RARE COIN GRADING: A CASE OF
MARKET-BASED REGULATION
John M. Cobin

This article draws on and expands my earlier empirical study of the
rare coin grading industry (Cobin 1997). Major additional contribu-
tions are to (1) show the significant and important changes in the mar-
ket during the last two decades (different firms, improved services,
and greater competition); (2) add important and essential information
that was missing or unknown due to innovations that have occurred
in a now much more mature market; (3) vastly improve the tables
with more data and comparative statistics that support the case for
market regulation; and (4) provide details of the historical develop-
ment of the industry. This updated study confirms that the industry
provides high-quality, market-based regulation at low cost for the
multibillion-dollar rare coin marketplace. Ease of entry has have per-
mitted dozens of firms to compete, forcing the current 13 survivors to
improve quality. Prices for the best firms’ services remain low even
though higher than in 1994 because of quality improvements. As a
result, a strong case can be made for replacing government “public
interest” regulation with more efficient market-based regulation,
which emerges spontaneously to satisfy consumer demand.

Government versus Market Regulation

Many studies have appeared in the last few decades that suggest
that government-enforced codes and regulations often fail to improve
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safety and quality. Without a market test, there can be no assurance
that the benefits of regulation exceed its costs. Government regula-
tors face different incentives than private ones, which actually impel
them to be inclined to overlook infractions. Public choice problems
relating to inefficient institutions, rent seeking, regulatory capture,
and perverse incentives—as well as the knowledge problem
preclude government regulation from being effective in producing
higher levels of safety and quality (Holcombe 1995).

Politicians and bureaucrats who implement public goods programs
are always constrained by such public choice impediments. When
government fails—that is, provides less net welfare (considering the
cost of taxes and public inconvenience) than what can be obtained
through market forces—there is no longer any justification to con-
tinue its regulatory activities. However, when private interests can be
served indirectly through a regulatory apparatus to reduce competi-
tion, damage competitors, and force consumers to buy their products,
an incentive is created to find some public interest purpose that can
provide the needed justification (Cobin 2014: 190-92). If, at the same
time, politicians and especially bureaucrats can benefit from such dis-
guised private interest regulation—through larger status-enhancing
budgets, greater job security, more power, and indirect perks—they
will have an even stronger incentive to regulate (Niskanen 1971,
1994; Simmons 2011). In the last several decades, the economics lit-
erature has called into question the notion that bureaucrats will work
to serve the public interest. As Nobel laureate James M. Buchanan
(1991: 37) stated, “The mythology of the faceless bureaucrat follow-
ing orders from above, executing but not making policy choices, and
motivated only to forward the ‘public interest,” was not able to survive
the logical onslaught” from public choice theory.

In an attempt to find a remedy for government failure, at least in
the arena of regulation and planning, a literature has evolved that
promotes the idea of market-based regulation (e.g., Alger and Toman
1990; Blundell and Robinson 2000; Cobin 1997, 2013a, 2013b,
2013c; O’Driscoll and Hoskins 2006; Poole 1982; Benson 1989). This
article provides a case study of grading and evaluating in the rare coin
industry that tests the hypothesis of this literature: When competition
and concern for reputation are present, markets will spontaneously
emerge to efficiently regulate the quality of goods and provide con-
sumers with essential information (De Alessi and Staaf 1994, Klein
1997, Komhauser 1983, Shapiro 1983).

598



RARE COIN GRADING

Under normal circumstances, there is no reason to believe that
market provision will fail. Certain services might be under-supplied
if people who do not pay for them can benefit from them. However,
the existence of positive externalities does not necessarily preclude
market provision. This article builds on the evidence from my study
of the rare coin industry and helps determine whether quality assur-
ance is a public good that should be provided by government or
merely a private good that can be provided by the market.

Savas (1982) has argued that government is wasteful and substan-
tial privatization is in order. Likewise, Schmidtz (1991) has made the
case that private enforcement mechanisms like “the assurance con-
tract” or other voluntary solutions might be used to replace govern-
ment’s role in public goods production, because the free-rider
problem cannot justify coercion. In his view, “government is itself an
imposer of negative externalities” (Schmidtz 1991: 89). Foldvary
(1993) points out that (1) the nonprovision of a public good becomes
a public bad, (2) determining the optimal provision of a public good
is a highly problematic process, and (3) governments are unlikely to
relinquish power voluntarily.

There is theoretical support for the privatization of public services.
Government enterprises have higher costs of production (Lindsay
1976); private airlines are more efficient and productive than their
public counterparts (Davies 1971); and inefficient state-owned cop-
per mines do far worse than privately owned mines (Villagran and
Vermeo 2013). Surely, the last 50 years is replete with examples of
public enterprises that are less efficient than private ones. If decision-
makers have neither an ownership interest in their organization nor
direct accountability to the owners, then both the organization and
decisions will be subject to perverse incentives and distorted
resource allocation.

Market failures are cited as the main justification for government
intervention. However, the articles in Cowen’s (1988) compendium,
The Theory of Market Failure, strongly suggest that the theory of
market failure has theoretical and empirical shortcomings.
Externality and free-rider theory is particularly questionable (see
e.g., the essays by Brubaker, Buchanan and Dahlman, Demsetz,
Goldin, and Tiebout in Cowen 1988). Indeed, many important case
studies that provide empirical critiques of market failure theory show
that alleged cases of public goods can be provided by markets. These
include Coase (1974) and Mixon (1992) on lighthouses, Cheung
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(1988) on the interaction between bees and apple blossoms in honey
production, Poole (1982, 1988) and Cobin (1997, 2013a, 2013b,
2013c) on fire safety, and High and Ellig (1988) on the provision of
education in the United States and Great Britain. Therefore, many of
the goods and services often considered to have a public nature may
be provided by markets. As de Jasay (1989) notes, it is also possible
that the incidence of public goods in modem economies has been
exaggerated, leaving room for efficiency improvements by policies
that commend market alternatives. He argues that voluntary partici-
pation in collective action often is consistent with self-interest.

Holcombe (1995) and Sowell (1996) extend Austrian economic
insights by Mises and Hayek about knowledge to show that govern-
ment provision of collective or public goods will not be efficient. If
planners were omniscient, then they might be able to plan effectively.
However, they are not omniscient (even as a committee) and are thus
wholly incapable of planning either effectively or efficiently—no mat-
ter how altruistic they might be. Moreover, it may not simply be
assumed that regulations actually accomplish what they are intended
to do because of public choice problems, including agencies having a
natural inclination to favor the industries they regulate. The problems
of inadequate knowledge, perverse incentives, and inefficient institu-
tions must be taken seriously when evaluating public provision of pri-
vate goods.

The studies already noted have shown that consumers can be pro-
tected without government regulation. O’Driscoll and Hoskins
(2006) provide additional cases of private regulatory alternatives that
work well: free banking (without a central bank or its regulation), cur-
rency emission, arbitration and customary law, brand name genera-
tion, approval seals like Good Housekeeping, and quality certifiers
like Dun & Bradstreet and Underwriters Laboratories. More of such
institutions would exist, except that the government crowds them
out. As Holcombe (1995: 103—4) writes, “With this illusion of a gov-
ernment umbrella protecting everyone from harm, there is relatively
little public demand for private regulation.”

It is evident that consumers are not entirely satisfied with gov-
ernmental information generating services. The existence of insti-
tutions like the Underwriters Laboratories, founded in 1894 by
insurers to provide risk data, and the Hearst Empire’s Good
Housekeeping seal of approval, a magazine marketing approach
used from 1910 to the present day, are market mechanisms that
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augment the standard-setting and regulatory infrastructure.
However, the former has a tacit connection with government
through its entwinement with the state’s regulatory apparatus and
by potentially providing assistance for manufacturers that seek gov-
ernment privileges, while the latter is more of a marketing tech-
nique than a serious quality-certifying firm—making both of them
poor examples of market-based regulation. Alternatively, the sports
card (Dobrow 2014) and gemstone (Cobin 1997: 105-6) grading
and certification services are good examples of market-based regu-
lation. However, they are not as impressive or mature as the rare
coin industry, which provides the best case to date of pure market-
based regulation.

Consumers want to know more than just basic characteristics
about an expensive product or service. They want to know something
about comparative and prevailing quality (and thus value), given the
large capital outlay involved. In spite of the fact that much may be
gleaned from considering Good Housekeeping and Underwriters
Laboratories from the standpoint of certification, neither of them are
grading firms. In addition, it is not clear that they are suitable exam-
ples of certification services that would develop without government
regulation of safety or quality. It is possible that, because of its privi-
leged position, Underwriters Laboratories is not being continually
honed by the competition that would exist without government reg-
ulation of building quality. Moreover, because of the nature of gov-
ernment regulation, it is not clear that they efficiently transmit the
lowest cost to consumers. Without rigorous competition, which is
also rivalry for reputation, there can be no certainty that standards
will be set optimally, that is, without serving private interests of a sin-
gle firm or industry that is resting on political privilege.

Quality Grading Services in the Rare Coin Industry:
A Clear Case of Market Regulation

Because a market framework with wholly market-based institu-
tions is vastly different from a government-regulated one, it is appro-
priate to consider only the most market-based institutions that have
emerged to alleviate imperfect information, in this case those in the
rare coin industry. Given the absence of government regulation and
the demand for grading and certification services for rare coins, mar-
kets have spontaneously generated institutions to meet consumer
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needs. The rare coin industry is a lucid example of a market-regula-
tory institution. It serves a vibrant and large market (Milburn 2013),
where a single coin can sell for several million dollars, and has gener-
ated many billions of dollars in annual sales (excluding unreported
transactions), with trading in hundreds of mintages.

Rare coins have become a strong investment alternative, partly
because of their precious metal content (“realness”). According to
Allard (1990: 279), returns on rare coin investments exceeded 15 per-
cent annually on average from 1970-90, and rare coin sales skyrock-
eted to nearly $1 billion annually by the late 1980s. Today sales
exceed $10 billion, according to CoinTrackers website. Although rare
coin prices do not always rise, they always warrant quality certifica-
tion because the price differentials between grades are so large.
Indeed, at the “proof” level, even a slightly different grade can dou-
ble a coin’s price, or more than double it in the case of the highest
grades. The bottom line is that the rare coin market is fluid, dynamic,
often pricey, and a single step in grade can make a big difference in
price. Quality grading is of paramount importance to both the seller
and especially the buyer.

Rare coin grading and certification requires great skill and knowl-
edge, and specialists can expect to earn salaries in excess of $200,000
per year (Cobin 1997: 96). Moreover, just as information leading to
building grading and certification services can be viewed as a public
good, rare coin grading and authenticating could be considered as
providing a public benefit. Potentially, the information might be con-
sidered a public good because consumption is nonrival and excluding
those who do not pay for the services would be difficult. Rare coin
shops face this reality because anyone walking by can see the grade
of the coin; online auction services face it as well.

The potential free-rider problem in rare coin grading and certify-
ing arises since someone is receiving an external benefit without pay-
ing for it. That is, many shoppers benefit from better information
being displayed by graded and certified rare coins, but the only one
who actually pays for it is the buyer, not the shoppers.

In fact, markets for private grading and certification (information)
services help circumvent the free-rider problem because graded and
certified coins command a premium, allowing rare coin dealers to
capture the benefits through giving information to every potential
buyer. Moreover, since each rare coin is unique, it is possible to grade
one without grading them all, making the grading and certification of
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a particular rare coin an excludable service. Hence, rare coin owners
and sellers have an incentive to give away grade and certification
information, much like advertising.

The Rare Coin Certification Industry

Governments are not the only institutions that provide certifica-
tion and grading services. The market has also met demand for such
services in many industries, including the rare coin industry. It is
clear enough, on account of the existence of private inspectors and
certification firms which are employed by lenders, insurance compa-
nies, and consumers, that private industry could provide market reg-
ulatory alternatives that alleviate negative externalities and improve
knowledge (although they are ancillary to the government regulatory
process). The ensuing subsections demonstrate that even without
having a government grading service in place, the market for rare
coins has generated an alternative to government quality certification
that alleviates both imperfect information and externality problems.
It shows that when consumers demand such services, the market is
able to provide them.

Coin Grading Schemes, Certification Firms, and Reputation

The U. S. government has minted coins since 1793, using various
metals and sundry denominations (Cook, Cribb, and Carradice
1990). Collecting American coins has evolved from a hobbyist’s fas-
cination to a lucrative investment activity. Indeed, rare coins have
been one of the top-performing investments in the last several
decades, with some Wall Street firms even developing limited part-
nership interests in rare coin portfolios and a rare coin index to track
the market (Allard 1990, Milburn 2013).

Since 1986, the industry has generally accepted a system in which
uncirculated coins are graded by one of many independent organiza-
tions that assign numerical standards based on appearance. The U.S.
system established by the American Numismatic Association, as
described in Table 1, is the most widely used.

The rare coin industry provides a lucid example of how the free
market handles the demand for grading services. Prior to the 20th
century, all coins were simply graded as either “new” or “used”
(Ruddy 1995: 5). Today, rare coins are valued according to both their
rarity and their grade. “Proof” (PR or PF) refers to the method of

603



(¥66T) Uewoax (GL6T) \Aw@:m SHOUNOS

0LSIN 0L-SIN poreoIPUN) 19518
69SIN ‘S9SN ‘LOSIN “99SIN 69-SIN 03 99-SIN poFe[udIDUN WY
COSIN S9-SIN pareoapu 9910y

FISIN ‘C9SIN "G9SI ‘TISIN “09SIN #9-SIN 03 09-SIN (SI) °3e3S TN
NVD 10 8¢-NV ‘N4 6S-NV 03 96-NV (N ) PRILMOIDU ) JURI[[LI/QUIIPIOF
NvD 1o ¢eny cc-Nv (VD) PRIRMDIDU[) MOV 99107

0SNV 10 NV ¥S-NV 03 0S-NV (NV) paremoIoun moqy

AHD 10 GFAH 67~ A 03 G- A (AHAD) UL A[Pwanxy] 90104

AH 10 0FAd FP-Ad 03 0F- A0 () UL BLX 10 A[PWnXT]

AAD 10 GSAA ‘06-AA ‘+AA 6S-dA 03 08-AA (AAD) duLg A1 90104D)

GBAA PU® 0BAA ‘dA 63-AA 03 0G-AA (AA) duL] A1oA

4+ 10 G PUe g 10 61-1 03 GT-d () ouryg

+9OA 10 OTOA PUB §OA 10 DA TI-DA 03 §-DA (DA) pooD) A1op

+9 10 99 pue §o) 10 9 LD 0} 7O (D) poon

GOV ‘€OV OV §'¢-OV pur ¢-Hv (AA) 1o A19A

G z-d (DV) pood moqy

I I-d (d) 10og

u@vﬁmz @&u ut .@@mD m@ﬁmho @@«.QU ﬁmﬁﬁﬁo @@muu\ﬂoﬁ_@GOU GWOU

CATO JOURNAL

AWAHOS ONIAVHS) NIOD) (YNV) NOLLVIDOSSY DLLVINSINAN NVOTHANY
T HTdV.L

604



RARE COIN GRADING

manufacture and the condition is usually perfect uncirculated.
Uncirculated levels above “borderline or brilliant uncirculated” (BU)
are also referred to as “mint states” (MS). A corresponding numeri-
cal ranking system now predominates, with the lower grades of coins
being assigned numbers from 1 to 49, and “about uncirculated”
(AU), BU, and MS grades of coins receiving numbers from 50 to 70
(Yeoman 1994: 5).! The technique for grading coins was standardized
by the end of the 20th century (Halperin 1990), which has provided
a means for markets to identify the rarest and most valuable coins.
According to the Professional Coin Grading Services (PCGS) web-
site, there are 15 very rare, graded U.S. coins worth between
$4.5 million and $15 million each.

Grades of 60 to 70 are reserved for a “perfectly preserved coin”
(Allard 1990: 279). In general, other than perhaps a handful of excep-
tionally rare coins, only coins with grades of BU or MS-60 to MS-67
are actively traded as investments. Sometimes a + symbol will be
added to the grade to indicate that it is close to another level. Higher
grades from MS-68 to MS-70 are extremely rare or do not exist for
most collectible, nonbullion coins.

Coins with AU grades are often purchased as substitutes for gold
or silver, not having a significant premium over the value of their
metal content. Nonetheless, they do have some collectable value and
provide insurance against confiscation by government because they
are a coin rather than just hunks of gold or silver (holding gold was
declared illegal by President Franklin D. Roosevelt in 1933 for all but
jewelers, dentists, collectors, and miners).

A coin’s grade is affected by authenticity, luster, strike, color, ton-
ing, friction, coin or die flaws, and obverse/reverse grade consolida-
tion (Martin 2008). Rare coins are slabbed—that is, encapsulated by
grading firms into acrylic holders to protect the coins—and their
grade is certified in the encasement. Typically, the encasement also
indicates the name of the grading firm and the type of coin encapsu-
lated. The grade is invalidated if the encasement is tampered with.
Daily market quotations are available for slabbed coins. Thus, deal-
ers of rare coins are enabled to trade more productively with the
increased knowledge, as well as reliability and verifiability, generated
by this market process (Allard 1990: 279).

"There is also the Sheldon numerical system of grading, from which poor, very
fair, BU and Gem classes are derived (Ruddy 1995: 112).
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Dealers and consumers benefit from the existence of numerous
newsletters, reports, catalogs, and pricing guides, which provide con-
tributive analyses and recommendations (Allard 1990: 284-85).
These publications include the Coin Street Journal, Coinage,
COINfidential Report, Coins, ANS Newsletter, The Numismatist,
Numismatic News, Coin World, COINage Magazine, and World
Coin News. Services provided by rare coin grading and certification
firms include grading, authentication, photo certification, encapsula-
tion, and low-cost, comprehensive insurance (Cook, Cribb, and
Carradice 1990: 7). Table 2 gives the names and locations of the
major firms in North America, Europe, and Asia that provide some
or all of these considerable and specialized services. The percentage
columns in Table 3 reflect the average percentage of “sheet price”
paid for a coin by dealers when the coin purchased is unseen—that
is, when it is ordered by telephone or the Internet. The percentage
measures the relative confidence that dealers have in the slabbing
firm’s ability to grade a coin correctly; it is an excellent proxy for rep-
utation. A higher percentage translates into a better reputation rela-
tive to market competitors. Thus, the typical buyer can easily assess
the value of the information produced by a particular firm. A higher
percentage suggests that a firm is reliable and, subsequently, trans-
lates into greater market share.

Benefits of Low-Cost, Competitive, Innovative Grading
Services and Products

Inexperienced buyers can now purchase coins that have been
graded and authenticated by third-party services to assure the qual-
ity of each item, and there is more written information available for
beginners than ever before. The pricing of rare coins is also very
competitive in today’s open market where profit margins are often
lower than in the past. In addition to the benefits, the industry has
done a credible job of upgrading the quality of services provided by
coin dealers through organizations and associations that promote
strong professional conduct and ethics (Yeoman 1994: 6). The indus-
try is large and competition is fierce in North America, Europe, and
Asia. While the preeminent firms” market positions have changed lit-
tle in the last 19 years, most firms have lost some prestige, indicating
the value the market places on coin grading service quality.
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TABLE 3
Top U.S. Coin GrabpinG Firms” REpuraTion RATINGS

Greysheet Rating®

Percentage

Firm November 12, 1994  November 29, 2013 Change
PCGS 98 83.1 -15.2
NGC 89 82.9 -6.9
1CG n/a 65.7

ANACS 74 65.2 -11.9
PCI/DGS 84 52.1 -38.0
SEGS n/a 47.6

NCI 42 42.5 +1.2
INS 43 34.0 -20.9

*Average percentage of “sheet price” paid for an unseen coin, with a range
of +15 percent for the four better firms, and as much as +32 percent for
the others. The “greysheet” is jargon for a price list of slabbed and “raw”
coins found in the Coin Dealer Newsletter. There is also a “bluesheet” for
unseen slabbed coins only, without return privilege.

Sourck: Coin Dealer Newsletter.

Of course, the greysheet percentages vary widely, and that dynamism
gives consumers prices and up-to-the-minute information on how
informed decisionmakers view the grading services. The percentages
might also reflect concern in the market over the unchecked exis-
tence of counterfeit slabs, against which firms have had to raise tech-
nological capability that preclude falsification. Newcomer NTC
claims that it has been creating a niche market by offering a
counterfeit-proof service, but the firm provided me with no special
evidence to support the claim. Nonetheless, the issue is one of
increasing relevance to collectors.

Furthermore, the fact that there are eight American competi-
tors, three or four of which are doing well, suggests that there are
no substantial barriers to entry and thus little evidence of monop-
olization from the pre-1990s firms: ANACS, PCGS, and NGC.
PCGS has graded over 27 million coins since its inception in 1986,
with a market value of nearly $30 billion. NGC has graded over
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28 million coins since 1987. Together, PCGS and NGC still have
more than one-half of the overall market share (Vousvounis 2013),
but all the new competitors with lower prices have eroded the
massive market share disparities of the 1990s. In 1994, firms esti-
mated industry market share as follows: PCGS had about 60 per-
cent, NGC had 35 percent, and all the other firms had 5 percent
(Cobin 1997: 104). Now the market has many more participants,
and NGC, ICG, and ANACS have all improved their greysheet
positions, with newcomers like SGS and NTC making significant
inroads.

The rare coin industry is a vibrant example of fervent competi-
tion and resulting industrial organization. The following are illus-
trative and suggest that high fixed costs, lack of scale economies
and of established reputation do not prevent firms from entering
the market: PCI’s entry in 1994, its subsequent merger with
Hallmark in 1991, changes of ownership in 2001, 2002, 2006,
2007, and the DGS takeover of PCI in 2008; SEGS and ICG’s
entry in 1998; NCS’s entry in 2001; ACGS’s entry in 2002; CGS’s
entry in 2005; and NTC’s re-entry in 2013. Moreover, the more
than two dozen failed entries indicate that the market is quite
mature and that newcomers must overcome significant reputation
disadvantages in order to break into the rare coin grading
market and survive; trust and reliability are paramount
(Vousvounis 2013).2

There are also do-it-yourself or pre-made slabs in circulation,
which are really just “shells” that look like the acrylic slabs used by
professional firms. These shells are commonly seen in the market
and carry names like Coin World, American Coin Club Grading
Service, Certified Coin Grading Service, International Numismatic

*These failed grading firms include: National Numismatic Certification,
TruGrade Service, American Grading Service, American Numismatic Institute,
Capitol Coin Grading Service, Digital Coin Grading Service, Fiducial
Select Capitol, Hallmark (1987), Independent Grading Service, Millennium Coin
Certification Services, North American Numismatic Certification, New Standard
Coin Grading Service, NuGrade Service, Numismatic Grading Service, NUMIS-
PRO, Premier Certified Coins, Premier Coin Grading and Authentication,
Professional Numismatic Grading Service, Professional Grading Service, Silver
Dollar Grading Service, Twenty-first Century Grading Service, Universal
Grading Service, and United Numismatic Company. These companies, by and
large, were formed from 2000 to 2006.
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Bureau, Original Coin Certifiers, and Liberty Coin Grading
Service.?

Numerous attempts have been made to enter the certification wing
of this multibillion-dollar industry, obviously, because the high volume
of coins to be graded makes for a lucrative business and consumer
demand for services is brisk. Nevertheless, there have been only minor
allegations of antitrust violations and collusion in the industry.* Private
lawsuits are another story. Given the high value of many coins, there
have been a number of significant lawsuits regarding rare coins, and
there are now law firms with practices that specialize in rare coin cases,
especially slab counterfeiting or fraud. Thus, coin-grading firms are
keen to stay on top of potential problems (Loftus 2012).

Rates and services vary considerably between firms. Table 4 and
Table 5 list prices of the main grading services at the end of 2013.
Table 6 provides special slab features offered by some U.S. firms.>

Additionally, most firms offer rush services, substantially increas-
ing the grading cost per coin, which may demonstrate how firms
serve consumers that “search for firms with acceptable waits”
(De Vany and Saving 1983: 996). At the end of 2013, there were eight
main competitors in the rare coin certification industry in the United
States and perhaps six elsewhere (including multinationals like
PCGS, NGC, and NCS).

Others include United States Grading Service, Certified Rare Coins, Certified
Service, Investment Grade Coins, Colonial Coin Graders, Coin Fixation, First
Strike Grading, Global Coins Grading Service, Heritage Coin Grading,
International Numismatic Certification Service, MS Society D&E Coins,
Numismatic Evaluation Service, National Numismatic Grading Service,
Professional Coin Graders, Professional North American Numismatic
Service, Pacific Northwest Graded Coin, Quality Coin Grading & Certification
Service, Specialty Coin Grading, Expert Grading Company, Elite Numismatic
Grading Service, Investment Grading Service, Hallmark Coin Grading Service,
Modern Coin Specialists, Northwest Coin Grader, Professional Numismatic
Grading Service, and World Coin Grading, Gallery Grading Company.

“See, for example, ASA Accugrade v. American Numismatic Association, et al.,
370 F.Supp.2d 213 (2005), U.S. District Court, District of Columbia (www.
swegs.com/ASA_v_ANA html).

*Company websites on December 6, 2013, were: PCGS (www.pcgs.com), NGC
(www.ngecoin.com), ICG (www.icgcoin.com), ANACS (www.anacs.com), PCI
(www.pcicoins.com), ACCGS (www.accgs.org), SEGS (segscoins.com), SGS
(www.stargrading.org), NCS (www.ncscoin.com), NTC (www.ntccoin.com), CGS
(www.coingradingservices.co.uk), and CCCS (www.canadianccoincertification.com).
Note that ICCS did not have a website when this research was being conducted.
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TABLE 6
RARE Coin GRADING SERVICE SLAB SPECIAL FEATURES

Slab Special Features

Holder Has Oversized Chemically ~ Coin Edge
Firm/ Top Edge Holder Option Inert Flexible (Inside Slab)
Criteria Viewing Label for Added Fee  Plastic Case Is Viewable

PCGS No Yes No No
NGC No Yes No Yes
1CG No No No No
ANACS No No No No
PCI No No No No
SEGS* Yes No Yes No
ACCGS No No No No
NCS No Yes No Yes
SGS No No No No
NTC No No No No
CCCS No No No No
CGS No No No No

“This firm also provides a “sovereign series” service for $35 in which the
signature of a grading expert is encapsulated with the coin.
Source: Company websites.

The consumer price index stood at 149.7 in November 1994, rising
to 233.6 in October 2013 (an increase of 56.1 percent). The percent-
age change in prices in Table 4 is based on nominal prices, but the
changes in real terms are still significant, evidently reflecting returns
to reputation and higher quality. Fierce price competition forces even
the best firms to keep their fees low. The rare coin industry is a
remarkable testimony to just how well competition reduces consumer
prices for important services. The volume is also high enough that
many firms can enter the market (charging a lower price) and still
make money, sometimes with slight product differentiation. One can
see exactly how much reputation is worth in the price differentials
between PCGS or NGC and everyone else (Wolinsky 1983).

Table 7 indicates that truly rare coins make up a relatively small
portion of all graded coins, especially coins minted outside of the
United States. NGC subsidizes its core rare coin business by mainly
slabbing bullion and other nonrare (but still collectible) coins, which

615



%IE0 166°SS 9LL°¢% C1G29 (90UMO G) I9AJIS

BIOFE LI9'OVL'9  SBL'LLG 688'89L°C (90UnO T) IOAILS
surop) uoing ‘§'N

%E10°0 162°¢ 162°¢ [e0L,

%8000 T6TT T6TT (-L181) dyqndoy

%¥00°0 666 666 v [BIUO[0))
IOAJIG QUIOG PUB P[05) A[UIRJA ‘SUIOD) URD[IYD)
%6100 gse'e Bee'e (9¢g1-150d) sutory uorg/sutor) puepeaz, MoN
%€30°0 9259 9259 +(€EST=1091) SUI0D) [BIUO[O)) UBDIXIIN
%6100 61E°¢ 6I¢°C (LOLT=0091) swopy [eroduy ysySugy
%S60 ¥2s0L 7Es0L (STET-T08T) sutop) [eadw uerssny
%¥0°0 ST6°01 88601 (0L81-150d) swo)y ypuoLg
%300 11g's 11%'s (wogeoyrun [9g1-150d) sty ueyeyp

(-6€8T) ste[od JI°H

aadd! SIT0E0Y  LSG'SITT 8SSTIST (-8€8T) s193enQ) “(-LE8T) SO (-998T) S[PIN
‘(-6GST) SeIUU9J :SUI0)) UOUWIWO)) Eow:oz ‘S'N [BoL

95619681
%.0°0 QLG 61 GIE 996°ST ‘(s[ezowt jo Ajorrea ‘Suy0} b:_mcc SIR[[O(] PO[[EO-0S 'S'N
%8S'6 C00T69C  L6S6 80%'389°C €E61-CHLT (SUI0D uonquou) sutoy) plod ‘N [V
BYICI ELI'TES'E  9SETH LIS'60S'E 8L6T-0FST ‘(s2d&y g) sxe[o( 10A1S "S' N
popeLs) suto)) (e 2IeN jooiq (09 > 9% "ws +) poperLo toquuny
JO 98e Ua0I0 I SIN / odA1, uron

(€107 ‘g7 gaamWanda(]) DN A€ AAAVES) SNINOJ, ANV SNIO) AALDATAG 40 AHVINNNG
LHTdV.L

CATO JOURNAL

616



“(xdse snsueo-u100-sn/dnyoordod /w00 u000Fu mmar) SNSUSD UI0d HYN “ADMNOS
"09-SIAL UeL]} SSO] pope.d axe A10303e0 SIY} Ul SUI0D UBDIXON AUBTA] .

RARE COIN GRADING

%0°001T [FI0L
%C1E S[EPRIN PUR ‘SUN[O], ‘SUIo)) IO [[V
%E0°0 vee's vee's S[EPoIN SHY UBoLIDWY put SEPpa]N "S'(]

%¥00°0 6701 6701 uorng proo
B[ROY (0E$ uelRnSNY

%%0°0 €LT'S €LT'S uotmg preo
PURIOSINIY UBOLY [INOS

%SLO0 ST0GG 8203 uorng eA[ES
-€)6T 20 T 190 (9)'ST) JeoT Q%E ueIpeue))

%1500 PO ¥1 PO F1 uolng IoA[lS pue ploo
(S971S [[®) -6L6T JeoT B%E uerpeue))

%%00°0 1L8 1.8 uorng proo
000°T$ Suoy Suofy

%9e’1 L8S'ESE L8g€se uorme v
SUIO)) BpURJ 9soUuIy))

BIT0¢ 7S9'65F'S eI T T1€°€T0°L [FOL

%EL0 990'%0¢ LS¥29 6LSTHT wnuneld

%90°S 086°Geh 1 BSEBLE 889°0S0°T PI°O

617



CATO JOURNAL

TABLE 8
CoiN GRADING SERVICE MARKETS FOR NTC
(PERCENTAGE OF COINS GRADED BY CATEGORY)

Rare Collectible Coins “Bullion” or Other Medals &
Coins MS-60+ Proof Coins Coins Tokens

5% 70% 5% 10% 10%

SOURCE: emails received from Joe LaBarbera with NumisTrust Coin
Grading Service on December 24 and 26, 2013, including data from opera-
tions since the firm restarted on May 1, 2013. He adds: “The New NTC is
dedicated to providing consistent coin grading according to the current
market standards with excellent turnaround time, at fair pricing levels with
outstanding customers service. Dealers and collectors will be able to distin-
guish the ‘New NTC holder’ because of the new hologram that is exhibited
on the backside of our holder. NTC has also added secret security features
to the holder to provide additional security and anti-counterfeiting. Our
concern is that counterfeit slabs will undoubtedly plague the certified coin
business in the future. NTC has taken steps now to prevent this.”

are by definition much more abundant. My email conversations with
some other firms and information posted on the Internet suggest that
the industry has changed over the years. There is far more diversity
in coin grading now than ever before, which is confirmed by the data
from NTC in Table 8; NTC mainly deals with collectible coins but
also has a significant business in grading medals and tokens.

It seems plausible that very valuable coins only go to the best firms
for grading since an incorrect grade would be so costly. In addition,
the higher grading cost of the top firms is often miniscule relative to
the price of the coin, making the use of lower-quality firms less sen-
sible, other things being equal. About 70 percent of the coins graded
by NTC contain silver, gold, or platinum, rather than copper or a
base metal (Table 8). This fact likely reflects the new firm’s compar-
ative advantage in grading rare or collectible coins with strong slab
anti—counterfeiting measures.

Innovative Services Offered by Coin Grading Firms to Meet
Changing Demand
Coin grading firms also offer special services. For example, some

provide medallion, medal, and token grading; imaging services;
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ancient coin authentication; shipwreck certification; conservation
(residue removal and surface protection) services; slabbing into over-
size holders; and metallurgic analysis. Newcomer SEGS is challeng-
ing the market share of PCGS and NGC by offering its upgraded slab
for a lower price and quicker turnaround time, although the recent
Professional Numismatists Guild industry survey indicates that deal-
ers consider SEGS standards to be poor. Hence, SEGS will not be
catching up to the bigger players anytime soon. Apparently, people
are willing to pay more for widespread acceptance (higher reputa-
tion) and perhaps the security associated with the longevity of lead-
ing firms. Market-based regulation of quality seems to work well.

Another interesting fact about the grading industry has to do with
the apparent consumer ignorance regarding the quality of different
grading services. Although many consumers are well apprised of coin
grading services, others may not be so careful in their selection still.
Accordingly, any encapsulation and grading may well be better than
none at all—especially for lower-valued coins, and in that case, the
very-low-cost firms fill an important niche (especially firms like
ANACS, ICG, and perhaps NTC, SGS, and SEGS). This consumer
demand feature also allows easier entry for newcomers to the
industry.

This case study has primarily focused on the grading of rare coins,
that is, coins with low mintage, few surviving specimens, or a very
high grade based on quality (condition). Nonetheless, as noted ear-
lier, companies in the certification industry actually serve other
important and profitable markets, too, from which the lion’s share of
their income is apparently derived. Probably more than one-half of
all coins slabbed could not rightly be considered “rare.” The grading
companies contacted were loath to give out sales information.

However, a few firms did provide data on the kind of coins they
grade. As noted in Table 7 and Table 8, changing consumer demand
has permitted NGC and NTC to profit by grading modern coins and
“bullion coins” (i.e., those having only precious metal value). They also
grade collectible coins and some medals that do not necessarily carry
significant value over the value of the precious metals they contain—
if they contain any precious metal at all. Nowadays, many more mod-
ern coins are slabbed and in many cases hardly carry enough value to
pay for the slabbing. In effect, the smaller volume of the most
specialized and rigorous grading services for rare coins are being sub-
sidized by more mundane, higher-volume ones. Also of interest is the
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dominance of U.S. coins. According to tables on the NGC website,
about 75 percent of the millions of coins graded by NGC have been
U.S. coins. This 75 percent figure is echoed by NTC, too, which
focuses far less on bullion coins and far more on medals and tokens
than NGC does.

Moreover, coin dealers have subjective preferences that cause
them to prefer one service to another on a micro level. For example,
they may prefer NGC for “tighter” grading of gold coins and PCGS
for “tighter” grading of silver dollars (Cobin 1997: 101-2). Firms spe-
cialize in such nuances to meet consumer demand. Those firms that
do not adapt may fall into disrepute. Poorer grading reputations gen-
erally reflect conflicts of interest perceived by the market. Notably, a
grading firm might have an affiliated business as a coin dealer, and
this nexus can naturally cause suspicion. Perceptions of inferior grad-
ing techniques, such as assigning a different grade to the front and
back of a coin, also tends to lower a firm’s reputation. Bad firms even-
tually go out of business; the black sheep provider INS in 1994
(Cobin 1997: 103) could not stay in the market for long once it had
attained its bad reputation.

Additionally, coins graded “early” (usually identified by the differ-
ent shape of the slabs used when coin-grading services were just
emerging) are considered to have been graded “tougher” and carry a
premium. The market adjusts for this fact. Older graded coins may
well be “upgraded” after re-grading (Cobin 1997: 101-2). The price
of slabbing services is generally low (an expected result of competi-
tion), especially when one considers the cost relative to higher-valued
coins. Thus, onlookers can readily see how the industry dynamically
assimilates information about firm quality, past products, and con-
sumer or dealer tastes over time.

The market has spontaneously generated a firm that evaluates the
output of top graders NGC and PCGS, too. Certified Acceptance
Corporation, founded in 1987 by John Albanese (co-founder of
PCGS and founder of NGC), affixes a “green tamper-evident holo-
graphic sticker” when a coin is correctly graded and a “gold” one if
it is undergraded. Coins that “just make the grade” or overgraded
coins receive no sticker. Another important market innovation in the
coin grading industry is offering “reconsideration” or “crossover”
services (Table 9). With this service, a firm promises not to break
open the slab of the competing firm unless it can assure the submit-
ter that the grade will be at least as high or higher. The cost of
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TABLE 9
RECONSIDERATION (CROSSOVER) FEES CHARGED BY
PARTICIPATING COIN GRADING SERVICES

Firm “Reconsideration” or “Crossover” Fee
PCGS Basic fee for chosen service + 1% of value if coin upgrades.
NGC “There is no additional fee for Crossover; only the grading

tier charges apply.” Only PCGS graded coins can be
submitted, except that sister-company NCS coins can be

done for $5.
ACCGS $10
SEGS $22

SOURCE: Company websites.

upgrading one’s grading service need not be expensive (except per-
haps for high-valued coins sent to PCGS), and the potential gains
from an improved grain are significant. Top firms are thus enabled
to damage competitors and put distance between themselves and
other firms.

Shipping and Insurance Costs

Shipping costs are reasonable, and depend on speed of delivery,
size of order, insurance, and distance to destination. The greater the
number of coins submitted, the lower the average shipping cost.
Regular service turnaround times range from 10 to 15 days.
Additional fees are charged for insurance coverage during shipping.

The United States Post Office will not insure coins being shipped
but it will accept and insure “numismatics and collectibles™ (includ-
ing coins in that category) with value proven by a third-party service.
For example, a numismatic coin worth $200,000 can be shipped
insured by registered mail in the United States for $180 and, for coins
worth up to $100,000, shipped insured internationally anywhere for
$55 ($46 to Canada and $52 to Europe).

The ANACS website lists a price of $79 to ship and insure a coin
valued at $100,000 (customers must call for a shipping and insurance
quotation on higher-valued coins), and NTC charges $80 for a coin
of the same value. Customers with accounts at private courier serv-
ices like Federal Express and UPS can also obtain reasonably priced
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insurance for the coins shipped, around $200 for a coin valued at
$75,000.

There is company called ShipAndInsure® mentioned on NGC’s
website, which is affiliated with the North American Collectibles
Association, that specializes in facilitating coin shipments using major
carriers in the United States and worldwide. Association members
are able to get discounts and, importantly, larger limits on the value
of coins that can be shipped. Some shippers for certain classes of
service will not insure a coin for more than $75,000 or even as little
as $10,000. In some cases in the United States, a homeowner’s insur-
ance policy might cover all or part of the value of a shipped coin.

Some of the major grading companies also provide insurance,
such as ICG, which has base prices as low as $20 per coin, in the
United States, to $75 internationally. SGS will insure five coins worth
up to $4,999 each for an $18 fee. PCI has an insurance cost table on
its website; the insurance cost for a $25,000 coin is $35. The cost of
coin insurance has evidently dropped in the last two decades. In
1994, PCI charged a fee of $115 for a $25,000 valued coin (Cobin
1997: 104)—329 percent higher than current pricing—which was (at
the time) relatively expensive compared to other firms.

Effective Grading Services Alleviate Market
Imperfections

Rare coins are uniquely differentiated goods. Differences and dis-
crepancies between coins are not easily noticed. Typically, greater
supply and fungibility in a widely minted coin series means that a
coin in that group is less likely to command a high price beyond its
commodity value as a metal. Even in low mintage issues, there are
considerable differences in coin condition that warrant grading to
differentiate them. Until the late 1980s, coin grading was not a stan-
dard process. Individual dealers would grade the coins. Those indi-
viduals who did not have the same specialized knowledge as the coin
dealer were at a disadvantage when buying or selling rare coins.

For example, a dealer could say that a coin offered to him is an
MS-65 when in fact it is an MS-66, which commands a higher price.
(The visual difference between an MS-65 and an MS-66 is not dis-
cernible to most people.) After buying the coin, packaging it and

¢ The company website is https:/shipandinsure.com.
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offering it for sale as an MS-66 would be facile for the dealer.
Because of the fineness of the coin, fungibility, and extensive supply,
such quasi-fraud would be virtually undetectable. (The same coin
could be seen by its former owner during a future visit and not be
detected.) A similar problem arises when the roles are reversed in the
transaction. The dynamic rare coin certification industry has evolved
to alleviate such inequity.

As we have seen, privately owned and competing grading firms
have spontaneously generated in the market, offering sufficient
salaries to attract noted industry experts to grade coins exclusively.
The resulting grading and slabbing provides market participants with
an objective and reliable means of evaluating rare coins. These inter-
mediaries allow buyers and sellers to avoid the costs of irksome assay
testing, weighing, and examining for genuineness, rarity, or fineness.
Accordingly, transactions (knowledge acquisition) costs associated
with information gathering and verification are minimized. Not sur-
prisingly, the cost of grading is also internalized into the price of
traded coin (i.e., an encased or slabbed graded coin often sells for a
slightly higher price than if it is still “raw”). Markets have ample
incentives to provide information and that public benefit is often
regarded as a public good. Notably, the influence of free-riding has
not precluded the provision of this service.

Therefore, the market can be trusted to produce a reliable high-
quality informational public good, and the quality of market provision
is automatically enforced since grading and certification services have
an incentive to protect their reputations. As demonstrated in Table 3,
firms with the best reputation for reliability (i.e., greysheet percent-
age) also have the highest market share, and command the highest
prices for services. Grading and certification services inadvertently
mitigate the free-rider problem. Of course, these firms did not evolve
with the express purpose of resolving a public goods problem, but
rather to provide third-party assurances that are demanded by many
private shoppers and investors. Like the self-interest motive of Adam
Smith’s baker that ended up “feeding” Paris, the economic goals of
rare coin graders has inadvertently led to social benefits.

Rare coin grading and certification firms have met consumer
demand, and thus created “public good” benefits for everyone who
wants them. Yet rare coin owners and sellers are content to continue
to purchase these services nonetheless, despite the fact that the infor-
mation is nonrival in consumption. All who can partake of the good
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do so without lessening the amount to other people. Each coin is
unique, but if rare coin owners or dealers display them for the pur-
pose of sale then they cannot bar certain patrons. Consequently,
information about the coins “publicly” provided by the market might
be considered nonexcludable.”

Conclusion: A Market Alternative to
Government Regulation

The preceding example of grading and certification services in the
rare coin industry has considerable ramifications for the grading of
real property, military hardware, public transportation highway vehi-
cles and aircraft, air and water quality, farmland and watershed eval-
uation, food, electrical generation dams and devices, automobiles,
pharmaceuticals, educational institutions, and many other goods and
services. In North America, South America, and Europe, grading and
certifying is often provided by the state or one of its municipal sub-
divisions, although private inspectors in some cases (e.g., for build-
ings) are occasionally hired by individuals, insurance companies, and
utility companies. Planning boards and their inspectors provide grad-
ing services, despite the fact that the market could provide effective
grading services, as it does in other industries.

The ostensible purpose for government intervention into transac-
tions for both real and personal property is multifarious, but it has
been primarily to alleviate imperfect information and to reduce neg-
ative externalities. An assumption is made that the government will
not garner monopoly profits because it exists for the “public interest”
and not to maximize profits. Moreover, the government is often pre-
sumed to provide a dispassionate, objective, and reliable evaluation
of quality—conjecture that has been called into question by many
economists.

Certainly, the cost of these government benefits is considerable;
there is no free lunch. In other words, a uniform minimum standard
of quality is expensive. But are transactions costs really lowered by
government regulation of the quality of goods, or have the costs just

" However, other providers of information that might be considered public goods,
such as library councils, building owners, and Internet services, can likewise bar
“undesirable” persons from consumption. Hence, if informational services are con-
sidered public goods, there must ultimately be exceptions to nonexcludability.
Consequently, these services can hardly be considered public goods.
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been shifted or internalized into the price of the improvements?
Contrary to findings that price regulation improves quality
(Anderson and Enomoto 1986: 87), other evidence suggests that gov-
ernment regulation minimally impacts (Jordan 1972) or even debases
quality, not to mention increasing the associated transactions costs
that would have otherwise been avoided (Cobin 1997, Anderson
1994, Lave 1992) and the shortcomings of government-provided
informational services (Magat and Viscusi 1992). The present study
of grading in the rare coin industry demonstrates, too, that markets
have provided high quality without government regulation (High
1991), avoiding the pitfalls of regulation that have worried
researchers (Hertog 2010: 46), such as bureaucratic inefficiency,
public choice, and knowledge problems.

Important questions need to be answered. Would transactions
(knowledge) costs be lower if the market were to provide an alterna-
tive, competitive grading system? Are consumers merely being
forced to buy a very expensive insurance policy from the govern-
ment? If the evidence from the rare coin industry provides a clue,
then we may conclude that markets would provide more effective
and efficient means of generating information when it certifies qual-
ity. The government’s informational “insurance policy” is demon-
strated to be too expensive and does not provide the quality of
coverage that would be cheaply provided by the market.

Furthermore, it is not clear that people demand such a uniform
degree of certainty when buying goods, services, or real property.
Why should everyone be compelled to pay for part of the same pub-
lic good (i.e., quality information), which is an additional cost of reg-
ulation? For instance, it is conceivable that if the cost of such
certainty exceeded even a small percentage of the good or property’s
value, then some consumers would prefer to save the added expense
by assuming the associated risks themselves (i.e., self-insuring).

Markets are capable of developing effective and reliable means for
grading other goods and property that are analogous to grading serv-
ices in the rare coin industry. The rare coin industry has sponta-
neously developed an effective, inexpensive grading system. It was an
unintended consequence of human action, which led to greater coor-
dination and increased knowledge. Moreover, those individuals who
participate in trading rare or otherwise valuable coins are not dis-
gruntled over the existence of grading firms. Will regulators argue
with this success? If so, are they, as Mises (1996: 850) asked, merely
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protecting favor brokering and rent seeking, and aiming at the per-
petuation of their own supremacy? Surely, it makes no sense to
blindly accept the preferences of a majority of unenlightened voters
or a handful of ostensibly enlightened bureaucrats.

What would a world certified by private grading firms look like?
One could imagine a potential situation where grading firms com-
pete with one another. As long as each grading firm maintains high
standards—because of competition—it will be able to receive pre-
mium revenues and preserve its reputation relative to other firms
and consumer costs will fall. Lower-quality services will be obliged to
assuage consumers by charging lower prices, and will likely go out of
business if they do not improve the quality of their service over time.
In the information market, a reputation for accuracy and reliability is
of paramount importance. One foul-up and a firm may be finished.

Furthermore, market-based grading and certification services can
be a higher-order “knowledge” good. While the knowledge problem
(Hayek 1945, Holcombe 1995, Sowell 1996) can never fully be over-
come, its severity may be alleviated by more and better information.
Yet obtaining such information is costly. As Alchian (1977: 133)
notes, “Those costs of becoming informed about what a good or serv-
ice or rented good will do, raise transfer costs and also reward longer
or greater searching activity by potential buyers or employers.”
Therefore, information, like most things, is scarce and needs to be
economized. In addition to economizing scarce information, grading
firms must also adapt to changing conditions. “It is certainly true,”
wrote Mises (1996: 852), “that the necessity of adjusting oneself again
and again to changing conditions is onerous. But change is the
essence of life.” Markets are flexible and dynamic enough to handle
that change.

Accordingly, because consumers are uneasy about their ignorance
and want to improve their market information, it follows that firms
will spontaneously develop (in the Hayekian sense) and specialize in
providing knowledge (e.g., grading or certification services) at the
lowest cost. Far from being nugatory market institutions, the exis-
tence of such firms indicates the further advancement of economic
prosperity.

In the final analysis, reputation enhancement and knowledge pro-
duction are indispensable elements of the market process. Hence,
the key issue concerns whether government bureaucracies or the
market is the superior generator of such knowledge. What is clear

626



RARE COIN GRADING

from the study of grading services in the rare coin industry is that the
market process has successfully made provision for setting standards
and regulating quality without any reliance on government. Market-
based regulation is not only possible, it is likely, and it emerges with-
out public policy to satisfy consumer demand efficiently.
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