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PREFACE

The Twentieth Anniversary Issue

Glinter Bischof

The publication of the twentieth volume of Contemporary Austrian
Studies (CAS) represents a minor triumph for the dedicated commitment
of CenterAustria at the University of New Orleans (UNO) to the serious
scholarly study of twentieth/twenty-first century Austria. We share this
triumph with the Department of Political Science at the University of
Innsbruck. This publication series has become a mainstay of a transatlantic
university partnership that has been growing for almost forty years and is
quite unique in its intensity of both faculty and student exchanges and a
rich cross-fertilization of ideas.

The continued publication of CAS is all the more remarkable since the
crisis in the public higher education arena in Louisiana has not been kind
to university budgets, including the steady production of scholarly work
and publications on a regular basis. These pressures to cut the financing
of higher education budgets have all icted the State of Louisiana for the
past three years. To a lesser degree the same is true for Austrian university
budgets, where massive cuts are also announced for the year 2012. This is
the actual environment in which this publication series is carried on against
all odds on both sides of the Atlantic.

Looking at this publication series quantitatively, over the course of
the past twenty years we have moved 408 manuscripts through the editing
process—190 were published in the first ten volumes and another 218 in



volumes X1 to XX. Along the lines of Francis Bacon’s bonmot that “histories
make men wise [...] logic and rhetoric, able to contend,” about two-thirds
of the manuscripts dealt with historical subjects and one-third with political
science. In history we had a fairly even distribution of manuscripts over the
principal periods of Austrian Zeitgeschichte since 1919 (post-World War I,
World War II, post-World War II to the advent of what might be called the
“populist turn”in 1986, 1986-2000, and finally the past ten years). Political
science manuscripts have dealt more with the most recent past than those
dealing with history. While in history the post-World War II period to
the end of the Cold War has been addressed most prominently, in political
science the past decade has had pride of place.

In the past ten volumes, we have caught up with the immediate post-
World War I period with the Postwar volume (XIX), following the issue
on the 1930s 7he Dollfuss/Schuschnigg Era (XI). We have also addressed a
separate volume on World War II (XVII), following previous essays and
roundtables on Austrian memories of World War II and post-World War
IT restitution of property apprehended by the Nazis. Volumes on the Zhe
Changing Austrian Voter (XVI) and The Schiissel Eva (XVIII) reMect the
interest of political scientists in the immediate past, while Austrian Foreign
Policy in Historical Perspective (XIV') contained essays that spanned the entire
twentieth century diachronically. We have also addressed separate volumes
to larger societal issues such as Re/igion (XIII) and Sexuality (XV'). A special
interest in larger themes of the Austrian-American relationship have been
addressed in 7he Marshall Plan (VIII), followed by The Americanization/
Westernization of Austria (XII). The current volume on Global Austria (XX)
continues and broadens this theme of vast outside inXuences changing
Austrian society in the twentieth century. We would like to warmly thank
Alexander Lassner, Hermann Denz, Michael Gehler, Dagmar Herzog,
Barbara Stelzl-Marx, Peter Berger, Anton Pelinka, and Alexander Smith
for serving as guest editors of volumes during the past decade.

Political/social, diplomatic/international, and economic history have
been most prominent in our pages through the entire twenty-year run.
More recently cultural history and issues of identity have also been covered.
Domestic politics and political culture have been most prominent in the
political science category, but Austria’s relationship with the European
Union has been a topic regularly addressed, too. We have carried on with
our annual review of Austrian politics over the past ten years for those
readers who like a quick overview of Austrian elections and basic economic
data.

We have taken great pride over the years in the reviewing culture of



CAS 1-10 CAS 11-20

1918- 1938- 1945- 1984- pre- 1918- 1938- 1945- 1984- 2000-

1938 1945 1983 2000 1914 1938 1945 1983 2000 2010
HISTORY
Political/Social 2 5 5 2 11 8 8 2
Diplomatic/International 11 2 1 5 8 2 2
Economic 11 2 8 1 4 4
Intellectual 1 1 2 1 2
Memory 12 1 2 2 1
Culture/ldentity 2 1 2 6
Religion 3 5
Gender 1 3 3 1 1 7 2
Intelligence 2 3
POLITIAL SCIENCE
Domestic
Political n\:_EB 11 7 3 3 10
st 2 9 3
European Union 6 2
ROUNDTABLES
FORUMS / 3 3 2 3
REVIEW ESSAYS 12 15
BOOK REVIEWS 51 51
ANNUAL REVIEW 10 10
INTRODUCTIONS 21 9
TOTAL 190 218
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CAS. One hundred and two book reviews and twenty-seven review essays
in these twenty volumes attest to that. We have regularly tried to get top
experts on both sides of the Atlantic to pen critical book reviews of some
of the most important books published on Austrian aXairs. Whether these
reviews are read by anyone else but the authors and editors we do not know.

Needless to say, the editors would like to think that these volumes
measure up to a high standard of scholarship, and their peers have the
last word on the quality of Contemporary Austrian Studies as a serious and
engaging scholarly forum. Unfortunately, we have never had the time nor
the means to do a serious study or survey of the reception of these volumes
in the scholarly community, let alone in the broader public. Circumstantial
evidence seems to suggest that the Anglo-American scholarly community
peruse and cite the essays in these volumes more regularly than colleagues in
Austria. As someone who tries to read much of the literature on twentieth-
century Austria appearing on both sides of the Atlantic, my sense is that
tew Austrian colleagues and students are familiar with this publication
series. Whether that is due to an unwillingness to read English or a rugged
determination to ignore foreign and foreign-language scholarship will
never be known. While most major American research universities have
subscriptions to the CAS series, that does not seem to be the case in Austria.
CAS has been regularly reviewed in the German Studies Review but few
other scholarly journals have bothered to review CAS volumes, probably
relecting the fact that while individual CAS volumes are monographic in
the nature of their topical essays, it is still a serial publication with book
reviews. Austrian newspapers now and then take short notice of CAS;
Austrian scholarly journals seem to ignore it.

Within the UNO-University of Innsbruck partnership, many people
have helped to keep CAS going over a period of twenty years and make it a
success. At Innsbruck’s Department of Political Science, Anton Pelinka was
my co-editor for the first fifteen volumes, and Fritz Plasser has shared those
duties for the past five years. It is hard to imagine more reliable partners
than Anton and Fritz. For most of that time Ellen Palli, Anton’s and
Fritz’s hard-working office manager, was involved in the everyday business
of the production of volumes, and she also type-set most of the volumes.
Franz Mathis was delegated by the Senate of the University of Innsbruck
to coordinate the UNO partnership. I cannot think of a more congenial
counterpart than Franz—he was always a pleasure to work with. More
recently, Klaus Frantz had taken on that job. Reksors Manfried Gantner
and Karlheinz Tochterle have blessed this project as well. Erich Thoni, the

University of Innsbruck’s “foreign minister” has been productively involved
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in the partnership with UNO from the beginning. Matthias Schennach
trom the Auslandsamt of the University of Innsbruck has been generous
over the years in giving us financial support. Margaret Davidson, who has
been serving as CenterAustria representative in Innsbruck for many years,
has jumped into the fray when needed. Christina Sturn, who started out as
a CenterAustria fellow at UNO and has been coordinating the UNO office
at the University of Innsbruck for a couple of years, has been helpful, too.
The fantastic thing about our deep university partnership is that all these
people have become dear friends over the years and enriched our life here
at UNO.

At UNO, the superior and fun stall of CenterAustria has contributed
as much as anyone to the completion of CAS year after year. Robert L.
Dupont has been “present at the creation” as the Dean of Metropolitan
College (and later Vice Chancellor). From the beginning he has been the
most vigorous supporter of CAS and all the activities of CenterAustria in
UNO administrations over the past twenty years. After his retirement from
administrative work, he joined the History Department and has joined
CenterAustria as a senior fellow. He still is giving us vital support. More
recently Dean Susan Krantz of the College of Liberal Arts has “inherited”
CenterAustria and helped us and CAS to keep going. Gordon “Nick”
Mueller, the founder of the UNO-University of Innsbruck partnership (in
1983) and the founding director of CenterAustria (1997) has also supported
CAS with great excitement from the very beginning.

Gertraud Griessner has managed the office sta¥ since the inception
of CenterAustria. Without her incredible efficiency and good cheer the
Center’s work (including CAS) simply could not be done. She never
hesitates to take on more work and new jobs with a ready smile. I have
never heard her complain. She has embraced every project readily and
helped give it direction. CenterAustria simply would not be the success
it is without her. Other than Gertraud and myself, CenterAustria never
had any regular staX. Or rather, we have new sta¥ers here every year with
the appointment of CenterAustria fellows and “Ministry fellows.” We
get a University of Innsbruck student every year that works some hours
at CenterAustria. The Austrian Federal Ministry of Science and Research
finances an Austrian dissertation student every year to come to UNO and
work on his/her dissertation, next to contributing a number of hours to
CenterAustria. These “Ministry fellows” have been the regular “staX”
that helped produce CAS volumes. They correspond with authors, track
manuscripts, and try their hand at some copy editing; they also help the
co-editors maintain their sanity during production time in the preparation
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of photo-ready copy. The Ministry fellows Tanja StampK, Martin David,
Sonja Niederacher, Josef Kostlbauer (for two years), Sigrid Harrer, Marion
Wieser, Michael Maier, and Alexander Smith (for two years) have been
indispensable to the success of the project. Alexander Smith’s contribution
to this volume has been so substantial as editorial adviser and author that
he has been promoted to the status of guest editor in this volume. I would
like to think that all the fellows have learned some valuable tools for life in
the course of their CAS work, next to making some excellent contacts in
the community of Austrianists.

Even scholarly publications need their “sugar daddies” in this day and
age of budgets evaporating at public universities in the U.S. The financial
support of the Austrian Ministry of European and International ARairs
(formerly Foreign Ministry), the Ministry of Science and Research, as well
as the Austrian Marshall Plan Foundation all have been critical for the
publication of this journal. At Foreign ANairs, Ambassador Emil Brix as
director of cultural aXairs has continued the tradition started twenty years
ago by his predecessor Wolfgang Marboe to support the publication of CAS
with an annual grant administered through the Austrian Cultural Forum
(ACF) in New York. At ACF, Directors Christoph Thun-Hohenstein and
Andreas Stadler, as well as Ernst Aichinger and Martin Rauchbauer, have
been extremely generous with their support. At Science and Research,
Josef Leidenfrost, Barbara Weitgruber, Christoph Ramoser, Ulrike Csura,
Florian Gerhardus, and Alois S6hn have given us regular support and
encouragement. CenterAustria has benefitted from the generous financial
support of the Marshall Plan Foundation in Vienna; its directors Eugen
Stark and Wolfgang Stoiber are genuine friends of CenterAustria and its
activities and make our lives easier every day. At the Picture Archives of the
Austrian National Library, Hans Petschar and Michaela Pfunder have been
very generous in providing illustrations for our past two volumes.

Our publishers have been essential in making this publication series
viable. Volumes I through XVII were printed and marketed by Transaction
Publishers of New Brunswick, New Jersey. Irving Louis Horowitz, Mary
Curtis, Anne Schneider, and Cheryl Orson have ably shepherded CAS
through the Transaction publication process through these years. Were it
not for financial and administrative pressures on campus, we would never
have left Transaction. In another of the many joint ventures proliferating
in our partnership with Innsbruck, volumes XVIII through XX have been
published jointly by UNO Press and Innsbruck University Press (iup). The
director of UNO Press, Bill Lavender, has taken us under his wing with
his usual debonair ways and made launching our project with UNO Press
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easy, pleasant, and efficient. Lindsay Maples has done wonderful work as
coordinator and copy editor. At iup Birgit Holzner has spirited us into a
productive relationship, and Vice Rector for Research Tilmann Mirk has
given this project his blessing, too.

Last but not least, our international scholarly advisory board has guided
us to maintain the scholarly integrity of CAS. Among them only Peter
Pulzer (Oxford) has served on the board for all twenty volumes. We would
like to thank all of them, especially Professor Pulzer, who also contributed
to this volume. These are the board members that served over the years:

AUSTRIA

University of Innsbruck

Ginther Pallaver (Political Science)
Max Preglau (Sociology)

Alan Scott (Sociology)

Rolf Steininger (History)

University of Salzburg

Ingrid Bauer (History)

Ernst Hanisch (History)

Reinhard Heinisch (Political Science)

Sonja Puntscher Riekmann (Political Science)

Reinhold Wagnleitner (History)

University of Graz

Siegfried Beer (History)
Konrad Ginther (Law)
Helmut Konrad (History)
Manfred Prisching (Sociology)

University of Vienna

Felix Butschek (Economics)

Peter Gerlich (Political Science)
Hanspeter Neuhold (Law)

Helga Nowotny (Social Sciences)

Oliver Rathkolb (History)

Sieglinde Rosenberger (Political Science)
Dieter Stiefel (History)

Gerald Stourzh (History)
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Vienna University of Economics and Business

Peter Berger (History)

Austrian Academy of Sciences
Heidemarie Uhl (History)

CANADA
Hans-Georg Betz (Toronto — Political Science)
Robert Keyserlingk (Ottawa — History)
Franz Szabo (Edmonton — History)

FRANCE

Jacques Le Rider (Paris — History)
Michael Pollak (Paris — History)

GERMANY

Oscar Gabriel (Stuttgart — Political Science)

Dietmut Majer (Karlsruhe — Law)

Margareta Mommsen (Munich — Political Science)

Wilhelm Kohler (Tibingen — Economics)
HUNGARY

Sandor Kurtin (Budapest — Political Science)
ITALY

Mario Caciagli (Florence — Political Science)
UNITED KINGDOM

Tim Kirk (Newcastle — History)

Kurt Richard Luther (Keele — Political Science)

Peter Pulzer (Oxford — Political Science)
Ruth Wodak (Lancaster — Linguistics)
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UNITED STATES

John Boyer (Chicago — History)

Evan Burr Bukey (Arkansas — History)

Gary Cohen (Minnesota — History)
Wolfgang Danspeckgruber (Princeton — Political Science)
Christine Day (UNO — Political Science)
David Good (Minnesota — History)

Malachi Hacohen (Duke — History)

Michael HuelshoX (UNO — Political Science)
Robert Jordan (UNO — Political Science)
Pieter Judson (Swarthmore — History)
Radomir Luza (Tulane — History)

Ad multos annos!

New Orleans, March 2011
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Introduction

Anton Pelinka

1

Contemporary Austria’s global role has been overshadowed by its past
for a long time. As the Habsburg Empire’s successor state with the most
visible—especially cultural—links to this empire, Austria had (and perhaps
still has) an advantage as well as a disadvantage in the global arena: The
small republic is measured by the grand and not so grand accomplishments
of one of the largest empires of “Old Europe.” Contemporary Austria also
had (and still has) to fight to overcome the shadows of a past—shadows
which identify Austria with Nazism and the Holocaust.

With Austria’s European Union membership, a process of normalization
could have been expected: Austria became a rather mainstreamed smaller
European democracy, following the example of “Western democracy,” and
closely linked to its neighbors which—with the exception of Switzerland
(and Liechtenstein)—have been EU members from the beginning of the
integration process or have become members of the same Union Austria
had joined in 1995 in the meantime. Austria’s democracy may be considered
still more “consociational” than “competitive”; Austria’s still domestically
cherished neutrality status may be seen as a deviant case in Central Europe;
Austria’s culture may be still measured more by the cultural giants of an
imperial past—f{rom Haydn and Mozart to Mahler, to Klimt and Schiele, to
Hofmannsthal and Schnitzler: But there are not too many arguments left to
claim an “Austrian exceptionalism.”

Nevertheless: The perception of contemporary Austria is still strongly
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inKuenced by the imprint of the past. In the second half of the twentieth
century, the academic discourse on contemporary Austria was the discourse
about the past—and its post-1945 consequences. Car/ Schorske and William
Johnston revived the picture of an Austria which had a remarkable impact
on the twentieth century intellectual and scientific history. Peter Pulzer
reminded the sometimes all too forgetful Austrian academia to which
extent Austria had been the hotbed of political anti-Semitism. William
Bluhm concentrated on the process of reshaping an Austrian identity which
was neither imperial nor pan-German. And it had been the academic work
of Austrian exiles like Kurt Steiner and Frederick Engelmann who were
among the first to describe and analyze how the Second Republic was able
to overcome the burden of the past.

2

Volume XX of Contemporary Austrian Studies intends to locate Austria
in the global arena of the twentieth century. What impact did Austria—its
culture and politics, its economics and intellectual atmosphere—have on
the world? And: How did, how does Austria respond to the challenges
of globalization—a phenomenon which has risen perhaps not to a new
meaning but to a new intensity during the last century? Austria—defined
by history and geopolitics, by its dierent and often competing narratives—
is of course not an island and especially not an “island of the blessed.” It had
and has to respond to the variety of factors coming from the world outside
Austria: Economic and political, cultural and military inKuences do not
permit to see Austria as an isolated entity. But at the same time, Austria is
inNuencing its global environment also. Austria is part of a global give and
take.

'The authors of this volume are relecting the complexity of this give and
take. In his essay, Andreas Exenbergerlinks the present globalization discourse
with the beginning of the twentieth century: Between Stefan Zweig's Die
Welt von Gestern, the perspective of an Austrian witness to the catastrophe
of summer 1914, and the globalized communication as expressed in the
perception of the “Arab Spring”in 2011—between the second decade of the
twentieth and the second decade of the twenty-first century, globalization
played a permanent and decisive role. As part of the process of redefining its
identity beginning in 1945, Austria opened its doors: for trade and tourism,
for academic exchange and political networking. There may not have been a
real alternative to this opening, but how it was done and to which result is
the general topic of the whole volume.
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The following articles are dealing with specific aspects of Austrian
contributions to di¥erent global sectors: Steven Beller concentrates on the
long-term eMlects of Vienna’s fin de siécle. Austria’s intellectual and cultural
impact, shaped by the multinational empire, survived the end of this
empire—at least for a certain period. 7im Kirk confronts the phenomenon
that even after 1918 Austrias political development was responsible
for a wide range of international interest—in Austro-Marxism and
Austrofascism. “Red Vienna,” the showcase of Austrian Social Democracy,
and the (not so holy experiment) of an authoritarian state, based on Political
Catholicism, still inKuence the academic discourse. Hansjoerg Klausinger
describes the reasons for the politically polarizing global attraction of the
Austrian School of Economics. “Reaganomics” and “Thatcherism” had
been—rightly or wrongly—identified with a way of systematic thinking
born in Austria around 1900. Andreas Resch and Dieter Stiefel remind us
of the history Vienna has played as a financial center for Central, Eastern,
and South-Eastern Europe for a long period. The Danube Basin’s economic
and financial center has been Vienna—and since 1989, we can observe a
kind of revival of Vienna’s central position in this part of Europe. Eric Frey
underlines the recent successes Vienna had as an international conference
site: The tradition of the Viennese Congress, 1814-15, is not only an aspect
of the past—it lives on. Alexander Smith brings the Austrian oil and gas
company OMYV and its success story as a case study into the general topic
of globalization. The OMYV is one example that Austria’s impact is not only
to be seen in the world of music and literature.

3

The more historically oriented articles are followed by the analyses of
current developments: Rainer Miinz’s essay explains the explosiveness of
demography and migration for Austria today. An increasing interest in
immigration to but also in emigration from Austria is to be seen in the
context of an aging population. Frirz Plasser and Gilg Seeber focus on the
most recent trends of Austrian politics and the Austrian party system.
Austrian exceptionalism, after 1945 defined by “consociational democracy,”
may not exist anymore in the traditional form, but there is still a lot to
be seen exceptional in Austrian politics. Emil/ Brix concentrates on a
topic which got a new meaning as well as a new importance due to the
political transformation in former communist Europe—Central Europe
and Austria’s role. Austria, for decades rather isolated as a Western outpost
almost surrounded by communist countries, has become part of an area of
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new openness defined by open borders, free trade, and cultural exchange.
Sonja Puntscher Riekmann explains the changes and challenges the EU
membership implies—the consequences of membership in an elitist club
which redefines the politics of all member states. The long-term impact of
joining a supranational community is perhaps the most significant aspect
for Austria in the twenty-first century.

The “Forum” discusses the possibilities and limitations of Austrian
Studies—between Habsburg and European Studies. Academics’experiences
from dierent disciplines and dierent countries—from the United States,
the United Kingdom, France, Australia, China, and Japan—allow a resume
about the present “state of the art” Austrian Studies have reached. Austria,
as a German-speaking country, has to deal with the “big brother-small
brother” dilemma (not so di¥erent from Canada vis-a-vis the U.S.); a
dilemma exemplified by the (necessary) insistence that Wolfgang Amadeus
Mozart as well as Ingeborg Bachmann have been Austrian. The review of
events during 2010 and several book reviews give the whole volume its
usual character: an interdisciplinary, broad view on a specific, Austria-
related topic—in this volume the meaning and the impact of globalization
for and on Austria; and the information about Austria’s current alairs as it
is to be expected from this series.

When the first volume of Contemporary Austrian Studies was published
in 1993, Giinter Bischof and I—we two representing our two universities—
were co-editors. Following my retirement from the University of Innsbruck
in 2006, Fritz Plasser took over my function. I am happy to say that what had
started as an adventure two decades ago became a well-established series.
And I am especially grateful for the excellent cooperation between Grinter
Bischof, Fritz Plasser, Alexander Smith—the other “guest editor”—and
myself concerning volume XX. Our task was to design and to implement
a book which should stress the necessity for Austria to look beyond its
borders; and to focus on the degree of globalization which had characterized
the Austrian society, politics, economics, and culture already in the past.

4

Contemporary Austrian Studies was founded to provide insights into
the complexities of post-Habsburg Austria. This volume concentrates on
the di¥erent levels of Austria’s interactions with the world at large—with
Austria’s immediate neighborhood and beyond. There may be an “Austrian
way” in dierent spheres—from social policy to the promotion of high
culture (“Hochkultur”). But any Austrian way is confronted with an ever

changing world.
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Globalization and Austria: Past and Present

Andreas Exenberger

Introduction

Earlyin 2011, the intensity of global media connections was dramatically
evident. At first, uprisings in the Arab world were widely recognized (even
as “Facebook revolutions” and hence as only enabled by a certain aspect
of globalization) and raised concerns in several parts of the world that
people may become all too inspired by the events they watched on TV.
Later, the disastrous events in Japan, followed by billions, also inXuenced
public opinion in politically relevant ways. In these days of catastrophe,
even weather forecasts from a place thousands of kilometers away become
common in the evening news all around the world. Obviously related to
globalization, news spreads, sometimes even in real time, and also to areas
remote with respect to free press. While this is not a new phenomenon at
all historically, the scope and also the speed of interconnectedness have
indeed grown considerably. Communication became “mass,” and it became
extremely cheap during the twentieth century. Hence, today the impact of
events is not only global, but—at least potentially—total (in the sense of
decisive and far-reaching at the same time).

However, it is often stated that the world a hundred years ago was
more globalized than today’s world—an assessment with quite some truth
to it. Austria and Austrians did play their part in this process of shaping,
promoting, and also depressing globalization. Thus, when introducing an
issue about “Global Austria,” it is more than appropriate to refer to one of
these great Austrians who helped to shape globalization in the course of the
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twentieth century. A passage from the memorable Die Welt von Gestern (The
World of Yesterday) by Stefan Zweig (1881-1942) documents the experience
of the outbreak of the so-called “Great War,”which took place in the middle
of an already widely globalized world. Zweig writes,

The summer of 1914 would have been memorable for us even
without the doom which it spread over the European earth. I
had rarely experienced one more luxuriant, more beautiful and,
I am tempted to say, more summery. Throughout the days and
nights the heavens were silky blue, the air soft yet not sultry, the
meadows fragrant and warm, the forests dark and profuse in their
tender green; even today, when I use the word summer, I think
involuntarily of those radiant July days.!

In this very same summer, the most industrialized production of
death until then was unleashed. It took place in a cosmopolitan Europe,
already shaped by decades of cultural and economic, as well as political
and technical globalization, which Stefan Zweig described. At least for the
intellectual elites, but partly also for the working class, crossing borders
and passing oceans had become normal—and increasingly so. Goods from
all corners of the world—not only luxuries, but also bulk commodities—
were traded, and deep-ocean cables connected all continents. Europeans
with money invested it in Bolivia and China and in reaction to news that
spread within hours, no longer days or months. But violence had already
spread worldwide, particularly as colonial warfare, long before tensions
within Europe grew and finally exploded in 1914 to destroy this “world of
yesterday.”

Zweig, who after having Med the Nazis committed suicide in Brazilian
exile in 1942 (precisely out of despair about that destruction), could not
have imagined that a century later a comparable world would exist again,
connected—not always for the good—not only by communication, travel,
and trade, but also by media coverage, investment, and international
organizations. However, though a comparable world, it was not the same,
as not the least Austria exemplifies: in 1914, the Austro-Hungarian Empire
was still a world power (albeit of medium rank) and a multiethnic state
(albeit hierarchical). Today the Republic of Austria is a rather small and
open country, but neither fully aware of the level of its integration into an
emerging “Europe” (not to speak of the world), nor of the level of already
achieved internal cultural diversity fostered by migration.

What follows in this text, unfolds in five steps: First, a brief description
of how globalization is measured today and how Austria performs in that
context is provided; secondly, we will take a brief look at how globalization



28 Exenberger: ‘Globalization and Austria: Past and Present’

is treated in scholarly literature; thirdly, we will discuss what globalization is
today and what it was yesterday; in the fourth and most important step we
will focus on the elements of that process which are of particular relevance
for Austria; and finally there will be a brief summarizing outlook, which
particularly presents data about the opinions of Austrians relevant to the
subject. By that, we aim at providing a general framework in which the
other contributions to this volume can be contextualized. Consequently, its
form is a mixture of a conceptual general survey about globalization and of
an exemplar description of some of its significant elements in the Austrian
context—many of them to be further elaborated later in the volume.

Measuring Globalization?

As a first step to conceptualize globalization, the question of
measurement will be discussed. While this is not the place to discuss the
appropriateness of several attempts of quantification, they give a good
impression how globalization is usually treated and allow a first look at the
significance of Austria in it. However, di¥erent indices measure slightly
diXerent things.? In the Maastricht Globalization Index (MGI),? published
for 2000, 2004, and 2008, eleven variables in five “domains” are considered:
the number of embassies, membership in international organizations, arms
trade (political domain), the relative level of trade, FDI, and private capital
Kows (economic domain), the relative number of migrants and tourists
(socio-cultural domain), relative intensity of phone traffic and internet use
(technological domain), and the ecological footprint deficit (ecological
domain). The CSGR Index of Warwick University,* published for the years
between 1982 and 2004, roughly contains the same variables—separated
into three “sub indices” of economic, social, and political globalization—,
but also includes income transfers, worker remittances, international mail
traffic, trade in films, books, and newspapers, and participation in UN
peacekeeping missions. Finally, the possibly most refined index, the KOF
Index of Globalization from Zurich University (KIG),’ published for 2002
and annually since 2005, contains twenty-four variables in three statistically
weighted spheres (thirty-six percent for the economic, thirty-eight percent
for the social, and twenty-five percent for the political sphere). The KIG
additionally contains the number of McDonald’s restaurants and of Ikea
outlets, the relative number of radios and cable televisions, and variables
measuring restrictions of international Mows, i.e. hidden import barriers,
tari)s, trade taxes, and capital account restrictions (interestingly, restrictions
on the movement of people are missing).
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Overall, these indices point to an extraordinary degree of globalization
taking place in Austria. In the latest KIG of 2011, Austria ranks second
among 156 countries (twelfth in economic, second in social, and fourth
in political). Overall, only Belgium outperforms Austria, while Singapore,
Switzerland, and France are heading the dimension-specific lists. Austria
is followed by the Netherlands, Sweden, Switzerland, and Denmark, while
Germany is sixteenth, the United Kingdom twenty-first, the United States
twenty-seventh, Japan forty-fourth, and China ninety-second. In the
MGTI 2008, Austria ranks sixth among 117 countries, surpassed by Ireland,
Belgium, Switzerland, the Netherlands, and France. Here it is particularly
worth noting that Austria is also unfavorably connected: While providing
a “biocapacity” well above average to the world, Austrians use even more,
resulting in a “footprint deficit” of more than fifty percent in the aggregate,
which leads to local consumption based on the biocapacity of others (not
only future generations, but particularly people in exporting countries
around the world). Finally, in the CSGR of 2004, Austria was also sixth,
surpassed by Singapore, Belgium, Canada, the United Kingdom, and the
United States.

Hence, according to these indices Austria is extraordinarily globalized.
But this holds not only for the country, but also for the capital city of
Vienna. For example, it is eighteenth in the Global City Index of Foreign
Policy/A.'T. Kearney in 2010, and even seventh among the cities ranked
in the Global Power City Index,” both led by New York. However, the
most relevant of these indices—because it explicitly relies on relational data
and thus measures connectivity—is published by the Globalization and
World Cities (GaWC) Research Network.® In the last of these analyses
in 2008, Vienna is categorized only in the group “alpha minus” (together
with Zurich, Frankfurt, and Budapest, among twenty-one others), which is
described as “very important world cities that link major economic regions
and states into the world economy.” Nineteen cities are ranked higher, with
London and New York constituting the highest category. In all of these
indices, other Austrian cities are insignificant.

In the end, these measuring exercises are interesting for their ability
to condense an awful lot of data into a single number, with sometimes
surprising results. However, they are certainly subject to normative
preoccupations, they are omitting elements and they are necessarily
reductionist. Consequently, they actually do not provide an answer to the
question of how global a country (or a city) really is,but more to the question
of how internationally connected a country (or a city) is with respect to
those channels of connection about which data is collected.



30 Exenberger: ‘Globalization and Austria: Past and Present’

A More Detailed View into the Globalization Discourse

Globalization is a catchword, albeit a much used one.’ This becomes
clearer and clearer the deeper one digs into the abundance of texts
about globalization and dilerent aspects of this phenomenon. As Jirgen
Osterhammel and Niels Petersson phrased it in the introduction to their
small book about the history of globalization, one already needs “pathfinder
literature” to master this intellectual cornucopia.’ Those who talk or write
about globalization often do not talk or write about what it is—and then
categories become confused, concepts are mixed, a general meaning is
presumed or a very specific one applied. Sometimes the usage of the term
is similar to the relabeling of perishables, when “globalization” is simply
affixed to something already known and actually named dierently.!! While
this does not hold for the above-mentioned indices, which are all clearly
defined and sometimes also well-based on theoretical literature, it generally
holds for scientific treatments of the subject.'?

However, “globalization” is still a useful concept of analysis, for two
reasons: It is a “macro concept” (comparable to “industrialization” or
“modernization”), and it is procedural, thus refocusing the analysis to
developments and change. While the first approach refers to Osterhammel
and Petersson, it is also consistent, for example, with the concepts of David
Held (and others).”® When referring to these views it is crucial to preserve
analytical sensitivity for globalization’s multidimensional character. The
second approach points to the specific character of globalization as a
process.'* Sociologist Ulrich Beck, one of the founding fathers of German
globalization research, has described it as a process by which transnational
actors have connected nation states by their actions, at the same time
undermining the sovereignty of these states.” However, while it is important
to stress the concept of agency in this context, this understanding is still too
narrow, because it neglects the degree of simple (i.e. unintended and not
easily controllable) “occurance,” even if it owes its very existence to human
actions (or omissions).

The historical concepts of trend and cycle, both actually results of
collective human action, can further clarify this.® They are useful tools
for globalization research, especially when globalization is understood as
a trend or a dispositive, shaping humankind’s history, while at the same
time acknowledging the disruptions and slowdowns in the meta-narrative.
These contribute to a “thickening” of the understanding of globalization
as a process much more cyclical than linear, in which it starts and unfolds,
often in an asynchronous manner in time and space, collapses and restarts
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again. In this view, historical processes are seen as shaped by the conXict
between dilerent trajectories related to trend(s) and cycle(s) leading to
growing imbalances in the “system,” which enable (or at least facilitate)
change."

Also, the picture of a globalization “wave” or “waves” of globalization
is much used.”® While economic research still focuses on the most recent
wave, often dazzled by the astonishing speed of a process also personally
witnessed, and the scientific establishment of the term only in the 1980s,
historical research has shown that comparable processes had already existed
long before. These analyses of course referred to and connected with
earlier research on the world economy, colonialism, and imperialism and
particularly stressed the parallels between globalization waves at the end
of the twentieth and at the end of the nineteenth century.’ Shortly after
that new parallels were drawn to early colonialism in the aftermath of the
so-called voyages of discovery, and a new, even earlier “first” wave was born.
Finally, scholars with even more courage for generalization and thinking in
long terms—partially departing from the concept of Kondratiel’s business
cycles—inscribed the idea of globalization in even longer time periods.*
Also connections to the emerging field of global (or world) history came
quite naturally.*

The lively and sometimes fierce debates about the question of when
globalization actually “began” indeed are often strongly inKuenced by
diXerent answers to the question of what globalization essentially is. It is
generally accepted that the process is not restricted to the contemporary
world and is non-linear in unfolding. However, in the light of the
tremendous and multifaceted literature about the issue, coming from
diXerent disciplines, it seems to be almost impossible to achieve something
like a general meaning, or at least understanding, of globalization, not to
speak of operationalizable indicators. Whoever strives for measuring is
rapidly to be found in environments like the world of price convergence
(the decreasing dierence between the prices of the same good at dierent
places), of variables measuring dierent kinds of connections (like in the
indices mentioned above), or the question how many languages are spoken
worldwide. A rather open but workable general meaning is developed by
David Held and others, who have proposed in the introductory chapter
of their Globalization Reader to view globalization as a multidimensional
combination of the extensity of global networks, the intensity of global
links, the velocity of global Mows, and the impact propensity of global

interconnectedness.
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What is Globalization Today and What was it in the Course
of the Twentieth Century?

Consequently, globalization is not easy to grasp, and for the purpose of
an introductory essay like this, at best on an exemplary basis. Some of its
elements have already shaped the process for long periods, like long-distance
trade, migration, the transfer of capital, or world empires, world religions,
and world voyages; and some for shorter periods, like actual world markets,
mass migration, or worldwide communication. But only a few allow viewing
globalization as a recent phenomenon: the Internet as a manifestation of
the increase in speed and intensity of various kinds of “communications”
and “transfers”; the closely connected phenomenon of a strong increase in
the absolute volume of trade and even more of capital transfers between
countries and continents; the spread of democracy within and between
countries and the increased institutionalization of international relations
(governmental as well as non-governmental); and the emergence of a truly
“global” consciousness (referring to global problems and challenges, but also
to geopolitics).

None of these phenomena is completely new, nor unique, to human
history, which is at odds with the hype during the 1990s, when everything
seemed to be globalization. They are more continuations of earlier, often
long-run processes than novelties. This maybe holds the least for the impact
potential of processes in one place on the course of life in increasingly
distant other places and in an increasingly encompassing way. But it also
holds for this, as well as for the acceleration of globalization, its degree of
integration (which have both clearly increased recently), and even for its
degree of expansion (which was more prominent in earlier “waves”).

'Thus, while it is easily possible to place the last three decades, but also
the whole twentieth century into a long-run history of globalization, some
serious changes took place during this century, which altered the character of
the whole process. This is insufficiently understood so far for the “interruption”
between the two waves, the “crisis” of globalization in the period from 1914
to 1945—which for Austria in particular was a real watershed. Anyway, not
only did global institutionalization clearly intensify in this period (not just
in the form of the League of Nations), but this view also neglects the degree
of integration and connection between countries and people by violence and
crisis. Certainly, we see a complete restructuring of the European political
scene and a transformation of the global economy, but we also see a global
epidemic, first steps of institutionalization, revolutions in communication
technology, a global economic crisis as well as two “world” wars (of which
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the first, as a matter of fact, was not particularly “global”). Hence, people
remained and became more and more connected, although more often in
an unfavorable and sometimes even in a murderous way. Also “ideas” spread
over the whole course of the century, which is regarded as a distinguishing
teature of globalization in the twentieth century, especially in the political
sphere.?? Over the course of the century, communism, authoritarianism and
fascism, liberalism, and finally also democracy blossomed all over the world.

Several dimensions of globalization are of particular relevance for the
description of the twentieth century. The first concerns economics: We
clearly see that an increasing number of countries and share of people
owe their wealth or their livelihood to international exchange and global
connections. The intensity of this trend is a little obscured by the fact
that trade strongly reemerged after the Second World War (and capital
transfers even stronger from the 1970s on, when controls were relaxed) and
experienced a steep downward trend in the above-mentioned “interruption”
period. The second dimension concerns politics: We see equally clearly that
after expansion and integration organized by patterns of “colonization,”
which had shaped nineteenth-century and earlier globalizations, inter- and
intra-state democratization and institutionalization shaped it in the second
half of the twentieth. This is also somewhat obscured by the global trend
toward authoritarianism in the interwar period and by the separation of
the world into a Western and an Eastern hemisphere during the Cold War,
but it is still a major trend. The third dimension concerns communication:
While the big time-space compression in humankind’s history took place
in the nineteenth century, when communication times between continents
were reduced from weeks and months to minutes (by the telegraph) and
when the transport of goods was dramatically eased, particularly over land
(by the steam engine), communication continued shaping the process in
the twentieth century, when newspapers, radio, television, and finally
the Internet created real mass media and mass channels of multilateral
communication, which became a cheap mass phenomenon. The fourth
dimension concerns the movement of people: While migration is certainly
anything but new in history and had already become “mass” in the
nineteenth century (when larger numbers—occasionally even in absolute
terms—immigrated into certain “new worlds”), it is still a powerful force
of change for societies. In the twentieth century, particularly the speed of
movement changed (by air traffic) and a totally new phenomenon emerged
in that context: mass tourism. Starting only in the postwar period (as a
mass phenomenon), today almost a billion people travel abroad year by
year, which is in absolute and relative terms far from anything experienced
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historically. Finally, the fifth dimension concerns global consciousness:
Hardly ever before was the world so “connected” as a global community of
fate, as one world facing certain challenges (like resource depletion, global
warming, or the danger of a nuclear apocalypse), including a consciousness
of shared responsibilities and of common solutions. In that context, one
should finally add environmentalism (strongly emerging in the 1970s),
changing humankind’s relationship to nature as shaped by industrialization,
and a new quality of global self-perception facilitated by technical progress
through space voyages.

Austria’s and Austrians’ Role in Globalization

What then is Austria’s—and the Austrians’—role in the process?
A summarizing introductory answer to that question is necessarily
anecdotal, but Austria is also an interesting case study of globalization and
globalization history, especially if the focus of analysis is on the question
what globalization means in a second-order center. However, as we have
seen, Austria performs extraordinarily in several indices of globalization,
which also holds for its capital city Vienna, having its own place in that
history.

A century ago Vienna was an international center, strongly connected
to other centers—at least in Europe—on economic, political, cultural, and
intellectual grounds. The world Stefan Zweig referred to was much more
about Vienna (and thus a network of metropolises) than about Austria (and
thus interwoven countries). InKuential artists and scientists were active
from Vienna, which was an international and multiethnic city in those days
(and hence neither fully “global” nor fully “cosmopolitan”). Other articles in
this volume refer in greater detail to the culture of modernism, economics
(the “Austrian School”), and politics (Austro-Marxism and -fascism). There
could also be an article on architecture, painting, music, or film. In the latter
area Austrians had a remarkable impact on the emerging film industry in
Hollywood, especially as directors like Fred Zinneman (Oscar winner for
From Here to Eternity and A Man for all Seasons, but also director of High
Noon), Billy Wilder (Oscar winner for The Last Weekend and The Apartment,
but also director of comedies like Some Like it Hot), or Otto Preminger.”

In all these respects Vienna is a good example of how a metropolis
keeps its central role in culture or finance (also discussed later in this
volume in far more detail) for some time after having lost its political or
economic function—a process for example still in place in London. Vienna
lost most of its functions in 1918, but it kept many characteristics of a
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center until—as Zweig called it—it was reduced to a “German provincial
town” by the Nazis. This connection is very direct: It is needless to mention
that a large part of the intellectual and artistic capacity still located in
Vienna after 1918 (including the above-mentioned filmmakers) was in
one way or the other “Jewish.” This capacity was so brutally expelled from
the city during the 1930s and the war years that it never recovered again.
This holds not only because a lot of the people carrying that capacity were
murdered or remained in exile but also because the intellectual climate had
considerably and sustainably changed after 1945, not least because a lot of
pressure on intellectuals not fitting the Austrofascist ideology was already
imposed in the 1930s. An example of that may be the case of the social
scientists conducting the famous Marienthal study in 1932: Paul Lazarsfeld
“voluntarily” left Austria in 1933 for the United States (as a Rockefeller
Fellow), Marie Jahoda after imprisonment (for her political activities) in
1936 for the United Kingdom, and Hans Zeisel (after marriage) in 1938
also for the United States. But, “Exile was an opportunity of a lifetime
for only a small minority. Those in the shadows are not seen.”* Certainly,
Vienna remained a culturally significant place, especially in the performing
arts (music and drama), but it definitively lost its rank in science.

What Vienna gained after 1945 was that it turned into an international
meeting place. Already popularized by the famous movie 7he Third Man
by Carol Reed (1949), Vienna became a center of East-West espionage,
increasingly so after Austrian independence and the declaration of neutrality
in 1955. But more importantly, it also became a place for high diplomacy
and conferences (also elaborated in greater detail later in this volume). In
1961, John F. Kennedy and Nikita Khrushchev met for the Vienna summit,
the first direct meeting of the heads of the two new superpowers.? In 1979,
the SALT II Treaty on arms control was also signed in Vienna by Jimmy
Carter and Leonid Breshnev. This also relected the growing international
significance of Vienna during the Kreisky era, when an active foreign policy
also ranked high on the domestic political agenda. Consequently, in the
1970s Vienna also became the third office of the United Nations (after
New York and Geneva). The Vienna International Center (“UNO-Clity”)
was built between 1973 and 1979 and hosts several UN sub organizations,
among them UNIDO (UN Industrial Development Organization),
TAEA (International Atomic Energy Agency), and UNHCR (UN High
Commissioner for Refugees). Finally, since 1965 the OPEC (Organization
of the Petroleum Exporting Countries) headquarters has been located
in Vienna, which made the city also a location of international terrorism

(OPEC ministers hostage-taking incident in 1975).
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Regarding economics, Austria (and Vienna) has shown a comparably
slow transition toward industrialization. Particularly large parts of the rural
areas remained dominated by agriculture until the middle of the twentieth
century. But as a relatively small and landlocked country, Austria also
relied on international exchange for economic growth. The structure of the
Austrian economy, which is based on small and medium-sized enterprises
(SMEs), also shaped the way of integration into the globalized economy.
Today, some of these Austrian SMEs regularly are world leaders in market
segments or niche markets (especially a considerable number of components
of sophisticated machinery in various branches are developed and produced
in Austria). However, there are also some classical “global players” (i.e.
multinational companies and big corporations) that have originated in
Austria or have their headquarters here (like OMYV, referred to later in this
volume). But they are comparably smaller than, for example, in neighboring
Switzerland, which is a heritage of a rescaling process after the loss of the
Austro-Hungarian Empire, when the domestic market as the economic
base of these companies had shrunk dramatically.® This particularly holds
for financial institutions and the remaining international engagement
of these banks contributed to the deepening of the Great Depression in
Austria, as the case of the Creditanstalt in 1931 shows, which heavily
alected neighboring countries and the whole financial system. Further,
the rare examples of really big Austrian companies often originated in
public enterprises (or still are), which is a heritage of corporatist economic
policy after World War II, which was also serving a full employment policy
(among those are OMV, voestalpine, OBB, Telekom Austria, and Verbund).
However, while big companies in Austria are not really big by international
standards and while they rarely are significant players on the world market,
they usually have to be globally oriented to sustain their size (at least when
they are in production).

In the economic sphere, tourism is a sector of particular importance
in Austria. It “has contributed more than any other area of the tertiary
sector to furthering the modernization process in those Austrian regions
in which industrialization alone might not have been sufficient.”” What
is even more significant, Austria has become one of the most important
locations of mass tourism worldwide, at least on a per capita basis. In 2009,
on average fifteen overnight stays were counted per inhabitant, which
translates into an average excess population of more than 300,000 persons,
or almost four percent (in certain tourist regions, these values are larger
by multitudes and may exceed 500 overnight stays per inhabitant and 300
percent excess population). In the context of globalization, two aspects are
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especially worth noting: First, the numbers of tourists arriving in Austria
increased dramatically in the 1960s and 1970s, while they have more or less
stagnated since; second, in this stagnation phase the composition of these
tourists changed continuously and became more diversified and hence

global in origin, although only gradually.

Table 1: Tourism Indicators, 1960-2000%%

Overnight Stays Top 3
Year Total (in Share (in Concent_ration
millions) | Foreigners (in millions) | percent) Ratio
1960 44.8 27.8 62.1
1965 67.5 46.6 69.0
1970 86.3 63.6 73.7 0.385
1975 105.4 79.9 75.8 0.419
1980 118.7 90.2 76.0 0.370
1985 112.6 85.1 75.6 0.308
1990 123.6 94.8 76.7 0.260
1995 117.1 87.0 74.3 0.304
2000 113.4 83.5 73.6 0.265
2005 119.2 87.7 73.6 0.258
2009 124.3 89.9 72.3 0.237

From the beginning of mass tourism, the major source country has
been Germany, followed by Austria. Form 1970 until today these countries
had shares of forty-four to sixty percent of all arrivals and twenty-two to
twenty-seven percent, respectively. Usually the Netherlands have ranked
third, continuously since 1971 with four to 8.5 percent. The concentration
ratio mentioned in Table 1 mainly decreased due to a shrinking share of
Germany, while especially the shares of other neighboring European
regions (Italy, Switzerland, Central Europe) have increased. In the same
period, only a share of four to eight percent came from outside Europe, but
this share has steadily increased after all.

Austria is also becoming more and more global with respect to its
resident population (another issue addressed in more detail in another study
in this volume). While before the 1960s, number and share of foreign-
born population rather decreased (besides short-term refugee movements
in the aftermath of the Hungarian Crisis in 1956) to only 100,000 people

and less than 1.5 percent of the population, it rose due to the invitation of
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so-called “guest workers,” mainly from Yugoslavia, to more than 300,000
(and about five percent of the workforce) until the early 1970s. Afterwards
it remained rather stable, not least because of economic problems, which
resulted in political action discouraging further immigration (the foreign-
born workforce decreased by a third in the decade following the first oil
crisis). This situation turned dramatically in the years between 1988 and
1993, when the number of foreign-born people almost doubled and
stabilized—with a slight upward trend—at that level afterwards. Generally,
the composition of this population became more and more multifaceted
over time. But while diversity in the migrant population grew quite naturally
with its quantity, this increase was not especially biased in favor of migrants
from more distant parts of the world, but—after Austrian accession—
toward immigration from the European Union and recently especially from
Germany. On the other hand, migration (and asylum) policy has become
more and more rigid with respect to migrants (and refugees) from outside
the European Union and the OECD.

Hence, the Austrian population has become more global over time,
particularly from about 1990 on, but mainly due to Europeanization.
However, given a migrant share of more than ten percent, Austria today
clearly is an immigration country. Further, 17.8 percent of the Austrian
population had so-called “migration background” in 2009, which is 1.47
million of 8.26 million inhabitants (390,000 are regarded as “second
generation”).” With immigration also religious diversity in Austria grew.
Traditionally being a Catholic country (with a significant tradition of
official tolerance, at least in the twentieth century), it is increasingly faced
with Muslim, orthodox, and recently even protestant immigration.

Austria participates in most international governmental organizations
and has a rather active diplomatic service, which places it well in the political
dimension of globalization in the twentieth century. Austria also increasingly
participates in mass communication, although it does not host any globally
significant newspapers, radio or television stations, and telecom or Internet
enterprises. But due to its integration into global information networks, the
media landscape has become more and more German-inKuenced, and the
political and entertainment culture became more and more U.S.-inKuenced.
Finally, Austria is also rather global related to a side arena of the social
sphere—sports. Austrians are well integrated in international sports and
are continuously present at Summer as well as Winter Olympics. Moreover,
the country itself hosted several international sports events. However, they
usually are of limited significance: The European Soccer Championship

in 2008 (co-hosted together with Switzerland) was certainly globally
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recognized, but “European” by definition; several skiing events (among
those Alpine as well as Nordic World Championships), where Austria
holds special expertise, are of partial relevance at best; only two Olympic
Winter Games (hosted by Innsbruck in 1964 and 1976, particularly the
first of which also contributed to a more widespread presentation of the
country to the world) can be regarded as truly global events, but they are
also related to winter sports only and took place before broadcasting really
became global.

Conclusion: How Global is Austria?

Austria is well integrated into globalization in all its dimensions, but
not particularly active in it. It is prominently placed in several indices of
globalization, it ranks high in several indicators, and there are considerable
connections in place. However, what is missing in all of these indices are
indicators about the issue to what extent Austrians regard themselves as
“global” or at least as part of a greater community.

The general spin of the Austrian political discourse is pointing to
rather disturbing conclusions in that respect. While there is an official
policy of humanitarianism and international engagement, also with respect
to an established historical tradition, and an increasing (but rather small)
share in the population actively engaging in solidarity issues, particularly
everyday policy and practice in the migration/integration/asylum complex,
the recurring significance of xenophobic elements in election campaigns,
and endemic scapegoating of foreign institutions (particularly those in
“Brussels”) for developments regarded as harmful, are hardly encouraging.
However, there are some scattered pieces of information on that issue.®
For example, referring to a large-scale poll conducted in Austria in 1994,
1996, 1999, and 2002, a stable relationship between micro-, meso-, and
macro-solidarity is revealed: While about ninety-five percent of the sample
agree to the sentence “to help is easy for me” with regard to family members
(micro level), only about seventy percent agree on it with respect to more
distant people from the same community (meso level), and only about fifty
percent agree to it with respect to strangers and foreigners (macro level).
However, this is time-series and not cross-country data and hence does not
tell too much about Austrians in a comparative perspective. This problem is
overcome if we look at budgetary figures, where we find a clear hierarchy:
In the Austrian case, roughly a third of public expenditures (about eighteen
percent relative to GDP) is spent on social transfers (national/local level),
only a small fraction (less than one percent relative to GDP) on transfers
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within the European Union (international level), and even less (less than
0.5 percent relative to GDP) on official development assistance (global
level). However, this is a numerical relationship, which is fully in line with
international averages within the OECD or the EU. Finally, there is also data
available about the question of identity, based on Eurobarometer surveys. In
this context, Austrians do not di¥er too much from the European average,
with a notable exception: Austrians do regard themselves even less as world
citizens than Europeans on average do. Further, Austrians (as most other
Europeans) regard themselves overwhelmingly as citizens of their nation
state and their home region, and much less as Europeans.

Table 2: Percentage of “Senses of Belonging,” 20083!

Valid To a Great Not Not
Answers Extent Somewhat Really atAll Balance

Extent of Feeling European

Austria 998 25.5 47.5 20.7 6.3 32.6
EU-27 26,282 29.6 44.3 17.7 8.4 34.5
Extent of Feeling “National”

Austria 1,000 76.8 18.1 4.0 1.1 82.8
EU-27 26,462 79.6 15.7 3.3 1.4 84.4
Extent of Feeling “Regional”

Austria 997 73.0 20.4 5.8 0.8 79.5
EU-27 26,329 69.4 23.4 5.6 1.6 76.7
Extent of Feeling “Citizen of the World”

Austria 990 10.6 33.2 359 203 -11.1
EU-27 26,027 24.5 35.9 25.3 14.3 15.5

All in all, there is a poorly researched discrepancy between the official
image (also rellected in equally official numbers) of Austrian openness and
connectedness, and a much more dilerentiated picture if we look at actual
distributional issues, opinions (be it declared or omitted), and practical
actions. This could even lead to a specific Austrian glocalization discourse,*
i.e. the analysis of specific actions and events related to globalization which
results in a stronger emphasis on local (even subnational) cultures, networks
of exchange, or social formations, which has not been raised so far. However,
it is clearly documented—by data about regional identity mentioned above
and also by certain political discourses and reactions to continuous contact
with “foreigners” as especially experienced in tourist regions—that Austria
would be a good place for such an analysis.
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'The aforementioned “scapegoating”fits in here very well, and even more
so in a broader historical context. Interestingly, a deeply rooted political
discourse was at least partly reinvented in the context of globalization in
Austria. It was the “victim discourse,” which historically helped to come to
terms with Austrian involvement in the Holocaust by portraying Austria
and the Austrians as Hitler’s “first victim” (meanwhile it is the accepted
narrative to recognize a clearly positive Austrian attitude towards the
Anschluss in 1938). In this discourse, overlapping with the European
integration discourse, there is little space for positive consequences
and chances related to globalization, but large space for dangers and
negative consequences: Economic competition from overseas (including
outsourcing), people all too easily crossing borders (including criminals),
and harmful political decisions made elsewhere (most prominently in
“Brussels,” which has become a proverbial phrase in Austria ever since EU
accession in 1995, but also at international conferences) figure prominently.
While it is easy to describe this as political strategy by elites to mask their
own responsibility (and sometimes failure), it is also confirmed by data.
In the already mentioned Eurobarometer survey in 2008, questions about
attitudes towards the European Union (“Brussels”) and globalization also
were included. In that context, for example, sixty-two percent agree that
the EU imposes its view on Austria, while twenty-six percent disagree.”
Consequently (and contrary to the pan-European picture), a majority of
Austrians view EU membership as disadvantageous (forty-seven to thirty-
six percent, compared to thirty-one to fifty-four percent EU-wide). Further,
this balance is negative in only two other countries: Hungary and the
United Kingdom.** The same holds for globalization, where Austrians—but
comparable to Europeans—predominantly stress negative consequences,
especially the relocation of companies (culminating in the statement that
globalization is only profitable for large companies, not for citizens), and an
aggravation of social imbalances.

In sum, Austria is a rather “globalized” place with respect to the usual
indicators, which points to a large degree of international connection.
On the other hand, perception in Austria is quite dierent, and people
are generally skeptical about it. However, as a second look at the sketchy
picture presented above shows (and as will be shown in much more detail
later in this volume), Austria is economically (tourism, SMEs, etc.),
politically (international meeting place, etc.), socially (migration, etc.), but
also technologically (although more at the user than the provider level),
and environmentally (footprint deficit) related and well connected to the
world. Additionally, Austria also has a history of active formation of and
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passive impact on the process and of participation in it. Especially Vienna
as an international metropolis figured as an important center for the arts
and science, but also for the economy and particularly finance, at least until
the 1930s. Also the (forced) Austrian exodus in the interwar period was
globally significant and inKuential. Overall, Austria provides an interesting
and multifaceted example of what globalization looks like “on the ground.”
Therefore, a volume dedicated to this question is long overdue.
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Fin de Fin-de-Siecle Vienna?
A Letter of Remembrance

Steven Beller

Fin-de-siecle Vienna as a topic in cultural and intellectual history had a
good, if relatively short, life and provided inspiration and purpose for many
(to say nothing of employment and income for quite a few academics and
writers). As someone who was involved in the latter stages of fin-de-siecle
Vienna’s career, I was greatly saddened to recognize that it had recently
passed away.

It might seem odd to talk of a historical topic passing away. While they
refer to real events, topics are not animate and therefore neither actually
live nor die. There is a sense, however, in which they can succeed or fail,
be attractive and cogent or non-descript and unconvincing, innovative
or old-hat, “live” or “die.” They are concepts, constructs of our reason and
imagination, hermeneutic devices for understanding, grasping the world
of our experience. The German word for concept, Begriff, with its sense of
gaining a hold on something, sums this up well. The viability or vitality of
a concept is a product of its usefulness in allowing us to grasp the meaning
of some thing or event. An elaborated and articulated concept that explains
a multiplicity of connected things and events is what Thomas Kuhn called
a paradigm. A historical topic such as fin-de-si¢cle Vienna purports on
one level to be simply an area of research, for instance the historical events
happening in and around turn-of-the-century Vienna, but is on another
level always informed with intellectual assumptions and assertions, a set
of hypotheses and its own logic through which the raw data of the area of
research are processed.
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Sometimes a topic can catch fire with the academic community and
even the educated public, occasionally the uneducated public, because
it speaks, both in its subject matter and its approach, to the wishes and
needs of a certain context and time. It can come alive in the imagination
of thousands and millions, and this not only has to do with the “facts” of
the topic, but even more with the implicit, specific approach with which
the topic handles those “facts.” The Kame can go out, however: The broader
interest in the topic can be diverted, or withdraw, if the topic is not strong
enough, cogent enough, intellectually impressive enough, or simply relevant
enough for the inevitably changing intellectual, cultural, and also socio-
political context in which it must operate. Once that Kame goes out, being
an intellectual construct, the topic can always—in theory—be revived,
resurrected, or transformed into a more attractive, updated one, revamped
to suit new times, with even a new rationale. It is never completely “dead”—
unlike for living beings, reanimation is always a possibility, however remote.
Yet most topics that lose their relevance and cogency are, in elect, left for
dead. As historical topics go, I am sad to say, fin-de-siécle Vienna is at best
rapidly becoming, at worst has already become, an ex-topic (to paraphrase
Monty Python).

To realize the extent of fin-de-si¢cle Vienna’s demise, we just need to
think back to its heyday in the 1980s. I got to know fin-de-si¢cle Vienna in
1980, at a dramatic stage in its career. Carl E. Schorske’s lavishly produced
book, Fin-de-Siécle Vienna: Politics and Culture, was published that year
and to me at the time it appeared to burst upon the scene to fanfare and
accolades. Any appearance of sudden triumph was deceptive, however, for
this was not by any means an overnight success. Schorske’s book did not
mark the beginning of fin-de-si¢cle Vienna’s brilliant career, but rather the
culmination of its ascent.

'The origins of fin-de-siécle Vienna as a topic stretch back at least to
the early 1960s. It was then, in a series of occasional historical articles
related to the culture of turn-of-the-century Vienna, that Schorske had
begun to roll out the elaborated conceptual construct that became fin-de-
siecle Vienna. There had been much written on Vienna before then, and the
former Habsburg capital had already had a fairly prominent profile, as the
home of the waltz, schnitzel, strudel, Freud—and Hitler. As a cultural and
intellectual center of modernism, however, its general reputation was very
much as a second-ranker, behind such powerhouses as Paris, New York,
Weimar Berlin, or even London. There were many Viennese émigrés around
after the Second World War who knew better, most brilliantly Hermann
Broch, but they either kept quiet or were ignored by the larger public. Most
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in that public, and the academy, would have scoMed in the 1960s at the
notion that it was Vienna that was the real “capital of the twentieth century.”
Schorske’s invention of fin-de-si¢cle Vienna as a coherent, well-grounded
parable of the origins of early modernism slowly but surely changed this
perception until by the early 1970s Vienna was promoted in the league of
cultural centers to the first division.

The irony was that Schorske’s model for fin-de-si¢cle Vienna was not
primarily obtained from study of Vienna itself (even if there are strong traces
of Broch’s work in it), but rather from what Schorske had perceived to be
the relationship of politics and culture in America in the 1950s. Immersed
in the Freudian psychologizing of the time, Schorske’s success was based on
his ability to show how cultural modernism was as much based on a retreat
from the political, into the psychological realm, as it was an all-conquering
norm for modern society. Cultural modernism was thus tied to the failure
of political modernism, of the progressive, liberal (quasi-socialist) kind
advocated by American academics and intellectuals in the 1950s and 1960s,
not to its success. Looking for past examples of the same phenomenon,
Schorske could have chosen various milieux, but what place else would be
so perfectly suited to uncover the original sin of cultural modernism than
the birthplace of that cultural modernism’s theoretical basis, psychoanalysis?
Hence Freud’s Vienna was Schorske’s felicitous choice as the site in which
to demonstrate his theories. Thus was born fin-de-siécle Vienna—a topic
whose main subject was not Viennese, but rather American academic and
cultural elites, who were also the main audience.

This was a very happy combination. A theoretical explanation of the
relationship between political and cultural modernism was wedded to the
exploration of the origins of the Freudian father-figure, and was boosted
by the fact that Vienna at the turn of the century was both a fecund center
of cultural and intellectual innovation, but also still possessed a common
culture among the educated elite that lent coherence to any explication of the
development of that culture. (Vienna 1900 would, indeed, have been strong
enough to stand on its own, without the crutch of the fin-de-siécle Vienna
moniker.) This all made Schorske’s gambit of composing a comprehensive
intellectual history of fin-de-siécle Vienna a winner. Members of the
educated elites in America and the West could see themselves explained
while apparently reading about Vienna. They could see their assumptions
about the efficacy of psychoanalysis and of Marxian sociology, a la Frankfurt
School, affirmed, with the slight twist that it was the failure of old-style
political modernism, rational liberalism, that had led to the modernist
culture that they practiced. (But then, from their perspective, liberalism had
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deserved to be replaced by even more modern and rational socialism in
any case.) Schorske’s disclaimer that he was only writing essays of internal
analysis of cultural artefacts, and making no absolute claims about the
larger world, only added an intellectually fashionable modesty to burnish
the project, and was largely ignored by those who were attracted to the
intellectual power and richness of the topic he had apparently unearthed.

Soon enough fin-de-siecle Vienna was taken up as a topic by other
historians, philosophers, and writers who each saw their own part of the
landscape made available through the Schorskean lens of fin-de-siecle
Vienna. As with all eMective concepts, fin-de-siécle Vienna worked to
provide a firmer grasp on the confusing reality of what had happened in
Vienna around 1900, and perhaps no more eflective use of its central theses
was made than in Allan Janik and Stephen Toulmin’s Wittgenstein’s Vienna,
published in 1973, which took Schorske’s concept, explicated in his articles,
and applied it to one particular question in the history of ideas, the origins
and real meaning of Wittgenstein's Tractatus Logico-Philosophicus. Herbert
Marcuse once claimed, probably correctly, that the publishing success of
that book introduced the main outlines of fin-de-siécle Vienna to a broader
audience several years before Schorske’s own blockbuster was published.
Nicolas Powell’s Sacred Spring (1974) and Peter Vergo's Art in Vienna
(1975) served a similar function as regards the arts. Other historians, not
so convinced by the Schorskean model, explored diXerent paths into the
subject of Austrian intellectual history. Most notable here was William M.
Johnston’s The Austrian Mind, with quite diXerent methodologies. Yet these
too were brought willy-nilly into fin-de-si¢cle Vienna’s orbit, and both
profited from, and fed into, its increasing popularity.

Then there was the long list of Schorske’s own pupils, including Gary
Cohen, Peter Jelavich, and David Luft, who spread the topic’s themes and
methodology within American academia, through their own teaching
courses and, in time, the products of their own research projects. One of the
most brilliant contributions to the topic of fin-de-siecle Vienna had already
appeared in 1974, William J. McGrath’s Dionysian Art and Populist Politics
in Austria. By the time Schorske published his own collection of essays in
1980, with some new work, admittedly, but mostly reprints of those seminal
essays stretching back to the 1960s, fin-de-siecle Vienna was already a hot
topic, the pump having already been primed for years. The very fact that the
book was so lavishly produced, with such care taken over the illustrations
and format, was itself a sign that the success of the publication was seen to
be assured, as it was as much an affirmation as an assertion of fin-de-si¢cle
Vienna’s cultural and intellectual significance. Even so, the success of the
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book, and of the topic, was probably greater than even Schorske’s most
ardent admirers had thought it would be. Fin-de-si¢cle Vienna simply took
ol in Gerschenkronian dimensions.

As an eyewitness, it seemed to me as though fin-de-siécle Vienna simply
chimed with the times. If Schorske and his allies had prepared the ground
well, it was very friendly ground. This was not only a phenomenon of the
narrow academic community. Posters of Klimt paintings adorned student
rooms; Mahler was becoming almost popular. Visconti’s 1971 film of Death
in Venice, ostensibly about a German musician in Venice, had been in truth
a Mahlerfest. Nicolas Roeg, famous for another film set in Venice, Don’t
Look Now, in 1980 released Bad Timing, set in none other than Vienna,
albeit contemporary Vienna, but decorated with Klimts and exuding the
sort of Freudian psychologizing associated with fin-de-siécle Vienna. There
was even a song by Ultravox, Vienna, which sat at the top of the British
pop charts for a few weeks in 1980. Even the politics of the time seemed
to affirm the significance of fin-de-siecle Vienna. The 1970s had been a
period in which the optimism of the apparently straightforward success of
early sixties modernity and cultural modernism had, especially after 1968,
given way to a more crisis-prone and ambivalent age—with the victory of
Nixon in the United States and Heath in Britain, and then the Oil Crisis
from 1973 and the economic problems that ensued. 1979 saw the Kailing
Labour Party in Britain turfed out by Margaret Thatcher’s Tories; in the
United States Reagan beat Carter in 1980. Just as in fin-de-siécle Vienna,
it seemed that progressives and liberalism were on the run from reactionary
mass politics. Culturally and intellectually too, the modernist project itself
looked in jeopardy, challenged by various versions of “postmodernism.”
Perhaps it was worth looking away from the perceived centers of that
culture, Paris and New York, toward alternative sites where modernism had
not had such a clear path for it, such as fin-de-si¢cle Vienna. Whether
coming or going, fin-de-si¢cle Vienna seemed to be the center of attention.

I£ 1980 appeared the “annus mirabilis” of fin-de-siécle Vienna, it turned
out only to be the beginning of its ascendancy. By the mid-1980s fin-de-
siecle Vienna had become more than one of the capitals of twentieth-
century modernism in contemporary eyes, it was being seen as #h¢ “birthplace
of the modern world.” The new status of fin-de-siécle Vienna was rellected
in, and partly caused by, a series of blockbuster exhibitions and associated
conferences that spread the word about the Habsburg capital’s hitherto
unrecognized greatness as a center of modernity. The first in the series was
at the Edinburgh Festival of 1983, which its director, John Drummond,
devoted to the theme of Vienna at the turn of the century, with not only the
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exhibition, Vienna 1900, curated by Peter Vergo, but also much Mahler, and
even a production of Karl Kraus’s supposedly unproducible Last Days of
Mankind, among much else in an already established fin-de-siécle Vienna
ocuvre. Then came the lavish exhibition, Zhe Arts in Vienna, at the Palazzo
Grassi during the Venice Biennale in 1984. Fin-de-si¢cle Vienna came
home in 1985 to an Austrian capital beginning to bask in its new fame, if
slightly puzzled by it, in the exhibition Traum und Wirklichkeit, then in
1986 the circus moved on yet again and fin-de-siecle Vienna was
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the subject of not one but two major exhibitions: the fabulously over-the-
top LApocalypse Joyeuse in Paris, and then the somewhat more subdued,
but still fine, Vienna 1900: Art and Design in New York. It seemed only
fitting that the two cities formerly held to be the capitals of modernism
should pay homage to the newly regnant fin-de-siécle Vienna. Most of
these exhibitions were surrounded by conferences, and even old London,
not itself up to an exhibition (unless one counts Edinburgh during the
festival as a London suburb) roused itself to hold a conference on fin-de-
siecle Vienna with the evocative title Decadence and Innovation in late 1986.
Vienna, and specifically fin-de-si¢cle Vienna, was on top of the world.

It had in fact all become a bit much, the fashion for all things Viennese.
By the late 1980s, there were shades of the Sorcerer’s Apprentice in the
way in which fin-de-siecle Vienna had gone from being an intriguing idea
to being a compelling topic in cultural and intellectual history, and then
had grown to being a major alternative center to mainstream modernism,
and then the “capital of the twentieth century.” Schorske had never actually
meant this claim to be made, and I am fairly sure he has never made it, but
as the leading spirit of fin-de-si¢cle Vienna’s ascent, and the acknowledged
intellectual father of the string of exhibitions, he remained mute while
others made ever more outlandish claims for Vienna’s importance in the
constellation of modern cultural capitals.

One group that remained a little perplexed by fin-de-siecle Vienna’s
immense new fame was, ironically enough, Austrians. During the prosperity
and progressive reform of the 1970s under Bruno Kreisky, Austria had had
little need to understand the failure of liberalism or look back to fin-de-siécle
Vienna. The Austria that had counted then had been that of the “Austrian
model”and Austro-Keynesianism. It was one thing to have fancy colee tins
from Meinl with Klimtian women on them, or Bernstein conduct Mabhler,
but quite another to concentrate on a Viennese past that seemed irrelevant
to the new, socialized future. By the 1980s, admittedly, the hegemony of
the Socialist Party was beginning to wear thin, and in 1983 disappeared,
prompting Kreisky’s resignation and a coalition with the Freedom Party
(FPO)—the self-proclaimed heirs to the very liberalism that Schorske had
seen failing in fin-de-siécle Vienna. In this environment, embracing the
world’s acclaim for your capital city as the birthplace of modernism had its
compensations, both in a boost in national (and civic) self-confidence, and
in ever larger numbers of culture tourists and their expenditures.

The vision of fin-de-siécle Vienna oered by Schorske was actually
very sympathetic to the Kreiskian world view: What had upset modernity
was the emergence of irrational mass politics, in the form of Schonerer’s
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German nationalism, Karl Lueger’s Christian socialism—and Theodor
Herzl's Zionism. Not mentioned in the same breath by Schorske was Victor
Adler’s Social Democrats (Kreisky’s forerunners), even though Adler had
been an ally of Schonerer at one stage and very much a part of this swing
to mass politics, as William McGrath had outlined. Schorske’s explanation
had been that Adler had gone over to the working class and so had ceased
to be in the same category as the “bourgeois” trio he had written about.
'This made little historical sense, but it would have been music to the ears of
someone such as Kreisky, who no doubt would also have reveled in the—for
many explosive—idea of Herzl’s Zionism being associated with German
nationalism and Christian social anti-Semitism.

‘There were also more geopolitical reasons for some Austrians to take
to fin-de-siecle Vienna, or at least the importance it purveyed to Vienna
1900. The 1980s were also the era when “Central Europe” emerged as a
serious concept in the public diplomacy of the West, and its sympathizers
in the eastern, Soviet bloc. Emphasizing the significance of Vienna as a
center of global modern culture could shift the locus of interest eastward
to the center of the continent, and shine a light on those other former
centers of (Western) modernism that were now in the communist East,
such as Budapest, Prague, Cracow, and even, at a stretch, Warsaw. This was
the strategy of Kundera’s notion of Central Europe, infused ideas of “anti-
politics,”and was the basis of Projekt Mitteleuropa, the Austrian contribution
to the genre written by Erhard Busek and Emil Brix, published in 1986, but
thought out significantly before that (see Brix’s essay in this volume).

Whatever the reasons, Austrians by 1985 were prepared to accept fin-de-
siecle Vienna’s place in the modern cultural firmament, and the exhibition
Traum und Wirklichkeit was an immense success, both internationally and
nationally. Fin-de-siécle Vienna was employed to boost the self-image
of Austria as a giant not only in music and the arts, but now also more
intellectual fields. Freud was acknowledged in ways he had rarely been
before, as were the many others on the long list of Viennese luminaries.
Even so, there were lingering doubts in Austria and Vienna about whether
fin-de-si¢cle Vienna had been quite as important as it was now being made
to appear, and there would also have been some anxiety, suppressed though
it might be, about how relevant this was to contemporary Austria, how
appropriate it was to claim fin-de-siecle Vienna’s legacy for modern-day
Austria, because, as everyone knew at the time, even if they had persuaded
themselves otherwise, there were serious problems in establishing the
connection between the people who had created the culture of fin-de-siécle
Vienna and the current population of the Austrian capital. As if scripted,
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the Waldheim ANair of 1986 reopened a diXerent narrative, not only about
Austrian involvement in the Second World War, but also about what Austria
had lost during that war, or rather which Austrians had been “lost” during
it. Inevitably, I think, this had a critical impact also on the reception of fin-
de-siecle Vienna, in Austria but almost more significantly in America and
Western Europe, because the group of people who had done most to create
fin-de-siécle Vienna had also been the greatest victims of Austria’s time as
part of the Third Reich: Vienna’s Jews.

There was nothing particularly novel about seeing Viennese Jewry as
central to the city’s modern cultural and intellectual life at the turn of the
century. This claim had, admittedly, often been seen in a negative light, as
an anti-Semitic accusation against the perpetrators of Vienna’s “decadence”
or the destruction of Austria’s traditional Catholic values, or indeed German
values, but it had also been seen in a very positive light, by such as Friedrich
Torberg. Whether positive or negative, the central role of Jews in Viennese
modern culture went back a long way, to the fin de siécle itself. One could
well argue that one of the major innovations in the topic of fin-de-si¢cle
Vienna was that the Jewish aspect had 7oz been as central as in other
explanations of Viennese modernism, and that this was one thing that had
made it attractive to both its Western audience in New York, London, and
elsewhere, as well as its advocates in the more progressive parts of Austria’s
educated class, precisely because it put social class in the stead of religious
or ethnic categories in its explanation of the relationship between politics
and culture. Talking of “liberals” and the “bourgeoisie” and their problems
in the era of mass politics as the source of modernism’s inspiration was
much more universalist in its form, and hence much more acceptable to the
progressively educated, than explaining Vienna’s intellectual and cultural
achievements through the “outdated” categories of religion, ethnicity, or,
worse, the taboo category of “race,” by saying, in so many words, that it had
all been the work of “the Jews.” Some such line of thought had clearly been
considered by Schorske, because he is quite explicit at certain points in
stressing that there was nothing particular about Jews in Vienna, that they
“merely shared” the liberal values of the other members of the Viennese
haute bourgeoisie and were alienated as members of a class (not an ethnic
group). When it came to Freud this distinction became rather difficult to
make, but at least Schorske’s eort to make it endeared him to the liberal
Western elites and the Kreiskians in Vienna itself.

The problem was that, when the cultural and intellectual achievement
of Vienna 1900 was looked at more closely, it really took a great deal of
energy nof to notice that a truly remarkable number of the people involved,
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especially in the more intellectual and literary fields, were indeed Jewish
or of Jewish descent. Moreover, it had not simply been the irrationalism
of “mass politics” that had threatened the educated elite in Vienna, but,
explicitly, anti-Semitism. All this pointed to a more ethnicized dichotomy,
between Jews and their non-Jewish opponents, as the central driving force
of what had happened in Vienna at the turn of the century. It was hard to
escape the suspicion that this, and not abstract notions such as fin-de-siecle
Vienna’s alienation of the bourgeoisie, had been what had driven Vienna’s
modernism.

Even as Schorske and fin-de-si¢cle Vienna were taking their plaudits
in Paris, figures such as George Steiner were in eect giving an alternative
reading of Viennese modernity along ethnic lines. What was involved here
was more (or less) than simply an interpretation of Viennese modernism:
Many of the critics of Schorske and fin-de-siécle Vienna, and there were
increasingly many the higher the Viennese wave ascended, felt challenged
or even threatened in their own worldviews and academic fiefdoms, as they
saw the fin-de-siécle Vienna empire and its particular methodology expand
to other centers and even other fields—and they responded accordingly by
trying to put breakers in its way. To take Steiner as an example: If Viennese
modernity was about the transformation from homo economicus to homo
psychologicus and was driven by political alienation of a class and its retreat
into the cultural realm, then the “language turn” that was the centerpiece
of Steiner’s version of modernity (going back to Language and Silence from
1967) was not the centerpiece that he thought, or wanted, it to be. Hence,
for Steiner there were both personal and much larger impersonal, historical-
cultural stakes at play in the success or failure of fin-de-si¢cle Vienna as a
topic and paradigm. And the high-stakes nature of the debate over fin-
de-si¢cle Vienna that occurred in the 1980s and beyond was similar for
many others, such as Dominick La Capra, Peter Gay, and indeed Stephen
Toulmin (and Allan Janik). But Steiner’s was a particularly salient voice,
because he linked his “language turn” challenge to the fin-de-si¢cle Vienna
paradigm with the old, almost traditional, even reactionary, claim of there
being something “Jewish” about Viennese and Central European modern
culture. And a major problem for Schorske and fin-de-si¢cle Vienna was
that the ground on which Steiner stood was ultimately more solid than that
of fin-de-si¢cle Vienna, because the factual record did show an extraordinary
participation of Jews in creating and sustaining the culture that had made
fin-de-siécle Vienna so famous.

As is often the case in such matters, the research that showed that
the old stereotypes about Viennese modern culture being largely “Jewish”
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were true had already been mostly completed before Steiner’s claims in
1985, and certainly long before the Waldheim ANair indirectly brought it
(back) to center stage in 1986. The thought did not suddenly arise with the
revelations about Waldheim’s (and Austria’s) wartime past; but the alair did
shift attention away from the more neutral, class-based explanations for fin-
de-siécle Vienna’s prominence, toward a more ethnicized one, that stressed
the fact that this modern culture had been largely a product of a Jewish
liberal bourgeoisie, and that it could not be fully understood without taking
this Jewish dimension into account. Nor could the immensely prestigious
legacy of this culture of fin-de-siécle Vienna, of which Austrians had
recently come to be so proud, be honestly claimed without acknowledging
that the eshnic group at its center had been, in elect, wiped out (forced out
or killed), with the help of Austrians, between March 1938 and April 1945.
By the end of the 1980s, the second wave of interest in fin-de-si¢cle Vienna
concentrated much more on its Jewish dimension, in such books as Robert
Wistrich’s The Jews of Vienna in the Age of Franz Joseph, or my own Vienna
and the Jews.

'This ethnicization of the debate over Vienna 1900 and its legacy to
modern Austria did not destroy fin-de-si¢cle Vienna as such, but it did
considerably muddy the waters, relativizing and complicating what had
been a rather pristine, universalizable explanatory model. It also strongly
politicized it, because it became part of the internal Austrian battles over
the meaning of modern Austria, and who and what was “Austrian,”and who
did and did not “belong” in the historical narrative of the contemporary
Austrian nation. Abroad, especially in New York and environs, fin-de-siécle
Vienna became entangled in questions in the media, albeit the more refined
parts, about whether Austria was really part of the liberal West, or had dealt
adequately with its Nazi past, and how much, despite its appearance as a
responsible world citizen, it still needed monitoring and indeed educating
from the West, specifically the Western elites, in New York and elsewhere,
who had once fully accepted Schorske’s version of what fin-de-si¢cle Vienna
stood for. What had been an ethnically neutral discourse about culture as
a refuge from politics was now faced with political battles over the ethnic
identity of the very artefacts at the center of the fin-de-siécle Vienna
pantheon. In terms of “belonging,” it was significant that the debate now
started to shift to questions of possession: whose culture this really was. Was
it that of modern-day Austrians, or of the group that had provided many
of the culture’s creative figures, and even more of the social and financial
support: Vienna’s Jews—and their heirs living in the lands of emigration?
'This was meant not only in abstract terms, but also very concrete ones.
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'The beautiful “golden” portrait by Klimt of Adele Bloch-Bauer was a
striking case in point. Painted by Klimt in the 1900s, this icon of fin-de-
siecle Vienna had remained in the possession of Bloch-Bauer’s husband,
the industrialist Ferdinand Bloch-Bauer, until stolen by the Nazis in 1938.
It was then displayed in the massive Klimt retrospective of 1943, under
Baldur von Schirach’s patronage, with the title “Portrait of a Golden Lady.”
Under this “Aryanized” (or at least de-Semiticized) title, the painting
continued to be exhibited at the Belvedere and catalogued in collections for
many years after 1945. It was only relatively recently, in the 1970s I believe,
that it regained its old title, with the name of its Jewish subject. Even then,
when discussed by Schorske, the ethnicity of Adele Bloch-Bauer and the
fate of the picture in 1938 was hardly mentioned or regarded as significant.
But by the mid-1980s, this picture along with many other Klimt portraits
of society ladies, mostly Jewish, were being used as Exhibit A in the claims
to the significance of the Jewish side of Vienna 1900, in terms of patronage
of the artists, if not, in this instance, of the artists themselves. The story then
took a further turn when the painting then became Exhibit A in one of the
most prominent battles over the question of, literally, to whom the culture
of Vienna 1900 belonged. Maria Altmann, Bloch-Bauer’s heir, sued the
Austrian government for ownership of the painting, and, after many years
of legal battling, manfully led by Randol Schoenberg, Arnold Schoenberg’s
grandson, eventually forced the Austrian government to cede ownership.
Negotiations for the painting to be bought by the Austrian government
having fallen through, the painting was then sold by Altmann to Ronald
Lauder, and the painting now graces the Neue Galerie in what some might
well regard as its spiritual home, New York’s Upper East Side.

An important stage in this drama had been the Austrian government’s
own coming-to-terms with the injustices of the period after March 1938,
especially as concerns Aryanization of property, with the Restitution Law of
1998. Yet this itself had been a response to increasing calls from many in the
West, both academics and émigrés, as well as Austrian academics, journalists,
and politicians, to do something to settle what was by now regarded as this
gaping wound of injustice and guilt associated with Austrian conniving at
dispossessing its Jewish citizens, not only in 1938 but also after 1945. It was
no coincidence whatsoever that the Austrian journalist who was absolutely
central to the campaign to restitute the Klimt paintings to Altmann was the
same individual who had been at the center of the attempts to delve into
Wialdheim’s real war record: the late and much missed Hubertus Czernin.
The fact that he himself had been of Jewish descent (as well as a scion of
an illustrious Austrian aristocratic dynasty) only added poignancy to his
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achievement at making Austrians face up to their past.

In some respects this turn in events to an actual cataloguing and
balancing the books, as it were, of the Jewish part to the heritage of fin-de-
siecle Vienna, has had its own problems. The concentration on the quotidian
research into provenance and restitution, of calculation of damages, and
negotiations over monetary compensation for past damages (and mass
murder), has somewhat taken the edge o, and diverted from, the moral
and spiritual questions which still ought to dominate discussions of the
relationship between modern-day Austrians and the Jewish part to Viennese
and Austrian culture (and hence identity). The sense that Austrians either
have paid ol the Jews, or at least are on the way to settling past wrongs by
restitution, and hence are freeing themselves of that burden of history, has
allowed far too many to ignore the implications of that history for current
political questions in Austria, such as that over immigration and integrating
people of “non-Western” cultures. Reading what some Austrian politicians
and commentators say about Turks in Austria today, one wonders whether
the lessons about just how much Austria owes to those who were “outsiders”
in terms of its cultural and intellectual richness have really been absorbed
to any significant degree at all. That said, the fact that there has been this
sea change on the question of ownership of Austrian culture, and who was
responsible for what, seen in ethnic terms, and in terms of inheritance, and
hence, ironically, of descent, has taken discussions over the socio-political
basis for turn-of-the-century Viennese art a long way away from the
paradigm of fin-de-siécle Vienna, as it was understood before Waldheim.

The Waldheim ANair was a largely internal Austrian matter, but the
mid-1980s saw another global event, the beginning of the end of the Cold
Wiar, that also had a significant impact on the career of fin-de-siécle Vienna.
'The thawing of East-West relations brought on by Gorbachev’s arrival
in the Kremlin led to no less than revolutionary change in communist
Eastern Europe, that is to say all the countries on Austria’s northern and
eastern borders, and quite a few beyond that which had once been part
of the empire of which Vienna had been the capital. What had seemed
mere pipe dreams of the authors of Projekt Mitteleuropa now came true in
ways they could barely have imagined even in 1986. Things had begun to
change rapidly several years before 1989, in the realities of “East Central
European” politics and economics, and also in the conceptualizations of
Central Europe mentioned above, but the events in that remarkable year
and the next couple completely changed the map of Europe, and, for a
time at least, made a concept such as Central Europe meaningful in ways
it had not been for decades. To put it in simple terms relevant to fin-de-
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siecle Vienna, all those signposts in Vienna to various Czech, Slovak, and
Hungarian cities, that had once seemed charmingly archaic and virtually
irrelevant before the 1980s, now pointed to actual destinations. It was as
though Austria, and particularly easterly-lying Vienna, had had its Cold
War straitjacket removed.

This change in contemporary Vienna’s situation was bound to have
an eMect on how the historical Vienna, including fin-de-siécle Vienna,
was perceived. Fin-de-siecle Vienna as a topic, with its emphasis on how
political alienation led to a liberal retreat to culture and the psyche, had
been a product of Cold War America, and the Cold War’s death knell can
also be seen as the beginning of the end for fin-de-si¢cle Vienna. The fall
of the Wall and the rediscovery of a Central European area did, it is true,
vastly expand the reach of fin-de-si¢cle Vienna. Historiographically it was
almost as though Vienna had been given back its imperial hinterland as
research into other Habsburg cities, most notably Budapest, Prague, and
Cracow, was conducted along the same methodological lines as for fin-de-
siecle Vienna, these other cultural centers, as it were, seen in fin-de-siécle
Vienna’s light, and almost as its suburbs. Soon enough, however, research
projects into these other centers took on a life of their own and began to
divert attention away from the center, competing with the imperial capital,
just as they had during the times of the monarchy. In terms of academic
attention, the really big winner of the disappearance of the Wall and the
reuniting not only of Central Europe but indeed of Europe, was not in
the Habsburg realm at all but was Vienna’s old nemesis, Berlin. It was true
that together Berlin and Vienna could headline a “Central Europe 1900”
topic (which also included Prague, Budapest, and so forth) that did indeed
provide the sort of cultural and intellectual predominance around the turn
of the century that some had claimed for fin-de-si¢cle Vienna, but this still
meant fin-de-siécle Vienna now was only part of a larger phenomenon and
had to share the spotlight, if it was still directly in the spotlight at all.

The broadening of regional perspectives made possible by the end of the
Cold War changed the geographical context of fin-de-si¢cle Vienna—and
the historiographical one. It meant an expansion from fin-de-si¢cle Vienna
to Central Europe 1900, but also a change from a socially based approach
(alienated liberal bourgeoisies) that put national issues at the margin and
stressed the supranational nature of the monarchy and its cultural world,
towards a much more nationally based model. Away from the imperial
capital, the dominance of national, and nationalist, concerns became much
more evident, also within cultural modernism. Indeed the cultural worlds of
the main provincial centers of the monarchy now liberated from communist
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rule, Prague, Budapest, and Cracow, all illustrated in their own way that
nationalism had not been seen as the opponent of modernism, as implicit
in the fin-de-siécle Vienna model, but in many ways its main ally. Far from
being a threat, the nation, whether Czech, Magyar, or Polish, had been seen
by many of the leading cultural figures as both the means to modernity,
and indeed its goal. Bartdk, for instance, was intent on composing music
that was both a great advance in modern classical music, and authentically
Hungarian. It is true that in each of these centers there had also existed
variations of the supranational, or non-national, modernism that had been
at the center of fin-de-si¢cle Vienna, and there was indeed a common
urban culture in the region that had been the very embodiment of “Central
Europe,” most evocatively conjured up in Claudio Magris’s magisterial
Danube, but in all the cities outside of the imperial capital there had been a
tension, even a competition, between these national and non-national sorts
of modernism; when the national forms of modernism had looked beyond
their borders, they had looked toward international links, with Germany,
France, Italy, Russia, or even Britain, for inspiration rather than to imperial
Vienna. Moreover, Vienna herself, research began to show, had not been
as immune to this nationalist modernist trend as the fin-de-siecle Vienna
paradigm had suggested, and “modern” liberalism had not so much been
defeated by nationalism, as had transformed into it—it was just that the
nationalist politics, and cultural modernism, in Vienna was German, not
Austrian.

'The non-national, “Central European” modernism, which was centered
on fin-de-si¢cle Vienna, had provided the matrix to some of the most
significant contributions of the region to modern culture generally, but the
network on which that matrix was based was only part of the modernist
world in the monarchy, and it was a network that had as its nodes of
attraction in each city the various coXeehouses, academic circles, journals
and literary groups whose personnel were in very large part comprised of
Jews. In other words, to the extent that “Central Europe 1900” adhered to
the non-national modernist model of fin-de-siécle Vienna, it was largely
the world of the monarchy’s urban, assimilated Jewish bourgeoisie. To
the extent that the narrative of Central European modernism was not
nationalized, it was still increasingly seen as ethnicized.

There were countervailing pressures on the historiographical
perspective from the developments within the new dispensation of
post-Cold War Central Europe in the 1980s and 1990s. Whereas new-
found national pride, and a return to national-cultural categories, after
the purely sociological (socialist) approaches of the communist era, put
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renewed emphasis on seeking national cultural uniqueness, as outlined
above, in the modern culture of Prague, Budapest, or Cracow 1900, the
almost simultaneous next step, after gaining real national sovereignty was,
perhaps ironically, to surrender this in a race to become part of “Europe”
(the European Community and then the European Union). Ethnicization
and nationalization were thus followed by Europeanization as processes
alecting the once apparently unimpeachable status of fin-de-siecle Vienna.

The first country in the region successfully to make what seemed the
inevitable transition to being a full member of the EU was Austria herself.
Once freed from the restrictions of the Cold War, it appeared to most
Austrians obvious that she should join with the rest of “Europe,” and after
negotiations and a probationary period this occurred in 1995. Most of her
tormerly “East European” neighbors followed in 2004, after many years
of negotiation and preparation. The integration of Austria and her now
Central European neighbors into Europe might have had positive results
for fin-de-siécle Vienna, one would think, bringing Vienna once more
tully into the network of European cities and primus inter pares within ifs
Central European region, but the consequences were almost all detrimental
for fin-de-siecle Vienna (though astoundingly positive for actual modern-
day Vienna). As a member of the EU, Austria, and its capital, lost its special
status between East and West, and some of this loss of uniqueness rubbed olX
on fin-de-siécle Vienna, too. One might have supposed that the accession
of the other Central European countries would establish a Visegradian
(neo-Habsburgian) regional group within the EU, but this has not, by most
accounts, occurred. Instead, countries tend to operate according to ad hoc
coalitions of interests within the Union, with regional blocs not being that
significant. In any case, the Central European members had only really
been prepared to see any Central European status as a step to full European
status, becoming members of “the West” was the main goal, not languishing
in the middle of the continent. And this was Austria’s main purpose in
joining the Union as well—a defensive measure, prompted out of fear of
being left out, along with all those other former successor states. In this
dynamic there was little if any sentiment for emphasizing either fin-de-
siecle Vienna or even Central Europe 1900. One wanted to be European,
not part of old Habsburg Central Europe.

Moreover, in the EU that emerged after 2004 it was clear that reunited
Germany, with its new capital of Berlin, was the main player. Austria
might be a major investor in the region, retracing commercial and financial
networks from imperial days, but the major action was, as it had been also
in 1900, to the north, with Berlin and Warsaw (a non-Habsburg center) the
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main political and economic connection, and Prague, and even Budapest,
looking in Berlin’s direction. And if they were not looking to the regional
powerhouse of Berlin, then they were looking even further west, to Brussels.
Brussels had also been a Habsburg city, at one time, and it is true that
there were many ways in which the Habsburg Monarchy’s experience and
history—as a “neo-medieval” quasi-pluralist, multinational and polyglot,
supranational, quasi-federal empire-monarchy—had important parallels
with, and lessons for, the newly forming European polity based in Brussels.
This was, or at least should have been, a boon to study of the monarchy,
and in certain respects, Vienna 1900, but this sort of understanding of the
monarchy had little if anything to do with the Schorskean model, so the
new European prominence of “Habsburg” Brussels did nothing for fin-de-
siecle Vienna. Republic Austria, along with its capital, behaved in a manner
appropriate to what it had become, just another small nation in the Union’s
membership—small fry, very prosperous and secure small fry, but still
small fry, while the major action occurred elsewhere. Fin-de-si¢cle Vienna
receded from the spotlight accordingly.

What finally led to fin-de-siecle Vienna’s demise was not the
consequences of the Waldheim ANair, the end of the Cold War, or the
enlargement of Europe, but the profound changes that have taken place in
our understandings of the modern world—of the very meaning of what it
is to be modern—and the projection of these changed understandings back
into the past.The reorientation that culminated in the 1980s of a turn to posz-
modernism appeared at the time to be a major reason for the popularity of
fin-de-siécle Vienna; there was even talk in the celebratory mood of the mid-
1980s that fin-de-si¢cle Vienna, as the site of a modernism that challenged
Parisian orthodoxy and was based on the failure of (political) modernity
rather than its success, had in fact presaged the rise of postmodernism. In
the longer run, however, the idea of postmodernism proved rather a Trojan
horse for the advocates of fin-de-siécle Vienna, because it fundamentally
challenged the validity of the modernist culture on which the significance
of fin-de-siecle Vienna was, ultimately, based. The very circumstance that
it was at times impossible to distinguish between fin-de-siécle Vienna’s
modernism and postmodernism also pointed to major Kaws in the whole
conceptual basis of fin-de-siecle Vienna—and postmodernism.

In any case, the postmodern mood did not, in the end, last all that long,
at least as a distinct movement. By the 1990s, with economic growth and the
optimism of a post-Cold War world and the promise of a non-ideological
“third way” in Western politics, Bill Clinton in the White House, Tony

Blair in Downing Street, postmodernism was not so much cast aside as
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swept up in the emergence of what one might term “neomodernism.” This
meant that, instead of the end of the century being greeted with gloom
and trepidation, it was seen positively as the birth of a new era. This was
not good for a topic such as fin-de-si¢cle Vienna that had the sense of
decline and ending in its very title. Hence, in the 1990s a renewed emphasis
on the positive aspects of Vienna 1900 appeared in the historiography of
turn-of-the century Vienna (and Central Europe), challenging the image
of decadence and retreat popularized by fin-de-si¢cle Vienna.

Contemporary developments and historiography conjoined in
intriguing ways to undercut the fin-de-siécle Vienna model. The Freudian
predominance over Western culture, and the model of homo psychologicus
that underlay Schorske’s definition of the modernist mentality in his fin-
de-siecle Vienna paradigm, were increasingly compromised as Freud’s
psychoanalytic theory came under broad attack within the disciplines of
psychology and psychiatry, and as economics, neoliberal economics, once
again recaptured the high ground for a homo economicus that Schorske and
his supporters had once regarded as long deceased. “It’s the economy, stupid”
was many things, and one of them was a rebuttal of the core tenets of fin-
de-siécle Vienna. If Austria was important intellectually in the 1990s it was
because of the political thought of Karl Popper with his concepts of open
society and culture clash, and the economic theories of the Austrian School
of von Mises and his disciple, Friedrich von Hayek (see Klausinger’s essay
in this volume). Hence, it was the progressive world of politically committed
left-liberalism in Vienna 1900, which had produced Popper, not the world
of aesthetic retreat, that now attracted attention, notably in the work of
Malachi Hacohen. The fact that Popper had been fiercely anti-Freudian
further compromised the reputation of what was basically a Freudian
paradigm in fin-de-siécle Vienna.

Economic neoliberalism and its associated political neoliberalism (in
Europe, neoconservatism in America) supplanted old-fashioned liberal and
socialist economic models in the 1980s, and this success continued in many
respects into the supposedly “third way” 1990s (which only moderately
adjusted a neoliberal economics now accepted even by the leadership of the
moderate left). Neoliberalism(neoconservatism)’s success brought into a
di¥erent perspective another basic assumption of fin-de-siecle Vienna: the
failure of liberalism, with subsidiary questions of the nature of liberalism’s
rationality, and the supposed “irrationalism” of its mass-political adversaries.
The inconsistencies of Schorske’s interpretation of rational liberalism’s
demise at the hands of irrational mass politics, especially Karl Lueger’s
Christian Social (anti-Semitic) Party, had received a thorough airing in
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John Boyer’s work, Political Radicalism in Late Imperial Vienna, as early
as 1981. James Shedel, in his work Ar¢ and Society, also from 1981, had
also pointed out that the Viennese bourgeoisie, especially the numerous
element in the Habsburg bureaucracy, could not really be said to have been
alienated from power in the way Schorske had suggested. He subsequently
developed a cogent critique of this supposed crisis of Austrian liberalism by
applying David Blackbourn and Geoll Eley’s very inKuential criticisms of
the analogous German concept of the Sonderweg to the Austrian case. As
with Blackbourn and Eley, Shedel came to a much more positive conclusion
about the political health of the bourgeoisie in Austria, and the success of
the bourgeoisification of Austrian society, and, along with an increasing
number of revisionist historians, began to see the Habsburg state before
1900, and indeed up to 1914, as a positive, progressive entity, reversing the
received wisdom of the monarchy as decadent and doomed.

It was only in the 7990s, however, that the full extent of the
misinterpretation inherent in talk of a failure of liberalism in the 7890s
became evident. The work of Pieter Judson showed that political liberalism
had not so much failed as shifted its bases of power and transformed into
what had once been seen as its opposite, a form of mass politics: German
nationalism. Liberal politicians might have lost their Viennese bastion
to Lueger’s Christian Socials, but in other centers, such as Graz and the
industrial heartland of northern Bohemia, they remained a significant, even
predominant factor. They did so, however, by developing the nationalist side
of the logic of liberalism; according to Judson, liberals simply changed the
criterion of their exclusionary logic from who is or is not rational, to who is
or is not German. Interest in the nexus between liberalism and nationalism
was greatly enhanced within Austria and among scholars of Austria by
the rise of Jorg Haider’s Freedom Party in Austria’s domestic politics
from the mid-1980s onward, until it achieved the status of second-largest
party in the parliament in 1999’ elections, and (junior) partner in the
Schissel coalition government of 2000. Judson’s interpretation of the direct
connection between the two put in a new light the apparently irrational
transformation of a moderately progressive coalition partner of the Socialist
Party in 1983-85 into a xenophobic, populist anti-establishment, charisma-
tuelled politically far-right juggernaut, and made it seem almost a logical
outcome of the particular tradition of Austrian liberalism.

The crisis that the black-blue coalition represented for the progressive
left in Austria should have renewed interest in the topic, and explanatory
framework, of fin-de-si¢cle Vienna. Here, after all, was the rational side
of Austrian politics overcome by a bout of what appeared as completely
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irrationalist mass politics from the far right, with its enabler on the moderate
(Catholic) right. The parallels with fin-de-si¢cle Vienna on one level were
evident. The problem for fin-de-siécle Vienna was that it was now the heirs
of Austrian political liberalism who were identified as being the main force of
irrationalist mass politics in the country, and it was Austrian liberalism that
had been identified, by respectable scholars, as the source of the German/
Austrian nationalism now driving the FPO. Clearly, there was something
about this that struck outside observers, and not a few Austrian intellectuals
and politicians, as a bit odd: it all depended on a certain definition of
“liberalism” that in other contexts was quite inappropriate. What about the
cultural liberals, for instance, who had remained true to the first, rationalist,
anationalist version of liberalism, both in 1895 and 1995? Was there not
a diXlerence between liberal forms of nationalism, and the more radical
forms of nationalism that led to, among other things, anti-Semitism? How
did, to go back to another critique of fin-de-siécle Vienna, the liberalism
of Viennese Jews fit into this revisionist schema? Whatever one’s view of
this debate about the legacy of liberalism to Austria in the early twenty-
first century, however, it seemed clear that the ideological and political
waters had been more than sufficiently muddied to make the schema of
fin-de-siécle Vienna no longer operative as an explanation of contemporary
Austrian developments, and hence either suspect historiographically, or
worse irrelevant.

By the mid-1990s, fin-de-siecle Vienna as a dominant paradigm
in the study of Vienna 1900 was already looking in real trouble. The
conference Beyond Vienna 1900, held in 1995 at the Center for Austrian
Studies in Minneapolis (of which I was one of the organizers), showed
both the centrality of the fin-de-si¢cle Vienna paradigm to the subject
of Vienna (and Central Europe) 1900, and also the many ways in which
the various components of that paradigm had come under criticism, and
indeed refutation. Most of the problems with the topic outlined above
were on display at the conference: the lack of adequate acknowledgement
of the Jewish dimension to the cultural achievement; the ways in which
the Central European context contradicted as much as confirmed the
fin-de-si¢cle Vienna model; the way in which the topic of fin-de-siécle
Vienna had ignored the positive aspects to both the political development
and cultural production of Vienna around 1900; and the questioning of
the assumptions underlying the “failure of liberalism” thesis. Fin-de-siecle
Vienna as an explanatory model looked fairly ragged by the conference’s
conclusion; however, there remained a consensus that fin-de-si¢cle Vienna
was the starting point of research into Vienna 1900, the foundation on
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which other research, critical though it may be, could support itself. By the
time the proceedings of the conference were published, 2000, the ground
had shifted yet further from under fin-de-siecle Vienna, so that its centrality
in terms of research was no longer as generally accepted, and this process
has only continued since.

'The development of greater integration of the European Union, now
including Austria and from 2004 (most of) the monarchy’s successor states,
was accompanied by a renewed appreciation for polyglot and multinational
polities such as the monarchy, and the general trend in historical research
into Austria-Hungary was to see the political, economic, and social
developments there in ever more positive terms. Even the apparently
illogical and functionally redundant aspects of the monarchy’s dualist
structure (to say nothing of the intricacies of governmental and political
structures within the Austrian half) could be seen in a fresh light, given the
Union’s own “neo-medievalist” structures and her own continuing success
despite (or because of?) these. The continuing process of restitution of
cultural artefacts, which is still under way, led to an ever greater emphasis
on research into the Jewish aspect to Viennese modern culture, even if it
verged on the administrative.

One of the most interesting recent developments in research into
Vienna 1900 has been an increased emphasis on the natural sciences. Fin-
de-siécle Vienna had stressed the aesthetic and psychological character of
Vienna 1900’s achievement, and the expressionist backlash, but had, almost
by definition, discounted the achievements of Viennese science. Austrians,
whose postwar national self-image had emphasized Austria as a center of
aesthetic culture, had been more than happy to go along with fin-de-siécle
Vienna’s confirmation of their national myth, but the fact of the matter was
that Vienna, and Austrian universities and cities more generally, had also
been a major participant in the scientific advances of the late nineteenth
and early twentieth century, with many Nobel Prize winners and major
scientific figures such as Ernst Mach and Ludwig Boltzmann. Before 1914,
Vienna had been a pioneer in radiology and nuclear physics, for instance.
This had long been known in theory, and a few dedicated researchers worked
away, but the scientific world of Vienna 1900 had been left in the shadow
of fin-de-sie¢cle Vienna and it was only in the last ten years that a renewed
eMort to reclaim that heritage has been made, for instance in the restoration
and commemoration of the Lieben Prize, and that major research on
scientific topics, such as Deborah Coen’s Vienna in the Age of Uncertainty,
has appeared. Coen, too, framed her book as a refutation of yet more aspects
of Schorske’s fin-de-sieécle Vienna, but there was a sense by now that this
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was Mogging a dead horse, for most of what was valuable in Coen’s account
of the Exner family and its scientific achievements had not needed any
reference to Schorske or fin-de-siécle Vienna at all, and her whole concept
of probability as the underlying principle of Vienna 1900 was something
quite divorced from fin-de-si¢cle Vienna. In such a context, with such a
topic, fin-de-siécle Vienna was, if truth be told, no longer relevant.

The world had moved on. Just as the rise of Chinaand India and the threat
of Islamicist terrorism post-9/11 has in the last decade completely changed
our perspective on world events, away from an Eurocentric, to a broader
(and more balanced) view of global developments, so, historiographically,
the once buzzing research community of and around fin-de-si¢cle Vienna
grew ever less buzzing, ever quieter—fin-de-siecle Vienna found itself ever
more in a byway rather than on the grand avenue it once had graced. Part of
this had been the result of fin-de-si¢cle Vienna’s own success—so much had
been researched into and written about fin-de-siécle Vienna that there was
little more to say, with even the middle-ranking research subjects “done.”
Even the extensive criticism of fin-de-siécle Vienna was, in its own way,
a great compliment to the power of the original vision. It can still be said
that, had not fin-de-siécle Vienna been constructed, then Vienna 1900 and
Central Europe 1900 would not have received as much attention as they
did, nor would research have had anything like the intellectual coherence
that it ended up having, thanks to Schorske’s paradigm. Some time in the
last couple of years, however, things have become so quiet around the topic
that it is time to recognize that all good things, even fin-de-siécle Vienna,
come to an end—that it is, as a living topic, moribund.

'This would not be reason for excessive mourning, if fin-de-siécle Vienna
had left its relatives, the fields of Vienna 1900 and Central Europe 1900,
with a rich and powerful legacy and in a strong and promising (intellectual
and cultural-political) position. My fear is, however, that it has not. I am
not sure that fin-de-siécle Vienna can itself be blamed for this. Some might
claim that the very success of fin-de-si¢cle Vienna took attention away from
other aspects of Vienna 1900, other explanatory models that, in the end,
have proven more accurate and more cogent, and more relevant to what are
now twenty-first century concerns. Disciples of the fin-de-si¢cle Vienna
approach took the lead in exploring many aspects of Vienna and Central
Europe 1900, but critics might object that the research tools they used
and their methodology were not the best practices available, nor did they
leave their fields in a sustainable condition once they had left. Fin-de-siecle
Vienna, according to this view, has led to the mother lode of Vienna 1900
being mined out in ways that have left subsequent explorers with, as it were,
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conceptual hazards and methodologically fractured and damaged research
faces. Fin-de-si¢cle Vienna’'s Kaws as a paradigm have made rescuing the
research agenda of Vienna 1900 almost impossible, while spoiling the
quality of the vast research resources that it superficially discovered, and
then only under false assumptions.

There is, I think, some truth to this. Had the Schorskean model been
more accommodating to ethnic and national concerns, had its model of
liberalism been more sophisticated, and its chosen explanatory mechanism
of political alienation leading to cultural achievement been more supple,
then it would not have broken down so relatively quickly, theoretically.
On the other hand, it was the relatively pristine simplicity of fin-de-siécle
Vienna’s model that was one of its most attractive features, and its ideological
suitability to its original context, in the late 1950s and early 1960s, that gave
it its initial intellectual cogency, which was sustained and greatly developed
in the next couple of decades, partly because the ideological context of the
Cold War did not really change that much (“1968” notwithstanding). Had
fin-de-si¢cle Vienna been what many zow would have wanted it to be, as a
historical topic, then it would probably never have achieved the popularity
that it did #hen, and as such it would never have conveyed to Vienna 1900 the
great significance that the “capital of the twentieth century” had achieved
by the mid-1980s. One can be critical of where fin-de-si¢cle Vienna led
research into Vienna 1900, but the fact remains that without fin-de-siécle
Vienna, Vienna 1900 might never have become the academic research and
cultural-intellectual magnet that it became.

Fin-de-siecle Vienna brought to Vienna 1900 an attention that is, for
reasons inherent in Vienna 1900 rather than fin-de-siécle Vienna, difficult
to sustain. Chief among Vienna 1900’s problems as a self-sustaining focus
of research and intellectual attention is that it was at the center of an empire,
and a cultural network, that is no more. Instead, Vienna and Austria tend
to be at the margins of attention, despite the end of the Cold War that
divided Europe in two, or even because of it. As far as the related field
of Central Europe 1900 goes, the end of the Cold War actually led to a
decrease in American government funding of research by American scholars
in the field, because the defeat of communism had ended the foreign-
policy rationale for that funding. Just at the time when archives were
opening up, and when all sorts of opportunities arose for increasing mutual
understanding, funding was cut o}l. One might think that, in compensation,
there might have been an increase in interest in Central Europe as a
regained field of area studies and hence of historical studies as well, and
there was some of this in the 1980s and 1990s, the founding of the Central
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European University being a major beneficial factor here. Yet this was still
not enough to make Central Europe a solid citizen, as it were, among the
categories of American academia, and even when the “Central European”
aspect was recognized, this was really only a relabeling of the region once
called “Eastern Europe,” or at best “East Central Europe”™—in other words
the former communist bloc—in which Vienna was not included.

Without the nimbus of fin-de-siécle Vienna, Vienna 1900 has suMered
the fate of all centers of former empires, polities and networks generally,
which is to be on the margin, or at best between other more compelling
entities. Vienna 1900 might still be in the middle, between west and east,
south and north, but it is no longer at the center of a significant region or
network. It does not have the heft of Berlin, a center of German history and
culture, or of Paris, still the center of French history and culture. French and
German history are major recognized categories, whereas Austrian history
remains a minor interest, and even Habsburg Austrian history remains
undervalued, and has to compete against the national histories of all the
other successor states—and their capitals. Ironically, the decline of the fin-
de-siecle Vienna paradigm, partly due to the eMects of the end of the Cold
Wiar, has led Vienna 1900 once more to the margin, even as contemporary
Vienna has ceased to be on the margin of the West on the Iron Curtain and
is now firmly embedded in Europe’s middle.

Two other aspects of Vienna 1900, related to its supranational and
imperial context, also militate against its academic attraction and popularity
among the wider general public. As the imperial capital, and the center
of an “Austrian,” Central European culture that had competed with the
national cultures of the various regional components of the empire,
Vienna 1900 has remained a stepchild of the rest of the Central European
area, which is more concerned, still, in focusing on the various national
histories, and national cultures, or looking at those cultures’ European or
international connections, not those to the former imperial center. There
have been over the last couple of decades various exceptions to this, with
Cracovians, for instance, intent on strengthening ties to Vienna (partially
as a counterweight to Warsaw), but generally these eorts to recall the ties
to Vienna have not been all that much in evidence—outside of the various
Austrian Cultural Forums in the region. As far as post-Cold War cultural
connection goes, Europe has tended to out-trump (Viennocentric) Central
Europe.

The other supranational characteristic of Vienna 1900, or Central
Europe 1900 for that matter, which has, on balance, not worked in favor of
its general popularity, has been the fact that so much of it was the product
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of the region’s Jewish bourgeoisie. I have discussed above some of the
reasons for the anxiety invoked when emphasizing the Jewish aspect of
Vienna 1900, and the particular controversy surrounding this in connection
with the Waldheim ANair. Beyond these considerations, however, lie more
problems, to do with, yet again, definitions, this time of Austrian and Jewish
identity. Even if Jews created or enabled most of the modern culture of
Vienna 1900, it remains very problematic to say in any straightforward
way what was actually “Jewish” about their participation (and hence the
resulting culture). It is even problematic to talk about this in terms of
being a supranational aspect of Vienna 1900, for, after all, were Jews not
an ethnicity, and hence the Jewishness, far from being supranational might
be regarded rather as selow the national level, as a subculture? Jews actually,
as a diasporic group, both spanned and were part of the national culture,
were both within and beyond, their Jewish aspect acting both above and
below the national level; and it is perhaps not happenstance that they were
particularly inXuential in a supranational, multinational polity such as the
Austro-Hungarian Monarchy.

Then again, many if not most of the Jews or individuals of Jewish
descent who participated in modern culture in Vienna 1900 did not think
of themselves as contributing to a Jewish culture but rather to a general,
cosmopolitan modern culture, or, some of them, to German (Hungarian,
Czech, Polish, etc.) national culture, or even to “Austrian” culture, however
defined. Many of the survivors of this assimilationist group and their heirs,
therefore, did not want this to be seen as a Jewish issue; many of those Jews
who did accept the idea of there being a Jewish national culture rejected
much of the Jewish side to Viennese modern culture precisely because
of its cosmopolitan, non-national aspect. From a Zionist perspective, the
modern culture of Vienna 1900 was not rea/ly Jewish, and hence not to be
acknowledged positively. Even from the perspective of American and other
diasporic Jews sympathetic to a secular Jewish culture, the modern culture
of Vienna 1900 did not fit at all easily into prescribed canons of what was
“Jewish culture.” There were nevertheless many who did recognize the
Jewishness of much of Vienna 1900, but they were mainly concentrated
among the émigré generation, and that generation is, inevitably, passing
on. In Vienna itself some in the small Jewish community have adopted the
modern culture of Vienna 1900, quite intelligently, as their Jewish identity,
but this group does not have the numbers to really make its voice heard on
the larger stage. Squeezed between the ideological needs of assimilationism
and Zionism, the embrace of the Jewish aspect to Vienna 1900 has been
unable to find a large constituency, and this has worked to the detriment
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of the popularity of Vienna 1900 without its fin-de-siecle Vienna gloss.
Vienna 1900, when seen as largely a product of Viennese and Habsburg
Jewry, returns to the status of being, in Gustav Mahler’s inimitable phrase,
“unerwiinscht.”

Had the nation state of which Vienna became the capital in 1955 (sic!)
been willing to embrace the complex supranational, both cosmopolitan
and multiethnic heritage of the modern culture of Vienna 1900, then these
problems of “in-betweenness,” imperial heritage and Jewishness might
not have been problems but rather badges of honor, and points in favor
of Vienna 1900’s popularity and importance. But the Austrian Second
Republic has generally not operated as heir to this grand tradition of the
“Austrian idea” (or thereabouts), but rather as a small nation, either on
the neutral edge between West and East, or within the European Union.
There have been notable and honorable exceptions to this approach, most
saliently in Kreisky’s grand concept of Austrian foreign policy—perhaps
the exception that proves the rule—and in advocates, such as Erhard Busek,
of a special Central European role for Austria in the new Europe (as in the
old Europe), but overall the “small-nationers” have tended to win out.

Concepts of a Central European role for Austria tend to have been
confined to financial networks in the succession/accession states, or turning
Vienna into a major transport hub, whether through Vienna’s ritzy new
airport or the new rail station currently under construction to provide
Vienna, really for the first time, a central station rather than just a “Wien
Mitte.” These are in themselves not to be scoXed at (and the sheer financial
investment of Austrian banks in the former lands of the monarchy is indeed
remarkable), but the small-nation mentality remains, I fear, dominant.
There have been attempts to rekindle pride in Vienna 1900’s scientific
heritage, which almost by necessity was cosmopolitan, but ironically much
of the initiative and funding for such eMorts, such as the restoration of
the Lieben Prize, came from Austrian Jews and wealthy Jewish émigrés,
and have still to achieve major resonance among the Austrian public. The
indications for even those aspects of research into the more “acceptable”
aspects of the heritage of Vienna 1900 and Central Europe 1900, in the
humanities, are not encouraging when the Austrian government decides,
as it did recently, to zero out state financial assistance to all extra-university
research institutes, such as the International Research Institute for Cultural
Studies (IFK) that specialized in encouraging just this sort of research, or
the Institute for the Human Sciences IWM) that embraced a similar, more
Central European, agenda. There will probably be some sort of Austrian
fudge of this funding issue, but it is yet another sign that modern-day
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Austria does not tend to “think big” enough about subjects such as “Vienna
1900,” with the result that the latter is left in eMect as a cultural-historical
orphan, at best an unregarded, Cinderella-like stepchild, without the fin-
de-siécle Vienna allure that could make pumpkins into carriages, and mice
into dashing steeds.

'The irony of this is that, whether within the realm of the history of
ideas, or cultural history, or intellectual history, or transnational history, total
history, modern European history, or whatever relevant academic discipline,
the field of Vienna 1900 is ultimately of much greater significance than
the topic of fin-de-si¢cle Vienna. Much like Cinderella, it really deserves a
coach and horses, a beautiful ball gown, and glass slippers for that matter,
but it has been kept from full recognition by the attention paid to the
brilliance of fin-de-siécle Vienna, and the marginal/mediate character of
Vienna 1900’s situation described above.

Quite aside from fin-de-si¢cle Vienna, the culture and experience
of Vienna 1900 remains remarkably relevant to contemporary aairs. In
American politics alone, it is hard to understand anything going on in the
current labyrinth of Internet myths, political lies, media gullibility, spin, and
suggestibility of the uninformed, misinformed, confoxed, electorate, without
reference to at least two major figures from Vienna: Karl Kraus, the Jon
Stewart of Vienna 1900, and the “father of spin,” Edward Louis Bernays,
who, incidentally, was Freud’s nephew twice over. Moreover, without the
continued recognition of Vienna 1900 and its Central European partners as
at least an alternative focus of the movements and developments that came
together to give us our modern world, the old, monolithic, highly deceptive,
and frankly rather boring narrative depicting Paris (and its American
epigones) as the capital of twentieth-century modernism gets to be brought
out again in such programs as Paris: The Luminous Years, with barely any
irony, or acknowledgement that, in fact, Paris was only one of many centers,
and, next to Vienna, in many aspects, not the most important.

The fact is that Vienna 1900 really was a very powerful center of modern
culture and thought, partly because of the real crises in the political and
social realm against which many members of its cultural and intellectual
elite really were reacting (primarily as Jewish individuals threatened by the
incipient totalitarianism of anti-Semitism), and partly because of the other
side of this same coin: the very fact of Vienna’s being such a center of
marginality and mediation, paradoxical though that might seem. Against
the relative simplicity of the almost Cartesian account that is the Parisian
version of modernity and modernism, the Vienna-based version relies on,
and demonstrates, the plural sources of modernism, and the fact that it was
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the role of connection between traditions, and between worldviews, between
networks, that was Vienna’s greatest asset, and its greatest achievement.
Vienna 1900’s apparent weaknesses as a subject of historical interest were
actually the sources of its immense vivacity and strength as a center of
intellectual and cultural innovation at the turn of the century. It was because
it was a conduit between east and west, south and north that it attracted so
many people from such disparate backgrounds who engaged in one of the
greatest “culture clashes” the world had seen to that point, or certainly one
of the most fruitful in modern times (if also one of the most fatal, as this was
also Hitler’s Vienna). Vienna 1900 also served as a supremely ambivalent
capital to an empire and region dominated by questions of national and
ethnic diNerence, and this transnational, multinational, supranational,
and meta-national experience provided material for approaches to the
problem of nationalism and pluralism in the modern world that we are
still grappling with, not least in the spiritual successor to this Habsburg
transnational model, which is, after all, the European Union. And finally,
the group that did most to create this complex and diverse, pluralist and
critical version of modern culture, was precisely the Viennese Jewry (and
Central European Jewry) which is now, so tragically, largely missing from
the scene. But the other side of the evil pursuit of purity that led to their
genocide at German (and Austrian) hands, was the fact that they were
at the heart of the pluralist and critical culture, which the monolithic,
nationalist, and totalitarian versions of modernity could not tolerate. But
it was precisely this critical-pluralist version of modernity that won out in
the end, and, despite appearances, still dominates our modern world. We
are, to that extent, still all children of Vienna 1900, whether we like it, or
recognize it, or not.

'The question, therefore, is not whether Vienna 1900 has lost its
importance as a field—from the above it clearly has not. Instead, what we
must pursue, in the wake of fin-de-siécle Vienna’s demise, is the search for
another “topic” or paradigm that can represent Vienna 1900 as eMectively
as fin-de-siécle Vienna once did. This is not a novel idea. Allan Janik was
calling for a “new paradigm” for the study of Vienna 1900 back in 1995
(published in Rethinking Vienna 1900 in 2000); nor is there a lack of models
out there with which to work. Janik himself (with Stephen Toulmin)
developed in Wittgenstein’s Vienna a methodological model that, with all
its reliance on the outdated assumptions of fin-de-si¢cle Vienna, is still
extremely cogent and attractive. This is because it took Vienna only as part
of its context, and traced out a whole web of connections and inKuences
on Wittgenstein that went well beyond Vienna’s or even the monarchy’s



74 Beller: ‘Fin de Fin-de-Siécle Vienna? A Letter of Remembrance’

Sigmund Freud, around 1926 ©Austrian National Library

boundaries, concentrating instead on connections with the rest of the
intellectual and cultural world. With appropriate adjustments to the socio-
political context in which Wittgenstein was seen to operate, Wittgenstein’s
Vienna is as sound an introduction to the central intellectual achievements
of Vienna 1900 now as it was in 1973.
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Magris’s model of a plural, diverse Danubian cultural world, the world
of the other Europe that did not go the normal, Rhenish way to the western
sea, and was suspended in a pre-national, quasi-feudal condition that
encouraged insight into the complexities and irrationalities, the paradoxes
and inconsistencies of life, also modern life, provides an attractive way into
the subject at hand. Perhaps the most cogent conceptualization of this role
of Vienna and its region as a meeting place of contrasting value systems,
a site of both dilerence and mediation, is provided in Alfred Pfabigan’s
essay “Freud’s ‘Vienna Middle,” a title that plays on the current, commuter
railway station in central Vienna, Wien Mitte. It is the way in which Vienna
1900 was not so much central as mediatory that Pfabigan stresses, using
the example of Freud’s negotiation between Nietzschean irrationalism and
the very rationalist, scientific method that Freud used in psychoanalysis
to regulate and make consistent the grand but wild, untamed insights
that Nietzsche and his followers had made concerning the unconscious,
animalistic urges that drove human nature. Pfabigan’s treatment of the case
of Freud is intriguing and, I think, convincing, but even more intriguing
is the concept of the “middle” that he has picked up on, because, with its
sense of mediation, connection, but also, ironically, of lacking the certainty
of centrality, missing a (national) norm against which all else is judged, and
hence providing a space for relative and synthetic thinking, it echoes other
recent (and subsequent) approaches to Vienna 1900, which emphasize it as
the capital of the “age of uncertainty” (Deborah Coen), or of a “golden age of
cultural exchange” (William M. Johnston), or as the site, with Budapest, of
a “transnational, transterritorial, transethnic” “third culture” (Peter Weibel).
Somewhere in this conglomeration of connection, mediation, uncertainty,
and exchange a powerful new paradigm for Vienna 1900, a new topic, is
waiting to be developed and presented to the world.

It will take someone with greater entrepreneurial Kair than I in the
world of the academic market of ideas to come up with the exact formula,
but I think the way forward lies in seeing Vienna as the focal point of
what might best be described, in the spirit of Magris’s Danube, as the other
Europe, or even the other modernity, where the normal, decisive, and certain
logic of modernity, the “either/or” logic of the law of the excluded middle,
never held sway, or at least not for long. Things were just too complex, too
confused and conXated, appearance and reality too interdependent, loyalties
and identities too divided and cross-cutting, for the normal, straightforward
logic of being “one thing or the other” to operate eXectively. Hence, Vienna
became the focus of a world where the logic of the law of the included
middle, of “not only... but also,” “both... and” was the norm—a norm
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abnormal for modernity, but suited much better to human experience. This
was a world in which the emphasis had to be on connections and relations,
hence on language and its crisis, and on the diverse realities that lay behind
the fagade of holistic totality. This world consisted of the high ratiocinations
of the Vienna Circle, and of the Schoenberg circle, but also the ready
wit of the coMeehouse, and even the (convention-breaking) frivolity of
the operetta world. Somewhere between the anti-metaphysical, pluralist
empiricism of Otto Neurath and the acid, exposing satire of Karl Kraus,
there lay a world of unNinching intellectual and cultural pursuit, a critica/
modernism, that challenged and upended the certain verities and unities
both of tradition and of an overconfident and absolutizing modernity. That
was why the world and culture of Vienna 1900 (1930) was felt to be so
threatening by others that it had to be destroyed; but that is also why it had
such a profound impact on the way we, in the pluralist, diverse and inclusive
modern world, think—or at least should do if we were true to our values.

If this concept could be attractively packaged and presented, I think
Vienna 1900’s future would be bright, despite what I have said above. There is
even evidence that many are already thinking along these lines, and perhaps
my pessimism concerning Vienna 1900’s post-fin-de-siecle Vienna career
is misplaced. There have been at least two major exhibits (with conferences)
on topics associated with Vienna 1900 in London alone in the last couple of
years, on “Madness and Modernity” (2009) and “Vienna Café 1900” (2008).
Perhaps Vienna 1900 is due for a comeback? A major art exhibition is set to
open in Melbourne, Australia (with Christian Witt-Dérring and William
M. Johnston as its guiding lights), and Vienna 1900’ future is set to be
the subject of a panel at the German Studies Association conference this
year, as | noticed in the latter stages of completing this essay. The Chinese
are even evincing new interest in Freud, as well as in the Vienna Circle. So
perhaps all this is far too dark an account of fin-de-si¢cle Vienna’s career,
with far too negative a prediction as to Vienna 1900’s future. I would like
to think so, but I suspect that, from all the factors outlined above, a more
positive outcome remains most unlikely. Whether there is yet life left in the
research field of Vienna 1900, I am very unsure that it will ever be quite as
viable, as vibrant as it was when represented by fin-de-si¢cle Vienna—but
perhaps some new, post-postmodernist scholar can come up with a form of
representing Vienna 1900 that at least does justice to its subject, and gives
it the audience it deserves? Fin-de-siecle Vienna might have passed on, but
let us at least hope that future historiography of Vienna 1900 will record
that there was still life beyond fin-de-si¢cle Vienna.
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Ideology and Politics in the State that Nobody
Wanted: Austro-Marxism, Austrofascism, and the
First Austrian Republic

Tim Kirk

By the beginning of the next week it was all over, except for the
Government’s vengeance on its prisoners. The workers were made
to My the white Mag. The Engels Hof was renamed the Dollfuss
Hof. Every man over eighteen from the Schlinger Hof was in
prison, including the sick and the cripples. Terrorism became
economical, since a new law stopped the unemployment pay of
those who had been arrested. Meanwhile Frau Dollfuss went
among the workers’ families, distributing cakes. [...]

One evening, while we were having supper in a restaurant a man
named Patterson came to our table. He was a journalist, who
did a movie gossip-column for one of the daily papers [...] a
breezy stupid thick-skinned person, whose curiosity knew no
inhibitions: in fact he was very well suited to his job.

“Well Mr Bergmann,” he began heartily, with the fatal instinct of
the very tactless, “what do you think of Austria?”

Christopher Isherwood, Prater Violet

Christopher Isherwood’s short book about an Austrian film director
in England who follows with increasing fury the depressing news from
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Vienna during the coup détat of 1934 is less well known than his books
about Berlin—just as the political upheavals in Austria are less well
known than those that brought down the Weimar Republic. Although
Austria-Hungary was a great European power, whose political aNairs
and cultural achievements were reported across the world, the defeat and
dismemberment of the empire had reduced Austria to a country scarcely
larger than Scotland, just one among many successor states in Central Europe
demanding the attention of the diplomats, politicians, and the international
press. Nevertheless, the world’s interest in Austria did not stop abruptly in
1918.The collapse of the monarchy itself was described by a contemporary
“without fear of exaggeration as the biggest purely po/itical event of its kind
in the whole history of modern Europe.” The mass strikes and revolutions
that accompanied the collapse of the empire were extensively reported, as
were the successive economic and political crises that all icted Austria in
the 1920s and 1930s. Despite the loss of its imperial hinterland, Vienna
remained one of the largest and most cosmopolitan cities in Europe, and
many of the intellectuals and artists of “fin-de-siecle” Vienna who have
attracted so much attention from cultural historians continued to live and
work there in the 1920s. The city itself, much admired abroad before the
war for its achievements in urban planning, continued to attract attention
as “red Vienna,” a model of municipal socialism that brought social justice
to its citizens in the face of formidable opposition—and also balanced the
books.?

In Austria itself the history of the First Republic has frequently
been reduced to the story of a brief and doomed democratic interlude
between the moribund authoritarianism of the Habsburg Empire and the
destruction of parliamentary democracy at the hands of fascist movements
domestic and foreign. In short, it has been a negative yardstick against
which to measure the relative economic success and political stability of the
more fortunate Second Republic, and in this respect it echoes in many ways
the kind of fatalistic historiography associated with the Weimar Germany.
Yet despite the undeniable problems it faced, the achievements of the First
Republic were considerable, and its creative potential was enormous, as
more recent approaches to its history have shown.> Outside Austria there
have been relatively few serious general studies either of the history of the
First Republic itself or of the competing ideologies that shaped its political
landscape.* This essay is concerned both with the origins and nature
of Austro-Marxism and “Austrofascism” and their role in the political
development and demise of the republic, and with the place of both as
political movements in the broader political history of Europe from the
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emergence of popular politics in the late nineteenth century to the Second

World War.
The Origins of Austro-Marxism

'The roots of Austro-Marxism are both long and broad. It developed
as an identifiable school of political thought during the last decades of the
empire, and its origins are associated with the intellectual fecundity of late
imperial Vienna although it has rarely featured much in the many cultural
histories of the Viennese fin de siécle. Its essence was famously summed
up by Otto Bauer in an article in the Arbeiter-Zeitung in 1927. The essay
was written in response to attempts by the right to distinguish Austrian
social democracy as a “particularly malign form of socialism,” more radical
and dangerous than the Social Democratic parties of Western Europe.
But it provided the opportunity for a potted history and an explanation.
The term was first used, Bauer wrote, by an American socialist (albeit one
from a Russian-Jewish background), Louis Boudin, in 1907. It was used
in the years before the First World War—its real heyday—to describe “a
group of young Austrian comrades active in scholarly research [...] the
best known among them being Max Adler, Karl Renner, Rudolf Hilferding,
Gustav Eckstein, Otto Bauer, and Friedrich Adler.” Renner, Hilferding,
and Max Adler had been friends at Vienna University, where they had
studied under Carl Griinberg, the later founder of the Frankfurt Institute
for Social Research. They were at once the “chief theoreticians of Austrian
social democracy,” and its future political leaders; and they were also much
like many another such “circles” in Vienna at the turn of the century: a
small tightly knit group of like-minded friends with a range of interests
in philosophy, political economy, social thought, and the law who met at
the Café¢ Central. They were particularly associated with the educational
association “Zukunft” (founded in 1903) and engaged with contemporary
issues in the Marx-Studien launched in 1904, and in the daily and periodical
press of the Social Democratic Workers’ Party (SDAP), notably Arbeiter-
Zeitung and Der Kampf*

Austro-Marxism took shape at a propitious time both in the
development of Marxism and in the history of the Habsburg Empire. In
a series of interventions during the 1890s Eduard Bernstein’s revisionism
had challenged many of the basic assumptions of orthodox Marxism,
opening up divisions in the international labor movement which have never
been fully healed. On the basis of his own observations of contemporary
society, Bernstein had concluded that the working class was not becoming
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increasingly impoverished as Marx had expected; that the revolution was
by no means inevitable; and that the German Social Democratic movement
should therefore work as a party of progressive reform within existing
political structures in order to ameliorate the working and living conditions
of the working class. In many ways this was a welcome development to
intellectuals in the party. They wanted to establish within Marxist thought
a scholarly framework of ideas capable of engaging systematically with
new intellectual developments, and this meant locating Marxism itself in
a broader European intellectual tradition, accepting that it was a product
of its time, and that its precepts needed to be revisited as circumstances
changed. But it was also a problematic development for the Austrian SDAP,
as it was for labor parties across Europe. The party, which had only recently
emerged from years of political persecution, had achieved a fragile unity
between moderates and radicals, which its leader, Victor Adler, was anxious
to preserve. The result was a compromise of a kind that was to define the
identity of Austrian social democracy: its program retained much that was
orthodox, while its political practice presented the party with a number of
practical reasons to work for reform within the existing political order.

The first was the opportunity in 1905 to work with the state for the
introduction of universal manhood sulrage, and then for Social Democrats
to enter parliament when the new legislation was applied in the election of
1907. Another was the problem of nationalism. The relationship between
the nation and the state was the most pressing political issue in Europe
during the last decades before the First World War, and nowhere more so
than in Austria-Hungary, where the pressure from nationalism threatened
to blow the state apart. In the age of the nation state the Habsburg Empire
looked increasingly like an anachronism, despite the fact that other major
powers such as Russia, the U.S., and imperial Britain and France scarcely
matched up to the ideal type. Moreover, the increasingly authoritarian racism
of many nationalists in Central and Eastern Europe was fueling pressure to
think of the nation in terms of ethnic homogeneity, an impossibility within
the existing structures of the empire. The problem here was less the need
to depart from Marxist orthodoxy, than to address an issue that had been
largely neglected by Marx and Engels. Elsewhere in Europe the national
question was postponed until the advent of socialism; in Austria the issue
was more pressing.

Karl Renner tackled the subject in early pamphlets at the turn of the
century, and challenged the assumption that the achievement of national
statehood was a necessary stage on the road to socialism.” Instead, he
had suggested the principle of “non-territorial national autonomy,” where
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national groups would organize as juridical entities independently of
the specific territory they inhabited, like members of dierent religious
confessions. This solution was—and is—a controversial one that challenges
received ideas about the indivisible authority of the nation state and the
requirement of sovereign territory for the fulfillment of national self-
determination.® Renner’s focus was on a workable constitutional and legal
framework which would resolve the conXicts generated by the nationalist
movements, and he argued that the empire should be democratically
transformed into a “Nationalititenstaat,” a concept that was anathema
to the nationalist right.” For many pragmatic and self-interested reasons
social democracy was to become one of the “centripetal” forces working to
hold the Habsburg state together during its final years, and was referred to
facetiously by its enemies as “K. K. Sozialdemokratie.”*

Otto Bauer’s major work, arguably the most sophisticated Marxist
treatment of the nationalities problem, was published in 1907, just as
universal male suMrage was introduced in Cisleithania and the Social
Democrats, the only genuinely supranational party in Austria, entered the
Reichsrat as the largest party.!! Bauer agreed with Renner, at least initially,
that the national principle should not be based on territory. He set out
to redefine what is meant by a nation debunking several existing theories,
including the racist theories of the contemporary radical right. Although he
used the term “national character” himself, he rejected ahistorical notions
of a mysterious national soul that supposedly embodied the essence of
nation and lasted endured forever. For Bauer, national character was a social
construct, determined in part by the physical evolution of a population,
and in part by the transmission and consolidation of a national culture, but
above all changing over time in response to changing circumstances.

Although Bauer’s work was a response to the specific conditions of the
Habsburg Empire and questions facing the Austrian Social Democratic
Party, it also had implications beyond that immediate context. Lenin and
Stalin were particularly critical, fearing the possibility of pressure from the
nationalities in the Russian Empire for a federalization of the Russian
Social Democratic Labor Party (RSDLP). Social Democratic support for
national self-determination was correct, but they thought that the national-
cultural autonomy for which Renner and Bauer argued would promote the
fragmentation of the party along national lines (as had undeniably happened
in the Austrian party during the early twentieth century). Lenin judged the
concept of “cultural-national autonomy” to be akin with “ideals of the
nationalist petty bourgeoisie.”™ Stalin visited Lenin in Krakow at the end
of December 1912, and then went on to Vienna in January 1913, where he
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Otto Bauer, around 1925 ©Austrian National Library

wrote most of his own work on 7he National Question and Social Democracy.
He argued that it was no business of socialists to promote nationalism and,
taking his (unacknowledged) cue from Kautsky, defined the nation in terms
of language, territory, and economy. Although he criticized Bauer’s
“psychological” definition, he also added “national character” to the list of
his own criteria for nationhood. After the Russian revolution the
nationalities problem in the USSR was addressed through the creation of
national republics and autonomous regions, which sullered from the same
problem as the successor states of interwar East Central Europe in that
they contained within them further national minorities requiring extra-
territorial national-cultural autonomy.**

Austro-Marxism and the Austrian Revolution

For Austria, of course, the First World War changed everything. The
strength of Slav nationalism prompted Bauer to part company with Renner
on the national question and advocate political independence for the
nationalities. Renner supported the idea of domestic truce (Burgfrieden)
throughout the war and published his ideas in Marxismus, Krieg und



Global Austria: Austria’s Place in Europe and the World 87

Internationale in 1917, which was badly received by those who had been
seeking to reestablish international links between the labor movements of
the belligerents. The party avoided the split experienced by the German
SPD, but it was from this point that the left dominated.

Defeat, revolution, and the collapse of the state presented Austrian
Social Democrats with new and urgent problems in a context where the
only certainty seemed to be continual change. In November 1918, Karl
Renner found himself presiding over the provisional government of a
German-Austrian rump state, and had to confront a very practical aspect
of the nationalities problem: a contested border. As he complained to his
colleagues in the council of ministers, it was impossible to govern without
even knowing where the frontiers of the state were, and with Czech
policemen entering the German-speaking towns and villages of Bohemia
and Moravia, ousting the German-speaking authorities and claiming the
territory for the newly created Nationalititenstaat of Czechoslovakia.’
The question was now no longer about the position of minorities in a
multinational empire, but about the right of Austria’s Germans to national
self-determination and union with the Reich.

The SDAP emerged as the dominant political force at the end of
the war and continued to avoid the damaging rift of the kind sulered by
organized labor in other parts of Europe. The Communist Party (KPO),
founded in November 1918, attracted little support and the Social
Democrats’ participation in the grand coalition of 1918-20 ensured the
passage of important constitutional and welfare legislation that eMectively
implemented long-standing party policies. The “incompleteness” of the
revolution, however, which ushered in radical political and constitutional
changes but left social and economic relations virtually unchanged, posed
practical and theoretical problems, not least the question of what actually
constituted democracy.’® Plans to socialize the economy through state
control of the means of production were stillborn in the face of Christian
Social and German National opposition, and there was a great deal of
communist agitation to resolve the issue by moving from parliamentary
democracy to a councils system. In the context of widespread shortages of
food and heating fuel, it was feared that this was a solution which might
attract a following.

'The decision of the party leadership to stay with “bourgeois democracy”
was emphatic.”” Russian peasants felt themselves to be proletarian, Bauer
maintained in a speech to the party congress in 1918, but Austrian peasants
considered themselves bourgeois; a councils system would have no support
in the countryside, and attempting to impose it would probably lead to
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civil war."® So the commitment to working with “bourgeois democracy” was
reinforced by an acute awareness of the possibility of a counter-revolution
from the provinces. Party leaders were also mindful of the country’s
dependence on both Western capital and the goodwill of the Entente, and
they were right to be concerned. Writing from Berne in April 1919, Lord
Acton painted lurid portraits of the leading Social Democrats in Vienna,
basing his views on memoranda from “persons who are well acquainted
with the situation in Austria and Hungary.” Bauer himself was presented as
an extremist, whose early release from Russian captivity raised suspicions
that he was “deliberately sent back to Austria on a Bolshevistic mission.”
Similarly, Julius Deutsch was depicted as “a fanatical Social Democrat,”
and the Volkswehr as numerically weak and morally unsound, its power in
Vienna a result only of its possession of the arsenal and all the ammunition
and “made up of men who wish to live in luxury without having to work,
and in consequence possesses no moral courage nor stamina.” According
to Acton, a thousand picked soldiers, preferably British, “would strike
terror into the hearts of the Volkswehr and put an end to the present
intolerable situation.”™ So, while affirming its solidarity with the “heroic
Russian Proletariat,” and condemning the white terror in Hungary (and
the Entente machinations behind it), the party congress of 1919 noted that
“German Austrian social democracy is not in a position to employ the same
methods of struggle as the Russian Soviet Republic.” Nevertheless, Bauer
complained in a letter to Karl Kautsky in January 1920 that the Christian
Social Party was sabotaging all the coalition’s work, and that the Ldinder
simply refused to obey Vienna.?! It came as something of a relief when the
party was more or less compelled to bring to an end its uneasy collaboration
with the bourgeoisie after the election of that year.

If the revolution presented the Social Democrats with unexpected
opportunities and challenges, it also presented Austro-Marxism with new
theoretical problems. Bauer wrote in 1927 that war and revolution had
“dissolved the ‘Austro-Marxist’ school.”? The new circumstances, and in
particular the messy reality of an unanticipated and unfinished revolution,
required an explanation. Bauer sought to explain the eMective stalling of
the revolution in terms of a political stalemate in which class forces were
evenly balanced, and the state ellectively a neutral agency.® Although the
working class had demonstrated its strength and had been able to make
political gains, he reasoned, its economic weakness prevented any further
progress; and even if workers were to assert themselves against the Austrian
bourgeoisie, the country’s dependence on international capital was enough to
prevent any decisive action. But, as Raimund Loew has argued, the Entente
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was not really in a position to act against the threat of Bolshevik revolution
in Central Europe, despite the intervention in Hungary: Bauer and his
colleagues had independently rejected the Bolshevik model as inappropriate
for Austria and made a positive choice in favor of parliamentary democracy,
a choice he ultimately ascribes to a “fatalistic” determinism in the Austro-
Marxist interpretation of Marxism and history, and one which was to make
resistance to fascism impossible.**

Counter-Revolution and Fascism

The emergence of fascism as a new and distinctive form of politics
prompted a range of explanations and strategies from Marxists across
Europe, from the variety of self-contradictory assessments made by Gramsci
in 1921 to the rigidities of the official Stalinist line.* The prototype Italian
movement had emerged from the gangs of thugs hired by local farmers and
businessmen to protect their interests, and similar movements had sprung
up across Central and Eastern Europe, including Austria, as part of a broader
counter-revolutionary reaction to the events of 1918.The legitimacy of the
republic and its constitution was by no means universally accepted, and
among the dispossessed elites of the collapsing monarchy and right-wing
intellectuals there was at least ambivalence and often outright hostility to
democracy. Tensions were heightened by the installation of radical “Soviet”
regimes in neighboring Hungary and Bavaria, and the expectation of a
similar radicalization in Vienna. As the old Austrian army disintegrated in
the aftermath of defeat, there was a real need for improvised self-defense
against foreign incursions, particularly along the Yugoslav border with
Styria and Carinthia, and a perceived need for defense against plunder by
the retreating soldiers making their way through Austria to homes in the
successor state. A law of 1918 permitted local armed formations to guard
against looters, which were then “formed in most places under various
names: Birgerwehr, Stadtwehr, Ortswehr, Bauernwehr, Einwohnerwehr,
Heimwehr, Volkswehr &ec. These formations comprised citizens of all
classes and opinions.” But in the conservative provinces there was also
considerable hostility to the new republic’s socialist-dominated army,
the Volkswehr, combined with a determination to resist the anticipated
depredations of the “socialist” state, which was trying to organize supplies
from a reluctant countryside to feed the starving towns and cities.”

'The memoirs of the future Heimwehr leader, Prince Ernst Riidiger von
Starhemberg, provide an insight into the way many on the right sized up the
postwar situation: Both citizens and property were at risk from marauding



90 Kirk: ‘Ideology and Politics in the State that Nobody Wanted’

gangs, which the disorganized republican state and its weak security forces
were unable or unwilling to control:

Discipline had broken down. Everyone was hungry, and the
rations officially distributed from improvised food kitchens were
all too meagre. Hence the frequent plundering of wayside farms.
There were [...] looting expeditions by townsfolk, whom hunger
and privation, the future Heimwehr leader whom hunger and
privation made susceptible to the inXuence of anarchist agitators.
'The new republic’s security police were barely organised, and were,
anyhow, too few to protect village property. To that end peasants,
farmers’ sons and agricultural labourers banded themselves
together into a local guard, called “Feld- und Flurwache” (rural

defence force).?®

Similar combat units formed throughout the Austrian provinces, the
most radical being the Frontkimpfervereinigung (Veterans Association)
in Vienna and eastern Austria. Cross-frontier links were very quickly
established to coordinate counter-revolutionary activity in what has been
called a “transnational theater of paramilitary ultra-violence” in which,
despite recruitment from the peasantry, activists often tended to constitute
“a fairly homogenous transnational milieu of predominantly middle- and
upper-class political radicals characterized by youth and war-induced
militancy” (although not all were old enough to have seen active service).?’
Vienna was the haunt of Hungarian refugees from the “Soviet” regime of
Béla Kun, and there were strong links between the Heimwehren and the
radical right in Germany, especially with the Bavarians. The Escherich
organization (Orgesch) supplied the Tyrolean and Upper Austrian units
with arms, while refugees from the Kapp putsch and the Hitler putsch
found shelter in Austria.*

The early Heimwehr was a sporadic and fragmented force for counter-
revolution, counted by its socialist counterpart, the Republican Defense
League, a formation under centralized authority created out of the workers’
guards in 1923.The Heimwehr was transformed into a mass movement with
its own ambitions for political power by the events of 1927 and the drawn-
out political crisis they unleashed: the murder of civilians by Frontkdmpfer
in the village of Schattendorf in the Burgenland in January; the acquittal
of the murderers in Vienna in July; and the subsequent riot by socialist
workers which culminated in the burning down of the Palace of Justice
and the government’s security forces opening fire on unarmed civilians.
At home the government increasingly came to see the Heimwehr as an
ally against the socialists and saw to it that its organizational structure was
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tightened up and its links with the army and the police were strengthened.
Abroad, it received support both from the Horthy regime in Hungary and,
increasingly, from Mussolini’s fascist regime in Italy.*!

The ascendancy of the Heimwehr also needs to be seen in the context of
a hardening of anti-democratic attitudes on the Austrian right during the
1920s, and particularly within the broad church of political Catholicism.*
The Christian Social Party engaged directly in democratic politics while
Catholic intellectuals promoted more authoritarian solutions, ranging from
Othmar Spann’s sustained critique of liberalism, published as Der wahre
Staat (1921) and inculcated in generations of students at Vienna University,
to the concept of “true democracy” espoused by Ignaz Seipel, the most
inKuential and powerful Austrian politician of the period.* That such voices
ultimately prevailed was, like many other ostensibly Austrian developments,
the consequence of a broader European pattern of radicalization and
susceptibility to authoritarianism in European Catholic politics.**

Pressure mounted for an authoritarian revision of the constitution,
which was partly met by the constitutional reforms of 1929, but intensified
during the economic crisis of the following years. The political conditions
and sequence of events that prepared the way for the Dollfuss dictatorship
are both well documented: the emergence of the Heimwehr as an
independent electoral force encroaching on Christian Social constituencies
in the provinces; the open espousal of fascist ideology by Heimwehr leaders
at Korneuburg, followed by the failed “Pfrimer-Putsch”in Styria in 1931; the
dismissal of parliament on a procedural pretext in 1933; and then, finally,
the armed suppression of the labor movement by government security forces
and the promulgation of a new, arguably fascist constitution a year later.*®

It would be invidious to dwell again here on whether the Dollfuss-
Schuschnigg regime per se constituted a fascist dictatorship or not, and it
is clear that the controversy around naming it has as much to do with post-
1945 political sensibilities as it does with the nature of the regime itself.
Suffice it to say that it was at least a coalition of authoritarian conservative
and fascist elements, and that it is by no means clear that all of the fascism
in the mix was accounted for by the Heimwehr.** More importantly, for the
purposes of this debate, is what the relationship of Austrofascism was to the
wider world, and what impact it had. The term “clerical fascism”is useful in
this context. It was used by contemporaries on the left and, although it has
been a contentious term, has since been used sporadically by historians.?”
'The tone was set for clerical fascisms across Europe by the papal encyclicals
Rerum novarum (1891) and Quadragesimo Anno: the first a belated coming
to terms, following years of denial during the pontificate of Pius IX with
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the realities of industrial modernity; the second a restatement forty years
on of the essential principles from the politically assertive Vatican of the
interwar years.®® Rerum novarum and the Catholic social teaching that
followed upon it was essentially a critique of capitalism and democracy
that suggested corporatist alternatives to the inevitability of class conict.
It reMected an inXuential body of conservative social thought then current
in Catholic Europe, including Austria, and its assumptions would have
underpinned the moral and political education of many of the political
leaders who established clerical dictatorships in the 1930s.

Corporatism was the political leitmotif of Austrofascism from the
slogans at Korneuburg to the pious programmatic statements of the
Stindestaat.“We reject western democratic parliamentarianism and the party
state!” Steidle had proclaimed in 1931. He went on: “We are determined
to put into its place the self-government of the Estates and a strong
leadership which develops, not from the representatives of the parties, but
from leading personalities of the large Estates. [...] We are fighting against
the subversion of our nation by the Marxist class struggle and the shaping
of the economy by liberal capitalism.” These points neatly encapsulate the
importance of corporatism to radical right-wing regimes across Europe,
whether they were expressed in the language of “Volksgemeinschaft” or of
“corporations.” They also explain the apparent contradiction of fascism’s
antipathy to both “Bolshevism” and “plutocracy” The concern was with
the baneful ellect of “class struggle” on the life of the national community,
whether institutionalized in “bourgeois” parliamentary democracy or
enshrined in workers’rights, trades unions, and social welfare. The ostensible
“anti-conservatism” of the radical right was largely hostility to “business
conservatism” (i.e. economic liberalism), and this was as prominent a part of
the outlook of Austrofascism as of comparable regimes.*

Corporatism was prominent in the ideology, propaganda, and self-
representation of the regime, but did the dictatorship of Dollfuss and
Schuschnigg actually function as a “Christian corporate state”? The formal
institutions of the state were comprehensively reformed and “estates”
replaced parliament and local councils. Opposition parties were suppressed
and the Fatherland Front was created as an organization that would
transcend sectional interest and class conict. In reality, however, these
institutions were hollow, and it is significant that the majority of legislation
passed between 1934 and 1938 was implemented by means of the same War
Economy Enabling Act that had been used to circumvent parliamentary
authority before the coup.*! Similarly, the Fatherland Front could never be
a convincing mass movement: The regime had swept to power on a surge of
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unpopularity; real political vitality was demonstrated only by the illegal Nazi
movement; and Austria’s political weather was being made increasingly in
Berlin rather than Vienna. The regime’s attempts to create a new sense of
Austrian national identity, distinct from the people’s ethnic and cultural
German identity, had only very limited success, just as attempts to fashion
a convincingly Austrian “style” in art found it difficult to escape from the
pervasiveness of modernism.*

Austrian Ideologies and the Wider World

Austro-Marxism and Austrofascism, along with their organizations
(the SDAP, the Heimwehr movement, and the Dollfuss-Schuschnigg
regime), dominated the history of the First Austrian Republic to the extent
that it became a battleground between them for political control, and the
events of 1934 fictionalized by Isherwood mark the point at which the
latter prevailed. This history and this relationship brings the two political
phenomena together, but otherwise it is difficult to compare them.

Austro-Marxism, whether one refers to the body of theoretical work or
its manifestation in the Austrian party and its associational life was an integral
part of the broader international labor movement and of the intellectual
history of Marxism. Much of its impact was felt in Austria itself, but Bauer’s
work on the nationalities problem, and perhaps even more Hilferding’s
treatise on imperialism, had far-reaching international significance, and
both went on to occupy ministerial positions (Hilferding in Germany).
Its attempt after the First World War to evolve an institutional home
in an eMort at conciliation between the Second and Third Internationals
(the proposed Arbeitsgemeinschaft sozialistischer Parteien) earned it the
sobriquet “two-and-a-half International.” Although it was an experiment
that soon petered out and the Austrians rejoined the mainstream as Social
Democratic Party, it did give Austro-Marxism a distinctive international
role and reputation.”® It was the identity of Austro-Marxism as a third
way between Stalinism and reformism that attracted attention after the
war at a time of Cold War détente and “Eurocommunism.” Collections of
documents, monographs, and scholarly articles were published in English,
French, German, and Italian, conferences were held and there were special
issues of journals.* Most of the attention was positive, but not entirely
uncritical either in Austria itself or abroad.®

Austrofascism, on the other hand, has been the ideology that dare not
speak its name, and to that extent it has frequently (but not always) been
used as an approximate cover term for a number of disparate phenomena,
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and as a result the controversies around its definition show no signs of
abating. This is of course part of a more general problem with the definition
of fascism, which veers between rigid “objective” typologies and subjective
mentalities. However it is applied, whether to “Heimwehr fascism,” the
“corporate state,” or the diuse ideology uniting the two, it cannot be said
to have had the same kind of impact either within or beyond Austria.
The dictatorship itself achieved little that was positive or enduring, and
has often seemed an interlude characterized by a loss of initiative on the
part of Austria’s ruling class that culminated in the Nazi takeover. While
it was very much part of broader political developments in interwar
Europe, it was subordinate to more powerful external inXuences rather
than a generator of inXuential original thinking or action. Its gestation was
assisted by material support and ideological inKuence from outside, above
all Italy and Hungary, but also the Vatican, and in that respect it was not
dissimilar to fascist movements and authoritarian regimes in other small
European states of the interwar years. There was little specific interest in
this particular Austrian experiment from the outside world, except for a
Murry of interest from Catholic intellectuals—not least in Ireland, where
parliamentary government continued, but the ideology of corporatism was
not without resonance.* The “martyrdom” of Dollfuss at the hands of Nazi
assassins has ensured a certain kind of sympathetic treatment abroad, but
there was for a long time very little critical or scholarly literature outside
Austria. Similarly, the demise of Austria’s independence at the hands of the
Nazis has prompted many to see the foregoing dictatorship as the lesser
evil.*’ If there has been a revival of interest more recently in Austrofascism
it has come only in Austria itself for the most part, and much later than for
Austro-Marxism, not least because it was a taboo subject for many years.*

It is worth returning in conclusion to an earlier point. Isherwood’s
novella notwithstanding, attention was delected away from Austria for
much of the First Republic, and on the whole only the crises and con)icts
were reported abroad. This has distorted our understanding of interwar
Austria, both in the democratic period and under the dictatorship. The
First Republic was a positive and progressive stage in Austria’s political and
cultural development, and although its potential was thwarted, its history
deserves fuller attention.
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The Austrian School of Economics
and its Global Impact

Hansjoerg Klausinger

In the twentieth century economic science has witnessed—in a truly
Kuhnian manner—a series of scientific revolutions and correspondingly the
ascent and decline of various paradigms. Heroes were proclaimed and as time
went by exposed as villains. The era after World War II that once seemed
certain to be remembered as “The Age of Keynes” turned, with the advent
of stagilation and the specter of zero growth, into an “Age of Schumpeter,”
and with the eventual breakdown of the centrally planned economies into
an “Age of Hayek™—leaving the present audience in speculation how the
future post-crisis era will be called. In any case, two of the patrons of these
ages were economists of Austrian origin, indicating the importance of the
Austrian contribution to current economic thought, the topic to which the
tollowing shall turn.

Being an Austrian Economist

When speaking about the Austrian contribution to Western culture
and civilization, it has been usual not to take too narrow a view by relying
on the location of birth or on citizenship, but to count as “Austrians” those
whose major works were produced or shaped by their specific experiences
in Austria. In this vein, the species of being an “Austrian economist” will
be broadly defined, too. Furthermore, taking account of the advantage of
a longer-term perspective in judging the merit and inKuence of the work
of individual economists, we will concentrate on the impact of the “old”
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Austrian economists, most of them now defunct. Thus, at the danger of
committing grave injustice towards the presently living and to those of the
second half of the twentieth century this survey will focus on the cohort
of Austrian economists born at the turn of the century and many of them
living up almost to its end.

All this being said, it will come as no surprise that the main object of
the following investigation will be the Austrian economics community of
the interwar period, in the ambit of the Austrian School of Economics, and
its contributions in shaping the evolving mainstream view of economics in
the twentieth century.

To begin with we have to introduce the Austrian School and its
representatives.! The school had been founded by Carl Menger (1840-
1921) and its teachings spread by his two most famous disciples, Friedrich
Wieser (1851-1926) and Eugen Bohm-Bawerk (1851-1914). The distinct
characteristics of the Austrian School consisted in its subjectivist explanation
of value, derived from the individuals’ imputation of utility to quantities of
goods, its view of the economy as guided via markets and prices by consumer
sovereignty, and the foundation of capital theory on the time structure of
production. In the interwar period the school was represented by its third
and fourth generation. Among the older ones, Ludwig Mises (1881-1973)
stood out as the leader. He extended the Austrian approach to a monetary
economy, pointing to the intimate relation between money, inKation and
crisis;® notably, over the years the type of liberalism that he advocated
became ever more radical. Of the younger generation the most well-known
today, due to Nobel Prize fame, is Friedrich August Hayek (1899-1992),
besides his less glamorous colleagues, Gottfried Haberler (1900-1995)
and Fritz Machlup (1902-1983), who also started their careers as eminent
economists from interwar Vienna.

At some distance from the above-mentioned core members of the
Austrian School, Vienna was also the home of economists who regarded
themselves (and were regarded in turn) outside the school, although some
were closely affiliated, personally and institutionally, to it. Preeminent
among these, and of the same generation like Mises, was Joseph Schumpeter
(1883-1950). Of the younger, the most important was Oskar Morgenstern
(1902-1977), who despite his close ties to the core Austrians, having
succeeded Hayek as the director of the Austrian Institute for Business Cycle
Research, increasingly tried to dilerentiate his scientific position from that
of the followers of Mises. In this regard, he associated himself with the
positivist philosophers of the Schlick Kreis and, still more importantly, with
the mathematicians that participated in the famous Menger Ko/loguium.
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This loose group, led by Karl Menger (1902-1985), the son of the school’s
founder, which included also Abraham Wald (1902-1950) and, as a regular
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guest, the Hungarian John (Janos) von Neumann (1903-1957), proved
pivotal in developing a new formalized approach to economic theory, which
paved the way for the rise of general equilibrium theory and the theory of
games.

To complete the picture, mention shall also be made of strands of
thought within the Austrian economics community of the interwar period
distinct from and opposed to the Austrian School. These ranged from
Austro-Marxism, with its well-known representatives Otto Bauer and Karl
Renner, over adherents to romanticism and Catholic Social Teaching that
advocated the ideal of a “corporate state,” to the universalism of Othmar
Spann, the most radical critic of liberalism, socialism and democracy. None
of them left permanent marks on the mainstream of economic thought and
therefore they will be neglected in the following. Yet, besides, we should not
forget that among the younger students at the University of Vienna and
also among Morgenstern’s collaborators at the Institute there were some
that should make a name as profound economists or historians, like Josef
Steindl, Kurt Rothschild and Alexander Gerschenkron.

Lookingat the biographies of nearly all the eminent Austrian economists
just mentioned, a striking common feature is their emigration during the
1930s so that the careers pursued and the successes accomplished by them
belonged to an Austrian economics community in exile.? Specifically, Mises
left Vienna in 1934 for Geneva, then immigrated to the United States in
1940. Hayek wrote his major works in Great Britain, as professor at the
London School of Economics, 1931-1950, and then as a member of the
University of Chicago. Machlup immigrated to the United States in 1935
and taught first at the University of BuNalo and later on at the renowned
Princeton University. Haberler was in Geneva working for the League of
Nations before he became professor at Harvard University 1936, where
he remained for the rest of his life. Schumpeter had already left Vienna
for Bonn in 1925, after his debacles both in Austrian politics and in
the Vienna banking business, and in 1932 accepted the invitation to an
economics chair from Harvard. Morgenstern persisted in his activities as
the Institute’s director and as a policy advisor to the Austrian government
until he abandoned his eMorts and accepted a visiting professorship of an
American university shortly before the Anschluss. Karl Menger had left
Austria in 1937 for the University of Notre Dame, whereas Wald, a stateless,
Romanian-born Jew, escaped from Austria just at the last moment, and
continued his work as a statistician at Columbia University. Thus, in some
way, the immigration of these Austrian economists to Great Britain and the
United States preceded (and certainly contributed to) the transformation of
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economics into a science dominated by the Anglo-Saxon countries, and in
this sense emigration proved conducive to the global impact of the Austrian
School.

Yet although we shall see that in the longer term the Austrian
economists made a vital dilerence to the future evolution of economics,
in the short term the Austrian School did not survive emigration, at least
not as a homogeneous body of thought. Although the core members of the
school remained true to their Austrian beliefs, some of them amalgamated
their teachings with what was to become the neoclassical mainstream. In
contrast, Mises proved uncompromising and assembled a small number of
disciples, which for some time—before the neo-Austrian renaissance in the
United States—experienced the dire existence of a kind of sect dispersed in
the fringes of the mainstream. The members of the Austrian School were
also all but purged from the academic scene in Austria after the Anschluss,
and after the war it never recovered from the loss of intellectual capital
drained away by emigration.*

The Controversies of the 1930s

In the 1930s and beyond, the fate of the Austrian School was
determined by its involvement in a series of controversies, in all of which—
as it appeared to contemporary observers—it was on the losing side, its
old-fashioned opinions and prejudices being swept away by the progress of
modern economics.’ This section will focus on these controversies—on the
nature of capital, on money and the cycle, and on economic calculation—
before the next will show how the Austrian approach returned with a
vengeance as a critique of the postwar mainstream.

'The most arcane of these controversies centered on the nature of capital
and the specifically Austrian approach derived from Bohm-Bawerk.® Put
shortly, the dispute was on whether the capital structure of an economy,
that is, the ensemble of capital goods in relation to the output produced,
is to be represented by the time it takes to transform, say, the services
of labor into a consumption good, or by a stock of capital in relation to
output, where both can be reduced to a homogeneous fund, a sum of
purchasing power. The insight inherent in the Austrian view is that even
in a stationary setting, when the economic process is just replicating itself
over time, inputs into the productive process must precede outputs in time,
and therefore the maintenance of capital cannot be taken for granted. In
eMect, at any point of time a portion of output has to be spared to replace
worn-out capital goods and thereby safeguard future production. Capital
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consumption, capital equipment shrinking due to excessive consumption,
might thus arise from ill-guided actions of the economic subjects (or from
economic policy). The Austrians accused their opponents, in contrast, to
treat the capital stock as if it were permanent of itself.” However, in the
whole debate the main deficiency of both approaches escaped the attention
of the participants, namely the difficult and in some sense indeed insoluble
problem to consistently reduce the diversity of the existing ensemble of
capital goods to a single number, be it interpreted as a time period or as a
fund. Presently, the narrow limits under which such a valid aggregation of
capital can be performed are well-known, although often disregarded in the
practice of research.®

The controversy on money and the cause of business cycles and
crises was more of a sensation as it was topical—in the face of the Great
Depression of the 1930s—as well as personalized as a clash between Hayek
and the British economist John Maynard Keynes.” Drawing on Mises’
business cycle theory, Hayek propagated the thesis of inXation as the origin
of crisis and depression. Accordingly, the excessive creation of money and
credit is responsible for generating an unsustainable capital structure of
the economy in the upswing (“overinvestment” or “malinvestment”) that
must be scrapped in the crisis. Capital consumption and a lack of saving
characterize the crisis and the depression, so that the crucial problem
does not lie in a deficiency of purchasing power but in its distribution
being incompatible with the capital structure created in the boom. The
Keynesian diagnosis was much simpler: Depressions and unemployment
are associated with a deficiency of eMective demand in relation to the
productive capacity corresponding to full employment. Typically, such
eMective demand failures indicate “underconsumption” or “oversaving,” or
put dierently too low a level of investment activity (possibly due to a lack
of “animal spirits” among entrepreneurs or to an excessive preference for
holding wealth in liquid form). So, evidently, the conNicting approaches
proposed contradictory diagnoses for the depression—-“overconsumption”
versus “underconsumption”—and also diametrically opposed therapies:
Hayek advocated austerity and monetary restriction, whereas the Keynesian
solution favored expansionist policies on all accounts. At the onset of the
Great Depression both approaches were considered as on an equal footing,
yet the experience of delation and the stubborn rejection by Hayek and
his followers of any anti-deMationist policies made the Austrian soon a
minority position, with little support by public and educated opinion.

The most fundamental of the three controversies dealt with the issue
of socialist economic calculation and thereby with the comparison of the
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economic systems of capitalism and socialism.’® Mises first formulated the
question—How is economic calculation, and thus the rational disposition
over resources, possible in a socialist commonwealth, without money,
markets and prices>—and answered it in the negative."! He argued that
the lack of information and incentives that in a market system money
prices do provide makes economic calculation impossible. The defenders
of socialism and a planned economy countered Mises’ impossibility thesis
by pointing out that the most highly developed theoretical system for
the explanation of the market economy—Walrasian general equilibrium
theory”>—demonstrated the formal similarity of capitalism and socialism.
The state of general equilibrium, taken to be descriptive of a market
economy, is determined by the solution of a system of equations, each one
representing the balance between demand and supply in the market for
a specific good or productive service. Then, given these equations (and
the data of the individual consumers and producers from which demand
and supply derive), the central planner could just find and implement this
solution and thus overcome the problem of calculation (this has been called
the “mathematical solution” to the calculation problem). Although such a
solution was not considered feasible in these times, this might change in
the future due to the advances in mathematics (and what was to become
computer sciences), and anyway the argument established that rational
disposition in socialism was not a logically contradictory notion. Another
counter-argument was proposed by adherents to “market socialism.”
Accordingly, state-owned firms only need to be instructed to mimic the
behavior of profit-maximizing producers, when confronted with prices
set by a central planning board, and then by a process of trial and error—
not dissimilar to that of “tatonnement” that Walras had imagined to be
elective in a market economy—would arrive at a consistent (that is, general
equilibrium) solution. Again, to most contributors to the controversy it
was obvious, and in any case heavily emphasized by Hayek and others in
supporting Mises, that the market as well as the mathematical solution were
impracticable on several accounts.” However, the standard interpretation
of the outcome of this debate, for many decades to come, was that from a
theoretical point of view Mises’ conjecture had been successfully refuted.

'Thus, from the perspective of the postwar mainstream of economic
theory, it appeared that the Austrian School in all these three controversies
had sullered defeat. Consequently, it is small wonder that the reputation of
the Austrian School, or of what still remained of it, reached a historical low
in these times.
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The Postwar Mainstream and the Austrian Critique

The postwar mainstream rested on two pillars, Keynesian (macro-)
economics and neoclassical theory within a general equilibrium framework,
linked by what became known as the “neoclassical synthesis.”* Accordingly,
the main fault of the capitalist system was seen in its proneness to wide-
spread unemployment due to eMective demand failures that could be dealt
with by Keynesian remedies. Yet, as soon as full employment was thereby
restored, the validity of neoclassical theory could be trusted again. With
the monetarist counter-revolution of the 1970s, the quest for monetary
stability replaced Keynesian policies as the required supplement to
neoclassical theory, yet the general equilibrium framework remained largely
unquestioned and was applied to an ever widening range of problems. As
will be seen, in particular with regard to the idea of general equilibrium,
Austrian economists contributed both to its evolution and to powerful
strands of criticism.

The first important Austrian contribution refers to the formalization
of general equilibrium theorizing that originated from Karl Menger’s
Mathematisches Kolloguium.® Up to then, a familiar simplification’
represented the model of general equilibrium by demand and supply
equations (making demand and supply depend on an array of prices) and
by the requirement of market clearing that for the goods produced and the
services used in production demand must equal supply. Given the “data”
of the economy, that is, the properties of demand and supply functions
resulting from tastes and technology as well as the endowment of services,
the problem was to ascertain a solution of this system of equations. Earlier
authors (and some still up to the 1950s) contented themselves with counting
equations and unknowns (equilibrium prices and quantities). Yet, such a
procedure was, of course, deficient: It did not work for non-linear equations,
it did not even suffice for linear equations to guarantee reasonable solutions
(that is, non-negative prices and quantities), and it could not take account
of free goods (with zero prices) where demand and supply need not match.
It was at the initiative of Menger (and the Hungarian-born banker Karl
Schlesinger) that the problem of “proving the existence” of a meaningful
solution to such a system was discussed among the mathematicians of
the Menger Kolloguium, preeminently by Wald and von Neumann.'” The
preliminary results arrived at this occasion, although for some time beyond
the grasp of most economic theorists, paved the way for modern general
equilibrium theory in two regards: first, it marked the application of “higher
mathematics”—going beyond simple calculus—to economics. Second, and
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most importantly, it was the beginning of the age of “formalization” in
economics—one of the very first instances of an economic question treated
as a problem of mathematics or logic, that is, of deriving conclusions from
a set of axioms.” It is noteworthy that the participants of the Menger
Kolloguium included von Neumann, who in the late 1920s had worked on
the axiomatization of quantum mechanics, and Morgenstern, who in the
1930s—inspired by his participation in the Vienna circle of philosophers—
had urged to introduce this type of “exact thinking” into economics.

The same protagonists, von Neumann and Morgenstern, opened up yet
another novel avenue of research in analyzing social settings by the means
of game theory.” The analogy derives from the practice of parlor games, like
chess, where reasonable players will act strategically, that is, take into account
their adversaries’reaction to their own choices and so on. Another aspect of
game theory is that it can take account of cooperation among players, giving
rise to the forming of coalitions and bargaining among (groups of) players.
Indeed, Morgenstern emphasized game theory as a theoretical instrument
to analyze the role of power in economics, and in social organization in
general, an issue totally absent from standard general equilibrium theory.
(Von Neumann in the 1950s was affiliated with the Manhattan Project
and the RAND Corporation and used game theory for the analysis of
strategies for the most frightening of power games, namely that of nuclear
war.) Anyway, in this early view game theory constituted a strong challenge
to the mainstream for its capacity to model an economy that departed from
the conditions of perfect markets and tranquil competition characteristic
of neoclassical theory. Yet, this was not how things eventually developed:
Instead of such models of cooperative behavior, it was non-cooperative
game theory, spurred by the pivotal work of John Nash, that attracted most
of the specialists in the field and—after its renaissance in the 1970s—
became a common and indispensable method in the economists’ box of
tools. In fact, in some fields the approaches of general equilibrium and non-
cooperative game theory, with the concept of Nash equilibrium, appear as
almost interchangeable, as alternative formulations of the same problem
leading to the same results. Thus, what in the minds of its inventors had
started as a powerful challenge to orthodoxy has become, and is nowadays
conceived of as, a complement to it and thereby an important strand of the
mainstream.

These were the contributions, and criticisms, of the Austrian
“mathematical economists.” Yet, the debate on the proper domain and role
of equilibrium analysis had been early on the agenda, although expressed
in non-mathematical form. A well-known productive criticism of this
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kind is at the core of the work of Schumpeter, who both admired and
at the same time was out to destroy the Walrasian paradigm. His work
is all about the contrast between the static and dynamic approach, each
conceived in a specific way.?’ Statics refers to an economy of given, known
and constant, external conditions such as tastes and technology, so that in
such a tranquil environment it will eventually approach a state of rest—the
type of equilibrium envisioned by Walras (and later on the object of formal
general equilibrium analysis). This diers crucially from dynamics. Here
these external conditions are not only subject to change, but this change
is an endogenous characteristic of, it is built into, the economic system of
capitalism. In a capitalist economy it is dynamic entrepreneurs who, by trial
and error, are constantly putting forward innovations, e.g. new goods or
new methods to produce goods, which in a process of “creative destruction”
replace the products of traditional (“static”) producers. In this view
entrepreneurship and innovation prove to be the crucial driving forces of
economic progress. Whereas the static economy only exhibits “adjustment”
(towards equilibrium), the distinguishing feature of the dynamic
economy is “development,” the unceasing destruction of old equilibrium
relationships for the sake of progress. Therefore, according to Schumpeter,
the fatal deficiency of the methods of static analysis, and in particular of the
equilibrium method, is that the vitally important phenomena of dynamics
are not amenable to it. General equilibrium theory, although a major
intellectual achievement, will thus not provide the key to the explanation of
the actual processes exhibited by a capitalist economy.

Equally important in our review of the Austrian critique are Hayek’s
second thoughts on the equilibrium method. This was a crucial issue since
the Austrians’ apparent defeat in the calculation debate had derived from
the similarity of the capitalist and the socialist solution of the economic
problem when analyzed within an equilibrium framework: For, with the
data of the problem given, the general equilibrium solution to which the
market economy was supposed to tend could as well be executed by a
central plan. Yet, in a famous article of 1937 Hayek challenged this view by
questioning the “givenness” of the data: given to whom?*! The key dierence
between the problem depicted by general equilibrium and the “real world”
is that actually neither in a market economy nor in any conceivable planned
economy is the wealth of economy-wide information given, that is, known
to any single person. Indeed, much of this knowledge is dispersed among
the economic agents: consumers are aware of their tastes, producers know
or have an incentive to find out the best ways for producing their goods.
The virtue of the market economy does not consist in its grinding out a
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state of general equilibrium. Rather, the “marvel” of the price system lies
in bringing about coordination between disparate plans in a world of
dispersed knowledge—prices signaling scarcities throughout the system
without the need for consumers and producers to have full information
on the system’s data. Accordingly, the main accomplishment of markets
and the price system is the capacity for adapting to new conditions, yet
with parsimonious requirements for information processing at the level
of the individual. Focusing on adaptation also means that the system’s
responses to changes, the market processes of adjustment, are considered
more important than the eventual (“fictitious”) end state of this process,
the resting point of equilibrium. Furthermore, the actual process of
competition goes beyond merely passive adjustment to external changes, it
rather provides the incentives for discovery—in this sense the knowledge of
technology is not even “given” to the individual producer, but must be found
out as part of the process.

In the end, Hayek’s novel approach highlighting the coordination
problem in a world of dispersed knowledge pointed to a fundamental
weakness both of the general equilibrium framework and the defense
of socialism associated with it: In order to be able to solve the general
equilibrium system the economist as the model builder must assume to have
full knowledge of all the data, a knowledge that cannot be imputed to the
individual agents the decisions of whom the system is intended to describe.
In the same vein, a socialist central planner—deprived of the use of a price
system—will never be able to avail oneself of the information needed for
solving the calculation problem. Although starting from a totally dierent
angle, Hayek ends up at a critique of equilibrium theorizing in some
aspects similar to that of Schumpeter, namely that for all its logical rigor it
leaves out phenomena that are crucially important in understanding—and
evaluating—the working of a capitalist market system.

Finally, the Austrians played also a part in the demise of Keynesian
economics. Although swamped by the Keynesian revolution, the Austrians,
in particular Hayek and Mises, always stood firmly by their old convictions.*
Their objections to Keynesian economics were twofold, theoretical and
political. The theoretical criticism concerned the lack of subjectivist
(“microeconomic”) foundations, as the Keynesian system is largely based
on relations between aggregates (like the volume of production, national
income, or the price level). What was lacking was an explanation of the
behavior of the individuals who in sum constitute these aggregates. This
preoccupation with aggregates led to the neglect of structural changes
within these aggregates (e.g. “overinvestment”), which according to the
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Austrians made up for the true causes of cyclical Kuctuations. Politically,
Keynes and still more so his followers were thought guilty of being soft on
inKation, if not even advocating inXation for the sake of full employment.
This kind of inKationism was regarded a grave danger to the viability of
the market economy because of its dysfunctional social eMects and its
being the ultimate cause of depression and unemployment. Admittedly,
in the theoretical discourse among economists the inKuence of the
Austrian criticism was at best minor, as the slow demise of Keynesianism
resulted primarily from the success of the monetarist counter-revolution
led by Milton Friedman.” Indeed, Hayek was almost as much opposed
to monetarism as to Keynesianism, since the monetarist theses were alike
based on mechanistic relationships between economic aggregates. Yet, in
the realm of politics Hayek joined forces with Friedman, with whom he
shared many of the ideals of classical liberalism, and he became well-known
as one of the most outspoken defenders of the monetarist agenda embraced

by the policies of Thatcher and Reagan.®
The Austrian Heritage and the Neoliberal Agenda

Looked at from the position of the twenty-first century, what will be the
Austrian heritage to be preserved alive in a future mainstream of economic
thought? In this regard, there are two aspects to be distinguished: the
Austrian critique of the postwar mainstream of the neoclassical synthesis
and its advocacy of the so-called neoliberal agenda.? These two have been,
of course, interlinked.

The relationship between the postwar mainstream and neoliberalism
is double-edged. On the one hand, general equilibrium theory, in its
formalized version, depicted the reference norm of a fully coordinated
market economy; it may be interpreted as a response to the criticism that the
decentralization implicit in a market order must lead to chaos (“the anarchy
of the market”). Moreover, it demonstrated that under idealized (static)
conditions the general equilibrium solution will be efficient in a welfare
sense, a property to be thus attributed to the market economy in general.
On the other hand, the approach lent itself easily to the introduction of
all sorts of market failures, ranging from externalities, public goods and
asymmetric information to Keynesian unemployment, all of which call
for policy interventions into the market process. Whereas leftish critics
regarded the postwar mainstream as an apology of the market, disguised
in the clothing of formal language, the Austrian critique as sketched above
stressed the insufficient attention paid to the dynamic features of a market
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economy. According to them, the general equilibrium approach missed
crucial aspects of the working of the market economy and thus provided a
measuring rod that was vitally Mawed.

In order to see how theoretical critique and political advocacy became
intertwined, we shall shortly examine a few examples of this neoliberal
“twist” of the Austrian critique.

Let’s start with Hayek’s idea of the market process and coordination
in a setting of dispersed knowledge. Eschewing the rigid assumptions of
general equilibrium modeling, Hayek turns to problems that appear more
relevant and to a description of the economy by market processes more
realistic than that of the equilibrium framework. Consequently, he bases his
judgment on the market economy not on the achievement (or not) of static
criteria of efficiency, but on the system’s capacity for self-correction and for
providing incentives to discover novel solutions to evolving scarcities. It is
also from this perspective that Hayek argues against state intervention and
regulations that inhibit the working of the market process. Schumpeter is
a slightly dilerent case. His theory of economic development emphasizes
the necessity of innovation and entrepreneurship as a prerequisite for
economic growth and progress and thereby for the survival of the capitalist
system itself. However, he was aware of the irrational motives lying behind
entrepreneurial action as well as of the danger of speculative excesses and
ill-guided ventures. Those who have proclaimed, in the final quarter of the
twentieth century, the “Age of Schumpeter” drew from this the conclusion
that to create the required room for entrepreneurship and creative
destruction, the prevalent obstacles and hindrances to a truly “free market
system” had to be cleared away.

Moreover, with regard to Hayek and Schumpeter, a look beyond their
writings in pure economics to those on social philosophy or sociology
proves enlightening. Both have been the authors of very successful, yet in
their conclusions diametrically opposed, treatises on the fate of capitalism:
The Road to Serfdom and Capitalism, Socialism, and Democmcy.26 In 7be
Road to Serfdom, Hayek comes close to putting forward an inevitability
thesis, according to which any attempt to implement socialism or a planned
economy, if consistently pursued, must end up in totalitarianism. Thus,
Hayek’s case for a society modeled on the features of classical liberalism,
and in consequence for a pure market economy without epithets (in contrast
to the “social market economy” of German origin), is more deeply rooted
than just in the economic benefits it may generate. Rather, it follows from
the primacy attached to the value of liberty and the serious perils thought
imminent from any deviation from the right path of a hundred-percent
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liberalism. Schumpeter, in contrast, combined his admiration for the times
of classical capitalism, as in nineteenth-century Britain, with a deeply-
seated pessimism on the outlook for the survival of capitalism—with the
erosion of the social background necessary to stabilize and protect the
entrepreneurial class the “march into socialism” appeared to him nothing
but inevitable. Latter-day Schumpeterians have thus put Schumpeter on
his head, transforming his dystopia of the coming of socialism into a utopia
of restoring capitalism.

From a methodological point of view it must be noted that in advocating
the superior dynamic properties of market processes or of entrepreneurship,
both Hayek and Schumpeter step outside the modeling strategies of
mainstream economics. Yet, outside the strictures of equilibrium theorizing
it is impossible to establish a logical proof for the coordination-enhancing
nature of market processes, an alleged “tendency towards equilibrium,” or
the net benefits of “creative destruction.” As is so often the case, there is
simply a trade-olX in analysis between “realism” and “logical stringency.”
Indeed, Hayek justifies his beliefs neither by the logics of model-building
nor by the empirics of statistical investigations, but by recourse to historical
experience, namely the observed resilience of market systems to adverse
shocks. This may justify the heretical remark that even when accepting
all the Austrian criticisms and sharing their skepticism of both general
equilibrium theorizing and the practices of socialism, it is not compelling
to unreservedly endorse their policy conclusions. So even if it seems
difficult, the scientific accomplishments of the Austrian economists may be
appreciated and treated separately from their political agenda.

Turning eventually to the sphere of politics, the agitation of Austrian
economists has certainly contributed to the so-called neoliberal turn in
economic policy: monetary stability, low inKation and budgetary discipline
as the goals of macroeconomic management, deregulation, the easing
of restrictions of all kinds, especially in the labor market, the rollback
of corporatism and social policy, and the Washington consensus as the
guideline in international relations—all these appear to be taken just out
of an Austrian economist’s policy blueprint. Indeed, at the turn of the
millennium it seemed as if a new era of never-ending capitalist prosperity
had been entered, market optimism dominated and ever more regulations
were discarded as obstacles to the free sway of the market. Unfortunately,
shortly after macroeconomists had coined the term the “Great Moderation”
for the absence of cyclical disturbances in the past two decades,” the current
financial and economic crisis intervened. Thereby, at least in the lay public,
if not among economists and financial analysts, the belief in the irreversible
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triumph of capitalism, coming close to an end of history, appears to have
been shaken.

Concluding Observations

Hayek once remarked that “a school has its greatest success when it
ceases as such to exist because its leading ideals have become a part of
the general dominant teaching.”® Now has this happened to the Austrian
teachings, and is there thus still a justification for the existence of a distinct
Austrian school?

'This question is difficult to answer due to the awkward state of present-
day economic science. The consensus underlying the postwar neoclassical
synthesis has been partly destroyed, not least due to the power of the
Austrian critique. Accordingly, although the core of it has not drastically
changed, there is now a much greater variety of approaches accepted
within the current mainstream of economics. There are “consensus models”
in specific fields of economic research, and it might even appear that the
mainstream has been split up into many diverse currents of research that
exist to some extent independently of each other. The already noted variety
of approaches that make up the body of game theory may be mentioned
as an example. Some historians of economic thought have gone so far as
to distinguish between “mainstream” and “orthodoxy”/“heterodoxy” such
that there is an “edge of economics” where some heterodox ideas become
accepted and appreciated by the economics community (or, more precisely,
its elite).”” In this confusing state of alairs, many insights deriving from
the contributions of Austrian economists have been incorporated (some
in a form such that their Austrian origin is no longer easily recognizable)
into specific fields of current research, for example into the economics of
information and mechanism design. Yet, it would be an exaggeration to
maintain that the Austrian critique of equilibrium theorizing had been
tully accepted, still less that the adherence to equilibrium models had been
discarded as a result. In this sense, although in many particular instances
theses of Austrian origin have now become part of educated opinion within
the economics community, economists are far away (and some would
believe, for good reasons) from claiming that “We are all Austrians now.”°
For the Austrian true-believers, in particular for the hard core of radical
libertarians, there is thus still good reason for labeling themselves members
of a distinct (neo-)Austrian school.
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Vienna: The Eventful History
of a Financial Center

Andreas Resch and Dieter Stiefel

The last century and a half has been a time of radical change for Austria
with marked disruptions in the political, economic, and social development
of the nation. Vienna as a financial hub also experienced dramatic changes
on several occasions. Phases of economic disintegration and integration,
of crises and rapid growth, have alternated many times. In the nineteenth
century, Vienna was a financial center for Central, Eastern, and South-
Eastern Europe, and it is again today. Within this period, however, lies an
eventful story.

The last Decades of the Habsburg Empire

'The history of the development of Vienna as a financial center goes back
to the eighteenth century.! In 1771, the Vienna Stock Exchange was the first
to be founded in Central Europe.? It was created after those in Antwerp,
London, and Paris, but a quarter of a century before Berlin.? Initially, the
Stock Exchange served the exclusive purpose of trading in government
securities. From the 1830s onwards, trading in railroads in particular was
added. After 1848, a wave of liberal reforms ensued in neo-absolutist Austria
that expanded and enlarged the scope of economic developments.* After
the loss to Prussia in the 1866 war, the Austro-Hungarian compromise
(“Ausgleich”), the bringing into force of the constitution of 1867, and, on an
international level, the end of the American Civil War and the contribution
payments by France after the Franco-Prussian War of 1870-71 constituted
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Great Hall of the Vienna Stock Exchange in 1877 ©Austrian National Library

the background for the “Grinderzeif” until 1873. In Vienna, the 1873
World Exposition gave further impulses. In this context, the number of
stocks listed on the Stock Exchange increased from eight (1848) to thirty-
nine (1867), and finally up to 378 (1873). For a time, the Vienna Stock
Exchange thus became the largest speculative market in Europe. There were
peaks of 90,000 transactions a day, and the number of persons authorized
to access the Stock Exchange increased from 870 in 1855 to 2,941 in 1873.
In 1816, the Privilegierte Oesterreichische National-Bank was founded,
practically the state’s banker, which also regulated the discount and lombard
business (Escompte- und Lombardgeschift), and created a department for
agricultural credits from 1855 onwards. The Osterreichische Nationalbank
had quickly succeeded, after the paper money inKation during the
Napoleonic Wars, in reestablishing a credible silver standard.” After the
Austro-Hungarian compromise, from 1867 onwards it became the Austro-
Hungarian Bank (Oesterreichisch-ungarische Bank) and until then had
eighteen branches. In the decades up to World War I, the governments of
both states of the Dual Monarchy implemented a very solid financial policy.
As a consequence, the transition to the gold standard could ensue in 1892.
From 1900 onwards, the Krone (crown) succeeded the Gulden (guilder)
as the new currency. As a consequence, Austria-Hungary went from the
“periphery to the centre” of Europe, with regard to its currency system.®
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The first half of the nineteenth century was still the epoch of private
bankers. In 1847, ninety-two private banks existed in Vienna, including
well-known names such as Rothschild or Geymiiller. Their business
consisted mainly in government bonds and credit to the aristocracy. Only in
a few cases did they participate in financing industry and the beginnings of
railroad construction.” This banking structure did not, however, correspond
at all to the requirements of incipient industrialization. Above all, the
construction of railways needed capital to a hitherto unknown extent. This
need was met by issuing shares which in Austria were often oversubscribed
several times. However, the speculative nature of this was obvious, and
when railway companies encountered their first problems, the shares were
sold o again. Private banks were not willing or financially capable to
apply supporting measures. Therefore, the state had to intervene until it
ultimately became the majority shareholder and continued the construction
of railways by itself. However, in 1854, owing to a budget crisis due to the
Crimean War, the railways had to be privatized again. The requisite of an
efficient banking system was thus on the table.

In the middle of the century, universal banks based on shares brought
about decisive innovation in the financial sector.In 1855, the k.k. privilegierte
Osterreichische Credit-Anstalt fiir Handel und Gewerbe, modeled on
the French Crédit Mobilier (1853), was founded at the state’s initiative.
It had the economic task to promote industry and the construction of
railways. Its share capital of 100 million guilders was larger than that of the
Nationalbank or of the French Crédit Mobilier, and, on the occasion of the
toundation, was oversubscribed tenfold. The emergence of large-scale joint-
stock banks marked the end of private bankers. They either receded into
niches or understood the trends of the time and became major shareholders
in the new banking system, as the House Rothschild did. In 1853, the
Niederosterreichische Escompte-Gesellschaft, which mainly granted
loans to the middle classes, was founded; in 1863, the k.k. privilegierte
allgemeine Bodencredit-Anstalt and the Anglo-Osterreichische Bank;
in 1864 the kk. Pfandleihgesellschaft (later called Verkehrsbank); and
in 1880 the Linderbank.® In many foundations, foreign capital was also
involved, particularly in the case of the Anglo-Osterreichische Bank and
the Linderbank (France).

'The Griinderzeit, which achieved Austria’s industrial breakthrough, was
a very speculative phase that ended with the 1873 crisis. A concomitant
phenomenon was a series of foundations of banks, many of which did not
survive the crisis. The number of banks in the Austrian half of the empire

decreased from 141 to forty-two between the years 1873 and 1885. The
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collapse of the Stock Exchange had extremely varied repercussions. Among
the stocks there were numerous cases of total loss; industrial shares on
average lost forty-nine percent of their value between March and October
1873, shares in construction companies lost seventy-four percent, and bank
shares fifty-eight percent.” Fixed-interest securities fared better; government
bonds lost only four percent of their value. The number of shares listed on
the Stock Exchange decreased only by seventy percent to 114.

As a reaction to the 1873 crisis, Austrian banking policy became
considerably more conservative. Many investors experienced substantial
losses, which resulted in a fundamentally anti-capitalist attitude in the
following years. In the 1880s, trade law became more restrictive and cost
disadvantages for large-scale enterprises were stipulated. After the large tax
reform of 1896, joint-stock companies were also disadvantaged compared
to individual enterprises, and their foundation remained hindered. In the
1890s, a severe form of additional taxation was introduced for sales made
on the Stock Exchange.

Whilst the number of joint-stock companies in the Netherlands
increased between 1886 and 1912 from 653 to 3,566, and in Italy from 583
to 1,215, in Austria there was only an increase from 380 to 557. As a result,
Austria lagged far behind Europe’s development. Stock exchanges and
joint-stock companies could only develop mildly and the market of capital
shifted toward government bonds. Unlike the stagnating stock market, the
face value of government bonds in Austria increased between 1873 and
1893 from 345 million to 2.45 billion crowns, and the value of Hungarian
bonds increased within the same period from 986 to 4,380 million crowns,
of which more than sixty percent were in the hands of Austrian investors.
The restriction of the Austrian capital market after the 1873 crisis resulted
in the Mux of large means toward Hungary, whose government pursued an
ambitious policy of modernization and industrialization.'

Not only did large-scale banks increase in importance during the
nineteenth century, but also the sector of savings banks and credit
cooperatives for the simple financial needs of trade, peasants, workers, and
employees. The aforementioned banks and cooperatives managed to invest
small savings to produce an interest, and they became important providers
of mortgage loans. In 1819, the Erste Oesterreichische Sparkasse was the
first savings bank to be founded in Vienna, after which a dynamic growth
began in all crown lands. The number of savings banks in the Austrian half
of the empire increased to 273 by the 1870s, and to 627 by the first decade
of the twentieth century. This sector was not concentrated in Vienna and
was almost untouched by the 1873 crisis. The value of the assets of savings



Global Austria: Austria’s Place in Europe and the World 121

banks increased from 3 million guilders of Austrian currency in the 1820s
(6 million crowns) to 5.14 billion crowns after 1900. In addition to the
savings banks, by 1912 there existed more than 10,000 credit corporations
which administered deposits amounting to around 25 million crowns.™

A characteristic of Viennese banks was the foundation of industrial
companies. The lucrative construction business was the result of the
transformation of an enterprise into a joint-stock company; either as a
consequence of failure, in which case loans were transformed into assets, or
as a result of success, in which case the growing size of an enterprise shed
favorable light onto the new corporate form. In either case, the bank issued
the shares and retained a substantial portion in its own portfolio. As a result
of this development, universal banks had before World War I extensive
industrial companies with branches in all regions of the monarchy. The
largest of them alone, the Creditanstalt, had before World War I about 130
industrial holdings. Of the assets of the Viennese bank, eleven percent were
invested in elective ownership and shares in syndicates.'? The share capital
of Viennese banks increased over the course of this development from
1883 until 1912 from 183.5 million guilders (367 million crowns) to 881.5
million crowns. As a result, a tight personal network between banks and
industry emerged. At that time, this company network was called “finance
capitalism,”in which the industry was dominated by the banks. More recent
studies, however, interpret this rather as networks of interdependencies.”

Apart from in Vienna, by 1914 only a few banks of supraregional
importance had emerged in Austria, above all the Banca Commerciale
Triestina and the Nivnostenskd Banka in Prague. In the Hungarian half of
the monarchy, the Budapest banking system experienced dynamic growth,
oftenin conjunction with the Viennese banks. The biggest institution became
the Hungarian General Creditbank (Magyar Altalinos Hitelbank), which
had strong links with the Wiener Creditanstalt and the House Rothschild.™
Despite the emergence of institutions in other parts of the empire, Viennese
banks assumed a leading position within the Danube region. The equity of
all Austrian banks amounted to 1.35 billion crowns before World War I, of
which around two-thirds belonged to Viennese institutions.” The Viennese
banks reinforced their strong position by opening numerous branches. In
1896, the ten largest Viennese banks had thirty-four branches, increasing
by 1913 to 127 branches, twenty-five of which are in the territory of
today’s Austria. However, the center was in Cisleithania; in Hungary there
were three branches, eight abroad, and basically no branches at all in the
Balkans. Viennese banks had not penetrated the whole economic area of
the monarchy; rather, they had focused on those regions which were the
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most developed in industrial terms. The centers were the Bohemian and
Alpine industrial areas.

The Decline in the Interwar Years

From the point of view of banks, World War I was a disturbing factor
for business. On the one hand, the relationships with the important
Western European financial markets were interrupted, in particular to
France and Great Britain. A banking system is by definition internationally
oriented, and political constraints caused difficulties. On the other hand,
the importance of banks decreased as a consequence of war finance. A
significant new business activity was the eight war bonds issued in the
Austro-Hungarian Monarchy. The greatest challenge, however, came from
the peace treaties of 1919, which decreed the dissolution of the Habsburg
Monarchy. The former capital of the empire, Vienna, declined from the
center of a country with over 50 million inhabitants to the capital of the
Austrian Republic with less than 7 million.

After the war, the survival of the population could be guaranteed only
by state-subsidized imports of food. This contrasted with the decline of
the production of goods and lower tax revenues as a result of the war. The
solution was in increasing foreign debt and a boosted issuing of banknotes,
which resulted in a considerable increase in the amount of money. This
circumstance, along with the hesitant attitude of Austrian politics with
regard to the economic and political reorientation of the country, led by
1922 to hyperinKation, which was worsened by a speculative wave in the
Stock Exchange.'® By then the external value of the Austrian crown had
sunk to less than a fourteen-thousandth of its value before the war. The
incompetence of Austrian financial policy did not end until October 1922,
thanks to the League of Nations. The League organized an internationally
guaranteed bond of 650 million gold crowns (Goldkronen) and appointed
a League of Nations commissioner in Vienna, who was in charge of the
Austrian budget until 1928. This created the foundation for a stabilization
of the Austrian currency and monetary policy. In 1922, the Austrian
National Bank (Oesterreichische Nationalbank) was created, and in 1925
the Schilling was introduced as a new currency with an exchange rate of
10,000 paper crowns to a new monetary unit. Afterward, the Austrian
currency became one of the most stable of the interwar years, and was also
called the “Alpine dollar” (“Alpendollar”).’

For the banks—and for a few striking individuals—the period of
inKation was the occasion for vast currency and stock speculation. Betting
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on the sinking or increasing of dierent currencies could be a source of
considerable gain, and the equity capital of the enterprises had to be adapted
time and again to the decreased value of money by means of a renewed
issuing of shares. However, speculation went far beyond this, in that joint-
stock companies were created exclusively for the purpose of speculation. As
a consequence of the stabilization of the currency in 1922, this money veil
disappeared. An equity bull market followed between January 1923 and
March 1924, and in Vienna shares were issued with a face value of around
6.5 billion crowns. Following this, speculation turned in 1924 to vast
dealings in futures betting on the decline of the French franc. This tactic
failed, a serious banking crisis ensued, and the Vienna Stock Exchange
descended to fundamental insignificance.

'The consequences for Austrian banks were catastrophic. Whilst between
1919 and 1923 their number had nearly doubled, increasing from 180 to
358, it then decreased to 192 by 1927."* As a consequence of the banking
crisis from 1924 onwards, many failed banks were closed and there were
a number of mergers and acquisitions. This kept the number of weakened
large banks small, but also led to a long-term weakness. Banks were now
sullering from a double problem of costs: On one hand, they had lost the
major part of their capital as a consequence of the development of inKation
and had to refinance themselves expensively on Western capital markets; on
the other hand, the increase in the number of employees during the period
of inKation caused considerable expenses. Before the war, the ten largest
Viennese banks had 5,500 employees; by 1923 this number increased to
16,000." HyperinXation had also caused the savings bank sector to lose its
tunds, and savings activity remained at lower levels in the following years,
which is why only small amounts of capital could be raised from this side.*

In the 1920s, the equity capital of Viennese universal banks had
shrunk to about one-fifth of its value before the war; the balance sheet
totals still amounted to around forty percent. Viennese banks reacted with
an internationalization and resorted to foreign capital, which was also
supposed to guarantee their independence from Austrian politics. In the
case of the ten largest Viennese banks, the foreign stake of share capital
increased from ten percent in 1913 to thirty percent in 1923. Two banks,
the Anglobank and the Linderbank, became wholly foreign-owned. In
addition, there were (mostly short-term) loans from abroad. The short-term
foreign liabilities of the Viennese large banks, which in 1924 still amounted
to 240 million Austrian schillings, increased to 1 billion schillings by 1931.
As a result, the Viennese banks in the 1920s were fully aware of having
become international banks based in Vienna. The international orientation
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also corresponded to the business activity of the Viennese banks. As a
consequence of the Peace Treaty of Saint-Germain and the nationalist
legislation in the succession states, banks had to renounce or restructure their
positions in these countries. Of the 143 branches the ten largest Viennese
banks could boast in 1918, only nine survived by 1924. And yet, all large
financial transactions ultimately went through Vienna. Western capital
was often unwilling to invest directly in the succession states and preferred
the mediation of Viennese banks, which had long been an integral part of
the international financial system. Thus Viennese banks again developed
their industrial financing in Central, Eastern, and South-Eastern Europe.?
However, since their conditions were not competitive for first-class clients,
they tended to become “lemon pickers,” mainly having to accept clients
with low credit worthiness.

As a consequence of this decreased credit worthiness, foreign funds
could be obtained only at a high cost. Both the interest rates for foreign
loans and those for the refinancing of the Austrian National Bank (bank
rates) amounted to about ten percent. Because of the increase in their own
expenses, banks had to add an interest margin of eight to nine percent,
which is why they could not grant under eighteen percent even to their best
customers, and even under these conditions the oer was limited.?* The
consequence of the structural weakening of the efficiency of the Viennese
credit sector was that enterprises that did not directly belong to the banking
groups could only resort to a very short and expensive supply of capital. This
should certainly be regarded as one of the factors that ensured that the total
economic gross investment quota in Austria in the interwar years mostly
remained at a level of less than ten percent of GDP.**

On account of all these unresolved structural problems, the world
economic crisis of the 1930s hit the Austrian banking sector particularly
hard. In 1929, the Bodenkreditanstalt, which had taken over several banks
in trouble, faced financial ruin. As a result of enormous political pressure, it
was taken over by the Creditanstalt. As a consequence of this merger, the
industrial group of the Creditanstalt increased by about half. But these were
only the first signs of the actual banking crisis that would follow in 1931.

In 1931, the Creditanstalt could no longer by itself produce a balance
sheet in conformity with the law. Now, under these conditions, even the
largest universal bank in Austria threatened to fall victim to the world
economic crisis, which would have vast consequences not only for the
financial markets, but also for Austrian industry. Since—as a result
of equity infusion in the 1920s—forty percent of the bank belonged to
foreign stakeholders and had vast foreign liabilities, elorts were quickly
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undertaken, at national and international level, to rescue the bank. In May
1931, after its troubles became known, there was a run on the bank that the
Creditanstalt could survive only thanks to state guarantees and considerable
new indebtedness entered into with the Nationalbank. As a consequence of
capital Might, the central bank’s portfolio of bills increased remarkably and
the currency reserves decreased dangerously.”

'The elects of the first rescue operation put into force by the government
did not last long. The Creditanstalt became a plaything of national and
international politics. It was the first major bank to be in trouble during
the world economic crisis, and the foreign creditors were consequently
inKexible with regard to their receivables. They were certain of Britain’s and
France’s political support and of their inKuence on the League of Nations
and the Bank of England. This situation prompted the Austrian government
to accept a general liability for the debts of the Creditanstalt, which was,
however, a mere illusion, given the financial troubles of the state. As soon as
the banking crisis extended to the foreign creditors’ countries and it became
clear that the crisis of the Creditanstalt was not an isolated phenomenon,
they also found themselves having to grant considerable concessions. The
reorganization of the Creditanstalt, which lasted until 1936, occurred at a
substantial loss for both the foreign creditors and the Austrian state. The
loss amounted to over 1 billion Austrian schillings and was sustained by
the state and the foreign creditors. As a result, the financial Kexibility of the
state was severely limited for the following years. In January 1933, the share
capital of the Creditanstalt was devalued to 1 million schillings and new
capital amounting to 142 million schillings was added. Fifty-one percent of
it came from the Austrian state, which also took on the bank’s debts to the
Nationalbank.? The bank was thus practically nationalized.

In 1934, the reorganization process of the Viennese banking sector
came to a conclusion. The Wiener Bankverein, which survived the 1920s
with comparatively little damage, and the banking activities of the
Niederosterreichische Escomptegesellschaft (NEG) were merged with the
Creditanstalt into the Osterreichische Creditanstalt-Wiener Bankverein. As
a holding company for the industrial interests of NEG, the Osterreichische
Industriekredit AG was created. The number of Austrian major banks had
thus decreased from eight in 1919 to just one, with the exception of the
Linderbank, which was French-owned.?” Another Austrian middle-sized
bank, Mercurbank, had to close its counters temporarily during the crisis in
1931 of its German parent bank, Danatbank, but was able to survive thanks
to a bridge loan from the Nationalbank. After the merger with Danatbank,
Dresdner Bank had at its disposal ninety-five percent of the share capital
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of Mercurbank.?® At the same time, as a result of both capital Might and
loss, foreign loans to Austrian banks had almost completely ceased and
the foreign deposits and stakes of the Creditanstalt had been used in order
to pay foreign debts. It is therefore possible to speak of an “Austrification”
of the Austrian banking system. The international position of Vienna as a
financial hub was almost completely lost.

“Anschluss,” National Socialism and World War Il

As a consequence of the annexation, the “Anschluss,” of Austria
to the German Reich in 1938, the situation of Austrian banks changed
abruptly. The number of joint-stock banks (Aktienbanken) and mortgage
banks (Hypothekenbanken) remained almost unchanged, that of savings
banks (Sparkassen) and Raiffeisenkassen decreased by ten percent, that of
cooperative banks (Volksbanken) by two-thirds, and that of private bankers
by six-sevenths. As early as 1938-39, this was linked to a change in the
management in the Austrian economy. In the case of the six leading
banks and the fourteen major insurance companies, about two-thirds of
the directors and members of the supervisory boards were replaced. The
annexation of Austria to Nazi Germany in 1938 led to the extensive
destruction of the Austrian private banking sector.”” Of the 140 private
banks existing at the beginning of 1938, about 100 were “Jewish-owned.”
Eight of these were “Aryanized,” all others were liquidated. Even sixteen
firms of “non-Jews” were liquidated. The Wiener Giro- und Cassenverein
served as “acting director” for seventy-eight “Jewish” banks.”® Racist or
political cleansing immediately began in the banks; by early 1939, all Jewish
employees had been removed. Many of them died in the Holocaust.

After the “Anschluss,” the Vienna Stock Exchange played only a minor
role. On 12 March 1938 it was first closed, then reopened in October of
the same year after the appointment of an “acting director.” Individuals who
were considered “Jews” according to Nazi legislation had no access to the
Stock Exchange from 11 July 1938 onwards. In August 1939, the German
regulations concerning the Stock Exchange entered into force, in 1943 a
trading halt was ordered, and on 4 April 1945 a renewed closure followed.*

'The German stake of the shares of Austrian banks increased from eight
to eighty-three percent between 1938 and 1944.% Since the Dresdner
Bank had reached a dominant position within the Viennese Mercurbank as
early as the 1930s, it exploited this position in order to play a decisive role
in the Nazi reorganization of the Austrian banking system. Mercurbank
took over the Austrian branch of the Linderbank as well as the Viennese
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branches of Zivnostenska banka, Societa Italiana di Credito Commerciale,
and Allgemeine Wechselstuben-AG Hermes and became the second-
largest regional bank in the southeast of the German Reich.** The largest
bank in the Reich, Deutsche Bank, had to content itself with participation
in Creditanstalt-Bankverein (CA-BV), the industrial company of which
was incorporated into the VIAG. By 1942, Deutsche Bank developed its
participation in the CA-BV into a majority stake.**'This became an essential
vehicle of financial control in Central and South-Eastern Europe.®

The “Anschluss” and the military expansion of the German Reich
clearly appeared to olMer attractive opportunities from an economic
point of view. “Iraders follow the Mag,” said Eduard Hilgard, head of
the insurance sector (Reichsgruppenleiter Versicherung) and board member
of the Allianz Versicherung. After the loss of importance of Vienna as a
financial hub, German capital nourished the hope of regaining a leading
position in Eastern and South-Eastern Europe. Vienna hoped to become
the “Hamburg of the east.” It was perfectly in keeping with the intentions
of their current German parent companies that the Viennese banks should
take over their ancestral markets again. This plan failed with a considerable
loss, because the hope of the Viennese banks to reobtain their old position
in the southeast by force was a gamble on the victory of Nazi Germany.

The Reconstruction Period after 1945

The social, political, and economic situation in Austria in 1945 is
no longer imaginable today: human losses as a consequence of the war,
persecution, destruction, division of the country into four occupation zones,
the presence of 1 million displaced persons, about 500,000 Austrian war
prisoners, the requirements of political cleansing by means of denazification,
and insufficient energy supply. But the worst consequence was famine,
since agricultural production had dramatically plummeted. In addition, as
a result of the separation from Germany and later from Eastern Europe by
the Iron Curtain, the country was economically isolated. As a consequence,
Vienna was disadvantaged because of its peripheral position on the eastern
border.** However, there were considerable diXerences compared to 1918.
Now people expressed their commitment to the Republic of Austria and
attempted to reconstruct the country under these difficult circumstances. In
addition, Austria could quickly acquire statehood, unlike Germany. Whilst
the government in Vienna in 1945 was initially recognized only by the
Soviet occupying power, after parliamentary elections in November it was
recognized, from early 1946 onwards, by all the occupying powers.
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'The reconstruction concerned in the first place the monetary system.
On 3 July 1945 the Oesterreichische Nationalbank could resume its work.
At this time, its only assets were its fictional receivables to the Deutsche
Reichsbank. Then the Allies restituted a part of the gold stock which had
been transferred to Berlin in 1938. From 1948 onwards, the funds of the
Marshall Plan played a crucial role in the foreign exchange reserve. In
1945, an extensive exchange control was introduced. Afterwards, Austria
became a member of the new international organizations such as the IMF
and gradually fulfilled the liberalization obligations involved, although
with numerous restrictions.”” Between 1949 and 1953, the complicated
system of dilerent foreign exchange rates was gradually overcome.® In
1950, Austria joined the European Payments Union, which prepared the
European countries for the Bretton Woods monetary system, and in 1959
the Austrian schilling was declared convertible for foreigners.*

Throughoutthis period, the specter of inKation posed anincreasing threat.
Between 1938 and 1945 the volume of cash in circulation had increased from
1.2 to 8 billion reichsmark. On 5 July 1945 banks were reopened and, with
the law limiting access to deposits on counters (Schaltergesetz), sixty percent
of deposits were blocked. As early as 30 November 1945, the schilling was
reintroduced. One hundred and fifty reichsmark per person were exchanged
at a 1:1 rate; the rest was transferred into blocked accounts. But by 1947 the
volume of banknotes in circulation doubled. With the Currency Protection
Act of 9 December 1947, new banknotes were printed, certain deposits were
deleted without replacement, and others were transformed into receivables
toward the federal treasury. By means of an exchange operation, the volume
of cash was considerably reduced: The banknotes of the year 1945 were
recovered and the new schilling banknotes were introduced with a 3:1 ratio.
An amount of only 150 schillings per person was exchanged at a 1:1 ratio.
In order to keep the further inNationary pressure under control, employers
and employees stipulated from 1947 to 1952 five wage and price-fixing
agreements which marked the beginning of the Austrian social partnership.
Nonetheless, prices and wages increased by 140 percent during this period,
the monetary volume increased from 7.4 to 17.3 billion schillings, and the
volume of loans from 2.1 to 11.2 billion shillings. It was not until 1952 that
a stabilization of currency could be achieved, as a result of the government’s
tough austerity program and of the central bank’s restrictive use of monetary
policy instruments.®” In 1955—the year of the Austrian State Treaty—a
new law concerning the Nationalbank was issued, which aXorded a special
guarantee for the independence of bank loans from the state. Furthermore,
the new areas of open market policy and minimum reserve policy were
added to the instruments of the central bank.
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At the Vienna Stock Exchange, securities transactions were officially
reopened on 15 November 1948, although the market was impaired not least
by unexplained legal framework conditions. Until well into the 1950s, the
capital market was, as a consequence of the destruction of savings, unable to
absorb issues. As a result, in connection with the Currency Protection Act
of 1947, a two-percent federal bond came on the market, for the adoption
of which, given the lack of private demand, a banking syndicate had be to
created. The energy loan in 1953 achieved only mild sales among the public.
Because of the lack of national long-term capital deposits, investment funds
in the postwar period were raised by means of ERP counterpart funds, public
and private funds, and to a lesser extent by means of credit institutions.
How small the national potential for investments and how high the value of
the Marshall Plan was for investment activities appear clearly from the fact
that in the years 1948 and 1949 the “dollar side” alone of the Marshall Plan
roughly corresponded to the entire Austrian gross investment.*

Also, from the point of view of banks, the situation in 1945 was
initially wholly unclear. The ownership conditions were not clear for
many customers; about 7,000 enterprises, therefore, had to be put under
public administration. Real estate had sulered much, and the value of
receivables concerning Austrian enterprises had yet to be calculated. Stakes
and assets in Eastern Europe were cancelled, and receivables concerning
the German Reich and German enterprises were completely uncertain.
Under normal circumstances, Austrian banks in 1945 would have filed for
bankruptcy. Therefore, the nationalization in 1946 of the three major banks
(Creditanstalt-Bankverein, Linderbank, Hypotheken- und Creditinstitut)
was ultimately a relief. Because the banking business was at any rate subject
to strict government conditions, the granting of loans was, in turn, subject
to public control and the central bank gave banks renewed liquidity.

'The consequence of nationalization in Austria was not the emergence
of public enterprises. Rather, the private form of organization (mostly
stock corporations, “Aktiengesellschaff”, abbr. “AG”) continued to exist;
the state had simply become a shareholder. It was important that the
ministry of finance had the function of owner of the banks, whereas in
the case of nationalized industry this was exerted by a special ministry of
nationalization. At any rate, in this case, too, the principal of proportional
representation was followed, so that the Creditanstalt was assigned to the
People’s Party and the Linderbank to the Socialist Party. As a result of
the property regulation resulting from the 1955 State Treaty and the 1958
Property Agreement, banks could make up the balance again according to
the rules. They drew up a reconstruction balance sheet for the period 1945
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to 1954, which became the basis for the schilling opening balance sheet.*?

From that moment onwards it is possible to speak of a normal business
activity in the context of Austrian economic tradition.

The new Austrian banking system reconstructed after 1945 had a few
special characteristics. Nationalized banks had extensive industrial groups
at their disposal, and in the Austrian “market economy” the banking
system and large-scale industry were administered by the state. Also, the
reconstruction period was marked by a tight regulation of the loan system,
which partly had repercussions until the 1980s. The creation and granting
of new loans was regulated by the Law on Loan Regulation of 3 July
1945 and the Loan Control Agreement of 1951. In addition, the federal
government introduced a committee in charge of exerting an inXuence,
by means of planned loan regulation, on the development of the Austrian
economy.* In cooperation with the Oesterreichische Nationalbank, limits
were fixed with regard to capital imports, the granting of loans, and so-
called “Habenzinsabkommen” (agreement on deposit interest rates).

Development since the 1950s:
Nationalbank and Stock Exchange

In the 1960s, Vienna as a financial hub continued to develop mainly in
connection with the Austrian domestic market, within the framework of the
Bretton Woods monetary order.** After the collapse of the Bretton Woods
monetary system in the early 1970s, Austrian monetary policy oriented
itself in accordance with a European currency basket at first, and from 1976
onwards an extensive link with the German mark followed.* Since the
1980s, the Oesterreichische Nationalbank (OeNB) had already completed
the gradual opening of the Austrian financial hub and reacted with a
Kexibilization of the interest and open market policy.* At the beginning
of the 1990s, the movement of capital was definitively liberalized.”
Afterwards, the Austrian financial system was fully integrated into the
European structure, with the adoption of the EU directive in the context
of its access to the EU and the EEA in 1994-95.% On a national level,
the Capital Market Adaptation Act of 1993 represented the essential step,
which was followed by numerous other acts and amendments. The further
development of the surveillance system led, after many intermediate stages,
to the creation, on 1 April 2004, of a separate financial market authority as
an independent public-law institution with its own legal personality.* In
order to ensure a level playing field on an international scale, special levies
for banks, duties on stock-exchange transactions and a whole series of other
taxes were abolished.*
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In 1998, the Austrian National Bank Act was adapted to the requisites
of the European System of Central Banks.”® On 1 January 1999—at
the beginning of the third stage of the Economic and Monetary Union
(EMU)—the euro was introduced as the common currency in Austria
and eleven other member states of the European Union. The conversion
took place at an exchange rate of one euro to 13.7603 Austrian schillings.
'The monetary policy tasks of the OeNB have thus been transferred to the
European Central Bank (ECB). Decisions concerning these matters are
taken by the Executive Board of the ECB. As a result, the OeNB is an
integral part of the European System of Central Banks (ESCB), consisting
of the ECB and the national central banks.”

After the creation by the mid-1950s of regular framework conditions
for the capital market and the gradual recovery of savings activity, the stock
exchange trade was also diXerentiated. In 1957, the foreign exchange trade
was resumed, and in 1960 continuous trading for industrial shares began,
although initially with only three stocks.”® The stock exchange continued
to suller from a low supply, especially in the case of shares relating to the
nationalization of Austrian large-size enterprises. From 1957 onwards,
the attempt was made to enhance the stock market to a certain extent by
means of so-called “Volksaktien” (people’s shares). These were non-voting
stakes in nationalized enterprises or in enterprises that had been acquired
after 1955 from former “German property.”* Forty percent of the capital
of the Austrian Lianderbank and of the Creditanstalt-Bankverein were in
this form oNered to Austrian citizens for purchase and the issue was several
times oversubscribed.”

The marginal significance of the Vienna Stock Exchange appears
clearly from that fact that between 1953 and 1963 only stocks with a
volume of 33.7 billion schillings and shares with a volume of 2.3 billion
schillings were placed.”® An obstacle derived from legal provisions put the
equity market at a disadvantage compared to other forms of finance. From
the early 1950s, tax incentives for both the self-financing of enterprises
and the purchase of fixed-income securities came into force, although the
double taxation of shares remain untouched. As a result, there was, until the
1980s, a distortion of the capital market in favor of government issues and
of the banking sector and to the disadvantage of the stock exchange trading.
In 1981, 547 stock corporations were active in Austria, of which the Vienna
stock list reported on sixty.”’

The legal basis of the Vienna stock exchange was renewed in 1989
and harmonized with the EU directives in 1993. In the mid-1980s, the

stock trade experienced a considerable upward trend for the first time
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in decades. Generally speaking, the securities trade was characterized by
a development which was not least ascribable to new products such as
Eurobonds, etc. Bonds lost their attractiveness compared to equity papers
as a consequence of the introduction of the tax on interest earnings.*® The
international interest was also drawn to Vienna again, as a consequence of
which a significant increase in revenues began in 1985-86.The privatization
of nationalized enterprises, the introduction of an auction procedure for the
issue of federal bonds, and the abolition of the governmental obligation to
authorize issues promoted the development of the capital market.”” With
the creation of the OTOB (the Austrian futures and options market) in the
Vienna Stock Exchange in 1991 the futures market was reintroduced. In
1997, the Wiener Bérsekammer founded the Wiener Bérse AG and merged
it, together with the OTOB, into a company that was also called Wiener
Borse AG.% Thus, a new, profit-orientated service company was created. In
1989, the first computer-supported trading system was launched, and in
1999 the Wiener Borse AG entered into a partnership with the Deutsche
Borse AG. As a result, it became part of an extended international network
of exchanges, which helped to increase liquidity and the demand of foreign
investors.®!

Compared to the modest volumes which prevailed until the 1970s, the
Stock Exchange experienced a significant upswing from the mid-1980s
onwards, especially the stock market. Annual revenues increased from
0.16 billion euros in 1984 to 31.23 billion euros in 1998. In 2002, revenues
decreased to 12.73 billion euros as a consequence of the “New Economy
Crisis.” In 2003, an unprecedented growth began, which reached its peak
in 2007 with an annual revenue of 157.88 billion euros. In 2008, revenues
decreased again to around 53 billion as a consequence of the international
financial and banking crisis, and increased again in 2009 to 78 billion.
'The capitalization of the traded shares of domestic enterprises increased
from 2.06 billion euros at the close of 1984 to 46.27 billion euros in 2003,
reaching its peak in 2007 with 156.33 billion euros. This amounted to an
increase of over 250 percent compared to 2003. By 2007, capitalization
plummeted by two-thirds to 58.14 billion euros, as a consequence of heavy
losses and individual delistings.®

International comparisons show that the small Vienna Stock Exchange
displayed from 2003 to 2007 a very dynamic development of quotations
and capitalization, but was hit particularly hard by the crisis from 2008
onwards. Whilst capitalization in Vienna increased from the equivalent
of 25 billion U.S. dollars in 2001 to 236 billion in 2008—that is, by 840
percent—capitalization in Frankfurt and Zurich increased only by 100
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percent and in New York by forty-two percent. After quotations and stock
exchange capitalization in Vienna by 2007 had increased strongly above
average thanks to an extensive inKow of both domestic and foreign capital, a
disproportionately severe loss marked the year 2008. In 2008, capitalization
plummeted in Vienna by two-thirds, as mentioned above, whereas at the
Swiss Exchange it decreased only by thirty percent, in Frankfurt and New
York by forty percent.®®

The strategic policy of the Vienna Stock Exchange consisted, from
the 1990s onward, in positioning itself as a regional exchange for Austria
and South-Eastern Europe.® To this purpose the technical infrastructure
was modernized and many strategic partnerships were entered into with
numerous exchanges in the region, but also on a global level. In the new
millennium the Wiener Bérse AG acquired, together with other capital
market enterprises, majority stakes in the stock exchanges of Budapest,
Ljubljana, and Prague. Since 2009, the four enterprises have signed up
collectively under the umbrella brand CEE Stock Exchange Group.®
Together with other exchanges in the region, they oler special indexes,
organize collective road shows, and represent traded securities together on
a global level. They attempt to establish themselves, despite the global trend
toward large stock exchange mergers (e.g. NYSE Euronext in 2007), as a
regional player with a specific competence for the respective market areas.

Banks and Financial Institutions

'The development of the Austrian banking system from the late 1940s
onward can be divided into four stages:®

—the recreation of institutional framework conditions until the 1950s

—a stage of growth of the loan market within the context of regulated
international monetary structures in the 1960s

—a stage of strategically motivated competition until the mid-1980s

—and the internationalization and privatization from the 1980s
onward.

The Austrian loan system was divided into dilerent sectors until
the 1970s: joint-stock banks (Aktienbanken) and bankers, savings banks
(Sparkassen), Austrian state mortgage banks (Landeshypothekenbanken),
Raiffeisenbanken, Volksbanken, Bausparkassen, and other banks. The
liquidity transfer took place mainly within the sectors; peaks are covered
between the major banks, central institutions, and the post savings bank
(Postsparkasse).” The first task was to overcome the consequences of the
war. The considerable loss in revenues and assets logically led to lower
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savings activity. Sight deposits recovered and reached a normal level as
early as 1953. Also, the banks’ share in the balance sheet total of the loan
system in 1953 (forty-seven percent) was higher than before the war.®® As a
consequence of the recovery of the long-term business from the mid-1950s
onwards, retail banking experienced a lasting upswing, which benefited the
savings banks (Sparkassen), mortgage banks (Hypothekenbanken), and later
also Raiffeisen banks. Savings activity now recovered and savings banks and
credit cooperatives increased their market shares. This marked the recovery
from the consequences of the war. For the first time, many Austrians were
born in income groups with a higher demand for banking services.*

'The second phase, roughly corresponding to the 1960s, was marked
by diering growth rates of the customer groups. This was the beginning
of what can be called the democratization of the loan system and the
transition to bread-and-butter transactions (“Massengeschift” in German).
Especially private households now resorted to banking services. From this
period onward, enterprises no longer paid wages and salaries in cash, thus
forcing gainfully employed persons to open bank accounts. Banks promoted
this development by keeping salary accounts free of charge. The first to
profit from this were savings banks and credit cooperatives, since their
customers traditionally came from this segment of the population. Until
the early 1970s, therefore, there was virtually no competition, but simply an
expansion of the banking services for the existing customer base.

Once a general availability of banking services had been achieved
within the whole territory, competition intensified in the 1970s. All banks
began to enter the customer area relating to competition. The benchmark
of success was above all the growth of balance sheet totals, whereas
profitability became less important. Banks now also dedicated themselves
to bread-and-butter transactions, and savings banks and cooperatives dealt
with industrial financing. As a result, the trend toward universal banks was
visible in all financial institutions, and this was promoted by the legislation.
In the case of cooperatives, their central institutions in particular developed
into large-size banks.

During the course of intensified competition, many new branches
were created and new products were ollered. The total number of major
institutions and subsidiary branches increased from 3,261 in 1970 to 5,143
in 1982.7 Branches also acted as collection points for capital, since after
experiencing two instances of inKation Austrian savers had become averse
to risk. Households do not invest their financial reserves over a long period
or in risk capital. Whilst savings were mainly invested for a short period,
loans were granted mostly for a long period and the loan system has thus
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also to compensate the period. The financial sector thus carried the risk
of the long-term commitment which savers were not ready to take on
themselves.

The importance of the pension and stock market remained low, as a
consequence of which the capital market became dependent on the money
market. The capital market had become an inter-banking market, the
financial sector interposed itself between supply and demand as mediator
and grew between 1950 and 1980 six times more than the GNP. This was a
direct consequence of the risk-free mass savings in lieu of capital raising by
means of securities, which also had repercussions on the banks’ own assets.
In the 1950s, the equity capital was still low as a consequence of the war,
but it increased thanks to the Bank Reconstruction Act of 1955, which
admitted a new evaluation. In the 1950s and 1960s, deposits and loans
grew twice as fast as the GNP; the equity capitalization could not keep up
with it and in 1980 was virtually at the same level as in 1953. The stage of
intensified competition, in which the industrial groups of major banks also
became a heavy burden, led to a dramatic deterioration of both profitability
and capital structure. The equity quota of the total Austrian banking system
plummeted from 5.5 percent in 1960 to 2.5 percent in 1985. As a result,
banks entered the period of concentration and internationalization from
the second half of the 1980s in a much weaker condition with regard to
capital structure and profitability. Nevertheless, the share of equity capital
has been increasing since then, also as a reaction to Basel II from the end
of the 1990s onwards.

In 1979, the trend toward the universal bank was completed also on a
juridical level by means of the Loan System Act.” The strong state inKuence
on the financial sector continued. This concerned not only the state-owned
quotas of major banks but also the strong position of the local authorities
due to their large demand on the capital market. The above-mentioned
inKuence was visible above all in the state’s promotion of savings and with
regard to loans. In 1975, fourteen percent of all loans were subsidized
by public sector bodies in the form of interest subsidies or cancellation
subsidies. This concerned especially long-term loans for the construction
of residential buildings, the promotion of exports and investments. In 1988
the proportion of subsidized loans to domestic economic enterprises and
private individuals appears to have been already 41.6 percent.

From the 1980s onward, it is possible to speak of a saturation of
the Austrian financial market; both balance sheet growth and economic
growth decreased, and the banks, with their high supply of services and
their large stall, were faced with problems of profitability. Following once
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again the principles of the social partnership, attempts were made to solve
this also by means of agreements. In 1979, an end was put to the practice,
which had been customary for decades, of regulating investments and
loan conditions together within the framework of a “Habenzinsabkommen”
(agreement on deposit interest rates). Until then, the Austrian banking
sector was an oligopoly market, a “protected sector” and a heavily regulated
economic sector. In 1985, another step was taken with regard to the tense
economic situation, yet again in the Austrian tradition with cooperative
agreements, the so-called Regulatory Agreements (“Ordnungspolitische
Vereinbarungen”). Such agreements provided for the setting of minimum
rates for interests on loans, maximum rates for interests on deposits, and
the abolition of aggressive advertising methods.” It was not until accession
to the European Union in 1995 that it became clear, at a high cost, that
even informal agreements could cause sharp reactions from Brussels. As
a consequence of EU integration, the Regulatory Agreements were no
longer sustainable. The EU competition commissioner’s condemnation of
the Vienna Lombard Club in 2002 as a cartel of banks can be regarded as a
reaction to this tradition. Commissioner Mario Monti called the Lombard
Club “one of the most shocking cartels in the history of the EU.””

From the 1990s onwards, fundamental changes took place in the banking
system. Legal provisions experienced a thorough “Europeanization.” In
1993 a new Banking System Law replaced the old Loan System Law.
'The new law provided for, inter alia, risk-weighted assets. In the following
years many amendments were undertaken, also in order to implement EU
directives.” Furthermore, the Basel II provisions introduced changes with
regard both to the relations between banks and their customers and to
capital market behavior. The abolition of the anonymity of securities and
savings accounts was fiercely debated in Austria, which happened as late

as 2000.
Privatizations and Mergers

Structural change in the Austrian banking system in the 1990s was
characterized by a process of concentration and internationalization. An
important prerequisite was above all the privatization of nationalized
banks. The Privatization Act of 1991 created the legal basis for the selling
of the Linderbank and the Creditanstalt without having to involve
the parliament. In the following years, the Austrian loan system was
transformed as a result of mergers and regroupings. In this context the
central institutions of the savings bank sector played a leading role. The
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expansion and concentration processes within the savings bank sector had
already begun on the basis of the Savings Banks Act of 1979, which had
abolished the regional principle that had been hitherto applied. Afterward,
about 100 independent savings banks disappeared between 1980 and 1998.
According to the Loan System Law of 1986, the savings banks (Sparkassen),
Raiffeisenkassen, people’s banks (Volksbanken), and Austrian state mortgage
banks (Landes-Hypothekenbanken) were allowed to incorporate their banks
into a stock corporation. As a result, the structural change went beyond the
established sector boundaries, although the savings banks enjoyed certain
competition advantages thanks to favorable guarantee constructions.”

In 1991, the Wiener Zentralsparkasse acquired the Landerbank, which
generated significant losses due to foreign engagements, and Bank Austria
was founded.”® As the “red” Linderbank is regarded as an institute under
Social-Democratic inKuence, the “black” Creditanstalt, which is under the
inKuence of the Austrian People’s Party (OVP), has not participated in the
reorganization of the Linderbank. As a result of this merger, Bank Austria
drove the Creditanstalt from its market leadership position in the Austrian
banking sector. The Girozentrale merged with the Osterreichisches Credit
Institut and established the GiroCredit in 1992, thereby transforming from
a top institution in the cooperative banking sector into a small Austrian
universal bank. In the same year, the Bayerische Vereinsbank acquired a
stake in the traditional Schoellerbank.” The merger of Bank Austria and
GiroCredit in 1994 represented an interim solution for three years. From
1995 to 2004, the Bayerische Landesbank bought a significant stake in the
Bank fiir Arbeit und Wirtschaft AG (BAWAG),” of which the Austrian
Trade Union Federation (OGB) has been the majority owner, and the Erste
Bank acquired considerable stakes in the Salzburger Sparkasse. In 1996, the
DG-Bank acquired a minority stake in the Osterreichische Volksbanken
AG.In 1997, the acquisition of the traditional “middle class” Creditanstalt
by the “red” Bank Austria caused considerable political controversy. As part
of this transaction, Bank Austria was forced to sell the GiroCredit to the
Erste Bank due to competitive legislation.

In the cooperative banking sector, the Railleisenlandesbank
Niederosterreich-Wien and the Raileisenbank Wien merged in 1997.
The Raieisen Zentralbank organized its activities in the reforming
nations in the RaiMeisen International, which filed for a listing at the
Vienna Stock Exchange in April 2005 and was regarded as one of the
best-performing listed companies until 2007. In 2000, the trade union
bank (Gewerkschaftsbank) BAWAG acquired the majority stake in the
Postsparkasse (PSK)™ as part of the last large-scale privatization in the
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banking sector and the Bavarian Hypo Vereinsbank (HVB) took over Bank
Austria. As part of this transaction the Austrian bank was incorporated into
the HVB as an asset, without any monetary Mow. The merger was approved
by the European Commission in November 2001—and thus the third-
largest bank of Europe was established. In 2001, the complete merger of
Bank Austria and the Creditanstalt was accomplished. In the following
year, the new mother institution faced serious economic pressure, and in
July 2003, the capital increase of Bank Austria Creditanstalt based on a
stock exchange listing was implemented. The HVB together with Bank
Austria was integrated into the Italian UniCredit Group, which opted
for a delisting of Bank Austria from the Vienna Stock Exchange. As a
consequence of these developments, the bank density in Austria has been
declining since the 1990s. The number of major institutions has been
reduced from 1,210 (1990) to 855 in 2009.%° Nevertheless, Austria is still
considered “overbanked.” The employment level has remained relatively
stable. The stall level in the Austrian banking sector increased from 74,597
employees in 1990 to 80,293 in 2008.%

Internationalization

Whilst domestic business has grown slowly, the internationalization
of the Austrian banking sector has increased significantly over the last
decades. In the 1970s, the internationalization was mainly characterized by
the emergence of trust banks. Until the mid-1980s, the creation of affiliates
expanded and the creation of joint ventures was typical of the end of the
1980s. In addition, the stakes in foreign banks and banking trusts increased.
This development was accompanied by a shift from banking to customer
business and to specialized foreign entities (e.g. leasing subsidiaries). In
contrast to domestic business, where a universal banking business is pursued,
the foreign business focused on a niche business. The banks followed their
customers and the engagement abroad therefore expressed the increasing
internationalization of the Austrian economy. The internationalization of
the Osterreichische Linderbank, the Girozentrale, and the Creditanstalt-
Bankverein amounted to more than forty percent in the 1990s. In terms
of internationalization, Austria has been ranked at the same level as the
Netherlands, Ireland, and Switzerland. But the engagement abroad has not
pursued only one direction, foreign financial institutes have also entered
the Austrian market. In 2003, the majority stakes of twenty-nine banks
were foreign-owned, foreign banks had twenty-two affiliates in Austria and
225 financial institutions pursued their business based on the freedom of
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services as part of the EU.

Selected banks started early to internationalize their business, but this
temporarily led mainly to additional costs. The share of foreign assets as
part of the balance sheet of the total number of institutes increased from
one percent in 1960 to 7.7 percent in 1970 and grew further to 22.6 percent
by 1985—in the case of banks and bankers even to 36.2 percent. The early
foreign engagement was characterized by an international expansion,
based on the establishment of affiliates in New York and London. In
the 1990s, however, Austrian banks had to face the fact that they are not
among the global players, especially in terms of their size. Consequently,
they reinforced their focus on the domestic market and the geographically
neighboring markets. In addition, the engagement abroad has turned into a
domestic business based on the capital market regulations and the adoption
of EU directives. This development has been facilitated by the technological
revolution (computers), which enabled global financial transactions without
a physical presence in big financial centers. The internationalization
impacted the asset structure of the banking sector. The total amount of
foreign receivables of the Austrian financial industry increased from 61.3
billion euros in 1990 to 376.5 billion in 2008. The amount of foreign
payables reached 68.1 billion and 269.6 billion euros in the same years. In
2008, approximately a fifth of receivables of customers in Central, Eastern,
and South-Eastern Europe was accounted for by banks based in Austria.®?

Since the opening of the capital market in 1991 and Austrian
membership in the EEA as well as subsequently the EU, the Austrian
financial market can no longer be regarded as a national, Austrian financial
market but as a regional, Viennese financial hub that must exist in a
liberalized international market.* Viennese financial institutions have been
facing opportunities based on the freedom of services within Europe since
1995.%¢ Overall, the foreign engagement of Austrian banks can thus be
regarded as business regionalization rather than globalization. This also
applies to the last phase of Austrian banking history, characterized by
the opening of the Eastern European economies. Due to its geographic
position as well as tradition, Austria has been pursuing a very intense foreign
trade with centrally-planned economies, which has also impacted banking
transactions. These transactions have been facilitated by an extended
system of national and export credit guarantees. The Austrian banking
sector already assumed a market share of fifteen percent of the financial
business in the “Eastern bloc” prior to the opening of the Eastern European
market. Therefore, the Austrian economy has been able to react quickly to
the system transformation in the former Eastern European countries—the
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banks among others were present in these markets early on and expanded
their businesses faster than most competitors in terms of affiliates and stakes
in existing banks, advisory services, and employee training. Especially in the
neighboring countries, Austrian banks represent the market leaders today
and assume an unrivaled market position.

With the opening of Eastern European markets, Austrian banks
were able to ensure a strong market position by acting as “early movers.”®
Especially the Bank Austria Creditanstalt, the Erste Bank, and the
Raieisen Zentralbank engaged significantly in these markets.*® In 2002,
approximately ten percent of the consolidated balance sheet of the Austrian
banks was accounted for by transactions in Central and Eastern Europe—
of these ten percent generated twenty-two percent of the revenues and
even twenty-six percent of the earnings before tax. The major driver of the
business results in Eastern Europe is the relatively higher margins in the
interest, provision, and trade business as well as the more favorable cost
structure.’” In 2003, the Raileisen Zentralbank employed approximately
four-fifths of its 21,000 employees in the Central and South-Eastern
European countries, the Bank Austria Creditanstalt was represented by
19,000 employees in this region, and approximately 22,000 employees
worked in the Eastern European affiliates of the Erste Bank.®

The international crisis which started in 2008 impacted the Viennese
banks with varying magnitude. In the early phases of the crisis, write-
ols and uncertainties in connection with the activity in the transforming
countries led to anxieties, but the institutions were involved in the Western
markets, which were highly alected by the crisis. In 2008, the Austrian
government reacted with a national package of supporting initiatives for
banks to the acute crisis after the bankruptcy of Lehman Brothers in the
U.S. and the prospective tightening equity capital directives (Basel III).
Several large banks leveraged in total 6.2 billion euros for national capital
and guarantees for bonds amounting to 27.6 billion euros.* In November
2008, the Oesterreichische Clearingbank AG was established in order to
support short-term transactions between Austrian banks and to improve
the liquidity balance on the domestic money market.” The Erste Bank and
Raieisen launched the redemption of the capital as early as 2010. Bank
Austria did not leverage the above-mentioned government support and
received a capital increase from the Italian holding UniCredit amounting
to 2 billion euros in March 2010.°! In the cooperative banking sector, the
customer-oriented business units of the Railleisen Zentralbank Osterreich
AG and Raileisen International Bank-Holding AG were merged in 2010.%

The Osterreichische Volksbanken AG generated significant losses as a
result of the crisis. Its subsidiary Kommunalkredit had to be nationalized,



Global Austria: Austria’s Place in Europe and the World 141

the Investkredit, the majority rights of which were also held by the OVAG,
was integrated more tightly within the institute, the foreign units in
Central and South-Eastern Europe were identified as potential divesture
units.” ‘The Carinthian Hypo Group Alpe Adria faced the highest
losses. This institution pursued a risky expansion strategy from the 1990s
onward—among others in the countries of the former Yugoslavia—and
was accused of fraudulent balance sheet preparation in 2004. In 2007,
its owners (Land Carinthia, Grazer Wechselseitige Versicherung, and a
private group of shareholders who generated a high profit as part of the
deal) sold a stake majority to the Bayerische Landesbank. In December
2009, this institution had to be nationalized. The Hypo Group Alpe Adria
received 700 million euros from the Bavarian owners during the financial
crisis in 2008 and 900 million euros participation capital as part of the
Austrian package of supporting capital for banks. In 2009, further capital
Kow followed amounting to more than 1 billion euros provided by the then
owners as part of the nationalization aiming at the rescue of the bank. The
Austrian state added 450 million euros, and other domestic banks provided
500 million euros. Comprehensive guarantees are taken over by the parties
involved.” In general, the bankruptcy of Austrian financial institutions
was prevented by deploying extensive public funds. The engagements of
Austrian banks (and also of Bank Austria as part of the Italian UniCredit
Group) in Central, Eastern, and South-Eastern Europe were sustained
despite some unfavorable legal amendments in those countries (e.g. in
Hungary). Financial institutions have thus proved a factor of stability for
those economies and maintain their engagements in order to support and
leverage the still considerable growth potentials in those countries.”
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Konferenzplatz Wien: Vienna as an International
Conference Site

Eric Frey

They are a common sight in downtown Vienna: groups of men and
women in business suits with badges around their necks. They are part of
the Mourishing convention industry that attracts hundreds of thousands
guests to the Austrian capital every year.

Since 2005, Vienna has led the worldwide ranking of cities that attract
international meetings that is published by the International Congress and
Convention Association (ICCA). In 2009, the last year for which figures
are available, Vienna recorded 160 major international meetings, with
Barcelona (135) and Paris (129) as runners-up.’ Using a broader definition,
the city government counted 882 national and international conventions
in 2009 and a total of 2,569 events, including company meetings. The
city is particularly popular for medical conventions that make up a fifth
of all meetings and regularly attract several thousand, sometimes tens of
thousands, participants.?

According to city figures, there were 1.373 million overnight stays by
convention visitors for 2009. Even though that is only fourteen percent
of all overnight stays by visitors, the share of congress business in total
tourism turnover is much larger because convention visitors tend to spend
one-and-a-half times as much per day as regular tourists (420 euros vs. 280
euros). The city estimates the added value of all international meetings at

736 million euros for 2009, securing a total of 15,000 jobs.?
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Most of the revenue stems from private-sector events, including
medical and other professional conventions. But the growing number of
meetings related to the strong presence of international organizations also
plays a significant economic role. A study by the accounting firm Ernst
& Young for the Austrian foreign ministry from August 2009 reported a
fifteen percent increase in the number of international conferences from
2004 to 2008 and an increase of 125 percent in the number of participants.
For the year 2008, Ernst & Young estimates that these activities directly
contributed 190.5 million euros to Austrian GDP; through multiplier
elects, total demand increased by 1.1 billion euros.*

Vienna’s attractiveness as an international meeting place is related
to its central geographical location, the great number of historical and
cultural sights, convenient transport links and relatively moderate prices for
restaurants and accommodation. But the strong market position that the
city achieved in such a competitive industry is mostly due to the availability
of several excellent convention centers and the sustained eMorts by a series
of Austrian governments to turn Vienna into a center for international
organizations and into an international meeting place.

These initiatives started in the 1950s, shortly after the signing of the
State Treaty that gave Austria full independence, and were originally driven
mostly by political calculations. But right from the start, the economic
benefits of a major convention business were also part of the decision-
making process. In the 1970s and 1980s, the huge investments needed to
host organizations and conferences triggered a series of heated domestic
political controversies, in which the economic costs and gains of these
projects were judged quite diXerently by the Socialist-led government
and the conservative opposition. The debates alected domestic popular
attitudes toward international organizations and conferences, but in the
end it did not damage Vienna’s international standing and its ability to
attract spendthrift foreign visitors. Whether Austria’s political objectives
were met, however, is a diXerent question.

The Birth of an International Role

With the end of the Habsburg Empire in 1918, Vienna lost its role
as an international—or just European—political and commercial meeting
place. The occupation by Nazi Germany in March 1938 and the outbreak
of World War II cut most international ties. The destruction by Allied
bombings during World War II also destroyed a large part of the city’s

tourism infrastructure. Tourism recovered during the 1950s in Vienna as
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in Salzburg and the Alpine region, and Austrian economic planners saw
tourism as a significant factor for the country’s development.

But as Austrian leaders looked to attract visitors from abroad, they
had another motive in mind. Shortly after the signing of the State Treaty
in May 1955, the government began to focus on attracting international
organizations to Vienna. The first opportunity arose with the decision at
a New York conference on nuclear energy in September/October 1956 to
launch the International Atomic Energy Agency (IAEA), designed as a
clearing house for nuclear transactions. Austria lobbied hard for Vienna
as the designated headquarters location. “Choosing Vienna as the IAEA’s
seat would underline Austria’s neutral status and mark its re-entry into
the international community after the ignominious years of ‘Anschluss’
and after the end of the four-power occupation.” Vienna was picked over
Geneva, Copenhagen, and Rio de Janeiro, mostly because its neutral site so
close to the Iron Curtain was seen to be well suited as a place to store large
amounts of fissile material.

Already at that time there was a larger political objective behind the
Austrian government’s quest to host international organizations. In a
tootnote, IAEA historian David Fisher cites a private conversation with
Heinrich Haymerle, who was then political director in the Austrian foreign
ministry, in which Haymerle refers to the experience of 1938, when only
Mexico protested against the German invasion and the Anschluss. “This
time, by having an international organization in Vienna, the Austrian
Government wanted to ensure that any repetition of its disappearance
would be noticed!” Haymerle reportedly said.® This larger security-based
rationale, also called the “Mexico syndrome,” was subsequently attributed
to Chancellor Bruno Kreisky, who was then state secretary in the foreign
ministry, but one must assume that there was already early on a broad
consensus among both diplomats and political leaders that Austria needed
to attract an international presence to secure its survival as a neutral state
between the two Cold War blocs.

In the summer of 1957, the preparatory stal of the IAEA moved to
Vienna and was given temporary offices in the Musikakademie. The first
General Conference of the agency from 1 October to 21 took place in
the Konzerthaus, an art nouveau concert hall. Austria’s Foreign Minister
Karl Gruber presided over the meeting of fifty-two national delegations,
and federal President Adolf Schirf gave the opening address.” It was very
probably the first major diplomatic conference in Vienna since the Vienna
Congress of 1814-15.

The TAEA established Vienna as a site for UN organizations, and
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given the central role the agency has played in international security ever
since, it was a lucky draw for the city. The role of the IAEA was boosted by
the Non-Proliferation Treaty that came into force in 1970 and turned the
agency into the watchdog against the spread of nuclear weapons.

In 1958, key parts of the Hofburg, the 700-year old imperial palace in
downtown Vienna, were turned into a public convention and event facility,
the first of its kind in the city. In 1969, management was handed over to a
private operating company owned by several hotel chains, a travel agency
and the public casino company.

Vienna’s role as an East-West international meeting place was firmly
established through the summit between Soviet leader Nikita Khrushchev
and the newly elected U.S. President John F. Kennedy on June 3 and 4,
1961, only the second meeting between the leaders of the two superpowers
since the outbreak of the Cold War and the first one on neutral ground.
According to various reports, the two administrations also considered
Stockholm, Oslo, Helsinki, and Geneva as meeting places. Kennedy voiced
a clear preference for Vienna, which Khrushchev accepted, in a gesture of
support for Austria’s policy of neutrality.®

The summit was the crucible for the country’s ambition to become an
international meeting place, and there were doubts whether the city had
sufficient and adequate accommodation for the large delegations and the
accompanying journalists. But with the help of some bed and breakfasts
and a few overow beds in a military barrack, all visitors found places to
sleep.’

Most importantly, the television pictures from the summit itself, the
banquet and subsequent concert in the Schonbrunn Palace and the lady’s
program for Jacqueline Kennedy and Nina Khrushcheva showed a glorious
and peaceful city with an impressive cultural heritage. The enthusiastic
reports in the Austrian press about Vienna’s successful debut on the global
stage indicated both a growing sentiment of national solidarity that appeared
capable of overcoming the long-standing rancor between the “waterhead”
Vienna and the rest of the country and also the birth of the belief that
the policy of neutrality, and the international respect for this policy choice,
could form the basis of a new national identity.'

The Road to a United Nations Headquarters
The Austrian campaign to turn Vienna into an international center

gained speed in the mid-1960s. In 1965, Austria lured the Organization
of the Petroleum Exporting Countries (OPEC) from Geneva to Vienna.
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In November 1966, the UN General Assembly decided to locate the
newly founded United Nations Industrial Organization (UNIDO) in the
Austrian capital. The presence of two major UN agencies as of January 1967
made the city the third largest site of the world organization, behind New
York and Geneva. On 21 February 1967, the federal government pledged
to construct a new UN headquarters on an empty lot on the east bank of
the Danube, the Donaupark, that could house both organizations, and an
adjacent conference center. The facility was set to be let to the UN free of
charge.

The project was an initiative by the conservative People’s Party led
by Chancellor Josef Klaus but had the full support of the Socialist Party,
which was in opposition on the federal level but governed in Vienna. In
subsequent years, that bipartisan consensus on Vienna’s international role
would break down.

An international architectural competition organized jointly by the
tederal and city governments ran from November 1968 to May 1969. From
280 entries, the seven-member jury picked the American architect Cesar
Pelli as the winner, followed by a British and a German team. The highest-
ranked Austrian was Johann Staber. All four teams were asked to modify
their proposals in line with zoning and technical requirements.!!

Buton 1 March 1970, the People’s Party lost the parliamentary elections
and the Socialists under Bruno Kreisky formed the new government. On
18 December 1970, a multi-ministry committee chose Staber’s project
over the competitors. Kreisky strongly defended the decision in public
appearances, in which he denied local favoritism and argued that Staber’s
plans were best suited for the specific needs of the UN organizations.'? His
energetic advocacy for the Internationales Amtsitz- und Konferenzzentrum
Wien (IAKW), also known as the Vienna International Center (VIC) or
UNO-City, changed the political dynamics. The project was increasingly
identified with Kreisky and the Socialists and gave the People’s Party room
to launch a negative campaign against their own baby.

Kreisky had long argued that Austria’s foreign policy and its neutrality
would be best served by a strong international profile. That view was in
line with his personal biography, which led him into Swedish exile during
the Nazi occupation of Austria, his personal qualifications as a professional
diplomat and his personal ambitions. Kreisky was fully convinced that the
presence of international organizations and a high-profile foreign policy
would serve as a better defense against foreign aggression, which was
usually associated with the Soviet Union at the time, than a specific alliance
or a strong army, several aides reported.

“Better than by the military, Austria would have to prepare against



152 Frey: ‘Konferenzplatz Wien: Vienna as an International Conference Site’

[a Soviet invasion] by political means,” says Thomas Nowotny, Kreisky’s
personal secretary from 1970 to 1975. “It never should happen again that—
as in 1938—the country should disappear with just one single, faraway
country, namely Mexico, raising faint protest. The international community
should have an interest in the existence and independence of Austria.
Such interest could be created and maintained by an active foreign policy
that rendered useful services to the international community [...] and by
establishing a strong international presence in Vienna, by enlarging the
number of UN and of other international organizations headquartered in
Austria’s capital; and by establishing the city as a venue for international
gatherings.”” Even Kreisky’s eMort to have General Motors build a major
engine plant in Vienna was driven not only by his desire to create new jobs,
but seen as “a security asset of greater value than a few supersonic fighter
planes,” Nowotny argues.

Nowotny’s successor Georg Lennkh also referred to the “Mexico
syndrome” in Kreisky’s thinking about Vienna’s international role.’* But
interestingly enough, there is hardly any written evidence for this foreign
policy doctrine. In 1973, shortly before construction at the VIC began,
Kreisky called the building “a political decision because Vienna’s role as an
UN center is of highest importance for Austria’s neutrality and security.”
But in the following years, as the project came under fire from the opposition
and the media, he focused on the economic benefits of job creation and
indirect returns of the presence of several thousand international civil
servants.

Still, Kreisky’s motives “were more than obvious for us, who worked in
Kreisky’s office,” said Nowotny, and the same holds true for international
observers. In a widely quoted article in October 1976, 7he Times of London
called the office blocks that were going up on the bank of the Danube “the
main pillar for Austrian defense” and said that they were cheaper than any
modern military system.'®

The domestic debate about the VIC and Vienna’s international role,
however, focused primarily on economic costs and benefits. The People’s
Party first criticized the non-transparent procurement process and the
choice of the Staber project against the jury’s decision. An investigative
parliamentary committee set up in April 1971 did not come to any clear
conclusions. The next target of the opposition were the skyrocketing
construction costs, which rose from projected 6.5 billion Austrian schillings
to nearly 9 billion schillings. In 1967, the government had presented an
estimate of 600 million schillings. Meanwhile, the needed office space for
the two UN organizations shrank, mostly because UNIDO turned out
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to be smaller than expected. Instead of 7,000 employees, the new plans
assumed 4,500 people to work at the VIC, and even that number was never
met. Austria started to lobby for additional UN organizations to move to
Vienna to fill the empty space.

Several reports by the Austrian court of auditors (Rechnungshof) in 1974
were also critical of the choice of project and the lack of cost control during
construction. The auditors, however, also faulted the unlimited pledge by
the previous government to build a UN headquarters for free."”

Vienna, meanwhile, began to attract a growing number of international
meetings. On 18 June 1979, U.S. President Jimmy Carter and Soviet leader
Leonid Brezhnev met in Vienna to sign the SALT II Treaty on nuclear arms
control, the second superpower summit after the Kennedy-Khrushchev
talks. International guests numbering 1,200 attended the formal opening
of the VIC on 23 August 1979, which turned Vienna officially into the
third United Nations headquarters, behind New York and Geneva.
Simultaneously, the UN held its first major conference in Vienna, the UN
Conference on Science and Technology for Development (UNCSTD).

‘There was media speculation about growing tensions with Switzerland
and the United States as Austria was gearing up to lure offices away from
the other UN sites. An article in Zhe New York Times even speculated that
Vienna might be set up as an alternative home for the UN Secretariat and
the General Assembly if members turned against New York for political
reasons. The Vienna site was not completed yet, however. The conference
center that had been part of the original plan still needed to be built.

The Controversy of the Conference Center

In March 1979, the Kreisky government approved the construction of
a new conference center next to the VIC that could seat 6,000 people. The
capacity was subsequently raised to 9,500 people. Architect Johann Staber
received the commission without a public bidding process.

The decision was controversial from the start. The opposition People’s
Party said it was a waste of taxpayers’ money that could not be aXorded
in economically difficult times. Even the People’s Party knew that more
conference space was needed in Vienna, but its leaders called for an
alternative project closer to the city center, either an expansion of the
Hoftburg facilities or a major renovation of the Messepalast, the former
imperial stables built by Johann Fischer von Erlach that were at the time
used for trade fairs.

The government pointed to its contractual obligation toward the
UN to construct an efficient conference center that could be used by the



154 Frey: ‘Konferenzplatz Wien: Vienna as an International Conference Site’

organizations at any time. Only the Donaupark next to the VIC provided
sufficient space for an adequate facility, and the construction of a major new
building would also create up to 5,000 jobs, it argued. Moreover, a large-
scale conference center would also help to attract professional conventions
and other private-sector congresses with several thousand participants.

By the late 1970s, Vienna had become an attractive place for such
meetings, primarily from the medical profession, and the Hofburg was
reaching its capacity limits. Organizers and hotel owners warned, however,
that the participants of these conventions would not accept a location
outside the inner city and would shun the new conference center. Even
the government took these concerns seriously, but it felt that they were
outweighed by the requirements of the UN organizations and the need for
a very large center to host mammoth conventions. The construction of the
U1 subway line that would cut the commuting time between the VIC and
the inner city to less than ten minutes would help to overcome the worries
about the geographical distance, officials argued.

Even the People’s Party had long supported the construction plans, as
the government never failed to point out.”® The 1967 agreement with the
UN had included a conference center. In 1972, the People’s Party supported
a parliamentary vote in favor of the center. Faced with the high construction
costs for the VIC, a conservative parliamentarian, Fritz Konig, warned in
1974 that the government might postpone or even sacrifice the conference
center project, thus endangering Vienna’s position as congress site.'” It is
fair to say that the campaign by the People’s Party against the conference
center was driven by short-term political calculations and an appeal to
populism rather than a long-term vision.

In November 1981, the People’s Party led by Alois Mock initiated
a Volksbefragung—a non-binding referendum—in Vienna, posing the
question whether the conference project should be shelved in favor of a
cheaper expansion of the Hofburg facility. A second question referred to a
plan to spend more money on urban reconstruction. Ninety percent voted
against the conference center, but only sixteen percent of the eligible voters
participated, reMecting the call for a boycott of the poll by the Socialist
city government of Vienna. Soon afterwards, the People’s Party launched a
nationwide Volksbegehren (petition drive), the most widely used instrument
of direct democracy in Austria, against the project. It came under the
headline “for 12,000 apartments, secure jobs in all of Austria, and against
the unnecessary conference site” and was clearly designed to mobilize
resentment in the provinces against the capital. That undertaking was
far more successful. More than a quarter of the electorate—1.36 million
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voters—signed the petition between May 12 and 17,1982. It was the largest
number of signatures ever collected in such an instrument. In some regions
with high unemployment more than fifty percent of the voters made the
eMort to sign the petition.?

The Kreisky government chose to ignore the initiative and argued that
three-quarters of the population had not signed the petition. To counter
concerns about the construction costs, the government presented a financing
model in which Arab investors would bear half of the expenses, which were
estimated at 4.5 billion schillings. The opposition put the cost at 7.5 billion
schillings, citing the usual cost overruns and interest payments. In the end,
the total bill came up only to 3.5 billion schillings, one of the few examples
where a public project was completed below cost estimates.

In the subsequent months, dozens of small towns and villages where
the People’s Party had the majority sent letters to the chancellery calling for
the money to be spent on projects outside Vienna. The communal council
of Gnadenwald near Innsbruck voted nine to one for a petition to stop
construction at the conference center and distribute the designated budget
among all Austrian communes. Gnadenwald with 409 residents would
receive 400,000 schillings and would spend the money to renovate the
rectory and build a larger town hall.?!

All these eMorts did not stop the construction, but it hurt the popularity
of the Kreisky government. In 1983, the Socialist Party lost its absolute

.....
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majority that it had held since 1971 and Kreisky subsequently resigned. The
conference center controversy at last contributed to the surprising electoral
defeat. When the Austria Center Vienna (ACV), as the conference site
was called, officially opened on 22 April 1987, Kreisky chose to stay away
from the ceremony. He felt slighted by receiving a late invitation and
blamed Chancellor Franz Vranitzky, who had taken over from Kreisky’s
designated successor Fred Sinowatz the previous year, for giving the post
of foreign minister to Alois Mock, the leader of the People’s Party and his
new coalition partner. Ironically, Mock also shunned the opening ceremony
for the building that he had so vehemently opposed. His decision was
poorly received among UN officials but it demonstrated at least political
consistency.*

In the subsequent years, the ACV attracted a growing number of
major public and private conferences and became a key factor for Vienna’s
tourism industry. The largest event was the UN conference on Human
Rights that took place in June 1993 with more than 5,000 international
participants. Medical conventions were even larger, attracting up to 10,000
participants and hundreds of companies that needed exhibit space. In 1997,
the government reacted to the growing need and agreed to pay for another
expansion.” In some years, up to 300,000 people a year attended events at
the ACV.

Despite strong business and good capacity use, the ACV failed to turn a
profit until 2004. Smaller meetings tended to create high overhead expenses
that were not covered by the fees.?* The innovative financing model that
helped to reduce construction costs led to higher operating expenses for
years to come, giving some retroactive credibility to the opponents of the
project. Still, given the enormous indirect benefits for business in Vienna,
the conference center is no longer subject to any significant controversy.

A new privately run convention center near the Prater, the Reed Messe
Wien Exhibition & Congress Center, opened in January 2004 and further
increased the available space for international meetings in Vienna. It is
mostly used for trade fairs, but it also hosted a major international AIDS
conference in July 2010 that brought a record 25,000 participants to Vienna.

The strong competition between the ACV, the Hofburg and the Reed
Messe add to Vienna’s attractiveness, but undercut the profitability of all
conference venues. The CEO of the ACV, Thomas Rupperti, claims that
a growing number of organizers refuse to pay any rent, forcing the centers
to rely on commissions from hotels and businesses.”® Several new five-
star hotels along the Ringstrasse and in the inner city as well as a growing
number of top restaurants signal the huge importance of the conference
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business for the city.
The End of the Mediator Role

In contrast to the Mourishing commercial side, the political benefits
of these investments grew increasingly doubtful. Vienna’s importance as
an international center is undisputed, and the number of international
organizations climbed from eight in 1980 to nineteen in 2005.% With the
fall of the Iron Curtain in 1989, Vienna also gained ground as a financial
and corporate center. But the city no longer oered any special attraction as
an international meeting place. The Vranitzky/Mock government focused
on gaining entry into the European Community and did not pursue the
visions of Kreisky, who saw himself as a mediator between east and west,
north and south, and Israel and the Arab world. When Israel and the PLO
initiated secret negotiations in 1992, it was Norway and not Austria that
hosted the talks.

Vienna became the place of choice for permanent institutions that were
set up by the Conference for Security and Cooperation in Europe (CSCE)
in 1992. And when the CSCE was converted into the OSCE in 1995,
Vienna became the site of its Secretariat and its most important offices,
including its Parliamentary Assembly, fending o tough competition from
Prague.The CSCE was given office space in the Hofburg and the delegations
refused several oers by the city government to move the headquarters to
the Austria Center. When a major fire at the Hofburg in November 1992
destroyed not only the main conference rooms, but also some of the CSCE
offices, the city quickly had to find new space in the Hofburg to stop the
delegations from leaving Vienna all together.”

Even though regular OSCE meetings take place in Vienna throughout
the year, the organization does not attract a lot of international attention.
When it came to high-profile international negotiations and meetings,
other European cities were regularly chosen over Vienna. Neutrality, which
was once an asset, appeared to have turned into a liability.

Several summits between the presidents of the United States and Russia
took place in the new member countries of NATO, such as the Czech
Republic, Slovakia or Slovenia. And despite the presence of the IAEA in
Vienna, talks with Iran over its controversial nuclear program are usually
conducted in Geneva, which is still seen as the number one negotiating
place in the world. Some critics blame the government’s general lack of
interest in foreign policy for that development. As stated earlier, the Social
Democrats gave up the foreign minister post in the coalition talks in 1986
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and never asked for it again. In the People’s Party, the post was held by
party leaders Alois Mock and Wolfgang Schiissel until the year 2000, when
Schissel became chancellor with the help of the far-right Freedom Party.
The next two foreign ministers were at least seasoned diplomats, Benita
Ferrero-Waldner and Ursula Plassnik. The current foreign minister, Michael
Spindelegger, was spokesman for foreign aXairs in the parliamentary faction,
but his foreign policy experience was quite limited when he assumed the
post in 2008. After he became leader of the OAAB, a major inner-party
organization, his attention has been often focused on domestic political
issues. When Wikileaks published confidential cables from the U.S.
Embassy in Vienna, which lamented the lack of interest in foreign policy
by Chancellor Werner Faymann and argued that Spindelegger saw himself
in his foreign missions more as a commercial salesman than a diplomat,
the government protested loudly, but most domestic commentators agreed
with that pointed analysis.?®

A Different Kind of Success Story

In the second decade of the twenty-first century, Vienna can claim to
be one of the most attractive cities in the world. The city regularly leads
the surveys by the consulting group Mercer International among expatriate
managers for quality of life, mostly for its cultural oXerings, high safety
and good transportation links.” But Vienna’s international exposure
is also a factor, making the city more cosmopolitan than the sometimes
narrow-minded Viennese mentality would suggest. Both the presence of
international organizations and the brisk conference business contributed
to that fortunate development. As Austria is only surrounded by democratic
countries that are members of the EU and NATO or—in the case of
Switzerland and Liechtenstein—neutral, the concern for national security
is no longer an issue when it comes to attracting international conferences.
'The benefits are not what the diplomats and political leaders of the 1950s
expected, but they are no less real.
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OMV: A Case Study of an Austrian Global Player

Alexander Smith

The OMV Aktiengesellschaft! is in terms of net revenues Austria’s
largest corporation’ and a major European energy company. Its oil and
natural gas exploration and production activities cover seventeen countries
around the globe. The Vienna-based enterprise is fully vertically integrated.
It consolidates upstream and downstream operations from exploration,
tossil fuel recovery, transport, and refining to marketing, distribution, and
direct customer sales at its own gas stations. In addition, OMYV operates in
the petrochemical industry and, since 2007, in electricity generation. The
Austrian oil and gas group is the leading energy corporation of East Central
Europe. As such it plays an important role in European energy security.

Broadly defined, an enterprise which owns and controls assets in two
or more countries is referred to as a multinational corporation (MNC) or
global player.®* A main characteristic of a MNC, which “may be privately,
publicly, cooperatively, or governmentally owned,”™ is the establishment of
“local operations as a means of serving a foreign market rather than engaging
in arms-length transactions with market intermediaries.” A global player
thus is “a cluster of corporations of diverse nationality joined together
by ties of common ownership and responsive to a common management
strategy.”® According to these widely accepted definitions, OMV clearly is
a multinational corporation or global player. This arises, however, from the
nature of the oil and gas industry, which is inherently global and aXords
transnational integration.” In this context, the MINC concept’s explanatory
power seems limited. To recognize OMV as multinational does not really
improve our understanding of the company’s idiosyncrasies. It would put the
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Austrian group on equal footing with the large international oil companies,
the so-called “supermajors.” In this article, it is argued that OMV is a
globally operative major European corporation whose significance draws
on its specific strategic positioning and role in European energy security.
'The aim of this article is, first, to brieMy trace OMV’s development with
its gradual internationalization from its formation to the end of Europe’s
division into East and West in 1990. In a second step, the company’s
post-Cold War well-directed strategy of expansion and its specific focus
on the new markets of East Central Europe will be outlined. The third
section points out OMV’s leading position in Central, Eastern, and South-
Eastern Europe. In the fourth part of this article, the corporation’s and,
thus, Austria’s role in European energy security will be discussed. The final
section deals with OMV’s controversial ventures in Sudan and Iran.

The Internationalization of a National Oil Producer

After the end of the Second World War, Moscow laid claim to the
Austrian petroleum industry as “German assets.” Soviet soldiers occupied
the prolific oil fields around Vienna, and, in early October 1945, the
Soviets declared the seizure of large parts of the Austrian oil economy.
The confiscated enterprises were transformed into the Soviet Mineral Oil
Administration (SMV).” In accordance with the decisions made by the
Allies in Potsdam in summer 1945, the “German assets” were used as war
reparations. First, Moscow embarked on a strategy of dismantling Austrian
industry property in its zone of occupation. The bulk of movable oil industry
assets were shipped to the Soviet Union." Later, the seized companies were
regarded as “milk cows” and the Soviets tried to attain maximal reparations
out of continuous production.”” According to Giunter Bischof, “Stalin’s z9p
priority in his Austrian policy was the economic exploitation of the Soviet zone
of occupation in Austria” (emphasis in original).’? This was especially true for
Austria’s profitable oil industry.

After ten years of Allied occupation, with the signing of the State Treaty
on 15 May 1955, Austria retrieved