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JANE KAMESKY’S THE EXCHANGE ARTIST. A TALE OF HIGH-FLY-
ing Speculation and America’s First Banking Collapse (New York: Viking, 2008)
is an engaging biography of Andrew Dexter, Jr., as well as the story of the
grand hotel that he built, the Exchange Coffee House. The book also  

describes the failures of the Berkshire Bank of Pittsfield, MA, and the Farmers’
Exchange Bank of Gloucester, RI, both of which were controlled by Dexter, and
comments on the bank panic of 1808-1809. 

This bank panic began as concern for the solvency of the Farmers’
Exchange Bank developed into a run on it and certain other banks. The Farmers’
Exchange Bank would be revealed to have been engaged in reckless banking and to
have massively violated its charter. It was forced to close; and, the mass of its notes
fell “dead in the hand.” 

Subsequently, seven other banks – Penobscot of Maine (technically, of the
Maine District of Massachusetts), Berkshire and Northampton of Massachusetts;
Coos, Cheshire and Hillsborough of New Hampshire; and, the Vermont State
Bank – were forced into suspension, from which only two – Coos and Cheshire –
would later recover. Table 1 summarizes these developments.

Kamensky does not speak to the specifics of the bank panic. She merely
says “Over the next six months, most of the banks in Dexter’s network … went
under … Some banks, wrongly swept up in the tide of rumors, managed quickly to
right themselves.” But, what appears to have been the spread of failure from one or
more banks to others because of rumors and fear was mostly the result of the enact-
ment of a small bill prohibition by the state of Massachusetts. 

The small bill prohibition resulted in the return of change notes and frac-
tional currency to the country banks of New Hampshire and to the Vermont State
Bank, which banks had been supplying the Boston market with small-denomination
notes. This and the fact that these banks were heavily invested in illiquid assets, viz.,
loans secured by real estate, resulted in their failure.

The Lottery & Exchange Brokers of early 19th Century Boston

During the early years of the country, money markets developed in the
larger cities consisting of competing “Lottery & Exchange Brokers.”  These bro-
kers offered to exchange various forms of money, such as notes that would pass cur-
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rent locally for “foreign” notes.  Business newspapers, specialized “bank reporters,”
and many general interest newspapers would come to feature bank note tables,
with quotations for the notes of individual banks and/or categories of banks.  Bank
note tables or their predecessors were published by various New England newspa-
pers as early as 1806.

Going into 1806, the most prominent Lottery & Exchange Broker in
Boston was the firm of Gilbert & Dean.  In September 1806, the firm ran an
advertisement in the Boston Gazette offering various exchanges, such as offering to
accept foreign bank notes at a discount of 2 percent.  In January 1807, they offered
to accept notes of certain foreign banks, mostly those near Boston, at a discount of
only one-half of 1 percent, and to accept small bills (i.e., notes with denominations
of less than $5) at a discount of 11⁄2 to 2 percent.  Then, in November 1807, Gilbert
& Dean published their first Bank Thermometer.  This and subsequent Bank
Thermometers gave detailed information regarding the values of foreign bank notes.
The term “Bank Thermometer” proved to be popular, and was sometimes used by
other brokers during 1809 following the failure of Gilbert & Dean.

Piecing Together a Time Series

From December 1807 to May 1810, I have good information based on
bank note tables, initially from Gilbert & Dean, and later from R. Huntington and
W. & T. Kidder. Throughout the period, and most importantly during the second
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wave of the panic when bank note tables became sparse, I have a variety of price
information from editorial comments and merchant advertisements.

For some examples of price information available in editorial comments,
early during the May 1809 run on the Berkshire Bank, editors of two papers
referred to its discount among the brokers of Boston, viz., 121⁄2 percent and 15 per-
cent.  In August, the editor of another paper indicated early during the run on the
Coos Bank, that the discount in Boston on that bank’s bills had been 7 percent dur-
ing the prior week.

For some examples of price information available in merchant advertise-
ments, I have ads such as “Berkshire bills at 10 percent discount and Vermont at
par for English goods,” “Vermont and Penobscot at par, Berkshire and Coos at a
discount for merchandise,” “Berkshire, Vermont, Coos, Penobscot and Cheshire
bank bills same as par,” and “Coos Bank bills 35 percent discount for lottery tickets,
Vermont at par.” 

Invariably, these ads offered to accept money being discounted by brokers,
so that the offer of accepting the money “at par” must have been something of a
euphemism. Perhaps the offer was to accept the money at par for a stated value of
merchandise when a discount from this stated value or some other consideration
was available to buyers tendering current money. Based on nearby broker dis-
counts, I interpret an offer to accept uncurrent money “at par” to involve an implic-
it discount of 15 percent, at an unstated discount to involve an implicit discount of
30 percent, and at a stated discount to involve an implicit discount of the stated dis-
count plus 15 percent.
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Farmers Bank of Rhode Island $1, $3, $5 and $10 notes.  The signers are William Colwell, Cashier, and John Harris, President.  Andrew
Dexter, Jr., got Colwell to sign bank notes amounting to more than seven times the allowed circulation of the bank.  When the bank was
closed, he was arrested by the sheriff of Kent County, with whom he fully cooperated.  John Harris, a lower court judge in Providence
County, perhaps tipped off by a friend on the bench, fled the state  (Illustrations courtesy of Heritage Auctions)
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With the information provided by the bank note tables, editorial com-
ments, and merchant ads, I developed a monthly time series of bank note dis-
counts. Some of this time series is presented in Figure 1.

The Tale of the Tape

As is shown in Figure 1, the panic consisted of two waves. The first wave
began during late 1808. It involved the Farmers’ Exchange and some other banks,
and resulted in the Farmers’ Exchange Bank being put out of business.  Upon the
failure of the bank, its Cashier turned state’s evidence, and revealed the sordid
details of his master.  Kamensky’s telling of this part of the story is quite good.

After gaining control of the bank, Dexter used it as a “money manufacto-
ry,” borrowing – with no security or guarantor – reams of paper money, seven
times the amount allowed by the bank’s charter.  As Kamensky points out, it was
with this bank that Dexter crossed the line “between high finance and brazen
fraud.”  At the time, the problem of moral hazard in finance was not well under-
stood.  Accordingly, moral culpability might not have attached to self-dealing by
bankers, as long as they stayed within the law.  But, as the report of the legislature
of Rhode Island on the Farmers’ Exchange Bank demonstrates, it not only
engaged in self-dealing, it broke the law.

A second bank that was run upon during the first wave of the panic was
the Berkshire Bank.  This bank was also controlled by Dexter.  As shown in
Figure 1, this bank survived the run, only to be forced to close by another run a
few months later.  How did this bank survive the first run?  Relying on manu-
script sources, Kamensky indicates that, during January 1809, Dexter obtained a
loan from the Berkshire Bank, for which he posted his newly-completed
Exchange Coffee House as collateral.  She says that it was hoped that with this
money “he would turn his affairs around.” 

Here is what I discovered:

During the month of January, newspapers noticed that the Berkshire
Bank’s credit had been “restored” by the payment of a large amount of drafts on
the bank.  What the newspapers did not know at the time is that Dexter, as an
agent for the bank, was selling the (good) assets of the bank at a discount to
acquire the funds needed to prop up the value of its notes and other liabilities.
Judging by the recovery in the value of Berkshire bank notes, shown in Figure 1,
the brokers of Boston were also unaware of Dexter’s transactions.  

Among those suckered by Dexter were Gilbert & Dean.  An ad of theirs
read, “Gilbert & Dean will take [Berkshire Bank notes] in large or small sums for
a discount of 11⁄2 percent for which they will give other current foreign bills.” A
few months later, as major creditors of the Berkshire Bank whose one remaining
valuable asset was a loan to Dexter secured by his newly-completed Exchange

Berkshire Bank $5 note.  The signers
include Simon Larned, President.
When his bank failed, he declared
the bank a victim of Andrew Dexter,
Jr., rather than its ally. (Image cour-
tesy Heritage Auctions)
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Coffee House, Gilbert & Dean found themselves in the hotel business.
While Dexter’s transactions temporarily gave the appearance of a bank

that was able to redeem its notes, the actual result was that the valuable assets of
the bank came to be replaced by worthless assets, so that upon its failure its notes
– like those of the Farmers’ Exchange Bank – fell “dead in the hand.”

It was only a few months later, during the second wave of the panic, that
the Berkshire Bank was forced to close.  Said one newspaper, “Great consterna-
tion prevailed on this town yesterday on account of a report that the Berkshire
Bank had failed; and the bills of that bank were in consequence refused in negoti-
ations, and sold at large discounts.”  It was at this point that Dexter reckoned that
the gig was up.  “Andrew Dexter jun., the principal swindler engaged in the
Farmers Exchange Bank, is reported to have eloped …”  Kamensky tells us that
Dexter fled to Halifax, Canada, where members of his wife’s family, being
Loyalists, had relocated during the Revolutionary War.

Contagion or Something Else?

That two banks used by Dexter to defraud the public would fail is lam-
entable but understandable.  But, why did these two failures precipitate runs on
other banks?  Was it merely due to rumors and fear?  This certainly appeared to
be the case to many.  “One day the bills of every bank of this state (Berkshire
excepted) are considered and pass as current money.  The next day some passen-
ger in the stage from Boston informs that the brokers … refuse to take the bills
of a particular bank at par. Instantly the news spreads like an electric shock, and
down go the bills of Hallowell, Wiscasset and Penobscot banks.”  Yet, if the mar-
ket in bank notes is efficient, we would expect their price changes to be unpre-
dictable and for the news of large price changes to spread “like an electric shock.”

During the panic, concern arose for the effect of small-denomination
notes driving specie out of circulation and exposing the ordinary citizens to losses
upon the failures of banks.  Therefore, the state of Massachusetts banned all bank
notes of less than $1 and all out-of-state bank notes of less than $5.  According to

Top:  Primitive note of Cheshire
Bank, Keene, NH $1 note, 1806.
(Image courtesy Denly’s of Boston)
Above:   Another Cheshire Bank
Perkins patent $1 note. (Image cour-
tesy Q. David Bowers)  This bank was
run upon and forced into suspension,
but later reopened.  
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the Boston Gazette, which apparently supported the legislation, the law “drove out
of circulation the small bills of the neighboring states.”  It estimated the amount
to be between two and three hundred thousand dollars.  At a later time, this paper
called upon the Boston banks to expand their circulation, since “five or six hun-
dred thousand dollars” of country bank paper that formerly served as currency no
longer did so.

It turns out that the banks in the western region of the state and in its
Maine district, in New Hampshire and in Vermont were hardly able to redeem
the “reflux” of their notes. In fact, none of the troubled banks in these places had
been redeeming their notes by paying specie at their counters, but all of them had
been doing so by drafts on Boston, which would indicate a lack of liquidity.  As to
whether a particular bank was forced to close by the reflux, either temporarily or
permanently, depended on its circumstances.  Some discussion of the experiences
of particular banks will be sufficient to animate the summaries given in Table 1.

The Vermont State Bank was one of the banks forced to close during the
panic.  It was wholly-owned by the state of Vermont, with its directors appointed
by the state legislature.  This socialistic experiment was supposed to avoid the
evils associated with privately-owned banks, and to make credit available to the
citizens of the state on a democratic basis.  Its earnings were supposed to lessen
the burden of taxation.

The Vermont State Bank had no paid-in capital except for its “backing”
by the state.  Its money was never accepted by the banks of Boston, and circulated
there only because of its small denomination and market-making by brokers.
During the panic, drafts on Boston issued by two of its four branches to redeem
its notes were protested.  

And, soon after this failure it became apparent that the bank had a sol-
vency problem and not merely a liquidity problem.  Newspapers began to notice
that about half of its assets consisted of judgments and loans in suit.  Subsequent
reports of the state legislature downplayed the problem of collecting upon the

State Bank of Vermont 75¢ and $3.
The Vermont State Bank issued small
notes that circulated in Boston with
support of the brokers there.  Notes
were “redeemed” by enacting a new
tax for which these notes were
receivable.  (Images courtesy
Heritage Auctions)
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bad loans of the bank and overplayed the potential windfall due to the non-return
of notes.  But, eventually, the state owned up to the fact that the assets of the
bank would never be sufficient to redeem its notes; and, the notes were
“redeemed” through the enacting of a new tax for which the notes were receiv-
able.

The Coos Bank of Haverhill, NH, was another bank that was forced to
close during the panic; but, unlike the Vermont State Bank, it was subsequently
reopened.  The Coos Bank, along with two other New Hampshire country banks
and the Vermont State Bank, issued small bills that circulated in Boston with the
support of brokers there, and redeemed its notes by drafts on Boston.  Soon after
it closed its doors, officers of the bank indicated that its embarrassment was prin-
cipally due to its funds being tied-up in loans secured by real estate.  While the
practice of extending real estate-backed loans with the funds amassed by the issue
of notes and acceptance of deposits payable on demand might be criticized, it has
been a long-standing practice in the United States.

The Coos Bank and the two other New Hampshire banks that were
forced to close during the panic lingered in suspension for a long time.  As is

Top:  Primitive Coos Bank, Haverhill,
NH $3.  (Image courtesy Q. David
Bowers)  Center: A contemporary
counterfeit Perkins Patent $2 note on
the Coos Bank.   (Image courtesy
Don C. Kelly)  This bank was run-
upon, forced into suspension, but
later reorganized.  Above:  Coos
Bank $3.  The bank issued a new style
of notes.  (Image courtesy Q. David
Bowers)
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illustrated in Figure 1, during this long period of suspension, notes of the Coos
Bank fell to a very large discount.  Two years after the panic, a resolution by the
legislature of New Hampshire indicated that if these banks did not commence to
redeem their notes during the next nine months, the Attorney General should
prosecute them. Within the time allowed, the Coos Bank was reopened.  With
continued forbearance, so too was the Cheshire Bank. By 1816, the notes of both
the Coos and Cheshire banks were trading at a discount of only 1 percent in
Boston.

The Hillsborough Bank of Amherst, the third of the three troubled banks
of New Hampshire, did not reopen.  The bank had been suspect from its begin-
ning.  Its notes – like those of the Vermont State Bank – were refused by the banks
of Boston.  And, brokers found it difficult if not impossible to redeem the bank’s
paper.  Various accusations were made after the bank failed.  Here is what one his-
torian said: “Some terribly bitter pamphlets were written and published in regard
to its management. For years, any association with the management of the ‘Old
Hillsborough Bank’ was deemed a reproach by many of the citizens of Amherst.”

Turning to the Penobscot Bank of Bucksport, ME, we find that it, too,
was a suspect bank.  That this bank was forced into suspension came as a surprise.
“[T]here was an alarm, and its bills refused, but we cannot find that there was any
special cause for the alarm.”  But, upon investigation by the legislature of
Massachusetts, the bank was found to be deficient.  Following this finding, the
bank made several announcements to the effect that it was being reorganized and
was about to or actually did resume specie-paying.  But, the state legislature found
these announcements to be false; and, did not renew its charter.  Figure 1 shows
that the policy of foreclosure exercised by the state of Massachusetts was more
effective in maintaining the value of the notes of banks that failed to redeem, than
the policy of forbearance exercised by the state of New Hampshire.

Recap and Discussion

During the panic of 1808-1809, two banks controlled by Andrew Dexter,
Jr., failed; and, a number of other banks were run upon, some of which also failed.
It might appear that the bank runs were due merely to rumors and fear.  Yet, close
examination indicates that a change in public policy played a role in the bank runs.

During 1809, because of concern for small-denomination notes driving
specie out of circulation and exposing ordinary citizens of the state to losses upon
the failures of banks, the state of Massachusetts prohibited certain kinds of small-
denomination notes.  The prohibition resulted in the return of several hundred
thousand dollars of notes to banks that were hardly able to redeem their paper
because their funds were invested primarily in illiquid real estate-backed loans.
Eleven banks, not including the two controlled by Dexter, were run-upon.  Of
these eleven banks, six were forced to close, four permanently.                             v

Penobscot Bank, Buckstown, MA $3.
This bank failed during the panic.
(Image courtesy Heritage Auctions)
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