlusvely in his writings. This was partly as a result of the influence of Menger, who took
umbrage a the way in which the elder scholar opposed the use of mathematics in economics and yet
gopeded to the “logic’ of his argument when reinforcing his "scientific* liberdism. Following his

experience with Brouwer, and even Hahn and Neurath, Merger was exceedingly sengtive to any

expressing his admiration (See Haberler to OM, July 30, 1935, OMDU, Box 5, Corresp. 1928-1939,
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intruson of normative or politica preference into scientific work. This rubbed off on Morgengtern,
who became critica of Mises philosophy of economics, including his a priorism, his views on
mathematics, and the way he used the discipline to judtify laissez faire.

A sense of Mises priorities a the time may be gained from his 1933 Grundprobleme der

National 6konomie, later trandated as Episemologica Problems of Economics Here, he continued

his ondaught againg German historiciam, arguing that the study of the unique and unrepestable
events of history could never lead to theoretica indght. Theoretical understanding was a priori,
being rooted in the nature of human action. It congtituted the prior analytical scheme by which one
sdected amongs the confusng mass of data presented by historicd redity. The ingstence by
Sombart and the Kathedersocialisten on empiricd methods, and their arguments againg the
posshility of a universaly applicable theory, were, Mises argued, rooted in their politica bias
towards interventionism. Were they to concede that humans, throughout known time and space,
were purposeful in their behaviour, directing it towards improvement of their Stuation, entering into
economic exchange, and generating the economic phenomena of markets and prices, they would,
sad Mises, be forced to admit the universdlity of economic theory. They would aso concede that
the libera order was the system of political organisation that best facilitated the unhindered pursuit of
economic ends by individuas. "[T]he science of economics proves with cold, irrefutable logic that
the ideds of those who condemn making a living on the market are quite vain, that the socidist
organization of society is unredizable, that the interventionist socid order is nonsensical and contrary
to the ends a which it ams, and that therefore the market economy is the only feasible system of
socid cooperation” (p. 196). This was Mises message, repeated throughout the various essays of
Epistemologica Problems and later expanded in his 1949 magnum opus Human Action

A subtheme in Mises was his oppogtion to the use of mathematical formaism in economics, hismain
argument being that it was not only unnecessary, being merdy an embdlishment of ingghts gained
independently of mathematical reasoning, but harmful, in that it induced a smplistic, mechanicd,

perception of the socid domain. The problems faced in the socia sciences are so complex, says

Haberler, Gottfried).
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Mises, that "even the mogt perplexing mathematica problems’ appear smpler. Those who wish to
resort to mathematical methods are welcome to it, he says, but "[t]hose theorists who are usudly
designated as the great magters of mathematica economics accomplished what they did without
mathematics. Only afterwards did they seek to present their ideas in mathematica form. Thus far,
the use of mathematicd formulations in economics has done more harm than good” (p. 116-7). He
goes on to condemn the Trojan horse of "mechanism” smuggled in with mathemaics. He pointsaso
to the natural sciences, where the role of mathematics is different from that in the socid sciences,
inofar as the discovery of empiricaly congtant relaionships is possible, but smilar insofar as "even
the mathematica sciences of nature owe their theories not to mathematical, but to nonmathematical
reasoning” (p. 117).

To Menger, satements of this kind were naive. They suggested that Mises was unaware of the
digtinction between quantification and the use of mathematical symbolism, was unfamiliar with the
generaive role of mathematicsin the development and refinement of conceptsin physics, and viewed
mathematics as some sort of uncontested, homogeneous tool, to be "gpplied” in the naturd sciences
when the occasion demanded. Little wonder that Menger, with characterigtic restraint, described

Mises opposition as "idiosyncratic". 4/

Mises dso appeded to logic and intuition, when describing economic theory:

"Like logic and mathematics, it is not derived from experience; it is prior to experience. Itis,
as it were, the logic of action and deed . . . logic and the universdly valid science of human
action are one and the same . . . What we know about the fundamenta categories of action -
action, economizing, preferring, the rdationship of means and ends, and everything ese that,
together with these, congtitutes the system of human action - is not derived from experience.

47 "Ludwig von Mises gave simulaing lectures without, however, clearly separating the idess of
economic theory (which he presented with an idiosyncratic opposition to the use of even smple
mathematics) from hisidea of complete laissezfaire". Menger (1994), p. 11.
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We conceive dl this from within just as we conceive logicd and mathematica truths, apriori,
without any reference to experience” (pp. 13-14).

After his experience with Brouwer’s Intuitionism, Menger was dl too familiar with judtifications of
mathematicd and logicd truths "from within*. Looking "within®, Brouwer had found grounds to
rgect the axiom of choice, the law of the excluded middle, and non-congtructive existence proofs.
Menger was highly suspicious of appedls to intuition, the authority "within®, as the bass for any kind
of mathematics, as they usualy trandated into attitudes of intolerance.8 In his counter- attack against
Brouwer, Menger emphasised the existence of multiple logics, and so he was especidly sengtive to
the cavdier manner in which Mises appeded to "the' logic in order to undergird his conception of
human action. Also, Menger's work on the Petersburg Paradox had emphasised the empirical
nature of the question: some people accepted very favourable bets, others did not. Recourse to a
priori reasoning here did not carry one very far in determining how individuas behaved: one would
have to know much more about their particular circumstances. All in dl, Menger learned to regard
Mises with suspicion, viewing his a priorism as scientificaly inadequate and rgecting the way in
which he incessantly sought to put economic theory to political use.

Certainly, there was much in Mises writing with which Menger could agree: hisrgection of Spann's
Universdism, his Audtrian emphasis on individualism as the gppropriate methodologica approach in
socid science, his digtinction between "cold, hard" science and the consolations of metaphysics.

Menger would adso have endorsed Mises nomina separation of the irrefutable "facts' of economic
stience from the domain of political or ethicd choice. Again and again, however, Mises himsdf

blurred the very digtinctions he proclamed to maintain. Notwithstanding his dlaim thet ethica choice
and economic science occupied different reims — that even if economic theory pointed to the
efficiency of classcd liberdism, one was aways free to rgect it on politica grounds — Mises entire
rhetoric in Epigemologica Problems is intended to promote the politics of laissez-fare. Thisis

reinforced with frequent reference to the natura sciences, logic and methematics — areas about which
Menger probably knew more than most of Mises' readers.
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Thus, during the week after Chrisgmas, 1935, Menger presented another paper to the Vienna
Economics Society, expliatly chdlenging Mises on a question of logic and proof. He was
responding to aclam by Mises, in his Grundprobleme, that certain propositions of economics could
be proved, an example being the law of diminishing returns#® In the paper, later described by
Schumpeter as a reading of "the logician's riot act” to economists (1954, p. 587), and by the author
himsdf as the firg ingance in economics of a clear separaion between the question of logicd
interrel ations among propositions and that of empirica vaidity, Menger examined the exigting proofs
of the law of diminishing returns. Focusng on Wicksdl, Bohm-Bawerk and von Mises, he took their
andyses gpart with a fine-tooth comb, showing how they faled "to meet the requirements which
logic places on a sequence of inferences intended to condtitute a proof”. Thetak crested something
of adir, and, as indicated by the diary entry with which we opened this section, it had the effect of
gdvanizing Morgenstern further,50

In this connection, Morgenstern had written to Hayek in mid- 1933, indicating that he was completing
abook - "mainly asummary of discussons. . . with practitioners', "for awider audience’, that would
not "go too much into methodological details’. Sending a copy of the book to Knight in early 1934,
he confirmed that his "methodological line [was| rather different from the one followed by Robbins,
Mises and Hayek".5. The book in question was his 1934 Die Grenzen der Wirtschaftspolitik,
trandated in 1937 as The Limits of Economics. A rambling book, it is criticd, rarely congtructive,

48 Menger’ s rgjection of Neurath's campaign for Unified Science was informed by the same atitude.
49 This was published as (1936). For Menger's recollection of the time, see (1979, p. 279).

S0 From London, Hayek wrote that he heard from Schiitz about the Menger-Mises debate, and was
wondering if he could get more details. See Hayek to OM, Feb. 15, 1936, OMDU, Box 6, Corresp.:

Hayek.

51 Letter OM to Hayek, July 11, 1933, OMDU. Letter, OM to Knight, February 9, 1934,
OMDU.
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and targets a range of established economists, including Robbins, Mitchdl and Keynes. However, it
isfor von Mises that Morgenstern reserves his sharpest barbs.52

"[T]here are but few sciences', writes Morgengtern, "which are in such an objectively unsatisfactory
condition as economics’ (p. 19). The disciplineis riddled with "vaue judgments’. In the Foreword,
he reiterates Robbins emphasis on the requirement of rationdity of economic policy, and the need
for "absolute precison of thought . . . . when we are forced to be the unhappy witnesses of an dmost
unprecedented decay of intdlectud life in S0 many countries’ (p. vi). Thus Morgengtern rails against
the redundant doctrines of the historica school and their disguised successors, the Inditutiondigts,
with dl of which Mises would have been in agreement.

Elsewhere, however, Morgengtern chalenges Mises directly: "[T]he thoroughly empirica character
of economic theory cannot be stressed too strongly. A priori theory would be very essy if it were
possible to digpense with necessity of deding with redlity and with the flux of economic events and if
it were sufficient to lock onesdlf in aroom and invent the world of facts, adopting the attitude thet if
theory and redlity did not agree, so much the worse for redity. Theory' of that kind can neither be
confirmed nor refuted: nothing easier could be wished for. But, unfortunately, it has nothing to do
with the red world" (ibid, p. 10).53

52 Of the origind German version, a reviewer, Henry Laufenburger, wrote in he French Revue
dEconomie Politique: "[Morgenstern] believes in the autocratic State which, according to him, can
resst the demagogic demands of the parliamentarians, form long-term economic (five-year) plans and
assure a better digtribution of wedth. Without doubt, Mr. Morgenstern would like to have dictatoria
power subject to certain control, but this would be organized by the controlled themselves. Why,
given this, did Mr. Morgenstern not choose atitle which would alow the reader to guess the content of
his book? By this means, he would have avoided wagting the time of those actudly interested in
"economics™ (1935, p. 1085, my trandation). Another brief review by E. Pheps Brown in the
Economic Journd dluded to smilar frudrations (1934). The 1937 English verson, The Limits of
Economics, on which our account is based, is clamed by Morgenstern to be considerably revised and,
therefore, "not . . . amply a trandation” (1937, p. vi). The atack on a priorism and liberdism was
present thr oughott.

53 Mises is named only in the Appendix, where his Grundprobleme is described as"an atempt to
findan a priori bassfor economics. .. one of the points where he diverges fundamentaly from the
view point put forward [here]" (1937, p. 154). | the same passage, Morgenstern cagtigates
Robbins Nature and Significance for presenting the Austrian economidts as being more uniform in
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Morgengtern then lumps Mises in with the socidigs in that both adlow political vaues to enter their
theorising, and both seek support for their politics in economic andysis. Liberalism is paradoxicd,
he writes, in that it argues againg government intervention without acknowledging that it may be
necessary to intervene in order to maintain free competition in an age of risng monopoly power.
Rigid systems, in generd, says Morgenstern, beit Liberdism or Sociadism, aso ignore changesin the
‘economic mentaity’, such as the appearance of a general dedire in people to have the State

sysemdticdly attend to their welfare.

The exclusive task of economics, he says, is to determine the effects of policy. Alluding to the
Audtrian dtuation, he proceeds with lengthy dissections of exogenous shifts or policy changes, of
primary and secondary effects, of economic and psychological consequences. The book’s two
guiding metaphors are those of physica and spiritud hedlth, with abundant references to medicine,
psychologica sability and pathology. Menger, Godel and Wald are al harnessed in attacks on the
imprecison of Keynes and the politica biases of Mises, and, as we shdl see below, blows are
sruck in the context of loca power struggles. With this volume, Morgengtern distanced himself
definitively from Mises, rgecting not so much alibera style of economic policy as the idea that this
was the only policy conclusion to which economic andysis could lead.

Onreading the book, Hayek became testy: "If oneis supposed to be grateful for being sent a book,
and one does not agree with it a dl, and one knows the author too well to handle the matter in one
phrase, the only way is to make the letter a counter concluson. But for that | haven't had enough
time. And you make the discussion very hard for me. To be honest, your book is a collection of,
often brilliant, aphorisms, but it lacks the conggtent argumentation with which one can dat a

discussion. Furthermore, that you were rude to some of my friends makesit even more difficult. . . .

their views than was actudly the case. In another oblique reference to Mises, he continues: "It is,
moreover, worth noting that in practice the difference is one of method only for the few surviving
goriorigts are obliged in practice to make so many concessions that in the actual theorems themsalves
they abandon their origind position, so that in the end both they and the empiricists are spegking the
same language. What is redly the most unfortunate result of their methodologica position is their
tendency to identify economic theory with a particular syslem of economic policy” (ibid, p. 10).
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... [We] can only hope that, through the years, with many applications of the principles to specific

problems, we can convince each other”.54

Hayek and Morgengtern, however, never did convince each other. Although they had emerged from
the same community, with shared Audtrian theoreticad concerns, by the mid-1930's they were on
different paths. The former was in London, campaigning againgt socidism and planning, and soon to
be condemning "scientism” and “positivism” (see Hayek 1940, b). Morgengtern was in Vienna,
rejecting a priorism, attacking the idea of any necessary connection between economic andysis and
politics, dlying himsdf with the mathematicians in his task of “purification”.®> In time, the distance
separating them would widen to that which separated the Road to Serfdom from the Theory of

Games and Economic Behaviour. Morgenstern would become very critical of Hayek, regarding him

as someone who “hated science” and was a “ propaganda economist” .56

>4 Hayek to OM, April 2, 1934, OMDU. Neither did Knight like the book. On reading the 1937
trandation, he wrote: "Frankly, | hardly know how to comment on your book. | have not reed the
English verson in its entirety. It seems better than the German edition, but | have not made any
detailed comparison. | hope it will not give offenseif | say frankly that it did not seem to me, or to
some colleagues whom | have heard comment, that the book represented aterribly serious effort on
your part to penetrate to the more fundamenta issues. We have been inclined to infer that it was
written rather for a semi-popular audience than with aview to making some red contributions to the
discussion, which you are certainly capable of making” (Knight to OM, July 31, 1939, OMDU)).

55 In his correspondence with Eve Burns, he rose to the defence of his book Grenzen (Limits 1937):
“| am very sorry to have disgppointed you with my book with its negativism, but | have the feding that
what is redly necessary today is pitiless criticism, and | can tdl you in confidence that | have just
garted with it now. My second book will aso be overwhelmingly critical because only though that can
the rubble of tradition be removed’, OM to E. Burns, March 6, 1934, OMDU, Box 4, Folder
Corresp. 1930-1932, S-Z

56 “Y egterday a curious letter from Hayek. He hates science as he dways has. He dlaims to have
heard “many curious rumours’ about the book. Funny. Heis going to find it even more “curious’
when he sees it. . . Heisin adead end. The Pure Theory of Capitd is not worth reading” (OM
Diary, September 1, 1943). In August 1947, in Copenhagen, Morgenstern recorded an earlier
meseting in Basd with a mathematician named Furlan who was “againg the propaganda- economists,
Ropke, Hayek, etc.” (Diary, August 23, 1947). Throughout the 1930's, Morgenstern’s diary
contains many criticiams of Hayek, mogt of them impressonigic. For example: "Hayek ... has
written to Knight that he should give up economics and rather plant potaetoes. He is totaly crazy.
Now my view is confirmed that Hayek is never going to become anything” (Jan. 9, 1935). Seeds0
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By the mid-1930's, therefore, Morgenstern’s community — in the sense of those he saw regularly in
Vienna — could be understood in terms of two concentric circles. Closest to him in the middle were
Menger, Wdd, Alt, the researchers at the Indtitute, and a few other independent figures, including
Schlesnger and, perhaps, Schams.  The mathematicians amongst them, in particular, were a great
source of simulus, shaping his scientific persondity. Menger became a critica presence, suggesting
various paths by means of which the relationship between economic theory and mathematics could
be explored, be it in the andysis of risk-taking (Petersburg Paradox); in the assessment of so-called
proofs in economic theory (Diminishing Returns); or in the forma trestment of human interaction
(Menger's sociology/ethics). As for Wad, beyond his landmark contributions to the theory of
generd equilibrium, he enhanced the work of the Inditute, and provided stimulus and ingtruction to
Morgengtern. Within this inner circle, the latter, in turn, wielded considerable influence, through his
patronage and his ability to engage others more andyticadly gifted than himself.

Outside this group lay the broader community of Viennese economigts, with the key members of
whom Morgengtern enjoyed a rdaionship of what might be termed conflicted dependence. Mises
provoked disagreement and heightened Morgenstern’s desire to assert himsdf independently of him.
As for Mayer, while his theoreticd critique would reman important, his professond
underachievement and idiosyncracy soon provoked filid revolt. With intellectud development came
the readjustment of commund ties.

It is worth mentioning that, anongst those whom Oskar Morgenstern saw regularly were some
whose role in his development was negligible in comparison with others whom he never met at al.
For example, take Hilbert or Russdl, whose influence upon him came in the form of reading and,
perhaps even more importantly, when filiated and filtered through the intermediate work of Menger.
These foreign mathematicians became, to se critic George Steiner’s term, “red presences’, in
Morgengtern's life, unwittingly transforming his Viennese rdaionships. Unlike his Viennese miliey,
his “community of the mind” was not bound by the Ringstrasse.

Sept. 15, 1933; Sept. 14, Oct. 26, and Nov. 2 1935, OMDU. For Hayek’s tantalisingly short
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Given the naturd interplay between socid affinities and intellectud commitments, the choreography
described a@bove was pefectly normd. In any community, such meking and unmaking of
relaionships is in the naure of things. In Vienna, however, there were stronger forces at work:
forces, both centrifugd and externd, that would eventualy bring about communa collapse. The
process was observed closdy by the Rockefdler Foundation, as is revedled in ther surviving

records.

The Beginning of the End

As we have earlier seen, in 1930, the Foundation made a 5-year grant to the Indtitute. In July of the
following year, no doubt encouraged by the Ingtitute's success, a group comprising President of the
Austrian National Bank, Richard Reisch, Hayek, faculty economist Karl Pribram and — testament to
the power of lucre — enemies Mayer and Mises, sent to the Foundation a jointly signed
"Memorandum on the Situation of Research in Socid Sciences in Austria'.>” They were requesting
money for the support of politicaly-independent research. "After the war”, they wrote,

"these difficulties have become immense because of the generd impoverishment and because
the influence of party-poalitics, which is so particularly dangerous to socia sciences, has
become overwheming. The smdl means which ae avalable ae modly under the
adminigration of more or less palitica organizations which, quite naturdly, use it for purposes
which seem most important from their respective partisan point of view and which are not in
the firgt place guided by scientific considerations. . . Thereis, therefore, at present no body or
organization whatever in Audria which could assst independent and unbiased research in

socid sciences'.58

dismissal of game theory, see Hayek (1994).
57 Memorandum on the Situation of Research in Social Sciencesin Austria, July 27, 1931, AIRAC.

S8 |bid.
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They digtinguished their project from the newly-funded Business Cydle Ingtitute, which covered only
a smadl section of economics, leaving many young men and women without support and compelled
to earn a living by uncongeniad means. They had in mind work in socid history (the trangtion from
monarchy); sociology (the problems arisng from the "racid and nationd mixture of population in
Centrd Europe"); economics (problems of changes in economic structure and others needing
guantitative measurement, which did not fdl into the Inditute's ambit); and politica science (the
trangition from autocracy to democracy). Without saying for how long, they requested $15,000 per

year. Thereisno evidence of areply from the Foundation.

In March 1933, Rockefeler’ s Van Sickle met Misesin Paris, where they spoke of the effect of

Hitler's accession to power on the development of economicsin Germany and Austria

"[Miseg] wasinclined to teke a very pessmigtic view, and in his opinion we had probably seen
the end, for at least a generation of any intelligent economic research in the German- spesking
countries.  He fdt that the dictatorid regime in Germany and the extenson of naiondidic
tendencies in Audtriawill destroy any intellectud freedom in the field of economic studies, or
will make it impossible for any properly qudified economists to obtain academic positions.
He fdt tha the National Socidists would attempt to develop their own economic theories
based on fdse premises with disastrous results for Germany and the amost complete
suspension of the development of economic science'®

The 1931 socid science proposa was brought up again by Pribram in October 1933, when he

cdled to see Van Sickle in Paris. The dlusion to racid issuesin the origind memo now came to the

surface directly. Pribram suggested that the Directorship of such a socid science indtitute might

conss of:

"Aryan Prof. Richard Reisch, representing Economics

59 TBK, Interna Rockefeller Foundation Memo, re Conversation with Prof. Mises, Paris, March 3,
1933. Mises dso forecast Jewish professors having to leave Germany and the use d incometax
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Jaw-Aryan  Prof. Mises or Prof. Hans Mayer, representing Economics

Aryan Prof. Karl BUhler, representing Psychology
Aryan Prof. Verdross, representing Law and Political Science
Jew Prof. Pribram, representing Modern Socia and Political History"60

Pribram emphasized the importance of the proposed ingtitute being independent of the University,
where the mgority of the professors were frankly Nazi: "The directors of the proposed Inditute
would dl be members of the univeraty, but they are dl Liberds and independent. There would be
only one or a most two Jewsin the Direction” (ibid).

Van Sickle indicated to his superior, Day, that he suypported the proposd, saying that the Situation in
Vienna was now S0 serious that the Foundation might be judtified in "backing frankly the minority
liberd dement” (bid). The group should be financed for the next two years, till 1935, he sad, at
which point the grants to Morgengtern's and the psychologica ingtitutes would have expired and the
matter could be reviewed. He added, sgnificantly: "We must reckon, of course, with the fact that
ingtitutes now receiving direct aid from the Foundation will ro longer be so keen for a generd
indtitution whose Board of Directors might not treat them so generoudy as we have' (ibid). And
indeed, athough there is no "smoking gun”, Morgenstern's actions and writings with regard to Mises,
including Limitsand the other attacks discussed above, are entirely coherent with his having felt sung
by this bid to usurp the role of his own Inditute. His extenson of the Indtitute's activities beyond
business cycle work, to mathematica economics, to the study of the Danube Basin, may aso be

seen as an attempt to thwart the funding manoeuvres of the larger group.61

laws to seize Jewish property in both countries. There were dready casesin Audtrig, he said, where
the entire persond capital had been confiscated through bloated tax clams.

60 | etter, VS to Edmund E. "Rufus’ Day, October 10, 1933, AIRAC.

61 For example, in May, Van Sickle had written to Day, of Morgenstern's intention to expand the
field of Indtitute activities beyond business cyclework. Letter, VSto EED, May 1, 1933, AIRAC.
Funds for Wad followed in July, and for another price study in August. In December, 1934,
Morgenstern wrote in his diary of his plans for the Indtitute for the next few years ". . . and | am
going to have reading rooms. Mises, Mayer, etc. are not going to be asked anymore” (Diary, Dec.
9, 1934, OMDU).
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Van Sickle, in the meantime, pursued the matter. He visited the economic inditute in Heidelberg,
where politica interference suggested that Foundation support should be reduced, and then Vienna,
where more was judtified: "The generd opinion is that Augtria will survive as an independent Sate
with an authoritarian government, and that socid science will be reasonably free. | was impressed
on this vigt, a on every former one, with the genuine interest in research and the suprising vitdity of
scholarship.  There are warring factions, but there are good scholars who stand between them and
who can be trusted to administer any funds we might place a their dispostion”.62 He had lunched
with Pribram, Verdross and Degenfeld, who agreed that, to administer a grant, a Committee for
Promotion of Socid Science Research should be formed, independent of the university, and minus
"any of the prima-donnas - notably Mayer, Mises and Spann” (ibid). He had later explained to the
latter why they were being excluded. He continued:

"l have suggested to Pribram that in the letter of request the Social Sciences should be so
defined as to exclude support of the pure Romanticism and the vituperative propaganda of
Spann, yet permit support of precisady defined problems by younger scholars of the Spann
Schoal.

... There are digtinct hazards in this proposd, which arise out of deep persond animosties.
It is my hope, however, that these animosities can be reduced by a tactful and impartid
committee. | am particularly desirous of drawing Spann into the circle of beneficiaries because
| believe that he will then find it more difficult to continue his present destructive oppostion to
al objective libera research.

Thus, if one of his men receives Committee support, it would be harder for him to
characterize as 'stuff and nonsense another piece of work accomplished under committee
auspices by a man of the riva margind dility school, and to oppose his ‘habilitation’ a the

universty. To do so would be an affront to the whole committeg” (ibid).

62 | etter, VSto EED, Oct. 28, 1933, re "Socia Sciencesin Vienna', Box 4, Folder 35.
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In an immediate reply, Day quashed Van Sickl€'s proposd, citing Audtrian politica ingability. Van
Sickle fought back, with letters travelling back and forth between him and head office into early
1934.63 |n January, in a telegram to Day, he announced Dollfuss's suspension of the condtitution,
but insisted that the Situation was not so bad as to endanger scientific work84 A few days |ater,
having spoken to Professor Charles Rist in Paris, he elaborated further:

"Authoritarian government bids fair to spread in Europe. We shall doubtless have to learn to
distinguish between good authoritarianism and bad authoritarianism.  Even such anold Liberd
as Professor Rist gppears to be swinging around to a belief that some modified form of
dictatorship may be the only way out of the present mess. The democracies seem parayzed
by the conflicting ams, aspirations and gppetites of their constituents. Freedom appears to be
a luxury that we cannot afford after our triumphant war to make the world safe for
Democracy. Unless Nazism sweeps Audria, and | don't think it will, the type of
authoritarianism will be one compatible with reasonable freedom of research and expression. |

hope that my proposa of October last is only postponed, not discarded".6°

Following the bloody events of February, Van Sickle said that he understood the internationd public
outrage, but that the whole affair was "very human". The public had seen only the visible and best
aspects of Socid Democratic domination of Vienna, the modd tenements, progressve schools,
improved hygiene, etc. What they did not see was the "dow, steady expropriation of the middle
clases by a variety of classtaxes. Only one who has lived in Vienna can redlize the bitterness and
despair provoked by this policy. . .Then too the anti-religious attitude of the party . . . deeply
offended the provinces with their large catholic populations. Tota result: the provinces and the entire

63 See Letter, EED to VS, November 6, 1933; and VS to EED, Nov. 20, 1933, and VS to
Sydnor Walker, Dec. 1, 1933.

64 Cable, IVSto EED, Jan. 19, 1934, Box 4, Folder 35.

65 |etter IVSto EED, Jan. 24, 1934, Box 4, Folder 35.
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middle dlass againg the Socidists and only waiting their chance to destroy them".66 He admired the
Socidists, but was not surprised that it ended the way it did.67

Van Sickle fdt that the new regime could swing towards ether the German Nazis or Itdian fasciam,
but that a compromise between dictatorship and liberdism was likely. If this occurred, then socid
science research in Vienna could continue; e hoped to encourage the Viennese Committee to
submit one or two modest proposals. He then added a postscript:

"A word is perhgpsin order regarding the Jewish Stuation in Vienna. If Nazism triumphs there
will be a Jewish exodus even greater relatively than from Germany. If one or the other solution
prevals, the Jews will officialy enjoy protection, but there will be little or no chance in
academic life for younger men not yet in secure positions. These men will try to get out as fast
as they can find openings abroad" (ibid).

A month later, he reported that al those he had talked to were of the opinion that the Dollfuss regime
was growing stronger and could hold out indefinitely againgt any domestic Nazi pressures. On the
other hand, "Pribram was the most pessmidtic’, he wrote, "but his attitude is probably afunction of

his age, his poor hedlth and hisrace. Naturaly the Jews are the most uneasy”.® That year, Pribram
left for the U.S,, and Mises for Geneva.

66 | etter VSto EED, March 10, 1934, Box 4, Folder 35. On Red Vienna, see Rabinbach 1983
and (ed.) 1985.

67 Concerning the events of March 1934, Morgenstern wrote somewhat cryptically to Eve Burnsin

the U.S. : “The time of the shootings was redlly bad, since it isredly no pleasure to shoot canonsin the
middle of the city, and what’s more to be shot a by them. One will have to wait to see what else will

happen since the great task in such events is not to surmount them but rather how to liquidate them,

and this process has only just started and no-one can say whereit is going.” OM to E. Burns, March
6, 1934, OMDU, Box 4, Folder Corresp. 1930-1932, S— Z.

68 Rockefdler Foundation Internd Memo, VS, re The Status of SS [Socid Science] in Vienng,
JVSVigtto Vienna, April 12, 1934, Box 4, Folder 35.
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Another such uneasy Jew was Abraham Wald. At this point, he had been scraping aong for three
years, thanks to Schlesinger and to Morgenstern's Indtitute, and, like many others, began to consider
leaving Audtria. Morgengtern, like Pribram before him, became a key person in the attribution of
Rockefeler sudent grants and fellowshipsin Vienna. Throughout the 1930's, some of his underlings
a the Indtitute were awarded travel grants to study abroad, with severa of them going to Harvard,
as he had done. In mid-1935, the Foundation's Tracy Kittredge interviewed Wad in Vienna, on
Morgengtern's suggestion that he would benefit from some time in the U.S.A or England to work on
time-series problems® Nothing came of it, and Wald continued his search.”0 With Menger's
recommendation, Morgenstern secured more money to employ Wald, and continued to press the
Rockefdler Foundation on the question of a fellowship. As of 1936, however, the question of
Wald's background arose increasingly often in the Rockefdller correspondence. In February of that
year, Kittredge interviewed Wald yet again, in Morgenstern's presence, and wrote supportively back
to Van Sicklein New York.71 Thelatter replied:

"Although Wad's work is too mathematical for me to have any opinion based upon direct
examination of his publications, | have no doubt that he is one of the very ablest of the men
working upon problems of statistical technique as gpplied to business cycle andyss. Itisa
pity that his nationdity and race combined make his future so precarious. . .

[However, we] have given so many fellowships to Morgenstern's group that | think we

should lay our emphasis dsawhere for awhile after we have made an award to Dr. John.

69 See Note, undated, concerning Kittredge interview with Wald on July 9, 1935, AIRAC.

70 Later that year, a possibility arose in Paesting, through Jacab Fraenkel a Jerusalem, but it too fell
through. Wad wrote to Menger of his intention to go to Paegtine anyway, if he could get the entry
permit and the money. He had been working on geometry and metrical geometry, he wrote, but it
was difficult as he had to work with his brother and did not have the necessary peace. As aways,
he looked forward to getting back to Viennaand the Colloquium. Letter, undated, Wald to Menger,
KMIT.

71 Letter, Kittredge to Van Sickle, February 23, 1936, AIRAC.
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Wald should be kept under observation, but | am not inclined to recommend any early

award". 72

A few months later, in duly, Kittredge interviewed Wald yet again. Morgenstern was still pushing to
have Wad vist Princeton, a either the university’s mathematics department, or the Inditute for
Advanced Study. In his notes, Kittredge wrote that, because of his Jewishness, Wad would be
veary unlikely to secure a university gppointment in Vienna, or to "ever become a permanent member
of the gaff of the Inditute’. The Foundation had no provison for funding someone in Wad's
position, he said, but, at least, Wad had recently invented some new device for improving radio

apparatus and so was assured of at least aminima income. 3

In September, Van Sickle was Hill holding off on Wald, who was "obvioudy a man of exceptiond
ability but, unfortunately, a man without a country”: "It is impossible to foresee what the future holds
in gore for him. His development should be kept under observation as he may prove in time to be
one of those rare individuas whom we are judtified in aiding regardiess of immediate prospects. Itis
hard on him, but | am stisfied that we should not recommend him for a fdlowship in the near
future'. 74

Given the palitica stuation, and with Pribram and Mises now gone from Vienna, the Socid Science
project had been shelved. The Foundation aso began to worry about the Business Cycle Indtitute,
which seemed to be drawing too close to the government, but expressed confidence thet if anyone

was cgpable of "maintaining standards’, it was Morgengtern. 7

72 Memo, VanSickleto Kittredge, 27 March 1936, AIRAC. Ernst John was one of Morgenstern's
researchers a the Indtitute. He was awarded a Rockefdler Fellowship for 1937, which he spent in
theU.S.

73 Note on Interview TBK with Wald, July 11, 1936, AIRAC.
74 Letter, Van Sickle to Kittredge, 16 Sept. 1936, AIRAC.

75 See Memos, VSto TBK, Sept. 25, 1936 and TBK to VS, Oct. 13, 1936, AIRAC. A month
later, Gerhard Tintner, one of the young associates of the Ingtitute, fled Vienna. Meeting with Van
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In early 1937, Wald continued to worry; Morgenstern continued to press his case; Van Sickle
continued to resst: "In spite of Morgengtern's guarantee of employment in the Indtitute on his return
to Vienna, | doubt whether there is any red future for [Wad] there. Growing anti-semitiam has
closed the doors to such men throughout most of centra Europe. It is atragic Situation but | don't
see how we can use our fellowhips to combat the trend. |f an award were made to Wald to study in
this country | am convinced that he would use the sojourn here to seek permanent employment”.76
He suggested that they contact other scholars, just to be sure that Wald was "redly gifted”. Inthe
meantime, Morgenstern had Wald send areprint of his Zeitschrift genera equilibrium paper to Van
Sickle. Finding it impenetrable, Van Sickle sent it onto Warren Weaver, at the Rockefdler officesin
New York, explaning Wdd's case "He is one of those homeess Jews whom it is very difficult to

place".”’ Weaver sant it onto Harold Davis a the Cowles Commission, saying the same thing. @

In 1937, Wdd found himsdf beeagured further when Karl Menger left Viennato take a postion at
the Universty of Notre Dame in the U.S. In his letters to Menger, Wald appeared increasingly
anxious. He worried about the renewa of his contract a the Ingtitute, sent reprints to Hotelling and
Schultz, and waited. Then, thanks to Morgenstern, he was invited to Geneva for September and

Sickle, on his way to the Cowles Commission in Colorado, he said that the Ita o - German agreement
augured poorly for Vienna's Jaws, whose lot would be serious. Freedom had aready disappeared,
he sad, and the Inditute's Monthly Bulletins, which he had been writing, "no longer reflect the views
of the saff. Interpretations are consstently colored to suit the government, though the statistical data
. .. have not been tampered with. Morgenstern meantime plays a larger role in Austrian public life,
has secured reasonably adequate public support and . . appears to have consoled himself for the loss
of freedom by the thought that he can work fredy within the government. Tintner thinks that
Morgengtern's role there is thoroughly salutary. If Tintner's interpretation of the Situation is correct it
would seem that our relations with the Ingtitute will have to be carefully reviewed at the time our
present grant terminates’ (Memo, JVS to TBK, Nov. 16, 1936, AIRAC). Morgenstern quickly
intervened, dismissing Tintner's pessmian as excessively gloomy. See Letter, OM to VS, Nov. 23,
1936, AIRAC.

76 Memo, WSto TBK, Feb. 9, 1937, AIRAC.
77T Memo, VS to Weaver, June 16, 1937, AIRAC.

78 | etter, Weaver to H.T. Davis, June 18, 1937, AIRAC.
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October, by Hans Staehle, director of economic research at the League of Nations, to work on
price indices as part of cost-of-living analyses being conducted by the Internationa Labour Office.”9
Observing his work, Staehle was moved to write to Kittredge at the Foundation, singing Wald's
praises, explicitly recommending a Fellowship, and suggesting that Frisch, Menger, Tinbergen and
Haberler be consulted.80 Kittredge remained recacitrant, reiterating Van Sickle's argument about
the risk of having Wald enter the American labour force8! Then, that same day, he wrote privately
to Van Sickle, reporting a turn taken in the conversation with Morgenstern re Wald:

"OM of course shares Staehle's views asto AW's quite unusud abilities .. . . [but] Morgenstern
dill feds however that if only one gppointment from Vienna can be envisaged in 1938, he
personally would give preference to the candidacy of Kamitz. K. has become Morgenstern's
chief of staff and has been sharing increasing respongibility for the theoretical as well as for the
practica investigations of the Ingtitute. If an exceptiond appointment could be made to Wald
in addition to the ordinary fellowship gppointment requested for Kamitz, Morgenstern would

be delighted &

It is clear why the Rockefeller Foundation continued to create obstacles for Wald. Why, however,
did Morgengtern, at this moment, choose to hold back in promoting hm? Subsequent events

79 Here, building on earlier work by Haberler, Leontief and Staehle, Wald showed how an improved
approximation to the true cost of living index could be congtructed, under the assumption that the
utility function could be gpproximated by a second-degree polynomia, and given certain other
restrictiors on the indifference mapping. By the same means, he showed how datistical data could
be used to numericaly estimate the underlying utility function and hence the demand functions. The
results were published in Wald (1937), (1939) and (1940). See Tintner (1952).

80 Letter, Stachle to TBK, Nov. 26, 1937, AIRAC.
81 Letter, TBK to Staehle, Dec. 1, 1937, AIRAC.

82 Memo, TBK to VS, Dec. 1, 1937, AIRAC.
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suggest that it may have been because he had information about other possibilities for him, and knew

that Kamitz would not face the same opposition. 83

Continuing to gal over Wad, the Foundation sought opinions on the relative merits of him and
Kamitz. Both Haberler and Tintner rated Wald "head and shoulders' above Kamitz, whom they
also rated below Erret John, the previous Rockefeller Fellow.84 On the other hand, Howard Ellis, at
Berkeley, endorsed Kamitz, who, he said, was of "convincing and businessike gppearance and
address [ensuring] no lost motion in awkwardness or vagueness concerning objectives'.85 Van
Sickle spoke to Morgenstern, who, too, was by now in the U.S,, on a Carnegie felowship for the
firgt few months of 1938, vigting Vanderbilt, Princeton and e'sewhere. After the conversation, the
Foundation officer stuck to hisguns:

"| am quite ready to believe that Wad is quite unusudly gifted. | ill do not see how we can
give him a fdlowship, in view of the fact that he would be dmogt certain to use the fellowship
to secure a permanent postion in this country. . . Morgenstern yesterday . . . said that Wald
had been offered a Cowles Commission fellowship. This offers $1,000, but nothing for travel.
As Wadd is responsble for his parents in Rumania, he has not been able to save anything and
cannot, therefore, finance the trip to Colorado. Morgenstern expressed the hope that we
might be able to make a grant-in-aid to get him over here. | told him that | did not see how
we could possibly do so, much as | should like to hep Wald. | suggested that he attempt to
interest some well-disposed American Jew in Wald with a view to getting the dight assstance
that was needed" .86

83 Morgengtern (1951) writes that Wald received an invitation from Alfred Cowlesin 1937.
84 See memo VSto TBK, Jan. 6, 1938, AIRAC.
8 Letter Ellisto VS, Feb. 21, 1938, Series 705E Austria, Folder 1214.

86 Memo VSto TBK, Jan. 21, 1938, AIRAC.



Thus, head-and-shoulders notwithstanding, the Fellowship went to Kamitz, and Wad was refused
travel money. It was late January 1938. During this time, Nazi activity in Viennarose vishbly, with
groups of youths roaming the streets molesting people of Jewish appearance, graffiti gopearing on
the walls, and petrol bombs being thrown into synagogues. Early in February, Hitler dismissed his
senior generds, making himsdf supreme commander of the German armed forces. On February
12th, he summoned Chancellor Schuschnigg to a now-famous mesting a Berchtesgaden, his
mountain retreat, where the Austrian capitulated to Hitler's demand that the Nazi von Seyss-Inquart
be admitted to the Austrian cabinet as Minister of the Interior, with control of the police. On
Thursday, February 24th, Schuschnigg made a radio broadcast, pleading for a unified Austria, but
without defiantly chdlenging Hitler. Then, in early March, he threw down the gauntlet, declaring that
a plebiscite would be hed in which Audrians could vote for, or agang, a free, German,
independent, socid, Chrigtian and united Austria. Two days later, on March 11th, to the dismay of
Audtrids Jews, he announced in another broadcast speech that the plebiscite had been cancelled,
and that Hitler had demanded that the Federa President Miklas appoint a cabinet of his, Hitler's,
choosing. Otherwise, German troops would be sent into Audtria. With this, Schuschnigg stepped
down as Chancellor, making way for Hitler's Seyss-Inquart.87

TheEnd

On March 15th, Erng Wagemann, the Director of the Berlin Inditute, arrived in Vienna with
indructions to liquidete the Business Cycle Indtitute. He spent a week there, dismissng most of the
daff, including Wad and the absent Morgengtern, and retaining only the politicaly acceptable
Kamitz and John. The brmer was made acting Director, and ingtructed not to communicate with
Morgengtern or any foreign inditutions, including the Foundation. However, early in May, in a café
on the outskirts of Vienna, Kamitz met secretly with Kittredge88 He told him that he had suggested
to Wagemann that the Foundation might be willing to continue support if the independence of the
Vienna Ingtitute could be assured, reporting on Austrian conditions and doing basic theoretica

research. Wagemann had inssted, however, that economic reports and andysis would have to

87 See Carsten (1977) and Clare (1981).
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conform to ingructions from Berlin, and that he was persondly opposed to the theoretica
investigations so that the monograph series would be scrapped 89

On March 19th, as President of the Vienna Economics Society, Hans Mayer wrote to al members:
"In condderaion of the changed Stuation in the German Audtria | am informing you that under the
respective laws now gpplicable aso to this sate, al nontAryan members are leaving the Economic
Society". 90 But, by then, many of the members, Christian, Jewish, and the "mixed group” dike, had
dready left or were, in one manner or ancther, leaving Vienna. Mises was in Geneva, and Hayek
had long been in London. Menger was now a Notre Dame, Tintner in lowa City, Haberler in
Harvard, and Machlup in Buffao. Having broken with the Audrian regime in late 1937 over its
unwillingness to face p to agrarian specid interests, Morgenstern was in the U.S,, searching for a
new universty. When the Nazis took over the Indtitute in March 1938, he was deemed persona
non grata

In the Streets of Vienna, Jews were forced into demeaning acts, religious Jews were forced to
commit acts of sacrilege, shops were defaced and looted, property destroyed, and apartments
plundered. By April 3rd, Morgengern, in Wisconsin, could write to Van Sickle that both

8 See Memo, TBK to Sydnor Walker, May 19, 1938, AIRAC.

89 How the Inditute could have even atempted to maintain its previous program, given its virtua

dismantling by Wagemann, is not clear. (For more on Wagemann, see Klausinger (2008)). Like
many Audrians, Kamitz seems to have played his cards pragmaticdly. At the sametime as he went
to the trouble, and ran the risk, of meeting Kittredge, telling him about the plight of the Ingtitute, he
was able to inform him that he had "no persond difficulties’ having been asked to take over lectures
a the Hochschule fir Welthandel to replace professors who had recently been discharged. It

even looked likely that he would be gppointed to a dozentship so that his " progpects for an academic
career . . . seemed good" (Memo, TBK to Sydnor Waker, May 19, 1938, AIRAC).

%0 Quoted in Mises (1978), p. 99. In these Recollections, written in 1940 when he had just arrived
in the U.S. and was hitterly upset a the turn of events, Mises condemns Mayer as a Nazi
collaborator, and dismisses him as an economist. | suspect that the lack of higtoricd interest in
Mayer's economics in the postwar period was shaped by his Anschluss actions, and by Mises
1940 condemnation. Not until 1994 was some of Mayer's work trandated into English, in avolume
of Austrian readings, edited by Israel Kirzner (1994).
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Schlesinger and another economist, Kunwald, had committed suicide.9r  On April 11th, the
Ingtitute's Monthly Bulletin gppeared, with aforeword by Wagemann:

"The vast higoricd development of these days, which has inspired and widened the life the
German people in dl its aspects, emphasizes aso new ways for this publication. Out of the
union of Audtria with the Reich there has developed on the economic side two important
issues. It will now be necessary, in generd, to provide for the fusion of the economic and
condtitutiond life of these two different State economies and, in particular, to overcome the
economic distress of Audria  This has to be accomplished by the powerful and quickly-
effective means and methods which Nationd Socidism has developed and which were
completely lacking in the former Audrian government with its remarkable lack of
understanding . . . The cdose collaboration of both [the Berlin and Vienna] research
organizations will make possble our fruitful collaboration in the greet tasks which lie before
us' 92

Excluded from this project, and fearful of Nationd Socidism, Abraham Wad was ill in Vienna. He
wrote to Menger about the bureaucratic difficulties being creasted by the Rumanian government,
which would only issue a 3 month passport, whereas the Cowles position was for one year. He
hoped Cowles would not make any difficulties for him: "It would be a greast misfortune for me were |
to lose this postion. | would then be facing the abyss and would not even have the financia means
to travel anywhere’ 93 He could not even leave Austria to go home to Cluj because the Rumanian

government had forbidden reentry without the specid permisson of the Minigtry of the Interior.

91 On the treatment of Jews following the Anschiuss, see Oxad et d (eds.) (1987), Widtrich (ed.)
(1992), and Pauley (1992). Botz (1987) reports that despair among the Jewish upper middle
classes dramatically increased the number of suicides in the months following the Anschluss with
220 reported in March adone; "The Jews of Vienna from the Anschluss to the Holocaudt” in Oxad et
al (eds.) (1987), pp. 185- 204.

92 Audtrian Indtitute for Trade Cycle Research, Monthly Bulletin, April 11, 1938, p. 12 (trandated
from German).

93 Letter, Wald to Menger, April 18, 1938, KMIT.
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Then, a the deventh hour, he got out, re-entering Rumania with difficulty, and from there departing,
viaCuba, to the U.S., Colorado, and Cowles.

By the end of April 1938, aslence had descended over Vienna. Mises, Menger, Morgenstern,
Schlesinger, Hayek, Machlup, Tintner, Haberler, Wald — al were gone.%4 Mayer presided over a
spectra Economics Society, and the Indtitute, now under Kamitz, was but a shell. Evening takson
the Petersburg Paradox had become a thing of the past.

Closure

The Rockefdler Foundation helped Morgenstern settle at Princeton, paying part of his salary for a
while.  Although Princeton was then ill a somewhat provincid gentleman’s college, worlds away
from Vienna, Morgengtern knew some members of the faculty, and it was close to New Y ork city.
It aso housed the Indtitute for Advanced Study, which Morgenstern had been eyeing for some time

from Vienna as a possible North American destination.

In a sense, his mathematical lessons and discussons with Wald and Menger were a form of
preparation for his collaboration with von Neumann. At the same time, he had now to become a
true co-author, and to assmilate and contribute to the difficult new theory the Hungarianwas
producing. The legp required was considerable, and Morgenstern returned again and agan in his
diary to the changes he was undergoing, now that he was working with someone of von Neumann's
cdibre. “I have the impresson that my former scientific life was just full of vague presentiments. |
have probably dways expected a lot from mathematics and logic, but | was migtrugtful in some
agpects, patidly under the influence of K. Menger, and rightly so. Since | have known Johnny,
everything has changed, and a completely new era has sarted for me’ (Diary, December 5, 1943).

There was aso a congderable change of milieu for Morgengtern. The Viennese were now dispersed
in various countries. Others were dead. A handful had remained behind. Morgenstern went from
being a respected figure of authority and power in Vienna to commanding no such recognition in
Princeton. At the same time, thanks to the proximity of the Indtitute, he was surrounded by first-
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order mathematicians, including Hermann Weyl, Oswad Veblen and Carl Ludwig Siegd, in addition
to von Neumann and Godd. Einstein was dso there in the background, and visitors included Niels
Bohr and Bertrand Russdll.  In this company, Morgenstern rebuilt around him a new community of

sientits-in-exile,

With tese new circumstances came other changes. In mid-October, 1938, only severa months
after his arrival a Princeton, he was visting a laboratory in Wilmington, Delaware, where his then
girlfriend from Austria was coming to work. In his diary, he complained about finding too many
Jews there, and not enough pure Americans® Whether or not this is the last such remark in his
diary, | have been unable to ascertain, but it is reasonable to bdieve that Morgenstern soon found it
necessary to re-evauate old attitudes.

| have shown dsewhere that von Neumann's return to game theory in 1939-1940 occurred amidst
tremendous family upheavd in Hungary, with Jewish families such as his own and his in-laws being
forced to leave the country under great duress® Indeed, when Morgenstern met the von Neumamn
couple for the firg time — a an evening a Herman Weyl's in early January 1940 — it was their first
socid outing since the suicide, a week before Christmas, of Klari von Neumann's father, Charles
Dan. A rductant, troubled émigré, not long in the U.S,, the Budapest doctor threw himsdlf under a
train a Princeton Junction. Thus, in drawing close to the von Neumann's, whose intimate friend he
became, Morgengtern was brought closer to the continuing plight of the European Jews. It is
reasonable to believe that this prompted some reflection and contributed to the growing
psychologica distance between himsdf and Vienna. In 1941, he wrote about discarding his old sef:
“I have a clear feding of freedom from prgudices and ties to theories and genera views, as| were

shedding my skin. Hopefully a few things will remain. On the emotiond level | am more open to

94 On Mises flight from Genevato the U.S,, see his (1978).
95 See Diary, October 15, 1938, OMDU.
9 |ndeed, | argue that this political upheava provides a key to von Neumann's elaboration of a new

theory of coditions and socid equilibria. His game theory was a product of its time. See Leonard
(2010).
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smdl joys, and | see how often | was acomplete donkey. Took everything too tragicdly. That must
come from my education in the Firs World War”  (Diary, January 27, 1941).

When he did return to the “City of Dreams’ after the war, in June- September 1947, for the first time
in ten years, it was to bear witness to the rupture. In his diary — written in English for the duration of
this visit — he repeatedly returns to the complicity of his former colleagues with Nazism. Thus, while
he felt that he could forgive friend and mentor Ewald Schams his “Pg’, i.e,, Nazi membership, he
could not pardon his former Indtitute employee, Kamitz. Still less could he forgive his old teecher,
Hans Mayer:

“Mayer — Schlamg] told me — applied voluntarily to be sent to a Nazi Schulungdager!! He
also asked Sch. for help to become aPg! (When the Russians had arrived, Grassberger told
me, Mayer, instead of going to the Univ., went to offer his ‘services to K. Gruber who was
known as leader of the Tyrol[ean] Resstance Movement. Shortly afterwards G[ruber]
became Priv. Doc[ent](!)). Thereis nobody who has a good wordto say for Mayer. Neider
(Gerold & Co.) sad that M[ayer] sent out statements about the dismissa of Jews from the
Economics Society a few days after the Anschluss, even before any laws were made, orders
given, etc. -- !” (Diary, July 6, 1947, OMDU).

Three days later, he met Mayer himsdf a the Café Bastel. “Evasive, depressed, reduced. He
asked whether Edgeworth (1) had died (+1927!!). He wants me to be editor of the Zeitsch. with

him. Nothing doing. Also he would propose me in 2 — 3 years for the Univ.! as if this were
something. He was — naturdly — persecuted by the Nazis, etc. etc. Mogt disgusting. Then some
talk about the theory of games which istotally unknown to him. .. He has a very bad conscience.
It shows again that a certain amount of character is insgparable from science. . . What a
disappointment to see this man who has been a teacher for me & to whom | once looked up . . . ©

(Diary, July 11, 1947). Looking a Vienna: “The city makes me sad. Standing there, | enjoyed what
| saw, but it gave me no pang. For that, my interests & sympathieslie esewhere & 1 cannot forget
what has happened here e.g., to the Jews, how people plundered their neighbours etc.” (July 17,
1947).
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He was shown the wartime files of severd people, including Gottfried Haberler’s brother, Gerhard,
and Reinhard Kamitz, both of whom, he says were heavily involved with the Nazi movement dl
dong. Kamitz, a the Inditute, had apparently already been reporting, before 1938, statistica and
economic information “to dl sorts of Nazi offices!!”. Soon after the Anschluss, he had told
Morgenstern’s sister, Hannchen, that her brother had “quite few black points with the Gestapo™. “It
is clear where they came from”, wrote Morgengtern. “I am glad | had them. But what these fellows
did was ordinary plain treeson & | don’t want ever to have anything to do with them if | can possibly
help it. How can they be good scholars?” (Ibid).

From there, he flew to Frankfurt, and was distressed by the bomb damage he saw in Munich and
Nuremberg. “But after Munich one passed over Dachau, and over Nuremberg | recalled the Nazi-
criminds. That served to extinguish, to compensate the feding of pity. It isimpossble to say what
one should fed in view of tragedies of these dimensons’ (Diary July 30, 1947).

Via Copenhagen and London, he flew back to Princeton, where he reflected on the generd
resgnation towards conditions he had found in Europe, the “widespread intellectua weskness’
(September 17, 1947). If the journey had convinced him of anything, it was that there was no going
back to the world he had known, Vienna included. Then, it was time for drinks, with Klari von
Neumann and other friends “Thus began the Princeton life again, | nothing the worse for dl my
experiences. All had gone smoothly & had done me a lot of good. | have widened my views,
confirmed many opinions & impressons, gained a great deal & — very glad to be back in the States.
How interesting to see how much more | belong here, than to Europe’ (1bid).

Epilogue

After a few months at the Cowles Commission in 1938, Abraham Wad went to Columbia
Universty where, under the guidance of Harold Hotelling, he taught courses and, in 1942, became
assigtant professor of economics. 1943 saw him brought into the wartime Statistical Research
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Group a Columbia, where he developed sequentia decison rules for the testing of samples of
munitions— economical procedures that were then adopted by thousands of military supply factories.

On May 3, 1944, as part of their Hungarian campaign, German troops entered his native Cluj.97
Over the course of one week, with the help of Hungarian Gendarmes, they rounded up the
approximatdly 17,000 Jews of the city and hinterland, placing them in the Iris Brickyard on the north
side of the town.98 Here, in the “Kolozsvar Ghetto”, they were held in the open air for a further
three weeks. Then, by means of six railway trangports, beginning on May 25 and ending June 9,
they were carried three days and three nights in cattle wagons to Auschwitz, where the mgority of
them were murdered. Of Wad's family of nine, one brother, Hermann, survived, later joining him in
New York. In 1950, by which time he had become chairman of Columbia's new department of
mathematical gatigtics, Wald and his wife died when their plane crashed in fog in the mountains in
southern India, where he was on a lecture tour. A reolution by the American Satigtica
Asocidion, penned mogt likdy by Hotelling, paid tribute to Wad's datigtical contributions, and
wartime service, and remembered his “ability to be friendly and kind under the severest straing’. 99

Of those in Morgengtern’s circle who had remained in Vienna after the Anschluss, Richard Strigl
died in 1942, and Ewad Schams and Hans Mayer both passed away in 1955. As for Ernst John
and Reinhard Kamitz, they initidly remained a the now-renamed Audtrian Indtitute for “ Economic”
Research. John's career later took him to the Federa Chancellery, while Kamitz went on to achieve
postwar eminence, becoming Minister of Finance, from 1952 to 1960, and Presidert of the Audtrian
Nationd Bank, from 1960 to 1968.100

97 Northern Transylvania, in which Cluj (Kolozsvér) was located, had been returned to Hungary by the
Second Vienna Award of 1940.

98 See Braham (2000), p.129. For a eyewitness account of the evacuation of Kolozsvar, see
Herzberger (1980).

99 See Hotelling (1951), p.19.

100 For information on John, | am grateful to Hangorg Klausinger. On Kamitz, see Dwiok and Koller
(1977).
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