THE BIG PROBLEM OF SMALL CHANGE:

WHY COINAGE SHOULD BE LEFT TO THE PRIVATE SECTOR

Government monopoly of producing coins has been the root of British coinage problems in the past, according to Professor George Selgin. His research leads him to suggest that, ancient practice notwithstanding, coinage might be better left to the private sector. 

The production of coins is among the most ancient of government ‘prerogatives’, and one that economists seldom question. This remains true despite frequent failures of government coinage arrangements, ranging from severe debasements in medieval times to the recent official undervaluation (and consequent melting) of large amounts of British copper money.

George Selgin questions the conventional wisdom concerning coinage, building his case on British experience during the 18th and early 19th centuries, when Great Britain was plagued by severe shortages of official small coins as well as by aggressive counterfeiting of those coins.

The shortage of decent, official coin was so severe that it threatened to impede the progress of the Industrial Revolution. In consequence, private entrepreneurs began making and issuing their own copper (and later silver) tokens. Remarkably, Great Britain’s ‘commercial coins’ avoided problems that undermined its official coinage, and would eventually serve to inspire needed reforms to that coinage. 

Although some authorities credit technological breakthroughs – and Matthew Boulton’s invention of the steam-powered coinage press especially – for the superiority of Great Britain’s commercial coins, Selgin rejects this explanation: he notes that most commercial coins were manufactured using ordinary screw presses.

Instead, Selgin claims competition itself to have been the key to the success of commercial coins. Competition, he argues, compelled commercial coin issuers to redeem their coins in gold or banknotes, and so provided strong incentives for employing coins that were difficult to copy. Commercial mints were in turn compelled to hire top-quality engravers and to manufacture their coins as efficiently as possible (and more efficiently than back-alley counterfeiters). 

The government’s monopolistic coining arrangements, in contrast, offered few incentives for the making of high-quality small change. Prior to the advent of commercial coinage the Royal Mint did not have to fear losing business to more-efficient rival mints. Nor was the government obliged to redeem its small-value coins in gold: it could instead compel the public to accept them. Consequently it, unlike private coin issuers, faced no severe repercussions from having its coins successfully imitated. 

Finally, the government took advantage of its monopoly to charge the public full face value for coins it supplied, failing even to make an allowance for shipping costs, and so unwittingly encouraged businessmen – and those located far from London especially – do seek counterfeits instead.

Although the commercial coinage episode set the stage for official coinage reforms, many of which were aimed at correcting inefficiencies inherent in traditional coining arrangements, Great Britain still relies on a monopolised coinage system, and consequently continues to endure problems with its coins, including high production costs, occasional surfeits and shortages, and counterfeiting, that a privatised coinage system would be better able to avoid.
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