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The year 1934 marked a significant turning point in American monetary
history, signaling a re-entry into the gold standard after a period of
deviation. During this time, the value of the dollar in terms of gold was
adjusted, leading to a scenario where more US dollars were required to
purchase an ounce of gold than before. This move was part of broader economic
policies aimed at stabilizing the nation’s economy during the tumultuous
years of the Great Depression. Understanding the context, implications, and
outcomes of this return offers valuable insights into the evolution of
monetary policy and the role of gold in modern finance.

Background: The U.S. Monetary System Before
1934

The Gold Standard and Its Early History in the
United States

The gold standard is a monetary system in which a country's currency is
directly linked to gold. Under this system, the government commits to convert
paper money into a fixed amount of gold upon request. The United States
adopted the gold standard in the 19th century, with the Coinage Act of 1873
playing a crucial role in formalizing gold as the basis of the monetary
system.

Throughout the late 19th and early 20th centuries, the gold standard
contributed to monetary stability and facilitated international trade.

However, it also limited the flexibility of the Federal Reserve and
government in responding to economic crises.

The Great Depression and the Shift Away from Gold

The onset of the Great Depression in 1929 caused severe economic upheaval.



Deflation, bank failures, and collapsing prices prompted policymakers to
reconsider the rigidity of the gold standard. In 1933, President Franklin D.
Roosevelt took decisive steps to combat the crisis:

- Declared a national bank holiday

- Suspended the gold standard domestically

- Implemented policies to increase the money supply and stimulate economic
activity

By removing the gold backing from domestic currency, the U.S. government
aimed to devalue the dollar, making American exports more competitive and
combating deflation.

The 1933 Gold Recall and Its Implications

In 1933, the U.S. government issued Executive Order 6102, which prohibited
private citizens from owning gold coins, gold bullion, and certificates.
Citizens were required to exchange their gold holdings for paper currency at
a fixed rate of $20.67 per ounce. This move effectively nationalized gold
holdings and abolished the gold standard for domestic transactions.

The move was motivated by:
- The need to expand the money supply
- To prevent gold hoarding

- To restore confidence in the banking system

However, this caused the official price of gold to be fixed at $20.67 per
ounce, limiting the government's ability to adjust the dollar's value freely.

Re-establishing the Gold Standard in 1934

The Gold Reserve Act of 1934

In 1934, the U.S. government took further steps to stabilize and reshape the
country’s monetary system through the Gold Reserve Act. Key provisions
included:

- Raising the official gold price from $20.67 to $35 per ounce
- Revaluing gold holdings and increasing the dollar's gold content
- Nationalizing gold reserves held by private citizens and banks



- Strengthening the Federal Reserve’s gold reserves
This increase in the gold price was a deliberate devaluation of the dollar,

effectively reducing its value relative to gold, which aimed to boost
economic growth and combat deflation.

Why Was More Dollars Needed To Buy An Ounce?

With the gold price increased from $20.67 to $35 per ounce, the amount of
dollars required to buy an ounce of gold rose accordingly. This meant that:

- The dollar's value in gold terms decreased

- More dollars were needed to purchase the same quantity of gold

- The change was designed to devalue the dollar intentionally to encourage
inflation and economic recovery

This adjustment was a strategic move to restore confidence in the economy and
to facilitate a more flexible monetary policy.

Impacts of Returning To The Gold Standard in
1934

Effects on Currency Value and Inflation

The devaluation of the dollar had several immediate effects:
- Lowered the dollar’s value relative to gold, making exports cheaper
- Encouraged inflation, which was necessary during deflationary periods

- Restored confidence among foreign nations and investors

This move helped to stimulate economic growth by making American goods more
competitive internationally and encouraging spending domestically.

International Implications

The revaluation of gold impacted international monetary relations:

- Other countries adjusted their gold reserves and exchange rates accordingly
- The United States took a leading role in the eventual move toward the
Bretton Woods system after World War II



- It set a precedent for managed currency devaluations during economic crises

Long-term Consequences

While the 1934 return to the gold standard was significant, it was not a
return to the classical gold standard of the 19th century. Instead, it was a
modified gold exchange standard that allowed for greater government
intervention. This shift laid the groundwork for modern monetary policy,
where the government and central banks have tools to influence the economy
beyond the gold backing of currency.

Modern Perspectives on the 1934 Gold Standard
Return

Debate on Gold Standard Reinstatement

Many economists and policymakers debate whether returning to the gold
standard today would be beneficial. Arguments in favor include:

- Promoting fiscal discipline
- Limiting inflation
- Ensuring currency stability

Opponents argue that:
- The gold standard restricts monetary flexibility

- It can exacerbate economic downturns
- It is incompatible with modern financial systems

Lessons From 1934

The 1934 return demonstrated the importance of flexible monetary policy in
times of crisis. It showed that:

- Devaluing currency can stimulate economic activity
- Gold reserves and standards are tools for managing economic stability
- Central banks need autonomy to navigate complex economic landscapes



Conclusion: The Significance of the 1934 Return
to the Gold Standard

The return of the United States to a modified gold standard in 1934 was a
pivotal moment in economic history. By raising the gold price and requiring
more dollars to buy an ounce, the government effectively devalued the dollar
to combat deflation and stimulate growth. This strategic move reflected a
broader shift toward managed monetary policy and set the stage for future
economic stability measures.

Understanding this history helps contextualize contemporary debates about
monetary policy and the role of gold. While the classical gold standard is
rarely used today, its influence persists in discussions about currency
stability, inflation control, and government intervention in the economy.

Key Takeaways:

- The 1934 gold revaluation increased the price of gold from $20.67 to $35
per ounce.

- More dollars were needed to purchase an ounce of gold, reflecting a
deliberate devaluation.

- The move was instrumental in combating the Great Depression’s economic
challenges.

- It marked a shift toward more flexible and managed monetary policies.

- The legacy of this period continues to influence modern monetary debates.

By understanding the historical context and consequences of the 1934 return
to the gold standard, policymakers and economists can better appreciate the
complexities of currency management and the importance of adaptable financial
systems in fostering economic stability and growth.

Frequently Asked Questions

Why did the United States return to the gold
standard in 1934 despite the Great Depression?

The U.S. returned to the gold standard in 1934 to stabilize the economy,
restore confidence in the dollar, and facilitate international trade by
backing the dollar with gold after the suspension of the previous standard
during the Great Depression.

How did the gold standard influence the value of the
U.S. dollar in 19347

The gold standard pegged the dollar to a specific amount of gold, which
initially kept its value stable. However, as more dollars were needed to buy



an ounce of gold, it indicated a change in the dollar’s relative value and
reflected economic conditions of the time.

What caused the need for more dollars to buy an
ounce of gold in 19347

Economic recovery efforts, increased government spending, and the devaluation
of other currencies led to increased demand for gold and more dollars needed
to purchase an ounce of gold, reflecting changes in global and domestic
economic conditions.

Did the 1934 return to the gold standard affect
inflation or deflation?

The return to the gold standard in 1934 helped curb inflation by limiting the
ability of the government to print unlimited money, but it also contributed
to deflationary pressures as the economy adjusted to the gold-backed system.

How did the 1934 gold standard policy impact
international trade?

Reinstating the gold standard in 1934 helped stabilize exchange rates, making
international trade more predictable, though the gold standard also limited
flexibility in responding to economic shocks.

What was the significance of needing more dollars to
buy an ounce of gold in 19347

This indicated a shift in the dollar’s value relative to gold, reflecting
economic adjustments and the challenges of maintaining the gold standard
during a period of economic recovery and global instability.

How did the 1934 return to the gold standard differ
from the earlier gold standard policies in the U.S.?

The 1934 return involved stricter backing of the dollar with gold, after the
U.S. had abandoned the gold standard in 1933 to combat the Depression,
marking a shift towards a more controlled gold-backed monetary system.

Additional Resources

The United States Returned To The Gold Standard In 1934 When More Dollars
Were Needed To Buy An Ounce — a statement that, at first glance, seems
counterintuitive given the widespread abandonment of the gold standard during
the Great Depression. However, understanding the complexities of U.S.
monetary policy during this period reveals a nuanced story of economic



stabilization, international finance, and government intervention. This
article explores the historical context, policy decisions, and economic
implications behind the 1934 return to gold, especially in light of the fact
that, paradoxically, more dollars were required to purchase an ounce of gold
at that time.

The Historical Context Leading to the 1934 Gold Standard Return
The Great Depression and the Shift Away from the Gold Standard

The 1930s was a tumultuous decade for global economies, with the Great
Depression causing widespread unemployment, bank failures, and deflationary
spirals. The United States, heavily impacted by the stock market crash of
1929, initially adhered to the gold standard — a monetary system where
currency is directly linked to gold reserves.

However, as the depression deepened, the gold standard became increasingly
problematic. It limited the Federal Reserve’s ability to expand the money
supply, as maintaining gold reserves constrained monetary policy. Countries
around the world started abandoning the gold standard to allow for more
flexible monetary policy, which could help stimulate economic growth. The
U.S. officially suspended gold convertibility in 1933 under President
Franklin D. Roosevelt’s administration, aiming to combat deflation and
stimulate the economy by increasing the money supply.

The Move to Abandon and Then Reintroduce the Gold Standard
In 1933, the U.S. took significant steps away from the gold standard:

- Executive Order 6102: OQutlawed the hoarding of gold coins, gold bullion,
and gold certificates.

- Suspension of gold payments: The U.S. ceased to convert dollars into gold
at a fixed rate.

This move allowed the Federal Reserve to expand the money supply freely,
helping to combat deflation but also causing a devaluation of the dollar
relative to gold. The dollar’s value was effectively reduced, which had both
domestic and international implications.

By 1934, the U.S. government sought to stabilize the economy and restore
confidence in the dollar. This led to the Gold Reserve Act of 1934, which
redefined the dollar’s relationship to gold and reintroduced a form of the
gold standard — but with important modifications from the pre-depression
system.

The 1934 Gold Reserve Act: Restoring the Gold Standard with a New Framework



Key Provisions of the 1934 Gold Reserve Act

- Revaluation of gold: The act increased the official price of gold from
$20.67 to $35 per ounce, effectively devaluing the dollar from 1/20.67 of an
ounce to 1/35 of an ounce.

- Government ownership of gold: All gold held by private citizens was
required to be turned over to the Federal Reserve or the U.S. Treasury.

- Gold certificates and reserves: The act established the U.S. as the owner
of its gold reserves, and the dollar was now redeemable only in gold held by
the Treasury, not by the public.

Why Revalue Gold and Return to a Gold Standard?

The decision to revalue gold and reestablish a partial gold standard was
driven by multiple factors:

- Restoring international confidence: The international monetary system
depended heavily on gold, and the U.S. aimed to stabilize the dollar’s value.
- Controlling inflation and deflation: By fixing the dollar to gold at a
higher value, the government sought to curb inflationary pressures and
stabilize prices.

- Facilitating international trade: A stable gold-backed dollar was essential
for international economic relations and currency convertibility.

The Paradox: More Dollars Needed To Buy An Qunce — Why?
The Revaluation of Gold and Its Impact on Price

At first glance, it seems contradictory that more dollars were needed to buy
an ounce of gold after the 1934 revaluation because the official gold price
was increased from $20.67 to $35 per ounce. This change meant that:

- Before 1934: $20.67 = 1 ounce of gold
- After 1934: $35 = 1 ounce of gold

Thus, the price of gold in dollars increased by 70%, meaning the value of the
dollar relative to gold decreased. Consequently, it took more dollars to
purchase the same amount of gold, reflecting a devaluation of the dollar.

Economic Rationale Behind the Increased Gold Price

- Devaluation as an economic tool: Raising the gold price was a deliberate
policy to weaken the dollar, making U.S. exports more competitive and helping
to stimulate economic growth.

- Restoring gold reserves: The higher gold price made it more attractive for
gold to flow into U.S. reserves, bolstering the country’s financial
stability.

- International agreements: The London Economic Conference of 1933 and
subsequent negotiations influenced the decision to set a new fixed gold price



aligned with economic goals.
The Effect on Domestic and International Markets

- Domestic impact: The rise in the gold price increased the dollar’s price in
terms of gold, but the overall effect was a deliberate devaluation of the
dollar’s purchasing power domestically, which helped combat deflation.

- International impact: The revaluation stabilized the dollar’s value
internationally, restoring some confidence in U.S. currency and helping to
restore exchange rate stability with other gold-standard countries.

Broader Economic and Political Implications
Stabilizing the Economy and Restoring Confidence

The return to a partial gold standard in 1934 was a pivotal moment that
signaled the U.S. government’s commitment to stabilizing the economy. It
helped:

- Reinstate the dollar’s gold backing after a period of suspension.

- Signal confidence to international markets.

- Create a framework for monetary policy that balanced domestic needs with
international commitments.

Impact on Inflation, Deflation, and Economic Recovery

- Inflation control: The increased gold price helped curb deflation, which
was devastating for the economy.

- Economic recovery: The move contributed to the gradual recovery of the U.S.
economy by restoring monetary stability and fostering international trade.

Criticisms and Challenges

- Loss of monetary flexibility: The gold standard limited the Federal
Reserve’s ability to respond to economic shocks.

- International tensions: Different countries’ policies toward gold and
exchange rates created tensions and instability.

- Long-term sustainability: The gold standard’s rigidity eventually proved
problematic, leading to its full abandonment after World War II.

Conclusion: The Legacy of the 1934 Return to Gold

The 1934 return to the gold standard, characterized by the increased price of
gold and the requirement for more dollars to buy an ounce, was a complex but
strategic move. It reflected a desire to stabilize the currency, restore
international confidence, and lay the groundwork for economic recovery during
one of the most challenging periods in American history.



While it might seem counterintuitive that more dollars were needed to
purchase gold after the revaluation, this was a deliberate policy choice — a
devaluation designed to stimulate growth, prevent deflation, and reestablish
the U.S. dollar’s role in the global economy. The move underscored the
delicate balance policymakers faced: between maintaining monetary stability
and providing enough flexibility to support economic recovery.

Today, the 1934 gold revaluation remains a significant chapter in the history
of U.S. monetary policy, illustrating how governments can manipulate the gold
standard to serve broader economic objectives, even amid complex
international and domestic considerations. Its lessons continue to inform
modern debates about monetary policy, currency stability, and the role of
gold in a global economy.

In summary:

- The return to the gold standard in 1934 involved revaluing gold from $20.67
to $35 per ounce.

- This revaluation resulted in more dollars being required to buy an ounce of
gold, effectively devaluing the dollar.

- The policy aimed to stabilize the economy, restore international
confidence, and combat deflation.

- The move was a calculated step in the broader context of economic recovery
and international monetary stability.

Understanding this historical episode helps us appreciate the intricate
relationship between gold, currency, and economic policy—a relationship that
continues to influence financial systems today.
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