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In The Big Problem of Small Change, Thomas Sargent and François Velde (2002) 

address Western nations’ long struggle to create workable small change systems—systems capable of maintaining adequate stocks of both small- and large-denomination coins without resorting to coins of inconvenient size and without inviting extensive counterfeiting.  Sargent and Velde view the solution of the small-change problem as a matter of implementing what they term the “standard formula” for a viable system of small change.   That formula calls for token coins (coins, that is, “having a commodity value lower than their monetary value”) issued on government account and convertible into the money that defines the monetary unit (Cipolla 1956, p. 27).


Why did it take so long for governments to solve the small-change problem?  Sargent and Velde (2002, p. xviii) reduce the question to a more specific one: “Was it poor economic theory or inadequate technology that long delayed the proper implementation of the standard formula?”  They propose that it was both.  Although authorities (“policy experts”) “struggled” to solve the small-change problem, they were forced to “strain against constraints” posed, first by their failure to grasp the standard formula, and then by a lack of technical means for implementing that formula (ibid., pp. xviii, 13 and 23). 


In the case of Great Britain, however, theoretical and technical constraints alone cannot account for the persistence of the small-change problem.   For while the problem was not officially solved there until after 1816 (when the British government was prepared at last to put formally abandon bimetallism), the private market anticipated that solution by several decades: between 1787 and 1799 twenty private mints, including Matthew Boulton’s Soho mint, struck 600 tons of commercial copper coins--an amount exceeding the Royal Mint’s copper output for the previous half century.   Unlike regal copper coins, commercial coins proved difficult to imitate, and so could be treated by their issuers as convertible IOUs.  This obviated distribution problems that had plagued regal small change, while winning the confidence of wary retailers, who generally favored commercial coins over their official counterparts.  Commercial coin issuers thus succeeded in implementing crucial elements of the “standard formula” for the very first time—and, with the notable exception of Boulton’s Soho Mint, did so using technology not unlike that long available to the Tower Mint.  Had the small change problem been solely or primarily a consequence of unsound theories and inadequate equipment, as Sargent and Velde assume, private sector coiners should not have enjoyed any advantage in overcoming it.   Nor would there have been any reason for the government to delay implementing a similar, official solution once private coiners had shown the way.


If unsound theories and inadequate coin-making equipment cannot fully account for the persistence of Great Britain’s small-change problem, what can?  I propose an institutional explanation:  the organization of Great Britain’s official coinage system, and the monopolistic structure of that system especially, undermined incentives for implementing crucial elements of the standard formula even when technical means for doing so were at hand.  Poor incentives translated into coining policies and procedures which, though optimal from authorities’ point of view, were not so from that of the general public.  So long as the production and provision of coin was the exclusive prerogative of protected monopolies, incentives were lacking for discovering and implementing a sound system of small change.  The competitive commercial coinage regime, in contrast, supplied relatively strong incentives.  




Monopoly rights undermined incentives to supply decent small change in several ways.  The Royal Mint operated on an “insider contracting” arrangement, and suffered from all the well-documented disadvantages of such arrangements, including a lack of incentives for product and process innovation (Buttrick 1952; Williamson 1975, p 96-8).  In particular, monopoly rights undermined the Mint’s incentive to embrace advanced coin-making techniques that might have further lowered its costs of production while making its coins harder to imitate.  Coinage contracts were also subject to a “multi-tasking” distortion, with rewards based on readily-quantified measures of coin output only, to the neglect of coin quality (Holmstrom and Milgrom 1991).   The Crown’s monopolization of coin sales, in turn, allowed it to market fiduciary coins without promising to redeem them—and so freed it from the usually dire consequences of successful counterfeiting.  That monopoly also allowed coins—and small, copper coins especially--to be sold at prices exceeding their cost of production, and without allowances for shipping, thereby further encouraging traffic in more economical counterfeits.  


The institutional perspective I propose addresses a number of historical issues not addressed by Sargent and Velde.  It explains

1. the persistence of the small change problem long after both the theory and the technology required to solve it had become available;

2. the Mint establishments’ determined opposition to the screw press and other devices aimed at making official coins harder to imitate; 

3. the rapidity with which the private sector approached a solution to the small-change problem, once given an opportunity to do so;

4. the lag between the unofficial private sector solution and the official solution; 

5. the incomplete and imperfect nature of the “official solution” of 1816; and

6. the emphasis placed upon institutional change in post-1816 British Mint reforms.


An institutional perspective suggests, moreover, that a national coinage monopoly, which is generally regarded as a desirable if not essential part of the solution to coinage problems, was in British experience to blame for many of those problems. The Royal Mint failed to supply adequate amounts of reliable small change not just because its staff and overseers were ignorant of steps required or because needed technology was unavailable, but because their own needs were well served by the status quo.   
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