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1 Introduction 

 

The financial crisis of the 1840s is regarded as one of the most significant 

depressions in Australia’s history ‘in line, historically, with that in the 1890s 

and the 1930s’ (Butlin N 1994, 223). The effects of the crisis are well 

documented1: it resulted in a severe deflation of asset and commodity prices2, an 

unprecedented level of insolvencies3, spectacular bank failures4, a strong 

reduction in bank lending5 and unemployment6.  

                                                           
1 See Butlin (1953). 
2 For example, the price of wheat fell by a factor of 8 over the 1839 to 1845 period (calculated from figures 
given as evidence to Select Committee of Immigration, V&P (1845) as quoted in Butlin (1953, 320). Even more 
drastic was the fall in the price of sheep by a factor of 20 from the boom time in the 1830s to 1843 (calculated 
from evidence in V&P (1843, 644) and wool lien statistics in V&P (1850)). 
3 See the summary in Butlin (1953, 322-323). The member Windeyer, in his speech at the Legislative Council 
on the Monetary Confusion Bill on Wed 22 Nov 1843 noted that ‘one-sixth of the persons in business have 
already sunk, and those who know anything about of the state of the colony must be aware that unless the 
confidence is restored the number must double’ (Sydney Morning Herald, 23 Nov 1843). Walker noted that ‘no 
class had escaped the general distress: the framework of society was shivered, and property which bound society 
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However, a fact that has not attracted much attention in the economic history 

literature7 but which appears central to understanding the 1840s depression, is 

that this financial crisis was also a major monetary event8. The New South 

Wales financial system lacked a lender of last resort, which contributed to a 

significant contraction of the money supply aggravating an already severe crisis. 

 

This insight provides the background for a new assessment of two important 

policy responses to the 1840s depression that were monetary recovery measures 

directly concerned with the provision of liquidity during the crisis: a) the 

Monetary Confidence Bill of 1843 seeking to create a government note issue of 

£200,000 secured by land (initiated by Windeyer, passed 6 Dec 1843), and b) 

the Lien on Wool and Stock Mortgage Act (NSW) 1843 (initiated by Wentworth 

as Lien on Wool and Live Stock Bill, passed 15 Sep 1843)9 seeking to increase 

the money supply through renewed bank lending on the basis of more effective 

security rights over wool and stock10. 

 

Apart from the actual impact and role these proposals played in the crisis 

recovery process, the proposals are also interesting in their own right because 

they represent early attempts to reform a financial system at a time where 

                                                                                                                                                                                     
together could scarcely be said to exist; it was almost altogether annihilated’ (Sydney Morning Herald, 23 Nov 
1843). See also the discussion by Gava, who assessed the extent of insolvency as ‘staggering’ (Gava 1989, 217-
218). 
4 In 1843, New South Wales had six major banks, see V&P (1843, 612) for details. Two of them (Port Philip 
Bank and Sydney Banking Company) failed in the same year; see Butlin (1953, 345-366) for a detailed 
description of bank failures. 
5 Bank loan assets contracted by 43% over the period of Oct-Dec 1840 to Jul-Sep 1845 (calculated from 
quarterly bank returns published in the New South Wales Government Gazette as compiled in Butlin (1953, 
613-614). 
6 See, for example, the report from the Select Committee on the Petition from Distressed Mechanics and 
Labourers in V&P (1843). 
7 See the discussion in Decker 2008. 
8 See Decker 2008. 
9 The detailed economic and legal history of the Act was published in Decker 2008 based on Decker 2005 and 
Decker 2009. 
10 There were other relief measures that became enactments, see Decker (2008, 158). Wentworth’s Interest Bill 
(initiated 25 Aug 1843) proposing an interest reduction was not passed by the Council (see Butlin 1953, 335). 
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central banking had not yet been established in many countries and where the 

underlying principles of central banking had not been formulated (which 

occurred only in 1873 by Walter Bagehot), thus revealing how policy makers 

interpreted the causes and underlying economic principles of a liquidity crisis, 

and the degree of government intervention required.  

 

Moreover, while the witness statements included in the Report of the Select 

Committee on Monetary Confusion, which formed the basis of the Monetary 

Confidence Bill, have been extensively utilised as source material on the 1840s 

depression, the Committee recommendations have received little interest or 

commentary in the economic history literature to date. 

 

The paper is organised as follows. Section 2 argues that the 1840s depression 

was a monetary event and that this was known to policy makers at the time. 

Section 3 provides a new assessment of the recommendations of the Select 

Committee on Monetary Confusion, Section 4 assesses the scope and impact of 

the Lien on Wool and Stock Mortgage Act, summarising previous work by 

Decker (2008) while providing some additional statistical data. Section 5 adds 

some afterthoughts within the context of the recent 2008 Global Financial 

Crisis. 

 

 

2 The 1840s depression as a monetary event 

 

The sources suggest that by 1843 the major New South Wales policy issue was 

that illiquid but otherwise sound parties could no longer obtain money when 

they needed to liquidate balances placing even otherwise solvent parties at the 

risk of bankruptcy. This created widespread panic and contagion of fear (see 

Decker 2008, 155-6). 
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New South Wales was not an isolated example. Monetary events of this nature 

were well known at the time. In 1802, the famous banker, MP and economist 

Henry Thornton (1760-1815) had already pointed out ‘the defects of the 

banking system’ in England (Thornton 1802, 186). He noted that English 

country banks had a tendency to occasionally produce a failure of ‘paper credit’, 

which ‘deranged’ commerce, as merchants had come to rely on bank notes to 

conduct their transactions. This even threatened solvent traders who were forced 

to sell, causing a great fall in market prices. Moreover, whoever was in 

possession of cash had the command of the market, which depressed prices 

even further11.  

 

Thornton’s analysis aligns well with the account of the New South Wales crisis 

and the member Windeyer directly referred to a “defect of the banking system” 

when he moved to appoint the Select Committee on Monetary Confusion on 22 

August 1843. Windeyer is reported as quoting at the session from an article of 

the Edinburgh Review in 1826 making reference to the English crisis of 1826. 

The Edinburgh Review is reported as stating:  

‘No one [...] can suppose for a moment that the late crisis was either primarily 

occasioned or in any degree aggravated by a falling off in any of the sources of 

wealth. It is admitted on all hands, that it springs from a totally different cause; from 

some defect in the systems in which the business of banking is conducted in England’ 

(our emphasis added)12. 

 

This “defect” had resulted in the government and later the Bank of England to 

emerge as “lenders of last resort”. In 1793 and 1811 the English government 

had issued Exchequer bills to sound merchants on the security of merchandise, 

which the Bank of England discounted. The merchants had thus regained a 

                                                           
11 See Thornton (1802, 179-196).  
12 Sydney Morning Herald, 24 August 1843. 
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secure position and obtained liquidity. Later in 1826, at the height of the panic, 

the Bank of England relaxed its standards for eligible collateral from 

commercial bills, to first Exchequer bills and later goods13. The mechanism 

proved very effective; for example, Bagehot reports that the 1825 panic was 

stopped in a matter of days14.  

 

Last resort lending has remained one of the underlying principles of central 

banking to this day. For example, the Federal Reserve Bank set-up special 

liquidity facilities in response to the 2008 global financial crisis. Similar to the 

Bank of England in 1826, the Federal Reserve broadened the eligible collateral, 

increased the time period of loans and allowed additional parties (including 

investment banks) access to central bank money (see for example, The 

Economist, 15 March 2008). 

 

The contemporary interpretation of the 1840s depression as a liquidity crisis is 

confirmed by the analysis of money supply data, calculated as the sum of bank 

notes and deposits for all NSW banks, for the first time carried out by Decker 

(2008, 156). Average weekly money supply figures had fallen from the half 

year of Jul-Dec 1840 to the Jul-Sep quarter of 1843 by over 34%. This is 

summarised based on quarterly data in the following diagram15 

 

                                                           
13 See Hawtrey (1970, [1932], 120-122).  
14 ‘After a day or two of this treatment, the entire panic subsided, and the `City' was quite calm.’ (Bagehot 1962, 
25, our emphasis added) 
15 Money supply data from bank notes and deposits for all banks in NSW given as averages of weekly figures 
for the quarters in NSW Government Gazette as compiled in Butlin (1953, 613-614). 
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The New South Wales contraction exceeded the decline of the money supply in 

the United States during the Great Depression16. 

 

 

3 Land Board Notes – the recommendations of the Select Committee on 

Monetary Confusion 

 

3.1 Outline of the scheme 

 

The Select Committee on Monetary Confusion, appointed by the New South 

Wales Legislative Council in 1843, proposed a drastic change to the New South 

Wales financial system in response to the crisis. A government land board was 

to become the lender of last resort by issuing mortgage bonds and advancing 

legal tender notes on the security of land (V&P 1843, 609). This formed the 

basis of the Monetary Confidence Bill. 

                                                           
16 Friedman and Schwartz (1963, 333). 
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The scheme was inspired by the English system of issuing Exchequer bills to 

stop disorderly liquidation during a crisis. Unlike the English system, however, 

where Exchequer bills were advanced to merchants on the security of 

merchandise17, the proposed New South Wales scheme was based on the 

security of land (V&P 1843, 609) thus designed not only to provide merchants 

but all landowners with direct access to liquidity. The intent was to create an 

instrument for New South Wales that was based on land and equivalent to 

English Exchequer bills in its credit standing so it could be of use in a liquidity 

crisis. 

 

The Committee recommended the creation of bonds secured by the mortgage of 

land modelled on the Prussian Pfandbrief. Pfandbriefe were bonds issued by a 

collective of land owners, the Prussian “Landschaft”. All landowners were 

collectively liable for loan losses with the Landschaft acting as an intermediary 

between the creditor and debtor18. This provided a greatly enhanced credit 

standing. 

 

In the proposed New South Wales scheme, the Prussian Landschaft was 

substituted by a government land board, set-up to issue the mortgage bonds 

(Pfandbriefe). Thus, like the Prussian Landschaft, the New South Wales 

government became the guarantor of all mortgage bonds issued under the 

scheme. The proposed scheme would have allowed individuals to raise loans on 

their real estate, independent from banks. Like their Prussian counterparts, it 

was expected that bonds were to be bought and sold in a secondary market. 

 

                                                           
17 Hawtrey (1970, [1932], 120). 
18See for example Belshaw (1931, 128-129). It should be noted that Pfandbriefe were successfully introduced in 
many European countries and the US Federal Farm Loan System, established in 1916, adopted some of its 
principles, see Belshaw (1931, 128). 
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However, bonds were fixed income securities and not generally accepted as 

means of payment, even in Prussia (V&P 1843, 656 Q.7). To alleviate the 

shortage of money, a further mechanism had to be found to emulate the role 

Bank of England notes had performed during the English crises. The proposed 

solution was that the land board would also issue a new form of currency in the 

form of land board notes (represented by promissory notes payable on demand). 

These notes would become legal tender and had to constitute half of every sum 

paid to the government. Notes were to be convertible into coin at the Treasury 

on demand. A mortgagor could claim from the land board a portion of such 

notes in lieu of bonds (V&P 1843, 610). A total sum of £200,000 was to be 

issued in this way representing the estimated requirement for bank notes at the 

time (including bank notes already in circulation).  

 

It is not entirely clear from the Committee report whether land board notes were 

to replace bank notes entirely or only supplement them. However, a full 

replacement appears likely. In his evidence before the Select Committee, the 

member Wentworth discussed banks ceasing to be banks of issue and to become 

banks of deposit (see V&P (1843, 677)). Moreover, one of the concluding 

paragraphs of the Committee report suggests that the land board note issue was 

a first (temporary) step towards the permanent establishment of a Colonial State 

Bank: 

‘Your Committee conceive, that the principle of requiring a specific security of ample 

value, to be given by individuals to the State, before any note payable on demand, is 

issued, joined to a charge of interest, somewhat high, compared with the market rate, 

might possibly be relied upon, as a means of furnishing a cheap, stable, and safe 

circulating medium, free from many of the evils which have hitherto attended all 

issues of paper, in all countries; and that possibly a monetary system, founded 

thereon, might be permanently established in connection with a Colonial State Bank 

[...] a step of vast importance, and only to be taken, after the most extended enquiry 

and mature deliberation’ (V&P 1843, 611, emphasis added). 
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The Council passed the Bill to introduce the scheme on 6 Dec 1843. 

 

The Committee’s recommendation was not new. It is clear that the public was 

very much aware of the need for government intervention at the time, in fact, 

well in advance of the establishment of the Select Committee in August 1843. A 

review of the Colonial Cases19 reveals a case with a direct reference to a 

proposal of government lending against land. In the case The Macquis of Ailsa, 

&c. v. Watson, &c (April 1843)20 at the Superior Court of New South Wales, 

Port Philip District, judge Willis, in what appears to be a bankruptcy case 

confronted by the enormous fall in asset prices, notes  

‘If the government would advance 10s per acre on the land to the occupiers for a few 

years, it would certainly relieve the district from a great portion of the present 

distress; and I apprehend there would not be much difficulty in effecting this 

arrangement, as Lord Stanley had fixed the minimum price at 20s per acre. It is 

alarming to think what the colony was coming to […] We export wool to a large 

amount, and other things, and something should certainly be done to prevent the 

colony from coming to a dead lock’ (our emphasis added). 

 

Nothing was to come of the scheme. Governor Gipps withheld his assent to the 

Bill on 12 Dec 1843 as he did not want ‘the Government to become the 

Mortgagee-general of the Colony’ (HRA, I, xiii, 231) and the proposal was 

abandoned21. 

 

3.2 A new assessment of the scheme 

 

The treatment of the Committee recommendation in the economic history 

literature has been sparse. Bultin describes the Committee report with little 

                                                           
19 Macquarie University Colonial Cases, www.law.mq.edu.au/html/ccl_colonial.htm. 
20 Source: Hobart Town Advertiser, 25 April 1843. 
21 See also the discussion in Butlin 1953, 331-332 suggesting that the Bill was outside the authority of the 
Legislative Council and had to be introduced by the Governor and that this fact was known. 
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commentary (see Butlin 1953, 331-332). The most comprehensive assessment 

appears to be that of Roberts (1975 [1935], 208-210). Confronted with the 

boldness of the Committee’s recommendation Roberts’ commentary, however,  

is scathing: in his view the proposal was simply an ‘amateur interference in 

complicated economics’, represented an attempt ‘to solve the most complicated 

economic problem in the same spirit of a priori enquiry that a little boy uses 

with a new toy’, ‘a travesty’ and he was amazed ‘how the colony leaned 

towards this plan’ and that the Governor ‘took it quite seriously’ (Roberts 1975 

[1935], 209, emphasis in the original).  

 

It can be argued against Roberts that his negative assessment is based on an 

inadequate analysis of the 1840s depression that overlooked the major policy 

issue at the time – the lack of a last resort lender. Moreover, he did not analyse 

the details of the scheme or considered that mortgage bonds (Pfandbriefe) were 

successfully implemented in many countries based on the Prussian model. It is 

therefore appropriate to re-visit the scheme in more detail and ask the question 

of whether the scheme could have worked. While there is insufficient technical 

detail in the Committee’s report to fully assess the effectiveness of the proposal, 

a number of general comments on the available details can be made.  

 

An issue of £200,000 in land board notes could have certainly alleviated the 

crisis in the short term as it would have provided much needed liquidity directly 

to illiquid but solvent landowners bypassing the banks. This could have 

potentially unlocked (at least temporarily) the vicious circle of insolvencies, 

forced sales and further depression of asset prices, and stayed the panic. 

 

However, the medium and long term effectiveness and stability of the land 

board note issue appears questionable. The scheme proposed that the note issue 

be initiated by the mortgagor, who was entitled to claim notes from the land 
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board (V&P 1843, 610). It is unclear in the report how the individual allocation 

was to be determined. Notes were, in turn, to be received back through the 

payment of taxes, as half of every sum paid to the government was to be paid in 

form of land board notes, the other half in coin, except for purchases of land 

(V&P 1843, 610). To avoid an over-issue and devaluation of notes, the 

Committee report suggests that a limit be placed on the total amount of land 

board notes at 50% of taxes at the time estimated at £400,000 for 1844, thus 

resulting in £200,000 of land board notes, V&P (1843, 610). This represents a 

major constraint and means that the land board note issue would have been 

effectively static, dependent not on the liquidity needs of trade, but on changes 

in government expenses making the note issue less effective.  

 

Furthermore, the scheme provided that the land board be barred from issuing 

notes at will. Similarly, the withdrawal of notes from circulation appeared to be 

outside the control of the land board and dependent on actual tax receipts. It is 

therefore unclear how the land board would have carried out operations to 

maintain the price of its notes at par with specie coins. For example, an 

oversupply of notes initiated by mortgagors not matched by withdrawals 

through tax payments could have resulted in a fall in value or could have 

triggered excessive redemptions of notes in coin as the scheme provided that 

notes were redeemable in coin on demand. It is also unclear of whether land 

bond loans and associated mortgage bonds would have been able to be 

redeemed with land board notes or whether redemption required payment in 

coin or half in notes and half in coin as mandated for the payment of taxes. 

Loan repayments in land board notes would have stabilised the note issue22. 

 

The scheme also appeared to have overlooked the critical role of bank deposits 

as means of payment and their creation through the discount operations by the 
                                                           
22 Moreover, it is unclear of whether bank notes were still a valid circulation medium. 
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banks. The Committee report is fixated on the absolute amount of bank notes in 

circulation (V&P 1843, 610) and the scheme overlooked the fact that the 

majority of the money supply was in form of bank deposits. For example, in the 

Oct-Dec quarter of 1843 where the total money supply was at its low point, the 

average weekly figure of bank notes amounted to £149,056 whereas bank 

deposit liabilities were at £807,934. In fact, while the total of bank notes had 

contracted by £74,552 from its highest point of £223,608 in Apr-Jun 1841 a 

point discussed in the Committee’s report (V&P 1843, 610), the contraction of 

bank deposits by £261,564 more than 3 ½ times the contraction of bank notes 

was not even mentioned23. Moreover, bills secured by government guaranteed 

mortgage bonds (Pfandbriefe) could have created new and attractive discount 

material for the remaining private banks, an option also not considered in the 

Committee report. 

 

There is an interesting parallel between the Committee’s disregard of the role of 

bank discounting for the money supply and the plan for the establishment of a 

national bank by the economist David Ricardo, which was published about 20 

years earlier in 1824. While the Committee’s scheme tied the amount of bank 

notes to the size of tax receipts and is silent on the role of bank discounting, 

Ricardo’s proposal tied the money supply to the price of gold and overlooked 

the critical role that the Bank of England played in regulating the money supply 

in line with economic needs through the re-discounting of bills (see the 

discussion in Stadermann (2002, 80-81)). Both proposals thus suggest the 

creation of what Stadermann has called “coins made of paper” (‘Münzen aus 

Papier’, Stadermann 2002, 77) - a note issue subject to a physical constraint (the 

gold price in England and the amount of tax receipts in New South Wales 

respectively) in contrast to money in form of bank notes, which is dynamically 

                                                           
23 Money supply data from bank notes and deposits for all banks in NSW given as averages of weekly figures 
for each quarter in NSW Government Gazette as compiled in Butlin (1953, 613-614). 



13 
 

created in discount operation based on actual funding needs of the economy, 

regulated by the market rate of interest and directly or indirectly secured by the 

property of the parties involved. 

 

The report’s position on interest rates, however, is noteworthy. The report 

recommended a rate ‘somewhat high, compared with the market rate’ to ensure 

the stability of the notes (V&P 1843, 611). This somehow pre-empts Bagehot’s 

famous first principle of central banking formulated only 30 years later and 

stating that loans are only to be provided by the last resort lender at a penalty 

rate of interest: 

‘First. That these loans [by the central bank] should only be made at a very high rate 

of interest. This [...] will prevent the greatest number of applications by persons who 

do not require it.’24 

 

Interestingly, the Committee’s scheme, which relies on a tie between land board 

notes and government expenses, deviates strongly from the recommendations of 

the Committee witness Thomas Holt, who had provided much of the underlying 

detail for the land board scheme by his description of the operation of mortgage 

bonds (Pfandbriefe) in Prussia. In contrast to the final Committee report, Holt 

had recommended that the notes should to be issued by the Treasury and 

exclusively by the discounting of bills secured by mortgage bonds (V&P 1843, 

660 Q. 99). Similar to the modern operation of a central bank, Holt’s proposal 

would have allowed the note issue to be controlled by an appropriate discount 

rate and the issue and redemption of notes tied back to the transaction needs of 

the economy.  

 

In contrast, the Committee report noted concerns that a note issue under 

government control would be abused, ultimately resulting in an over issue of 

                                                           
24 Bagehot ([1873], 1962, 97). 



14 
 

notes, and therefore provided that a note issue could only be initiated by 

landowners (V&P 1843, 610). However, this concern could also reflect a hidden 

agenda. A note issue conducted by the Treasury on the security of mortgage 

bonds would have left the control over the money supply with Treasury 

officials. In contrast, the scheme effectively transfers the control over the note 

issue to the landowners (assuming the £200,000 would have been allocated to 

landowners in some transparent way). Perhaps the Legislative Council 

members, many of them substantial landowners (Roberts (1975 [1935], 361), 

wanted to be absolutely certain that land board notes were directly and 

immediately available to them. 

 

In summary, the medium and long term effectiveness and stability of the land 

board note issue appears questionable and the actual implementation would 

have required modifications of the scheme most likely along the lines of Holt’s 

original description of the Prussian system, where liquidity was provided by a 

state bank discounting bills secured by mortgages bonds. However, it is likely 

that the scheme would have been successful at least in the short term providing 

immediate liquidity and relief to all landowners and potentially unlocking the 

vicious circle of insolvencies, forced sales and thereby staying the panic. The 

underlying principle formulated in the scheme shows a significant insight into 

the working of monetary economics. The objective was to provide everyone 

with good loan security government guaranteed access to liquidity at a penalty 

interest rate. This pre-empts some of Bagehot’s principles of last resort lending 

formulated only several decades later and subsequently implemented by all 

major central banks around the world. 

 

 

4 The Lien on Wool and Stock Mortgage Act 
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4.1 Outline of the Act 

 

The second, more successful, measure was the Lien on Wool and Live Stock 

Bill, which became the Lien on Wool and Stock Mortgage Act. Here the 

pressing legal issue was that non-possessory chattel25 securities were not 

protected from the operation of the (Colonial) Insolvency Act only introduced 

two years earlier. In the case of stock mortgages, the Act directly repealed the 

clause of the (Colonial) Insolvency Act, whereas in the case of growing wool, 

the Act shaped the nature of the preferable lien so as to give the lienee notional 

possession. Notional possession was created on execution of the agreement and 

meant that property under a lien could no longer be sold or disposed of for the 

benefit of the unsecured creditor. As further protection to the creditor, an 

effective registration system was added reducing potential litigation arising 

from competing claims (see Decker 2008 159-163 for a detailed discussion of 

the legal role and features of the Act). 

 

In contrast to unsecured lending based on the discounting of accommodation 

bills, which was the prevailing practice at the time, the lender now had direct 

recourse over a substantial26 asset class, safeguarded by registration, as loans 

were not just enforced through a contractual claim against the party. This was a 

critical change given the unprecedented level of insolvencies at the time (see 

Decker 2008, 163). 

 

The critical innovation of the Act was therefore not so much the creation of a 

security right over mobile property (as has been argued, for example, by Butlin 

1953, 329 and Holder 1970, 119), which in the case of the stock mortgages was 

                                                           
25 The term ‘chattel’ is usually assumed and intended to encompass only tangible personal property of a 
movable nature, see McCracken and Everett (1998, 519). 
26 The fair value of the six million sheep in the Colony was estimated at £1,500,000 at the time (V&P 1843, 
628) and compares favourably with the value of bank assets of £1,919,066 in Oct-Dec 1843 (NSW Government 
Gazette as compiled in Butlin 1953, 613). 
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already possible, but rather to protect non-possessory chattel securities from the 

operation of the (Colonial) Insolvency Act. It also appears from the legal 

analysis that Stanley’s widely quoted legal objections (HRA I, xxiv, 57), in 

relation to stock mortgages were unfounded (see Decker 2008, 159, 168-9 for 

details). 

 

4.2 The Act’s role in recovery 

 

The take-up of loans under the Act was immediate and large. Within only 11 

weeks 16% of the total sheep population was either under a lien or mortgage, 

with the value of liens and mortgages representing 20% of the total value of 

exports and ratios increasing further in 1844 to 38% of sheep and 40% of 

exports27 (see Decker 2008 164 for a detailed analysis).  

 

The money supply, which had fallen to £956,990 in the quarter Oct-Dec 1843, 

recovered to 1840 levels in Oct-Dec 1845 at £1,410,062, and stayed at this level 

in the following years consistent with reports indicating the end of the crisis. 

The money supply figures over the years of 1844-1849, were on average 

£412,769 higher than in 1843, the low point of the crisis28 (see Decker 2008, 

164-5). This figure almost exactly matches the average value of liens and stock 

mortgages over the same period, which is £419,42229. This suggests that the 

value of loans (and matching deposits) created under the Act completely offset 

the previous decline in money supply. This is summarised based on year-end 

data in the following diagram30: 

                                                           
27 Calculated from data in V&P 1850 and money supply data from bank notes and deposits for all banks in NSW 
given as averages of weekly figures for the year end (Oct-Dec) quarters in NSW Government Gazette as 
compiled in Butlin (1953, 613-614). 
28 Money supply data calculated from bank notes and deposits for all banks in NSW given as averages of weekly 
figures for year-end (Oct-Dec) quarters in NSW Government Gazette as compiled in Butlin (1953, 613-614). 
29 Calculated from data of registered wool liens and stock mortgages in V&P (1850). 
30 Calculated from the following sources: wool lien and stock mortgage data in V&P 1850; money supply data 
from bank notes and deposits for all banks in NSW given as averages of weekly figures for the year end (Oct-
Dec) quarters in NSW Government Gazette as compiled in Butlin (1953, 613-614). 
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There is thus strong evidence that insolvency protection provided under the Act 

had a significant short-term economic impact, restoring and in fact improving 

the conditions of the monetary system and resolving the panic and want of 

confidence that had aggravated an already severe crisis (see Decker 2008, 163-

167). 

 

The Act became so effective because it was introduced in an extraordinary 

monetary situation and could provide a substitute for a last resort lending 

mechanism as the Act created a perfectly certain path to create new money 

based on the security of wool and stock (see Decker 2008, 166)31. This 

assessment of the impact and role of the Act in the 1840s depression markedly 

differs from Butlin who had concluded that the Act was of ‘small immediate 

importance’ (Butlin 1961, 92). 

 

 
                                                           
31 For example, Bank of New South Wales records in the period of 1843-1850 show loans secured by wool liens 
(typically 3-6 months loan period) and stock mortgages (typically yearly loan periods with annual renewal), see 
Fry (1973, 14). 
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5 The 2008 Global Financial Crisis – some afterthoughts 

 

While the 1840s depression was tackling the issue of maintaining liquidity in a 

financial system without a lender of last resort, the 2008 global financial crisis 

saw the lender of last resort itself become a major contributor to a financial 

crisis (Heinsohn and Decker 2010, Section I). 

 

Private note issuing banks as well as central banks must demand interest 

because as proprietors liable for their note issue they need to protect their 

capital and solvency (Heinsohn and Decker 2010, Section I). In 1843, nobody 

had to be reminded of this principle. Even at the height of the crisis, the bill 

discount rate of New South Wales banks was between 6 and 12% (see Butlin 

1953, 622). The importance of appropriately high interest rates was even 

stressed in the 1843 Committee report in relation to the issue of “last resort” 

government land board notes.  

 

In contrast, today’s leading central banks have, in the altruistic belief that low 

interest rates benefit businesses and workers struggling after a crisis, forced 

interest rates below market rates or even waived interest rates altogether, in 

violation of central banking principles. This happened at a global scale when the 

two largest central banks, the Bank of Japan and the Federal Reserve dropped 

their interest rates to near zero (in September 2001 and November 2002 

respectively). While a short term reprieve for many, this was, however, not 

without consequences and constituted one of the trigger points of the 2008 

Global Financial Crisis (Heinsohn and Decker 2010, Section I). 

 

In order to profit from cheap central bank money the US financial system 

created asset classes based on subprime and “Alt-A” loans that were packaged 

using the tried and tested techniques of securitisation into low risk AAA rated 
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debt. These assets in turn became attractive to special vehicles engaging in 

credit arbitrage by issuing short term Asset Backed Commercial Paper (ABCP) 

to fund high yielding long term assets (Heinsohn and Decker 2010, Section II). 

 

When concerns over the quality of subprime assets let the market for ABCP 

collapse, special vehicles could no longer roll-over their paper and some banks 

were forced to take subprime assets back on their balance sheets. Other banks 

were caught out warehousing subprime mortgages or had made direct 

investments in mortgage and asset backed securities. In turn, banks were forced 

to write down their assets, teetered towards insolvency and hoarded liquidity to 

maintain their ongoing business (Heinsohn and Decker 2010, Section II).  

 

Central banks expanded their liquidity facilities and engaged in last resort 

lending operations at a large scale. This included, like in the English crisis of 

1825/6, direct advances to businesses bypassing the commercial banks (for 

example the Federal Reserve Bank Commercial Paper Funding Facility 

including all entities organized under the laws of the United States32, see also 

the discussion in Heinsohn and Decker 2010, Section III).  

 

However, central bank intervention cannot help insolvent banks as was 

demonstrated when extensive central bank intervention by United States and 

European central banks could not mitigate the emerging panic and contagion of 

fear. While illiquid but solvent banks can be provided with central bank money 

against sound loan security an insolvent bank requires new bank capital. This 

requires a different institution than a central bank (Heinsohn and Decker 2010, 

Section IV). Consequently, after the fall of Lehman Brothers, European and US 

governments were forced to implement substantial programs to recapitalise and 

                                                           
32 See Federal Reserve Bank of New York, Commercial Paper Funding Facility: Frequently Asked Questions. 
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part-nationalise banks and many governments forced to guarantee bank 

liabilities.  

 

The 2008 global financial crisis, unlike the 1840s depression, was thus a crisis 

of solvency - not liquidity - making many governments “proprietors of last 

resort” (Heinsohn and Decker 2010). It could be argued with some irony that 

this is a position much worse than the ‘Mortgagee-general of the Colony’, 

which Governor Gipps in 1843 (HRA, I, xiii, 231) was determined to avoid 

when he withheld his assent to the Monetary Confidence Bill of 1843. 
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