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What Pocket Change Can Tell Us
About Past -and Future- Inflation

When you get back from an overseas vacation, you’re often left with a bunch of
small foreign coins in your pocket. You typically end up stashing them away in a junk
drawer as soon as you get home, and this is precisely what | was in the process of
doing after a recent trip to the U.S. when a penny dated 1964 caught my eye. | then
looked more closely at the dates on my assorted pennies, dimes, nickels, and
quarters. | even added my daughter’s coins to the mix. Soon intrigued by this journey
back through time, we decided to group the coins by decade. What we found was
startling: out of the 107 pennies left from our trip this summer, 3 were from the
1960s, 12 from the 1970s, and 11 from the 1980s. In other words, 24 percent of our
lowest denomination coins came from years of double-digit inflation—when the coin
mints apparently ran non-stop.

But what about the ensuing decades? Could we see the effects of the subsequent
disinflation in our sample, given that our sample is necessarily biased by the lesser
erosion in the supply of recently-minted coins? We had 13 coins from the 1990s and
18 from the 2000s. How could we possibly prove that once the time factor is taken
into account, this is a much smaller proportion of coins relative to that from the
inflationary decades? It seemed a hard circle to square. We were about to give up
when we found some coins we had overlooked—our group from 2010 to 2013. There
were many more of these, of course: 50 for a period of only 3.5 years—the
equivalent of 142 coins per decade!

This shed an entirely new light on our figures. We realized that since we may safely
assume the rate of erosion remains pretty much the same from one decade to the
next, we can estimate the “erosion-corrected” size of a group of coins from a given
decade by “reverse discounting” its actual size by an erosion factor. So we found a
pen and did some back-of-the-envelope calculations. First we used an annual erosion
rate of 5.5 percent, which was the growth rate of the M1 money supply in the U.S.
over the period we were looking at. Next we used an annual erosion rate of 6.7
percent, which was the average annual growth rate of U.S. GDP over the same
period. As it turned out, 6.7 percent was closer to what our pocket-change sample
suggested.
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Theoretically, this gave us a comparable, erosion-corrected total number of coins for
each decade. When we restated our results using a base value of 100 for the 1960s

batch, we found:

- The erosion-corrected total peaked in the 1970s, at 234 using the 5.5 percent
erosion rate and 209 using the 6.7 percent erosion rate;

- The total then decreased steadily and hit a low, in the 2000s, of 70 at the 5.5
percent erosion rate and 45 at the 6.7 percent erosion rate;

- The total rebounded sharply for our very last group of coins, those from 2010-

2013, reaching a new high of 318 at the 5.5 percent erosion rate and coming in

just below the 1970s value at the 6.7 percent erosion rate.

As you may have guessed, we couldn’t resist plotting our results alongside inflation
for the same decades. Unsurprisingly, the curves matched up beautifully.

400 -

350 -

300

250

200

150 |

100 -

50

60's=100

Pocket change and inflation

%/yr

-"._ Inflation, rhs

1970s 1980s 1990s 2000s 2010s

Erosion-corrected pocket change based on money supply growth
Erosion-corrected pocket change based on nominal GDP growth

Source: RichesFlores Research

So what’s the moral of the story? Given the pace at which the amount of money in
circulation has been growing since 2010, the U.S. appears on track for high inflation
once it pulls out of the crisis. And we stand by our prediction even though the

process seems to be taking longer than expected. An era of rising prices is already a

palpable prospect.

Véronique Riches-Flores
contact@richesflores.com
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RichesFlores Research is an economic and financial research provider. We produce international economic analysis and
forecasts, as well as research on broader short-, medium-, and long-term trends in the global economy.

RichesFlores Research is a transparent company, with the databases and information resources we need to remain fully
independent and objective. Because RichesFlores Research is not an investment service provider and does not sell financial
products, we can offer clients added confidence in the independence and objectivity of our assessments, recommendations,
and advice.

This document is provided for information purposes only. It is not and should not be construed as investment advice, or as an
offer or solicitation of an offer to buy or sell securities. It contains strictly confidential information intended only for the use of
the individual or entity to which it is addressed. This document may not be disclosed to any third party without the express
written consent of RichesFlores Research.

This research and its content are the sole property of RichesFlores Research. They may not be reproduced without the express
consent of RichesFlores Research and without indication of the source and date thereof. RichesFlores Research makes no
warranty, express or implied, nor assumes any legal liability or responsibility for the accurateness, completeness, or usefulness
of the research, conclusions, data, and assessments available on this website.

The content of this website does not constitute a contract and is non-binding. It is not and should not be construed as
investment advice or as an offer or solicitation of an offer to buy or sell securities.

Véronique Riches-Flores, contact@richesflores.com

What Pocket Change Can Tell Us About Past -and Future- Inflation 4



