
Making Cents of Small Denominations 
Having a Foreign Service officer for a father 

made it very easy for me to catch the collecting bug: 
all the man had to do was empty his pockets of spare 
change after returning from a trip and I was happy. 
One item that particularly intrigued me wasn’t a coin 
at all, but represented the first bit of foreign paper 
money I ever owned: a one-cent note from Hong 
Kong. It was a pretty grubby specimen, and I’ve since 
seen countless crisp examples of this commonplace, 
uniface chit that looks more like an oblong postage 
stamp than a proper banknote. What struck me about 
it wasn’t any particular feature of the design, but the 
sheer fact that it stood for all of one cent.  

Even (or especially) for a kid, this was not an 
intuitive thing. Coins made up the tangible, ringing-
on-the-table, small change of commerce (and 
comprised a child’s allowance). Paper money, by 
comparison, seemed thin and silent, replete with 
abstract terms like “obligation” and “legal tender”. 
Unlike coins, paper money seemed very much an 
adult thing and, as my young brain reasoned, ought to 
be worth more than any particular coin. Thus, to 
encounter a one cent piece of currency seemed wrong, 
but in the right way. If you could have offered to my 
young self the opportunity to buy candy with either a 
one-cent coin or a note, I’d have taken the note.  

Having once been beguiled by shiny pennies 
but also impressed by their paper equivalents, 
denominational questions later interested me as an 
adult collector. Two in particular recur: why do we 
see the denominations that we do, and what is the 
boundary between coin and paper? Of course, the 
basic unit in any modern monetary system—mark, 
franc, ruble—emerges from specific historical 
circumstances. But why do the fractions and multiples 
of those units assume the quantities and intervals that 
they do? Why, for example, did the twenty dollar bill 
become standard in the United States, whereas a 
twenty cent piece did not; conversely, why is there a 
quarter, but no twenty-five dollar bill? 

There’s a tiny part of the economics 
discipline that studies denominational questions, but 
characteristically from the point of view of 
optimality: what mix of denominations would 
produce the minimum number necessary to maximize 

the likelihood of paying in exact change? The 
theoretical answer—a denominational system based 
on powers of three (1, 3, 9, etc.)—doesn’t exist in the 
real world, whose many monies otherwise follow the 
ubiquitous decimal system leavened by powers-of-
two arrangements (e.g. 25¢, 50¢, $1). Why the real 
monetary world looks different, and messier, from 
theory may reflect the common fact that humans tend 
to count by tens, as well as the historical evolution of 
modern fiduciary money out of commodity-based 
antecedents. Where the weight of a coin was once 
proportional to its value, underweight or even 
counterfeit coins could be detected by simply 
weighing them against each other. In those 
circumstances, a powers of two rule would have made 
detection easier.* 

Even if these conjectures are sound, they 
don’t explain when coin or paper specifically would 
be used. Smaller denominations turn over more 
frequently than larger ones, and since coin lasts 
longer in circulation than paper, it would be cost-
effective to spend more per unit to produce coins. In 
contrast, paper money can make up the higher, slower 
circulating values. It would then make sense to have 
the fractional denominations be coin, and the multiple 
denominations paper.  

The issuance of fractional currency is a 
reliable sign that something has upset the balance 
between coin and paper. Think of the “Assegnini” in 
1970s Italy that made up for a temporary shortage of 
coined Lire. My Hong Kong note turned out to have 
been war-related, as were issues like Japanese 
occupation scrip.  Otherwise, recent examples of 
official currency issued in the smallest fractional 
denomination possible are relatively uncommon, 
though in countries with turbulent monetary histories, 
redenominations have turned old units into the 
fractional bits of new units. In Brazil, for instance, a 
10-Cruzeiro note was rechristened 1 Centavo via an 
overprint. Bolivia did the same trick with a 10,000 
Peso note.  Fiji issued a 1 Penny note, also wartime 
(helpfully, this note bears a picture of the coin it 
replaced); China a one Fen; Nicaragua a one Centavo; 
and Congo-Kinshasa a one Centime (the last example 
threatens, unnecessarily I think, “Le contrefacteur est 
puni de servitude penale”). Finally, I would be remiss 
to neglect that Zimbabwe put out its one Cent note in 
2006. Given the inflation that subsequently gripped 
the country, that note would’ve made an ideal 
currency for Dr. Seuss’s Whoville. 
*Adrian E. Tschoegl, “The Optimal Denomination of Currency” 
Journal of Money, Credit and Banking 29 (Nov. 1997): 546-554.
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