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16
The Gnomes of Melbourne

In the late 1940s, a back story concerning alleged espionage and 
counter-espionage was in play. It saw the emergence of an Australian 
intelligence organisation with strong ties to and reliance upon British 
and US intelligence, the establishment of which John strongly opposed. 
The perceived need for a stronger and more secretive organisation can 
be traced back to wartime when a McCarthyist fear of the spread of 
communism took hold. When John became departmental head in March 
1947, he was obliged as a public servant to swear an official oath of secrecy 
relating to security classified matters. However, he bristled when Colonel 
Charles Spry, director of Military Intelligence, asked him to swear another 
oath that would require him not to convey to anyone, even Evatt as his 
minister, any information John might receive from intelligence services 
in the course of participating in the Joint Intelligence Committee (JIC).1 
Until 1949, Evatt was also the attorney-general under the Curtin and 
Chifley governments and had responsibility for the Security Service. John 
refused to sign or to participate in the JIC. He did not want to be privy 
to any information that he could not pass on to his minister or the prime 
minister.2 How could he brief Evatt on matters of security without keeping 
him informed of current perceived threats? Moreover, in any event, John 
did not trust Spry’s agenda.

1  National Times (Broadway, NSW), 28 September – 4 October 1984, 11; Herald (Melbourne), 
23 February 1972, 4.
2  Burton, National Times, 28 September–4 October 1984, 11.
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Spry was a complex character and a military traditionalist with a hatred 
of communism. He gave public lectures on its evils and argued that, 
while World War Two was over, Australia was facing an equally dangerous 
threat. Historian David Horner, in an obituary on Spry, described him as 
courteous and charming, that he wore a military, Hitler-style moustache 
and a homburg hat, and had a gift of the gab and sharp wit. He told 
of the time when Spry, serving in Greece in April 1941 and having just 
avoided being captured by the Germans by evacuating to Crete, sent 
a telegram to his wife from Palestine saying: ‘successfully degreeced and 
excreted’.3 Journalist Alan Ramsey wrote that Spry’s lifelong army career, 
which included him serving under the Raj in the mid-1930s on India’s 
north-western frontier in the Duke of Wellington’s regiment, shaped his 
life and attitudes. He described Spry as ‘a man of the empire’, such that 
serving the interests of Britain and the Empire had priority over Australia’s 
regional interests and security.4

John believed Spry was intent on influencing policy and political 
outcomes and feared that Spry’s intense focus on security concerns could 
damage Australia’s relations with perceived hostile nations. He arranged 
for Moodie to represent the department on the JIC and told him that, 
whatever oath he took, he had to pass on relevant information to the 
department and to the government. However, on one occasion in late 
1949, when Moodie was on leave, John attended a meeting himself, 
giving no warning and arriving late. According to Moodie, no one knew 
him except Spry who passed a note to the chairman, saying: ‘This is 
Burton’. The chairman was wondering ‘who the boy was’ that Moodie 
had sent to attend the subordinate committee meeting, but did not read 
the note until after Burton started to speak. John began with, ‘When I was 
talking to the Prime Minister the other day, I told him about this “bloody 
nonsense”.’5 The chair, having by this time read the note, moved swiftly to 
the next item. According to Moodie, John was proud of himself and, on 
Moodie’s return from leave, John simply said: ‘You can’t justify attending 
that show’, so Moodie did not attend again.

3  Obituary by David Horner, ‘Spy Chief Led Fight against Communism’, Australian, 7 June 
1994. Brigadier, Sir Charles Spry CBE, DSO, Director of ASIO 1950 to 1969; born Brisbane 1910, 
died Melbourne 1994, age 83, NLA, Biographical cuttings on Charles Spry, Sir, Brigadier, Director-
general of ASIO, 1950–1969, containing one or more cuttings from newspapers or journals. 
4  Alan Ramsey, ‘The Spry Who Came in from the Cold War’, National Times, 28 September–4 October 
1994, 13.
5  Memoir of Colin Moodie, NLA, MS Acc13.173, 26.
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John objected to the JIC’s group of intelligence officers wielding power 
over defence and foreign policy. He understood that it was a matter of 
interest to them if a possible change of government was likely to change 
defence policies. He explained in 1972, ‘I would not be a party to any 
attempt to take policy responsibility in practice if not in form, out of 
the hands of the elected government’.6 He believed that such ‘a secret 
group’ had been responsible for the downfall of Menzies in 1941 ‘for 
getting too friendly with the Japanese’ (before Japan entered the war).7 
Moodie thought that John was ‘paranoid on defence matters’, exampling 
it in his memoir with reference to John calling JIC a ‘little fascist group in 
Melbourne’.8 This group John later dubbed ‘The Gnomes of Melbourne’.9 
According to John, the members of ‘the Gnomes’ were a fluctuating elitist 
reserve group of 10 to 15 military intelligence officers that Spry controlled 
– heads of Naval, Army and Air Force intelligence and nominees of the 
departments of Defence and External Affairs – who saw themselves as the 
true preservers of the Australian heritage and democracy.10 They liaised 
with senior intelligence officers of the USA and Britain who were then 
resident in Australia.

Behind the scenes, a counter-intelligence program that had been initiated 
in 1943 by American intelligence agencies and code-named ‘Venona’ was 
ongoing. The Venona project later led to another project, ‘the Lapstone 
Experiment’ initiated by John with then prime minister Chifley’s permission. 
Together, they form a backdrop for the ‘Petrov affair’ that led to the 1954 
Royal Commission into Espionage in Australia. That inquiry and ASIO’s 
extensive surveillance of civilians would affect the lives of many ordinary 
Australians including John, Cecily and our family and friends.

In November 1947, the Americans told Britain’s MI5 that a Venona 
intercepted Soviet telegram revealed the existence of Soviet espionage in 
Australia. In January 1948, MI5 informed British Prime Minister Clement 
Attlee that evidence of leaks from Australia’s Department of External 
Affairs relating back to the years 1944–46 had been revealed. The possible 

6  It explained his reasons for refusing to sign the oath in a press interview. Herald, 23 February 
1972, 4.
7  Herald, 23 February 1972, 4.
8  Memoir of Colin Moodie, NLA, MS Acc13.173, 25.
9  After Colonel Spry became director of military intelligence and when he headed ASIO, John 
used the ‘Gnomes of Melbourne’ for Spry and the group who surrounded him, some of whom were 
short like Spry, but who John said, ‘crept around in the background like gnomes’.
10  John Stubbs, ‘Petrov’, National Times, 28 September–4 October 1984, 11; Malcolm Elder, 
‘“Gnomes of Melbourne” Blamed’, Sun (Sydney), 2 April 1973.
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source of the leaks had to be investigated and Spry was brought in to assist 
the MI5 team. In April 1948, Shedden, as head of Defence, sent a letter to 
John, as head of External Affairs, raising MI5’s concerns about the leakage 
of a particular document in 1945 and informed him that investigations 
pointed to Ian Milner from John’s department being suspected. John was 
perplexed. He had not been told in what form the leakage took place, or 
what had occurred recently to warrant a leak that had taken place some 
years ago being raised now.11

Attlee sent the director general of MI5, Sir Percy Sillitoe, and Roger Hollis, 
a future head of the service, to Australia in February 1948 to brief Chifley 
about the leaks and to discuss ways to improve Australian security. They 
planned not to tell Chifley about the Soviet decryptions that had revealed the 
leaks. However, according to Christopher Andrew, a Cambridge professor 
of history and recognised leading expert on British intelligence, the men did 
not count on somebody like Evatt, ‘who questioned them forensically and 
just tore their cover story to shreds’.12 Andrew said, ‘I did not come across 
any other example in the history of MI5 when its representatives were so 
clearly out-argued by somebody’. He noted that, while they did not like 
Evatt, ‘they admitted to their own superiors that he had been too smart 
for them’.13 That Evatt managed to force Britain’s top spies to come clean 
about Soviet intelligence was not revealed until 2009 when secret archives 
of MI5 were released of the 1948 meeting with Evatt. The irony was that 
Attlee, Evatt and Chifley were told about this material but not US President 
Harry Truman. Because the FBI believed that the CIA had been penetrated 
by Soviet agents, US officials withheld information about Venona from 
Truman who FBI Chief Edgar Hoover thought would tell the CIA.

Hollis returned to Australia in August 1948 and together with a junior 
member of MI5, Robert Hemblys-Scales, on 4 August drove from Canberra 
to visit John at our farm at Melrose Valley, Tuggeranong. John, in his 
overalls, welcomed them as he did other visitors, but, on this occasion, he 
was unlikely to have asked them to pick up a shovel and help him in the 
cowshed while they talked. More likely, Cecily made them tea and made 
herself scarce while the men had an amenable discussion in the living 
room. MI5’s interest in John was to hear about his period of service in the 

11  DFAT Historical Documents, vol. 16, 1948–49, Australia and the Postwar World – Beyond the 
Region, Doc. 360, Shedden to Burton, 7 April 1948 [AA: A6691, AS3/1, section 6]; John’s reply: 
DFAT, Doc. 361, Burton to Shedden, 22 April 1948 [AA: A6691, AS3/1, section 6].
12  Peter Wilson, ‘How Herbert “Doc” Evatt Outwitted MI5’, Australian, 8 October 2009.
13  Wilson, Australian, 8 October 2009.
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Post-Hostilities Division of External Affairs in 1944 and 1945 because 
the place and time was the focus of much of the Venona material. John 
was sceptical that there might have been any security leaks from External 
Affairs, and stated frankly that he believed Shedden wanted to blame the 
department John now headed in order to destroy John. Hollis appreciated 
John’s honesty in revealing his hostility towards Shedden and the fact that, 
when John was presented with evidence that implicated Milner, he took 
it seriously. John asked for time to consider the material and requested 
another meeting with Hollis and Hemblys-Scales at his office.

On 9 August 1948, Hollis and Hemblys-Scales visited John at his 
departmental office in West Block. Hollis told Sillitoe in a letter dated 
11 August 1948 that Burton was ‘most friendly and pleasant’ and that 
he ‘very quickly saw that there was a great deal more information, much 
of it inescapably connected with his Department’. According to Horner’s 
research, they were ‘favourably impressed with Burton’.14 He said that 
Hollis described John as ‘a tough, practical, self-reliant type who is not 
afraid to take on big commitments’. Hemblys-Scales, while knowing 
others had doubts about John, is reported as saying that the important 
thing about John is that he ‘gets things done, which is unusual around 
here’.15 John was alarmed that there might have been security leaks from 
the department he now headed, but doubted that any of the material 
described to have been leaked was of any consequence. Hollis reported that 
John agreed with MI5’s suspicion that, if the information was accurate, 
the culprit must be Milner. John had objected to Milner being recruited 
to the department when he saw the selection of officers to fill advertised 
appointments. A later ASIO note recorded that John had said: ‘We can’t 
have Milner, he’s a Communist.’16 However, John was never convinced 
that Milner was a Soviet spy.17

14  Horner, The Spy Catchers, 72–33.
15  Peter Wilson, ‘British Lessons in the Spying Game’, Weekend Australian, 16 April 2011.
16  NAA: A6119, 127, Burton vol. 1, 135. Another ASIO note concedes that it erred in suggesting 
that John knew Milner before he came to work for External Affairs. It arose from a reference to 
Milner meeting ‘John Burton’ in New Zealand, and ASIO later noted: ‘It is now considered that the 
Burton in New Zealand at that time was almost certainly Dr John Wear Burton’s father the Rev. Dr 
John Wear Burton …’. It transpires that Milner’s father was, like John’s father, a New Zealand cleric. 
Through his father, young Milner apparently met Jack Burton in 1940, but not John. NAA: A6119, 
128, Burton vol. 2, 42. However, the same document described Jack as being described as ‘an active 
pacifist who had possibly become mentally deranged owing to injuries received in the first world war’. 
As Jack did not fight in the war and had a leading role in the Methodist Church between 1914 and 
1918, it has to be considered that he was not the ‘John Burton’ referred to at all.
17  Gregory Pemberton agrees, see ‘Spy Mystery That Will Not Die’, Canberra Times, 19 June 1991, 21. 
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Jim Hill was the other officer of the Department of External Affairs 
suspected of leaking information. John had been aware that Hill, a lawyer, 
had joined the department in 1945 and worked on war crimes but did not 
know him particularly well until John returned to the department from 
Evatt’s office. At the time of MI5’s visit, Hill was working in the United 
Nations Division drafting a resolution, according to John, to counter 
proposals being put forward by the Soviets. John undertook to Hollis 
that as well as keeping an eye on Milner, he would ‘keep closely in touch’ 
with Hill and take ‘full personal responsibility for him as a member of 
the Department’.18

Consequently, John got to know Hill quite well after Hollis’s visit, as he 
later told a royal commission, ‘quite deliberately’ in order to cooperate 
with MI5. He and Cecily came to like Hill and his family. John told 
the commission that Hill was ‘one of the most capable officers in the 
Department’ and for whose ability John had high respect.19 After 
Hollis left, Hemblys-Scales handed John a list of spy suspects, not all 
identified by name; some had descriptions like ‘someone in Evatt’s 
office’.20 John found the list curious. People named were the sort of ‘very 
Australian’ types who did not want policies to be dictated from overseas. 
‘Few of them’, he said, ‘could possibly have any secret information.’21 
Nevertheless, John agreed to cooperate with MI5 in its investigations 
into the allegation of an Australian espionage network. He saw it as an 
opportunity to demonstrate that Australia was capable of handling its 
own security matters. He was fearful that, otherwise, pressure would be 
on for an ‘intelligence’ organisation run by people like the Gnomes of 
Melbourne, whose agendas John did not trust, and likely to be under the 
control of MI5.

In September 1948, John devised a surveillance plan. A large Russian 
delegation was scheduled to attend an international conference at the 
Lapstone Hotel in the Blue Mountains in New South Wales the following 
November. The Lapstone Conference was convened by the United 
Nations’ Economic Commission for Asia and the Far East (ECAFE). 
After consulting Hemblys-Scales, John approached Chifley and put the 

18  Burton, In camera official transcript of proceedings, Royal Commission on Espionage, 2 November 
1954, 7.
19  Burton, Royal Commission on Espionage, 2 November 1954, 6–7.
20  Stubbs, ‘Petrov’, 11.
21  Stubbs, ‘Petrov’, 11. Stubbs interviewed then retired Sir Roger Hollis in Somerset, UK, and John 
in Canberra for his article.
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case for employing the existing Commonwealth Investigation Service 
(CIS) to carry out surveillance of the delegation. He asked permission 
to arrange the bugging of all of the hotel rooms that were to be occupied 
by the Russians in Sydney and at Lapstone. The object was to ascertain if 
they had any contacts in Australia. Special drivers and selected cadets were 
to help monitor the recordings. John recalled:

I argued further to the Prime Minister, that even though there 
was no outcome of such investigation, it would be useful to 
demonstrate to the British authorities that the Australian 
Government was able to safeguard the security of the organisation 
[sic] with wide executive powers.22

Chifley approved the project that came to be known as ‘the Lapstone 
Experiment’.

Spry, in his military intelligence capacity, helped John keep track of the 
project. John thought that they had got to know each other very well. They 
spent long hours each day and night in John’s office waiting to receive and 
review surveillance reports as they came in. While waiting, they had the 
opportunity of talking in depth about their divergent views on the role 
of intelligence in democracies. According to John, Spry, having always 
worked in the military and intelligence, was looking forward to holding 
a new role in Australian intelligence. Spry told John that it was the role 
of security services ‘to protect democracies against themselves’ and that he 
believed that ‘no political party should attain office on one programme, 
and in office pursue another’.23 He made it clear to John that his particular 
worry was that a future Labor Government would recognise China, while 
Defence, following its overseas counterparts, was against this. John was 
alarmed at Spry’s expressed view that a secret service – a group of people 
communicating together who undertook not to communicate to their 
own government – was essential for democracy. John quoted Spry as 
saying: ‘Indeed, you couldn’t have a democracy, with its changes of policy 
and its changes of parties, working efficiently unless there was this kind 
of reserve power – this reserve group – that would try to control things in 
certain circumstances.’24

22  John Burton’s submission to the royal commission was released in 1972 and reproduced in part 
by Peter Smark and Bruce Stannard, ‘The Birth of ASIO’, Australian, 19 February 1972, Saturday 
Review 13. For a full account, see also Laurence W. Maher, ‘The Lapstone Experiment and the 
Beginnings of ASIO’, Labour History, no. 64 (May 1993): 103–8.
23  Burton, ‘The Petrov Affair in Perspective’, drafted in the 1990s, Burton family file.
24  Stubbs, ‘Petrov’, 12.



PERSONS OF INTEREST

138

Spry had a different recollection. In a series of public exchanges in 1973 
between Spry and Max Suich, editor of the National Times, headed ‘Dear 
Sir Charles’, Spry confirmed that John consulted him regarding this 
special investigation. However, he said:

It appeared to me that he was reporting directly to Mr Chifley 
on this matter. He asked that I run the operation. I declined, 
emphasising the view that it was a civil and not a military matter. 
This was accepted and another person was appointed to direct.25

He went on to say that, in his capacity as director of Military Intelligence, 
he was a member of the JIC and that:

Mostly my meetings in Canberra with Dr Burton were of a 
courtesy nature. I found him to be an intelligent person who 
possessed very firm political views. However, I considered that 
his assessment of contemporaneous international affairs was not 
always correct. I cannot support what you quote him as saying – 
‘It was his (Spry’s) view that a secret service – a group of people 
communicating together who undertook not to communicate 
to their own Government – was essential.’ This would ignore 
political realities. Any person who controls a security intelligence 
organisation knows that this cannot be done nor would it be, in 
the interests of democracy.26

The Lapstone Experiment revealed nothing untoward in respect of 
document handovers or leaks of secret material. John later recalled that, 
when assembled in the minister’s room to hear the tapes that had been 
flown from Sydney with an interpreter Noel Deschamps, excitement 
heightened at hearing the name ‘Dalziel’ mentioned in a telephone 
conversation between one Russian delegate and another. Allan Dalziel, 
a former journalist, was Evatt’s electoral secretary in Sydney. There was no 
mention of any other Australian. Deschamps laughed as he listened to the 
conversation and then translated the speaker’s words into English: ‘If you 
have any trouble over transport, ring Dalziel who is the transport official 
for the conference.’27 John told a television interviewer:

That was as near as communication of any information we got 
during that whole episode which cost a very large sum of money. 
But what it did show was the Soviet people had not contacted 

25  ‘Dear Sir Charles …’, National Times, 3–8 September 1973, 34.
26  National Times, 3–8 September 1973, 34.
27  Burton, notes for NLA oral interview with Edgar Waters, 1 January 2000, 3, Burton family file.
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anyone and secondly it showed that if it had we could have picked 
it up. And my recommendation to the Prime Minister was that we 
did not have an ASIO or any organisation of that nature.28

Unfortunately for John, the success of the project led to the very outcome 
he sought to avoid; the establishment of a new intelligence organisation in 
Australia. From MI5’s point of view, little progress was being made to find 
the source of the leak of material to the Russians (‘The Case’ as it became 
known).29 MI5 officials took advantage of Australian cooperation and, as 
Spry had no confidence in the CIS, Chifley was persuaded to establish a new 
intelligence organisation. In 1949, the Australian Security Intelligence 
Organization (ASIO) was established. This was despite Chifley and Evatt 
not being in favour of a separate security organisation. Evatt, in particular, 
was concerned about civil liberties implications in surveillance activities. 
Chifley was reluctant to agree to the demand, but apparently thought 
that a small organisation would placate MI5 and reduce tensions. In his 
official history of ASIO, Horner wrongly attributed John with persuading 
Chifley that ASIO should be established. He stated, ‘unexpectedly the 
most persuasive voice was that of Burton’.30 Horner concluded that John 
talked to Chifley about cooperating with MI5 because of the mounting 
evidence against Milner and another suspect, Frances Bernie. Horner drew 
support for his account from Hollis who is reported to have said: ‘I think it 
not unlikely that the Prime Minister will have listened more attentively to 
Burton than to us, if only because he must have been so surprised to hear 
Burton speaking on the subject.’31 John’s urging of Chifley to cooperate 
with MI5 in the Lapstone Experiment might have misled Horner in that 
regard. John had the opposite purpose in mind, namely to prove that the 
CIS could handle security and that a separate intelligence organisation 
run by Defence was not warranted. John asserted that he wrote a report 
to Evatt, then the attorney-general, arguing the case against the setting up 
of ASIO. He said that, five years later, he discovered that the report had 
been intercepted and suppressed by Spry’s elitist military group – by these 
‘Gnomes of Melbourne’.32

28  Transcript of ABC TV interview, 9 November 1989, family collection. 
29  Desmond Ball and David Horner, Breaking the Codes: Australia’s KGB Network, 1944–1950 
(St Leonards, NSW: Allen & Unwin, 1998), 295.
30  Horner, The Spy Catchers, 76.
31  Horner, The Spy Catchers, 76.
32  ‘File against ASIO Vetoed – Expert’, Sun, 2 April 1973; ‘Report Opposing ASIO “Stopped”’, 
Canberra Times, 2 April 1973.
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The British Government sent Hollis, by this time director of MI5, to 
help set up ASIO. John was sure that Chifley never dreamed that he 
was creating an uncontrollable organisation staffed by persons selected 
for their political ideologies rather than any defined professionalism. 
Chifley and Evatt, aware of the dangers of a spy agency, placed it under 
the judiciary. Established administratively with a one-page memorandum 
from government, Justice Geoffrey Sandford Reed, a South Australian 
judge, was appointed its director-general in March 1949. Its key task was 
related to espionage but its role was extended to surveillance of any person 
or organisation who might be judged to be subversive of the security of 
the Commonwealth. Its original charter provided that the security service 
be kept free of any political bias or influence and it was not given any 
executive or police powers.

When the Menzies Government came into office in December 1949, 
control was handed to Spry as a professional intelligence officer seconded 
from the army to become director-general of ASIO. Reed had not intended 
to have the role for more than a year but, had Labor remained in power, 
Spry would not have been appointed to take over his role. According 
to John, under Spry, ASIO developed away from the British model on 
which it was based towards the American model of military intelligence 
that lacked judicial oversight. Chifley’s fears about establishing such an 
organisation were realised when Spry took over civilian security as part of 
Defence services. John concluded:

By placing a military intelligence officer in charge of civilian 
security, the government gave the intelligence service unlimited 
opportunity, not merely to control policy decisions, but to 
interfere with the political life of the community.33

ASIO was not given a legislative base until 1956.

Horner’s historic account confirms that there was extensive surveillance 
by ASIO under Spry of ordinary Australians who held progressive views. 
He notes too, the failure of ASIO to watch extremists on the right.34 
Lawyer and writer Ernst Willheim detailed the extent of the resources 
that were devoted by ASIO to surveillance; surveillance not simply of 
suspected spies, but of thousands of ordinary Australians with ‘leftist’ 

33  Herald, 23 February 1972, 4.
34  Horner, The Spy Catchers, 63. 
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views.35 Spry, set on targeting communists, completely revamped ASIO. 
The Cold War was at its height: Stalin’s Soviet Union had gained control 
over eastern Europe, North Korea had just invaded South Korea and the 
Australian Communist party dominated many trade unions. Spry moved 
ASIO’s Sydney headquarters to Melbourne and engaged new staff to set 
up new sections to penetrate the Communist Party. In 1954, Spry had 
his greatest ‘success’. Vladimir Petrov and his wife, Evdokia Petrova, both 
KGB officers, defected from the Soviet Embassy. The inquiry surrounding 
it and the information they purported to give the authorities would have 
a major impact on our family. But before that occurred, John managed to 
orchestrate more havoc for himself and our family.

35  Ernst Willheim, ‘Is David Horner’s Official History of ASIO “Honest History”? Was Colonel 
Spry a Traitor?’ Honest History, 14 April 2015, accessed 9 April 2021, honesthistory.net.au/wp/is-
david-horners-official-history-of-asio-honest-history/. The article was originally a lecture delivered at 
Manning Clark House, 26 March 2015, in the Honest History series, accessed 9 April 2021, malpaya.
files.wordpress.com/2015/04/honest-history-asio-paper.pdf. 

http://honesthistory.net.au/wp/is-david-horners-official-history-of-asio-honest-history/
http://honesthistory.net.au/wp/is-david-horners-official-history-of-asio-honest-history/
http://malpaya.files.wordpress.com/2015/04/honest-history-asio-paper.pdf
http://malpaya.files.wordpress.com/2015/04/honest-history-asio-paper.pdf
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