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In 1934, a significant monetary shift occurred in the United States when the government increased
the official price of gold from $20.67 to $35 per ounce. This policy change was not merely a matter of
adjusting a price but represented a fundamental shift in U.S. monetary policy with far-reaching
economic consequences. Understanding what led to this decision, the immediate effects, and the
long-term implications provides valuable insights into the evolution of the U.S. financial system and
the global gold standard.

Background: The Gold Standard and U.S. Monetary
Policy Before 1934

The Gold Standard Era
For much of the 19th and early 20th centuries, the United States adhered to the gold standard, which
tied the dollar's value directly to gold. Under this system, the government was committed to
exchanging dollars for gold at a fixed rate, fostering stability and confidence in the currency.

The Great Depression and the Need for Policy Change
The Great Depression, beginning in 1929, challenged the stability of the gold standard. Deflationary
pressures, bank failures, and economic contractions prompted policymakers to reconsider their
approach. The gold standard was increasingly seen as constraining the government's ability to
implement expansionary monetary policies necessary to stimulate growth.

The 1934 Gold Price Increase: The Why and How

From $20.67 to $35: The Policy Shift
In 1934, the United States officially raised the price of gold from $20.67 to $35 per ounce. This move
was part of the broader New Deal efforts under President Franklin D. Roosevelt, aiming to combat
economic downturn and restore confidence.



Motivations Behind the Decision
The key reasons included:

Devaluation of the Dollar: Increasing the official gold price effectively devalued the dollar,
making American exports more competitive internationally.

Inflationary Goals: The move helped to generate inflation, countering the deflationary
pressures of the Great Depression.

Restoring Gold Reserves: By raising the price, the U.S. could prevent gold outflows and
stabilize its gold reserves.

The Mechanics of the Price Increase
The U.S. government, through the Gold Reserve Act of 1934, authorized the purchase of gold at the
new higher price, effectively tightening control over gold holdings and the monetary system.

Immediate Economic and Financial Effects

Impact on Gold Holdings and Reserves
The increased gold price led to:

Gold owners receiving higher payments for their gold, encouraging gold exports and holdings.

Significant accumulation of gold reserves by the U.S. Treasury.

Effect on the Money Supply and Inflation
By raising the value of gold, the government effectively increased the backing value of the dollar,
allowing the Federal Reserve to expand the money supply. This expansion contributed to:

Counteracting deflationary trends.

Supporting economic recovery efforts.

International Consequences
The change also affected international gold flows and currency exchange rates, influencing the global
gold standard system.



Long-Term Impacts of the 1934 Gold Price Increase

End of the Classical Gold Standard
The 1934 move marked a departure from the classical gold standard, signaling a shift toward
managed currency and fiat money systems. The fixed gold price was maintained domestically, but the
global gold standard was effectively dismantled.

Influence on U.S. Monetary Policy
The decision laid the groundwork for more flexible monetary policies, allowing the Federal Reserve to
manage the economy without being strictly bound by gold reserves.

Global Economic Impact
The United States' decision influenced other nations to reconsider their gold policies, leading to a
series of devaluations and the eventual abandonment of the gold standard globally.

Controversies and Criticisms

Criticism of Devaluation
Some argued that devaluing the dollar reduced its international value and hurt holders of dollar-
denominated assets.

Economic Risks and Challenges
While intended to stimulate growth, the policy also brought risks such as inflation spiraling out of
control if not carefully managed.

Legacy of the 1934 Gold Price Adjustment

The 1934 increase in the dollar price of gold remains a pivotal moment in U.S. monetary history. It
exemplifies how governments can manipulate gold prices to influence economic conditions, shift
currency values, and transition toward modern monetary systems.

Modern Relevance
Today, the gold standard is largely abandoned, but the lessons from 1934 continue to inform debates
on monetary policy, currency stability, and the role of gold in the global economy.



Summary
The decision by the United States in 1934 to raise the gold price by nearly $15 per ounce was a
decisive move that reshaped the country's monetary landscape. It facilitated economic recovery from
the Great Depression, marked the end of the classical gold standard era, and set the stage for a more
flexible and managed monetary policy approach. While controversial at the time, its long-term effects
contributed significantly to the development of the modern financial system.

FAQs

Why did the U.S. government increase the gold price in 1934? To devalue the dollar,1.
stimulate inflation, and support economic recovery during the Great Depression.

What were the immediate effects of the gold price increase? Increased gold reserves,2.
inflationary pressures, and a devaluation of the dollar.

Did the move end the gold standard? It marked a significant departure from the classical3.
gold standard, leading to its eventual dissolution globally.

How does this historical event relate to today's monetary policy? It exemplifies how4.
governments can manipulate gold and currency values to influence economic conditions,
informing modern monetary strategies.

Frequently Asked Questions

What prompted the United States to raise the price of gold by
nearly $15 per ounce in 1934?
The U.S. government increased the gold price from $20.67 to $35 per ounce to stimulate economic
growth during the Great Depression and to devalue the dollar, making American exports more
competitive.

How did the gold price increase in 1934 impact the value of
the U.S. dollar?
Raising the gold price effectively devalued the dollar, leading to a weaker dollar relative to gold,
which aimed to boost inflation and economic activity.

What were the economic consequences of raising the gold
price in 1934?
The increase helped to combat deflation, encouraged inflation, and stimulated industrial growth, but
also led to increased gold reserves for the government.



Did the 1934 gold price increase affect international trade?
Yes, it made American goods cheaper abroad and helped improve the U.S. trade balance by making
exports more competitive.

How did the 1934 gold price hike influence the gold standard?
It marked a move away from the gold standard, as the U.S. government fixed the gold price at a
higher level, reducing the convertibility of dollars to gold at the old rate.

What was the public reaction to the gold price increase in
1934?
Many Americans were unaware of the policy change, but it contributed to a broader shift in monetary
policy that aimed to stabilize and grow the economy.

How did the change in gold price in 1934 affect gold owners
and investors?
Gold owners benefited from the higher fixed price, as their gold holdings became more valuable
under the new rate.

What long-term effects did the 1934 gold price adjustment
have on U.S. monetary policy?
It laid the foundation for a managed currency system, moving away from the classical gold standard
and giving the government more control over monetary policy.

Was the 1934 gold price increase a temporary measure or a
permanent policy change?
It was a significant policy shift that effectively moved the U.S. away from the gold standard,
representing a more permanent change in the monetary system.

Additional Resources
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The decision by the United States government in 1934 to raise the dollar price of gold by nearly $15
per ounce marked a pivotal moment in American economic history. This strategic move, rooted in the
broader context of the Great Depression and the devaluation of the dollar, had profound implications
not only for the nation’s monetary policy but also for the global financial system. By understanding
the circumstances that led to this increase, the immediate effects on the economy, and the long-term
consequences, we gain insight into one of the most significant monetary policy shifts of the 20th
century.



---

Background: The Gold Standard and the Great
Depression

The Gold Standard and Its Role
The United States had largely adhered to the gold standard since the late 19th century, which meant
that the dollar was convertible into gold at a fixed rate. This system aimed to provide currency
stability and confidence but also limited the government’s ability to adjust monetary policy in times of
economic downturn.

The Economic Crisis of the 1930s
The Great Depression, beginning with the stock market crash of 1929, resulted in massive
unemployment, deflation, and economic contraction. Under the gold standard, the U.S. was
constrained in its ability to expand the money supply to stimulate growth, as maintaining gold
convertibility was paramount.

The Need for Policy Change
By 1933, it became clear that adherence to the gold standard was hindering recovery efforts.
Countries around the world began to abandon or modify their gold links to boost domestic economies.
The United States, under President Franklin D. Roosevelt, recognized that devaluing the dollar could
help in combating deflation and promoting economic recovery.

---

The 1934 Gold Price Increase: What Happened?

The Official Adjustment
In 1934, the U.S. government officially raised the dollar price of gold from $20.67 per ounce to $35
per ounce. This change effectively devalued the dollar relative to gold, allowing the government
greater flexibility in monetary policy.

Mechanics of the Change
- Gold Purchase Program: The government bought gold at the new, higher price, increasing official
gold reserves.
- Devaluation Effect: The increase in the price of gold meant that each ounce was worth more in dollar



terms, reducing the dollar’s value relative to gold.
- Legal Changes: The Gold Reserve Act of 1934 formalized this shift, prohibiting private possession of
gold coins, gold bullion, and gold certificates, consolidating control over gold reserves.

The Immediate Market Response
- Gold Price Adjustment: The market price of gold moved swiftly to align with the new official price.
- Dollar Depreciation: The dollar’s value declined relative to gold, making exports more competitive
but increasing the cost of imported goods.

---

Economic and Political Motivations Behind the Move

Stimulating Economic Growth
Devaluing the dollar aimed to:
- Increase exports by making American goods cheaper abroad.
- Combat deflation by encouraging inflation and spending.
- Expand the money supply, which was severely restricted under the gold standard.

Restoring Confidence and Stability
A higher gold price was intended to:
- Restore confidence among international investors.
- Signal government commitment to economic recovery.
- Stabilize the banking system by increasing gold reserves.

Political Considerations
- The move was also influenced by political pressures to actively intervene in the economy.
- It marked a departure from strict adherence to the gold standard, signaling a more flexible monetary
policy.

---

Results of the Gold Price Increase in 1934

Positive Outcomes

- Enhanced Monetary Policy Flexibility



- The higher gold price allowed the Federal Reserve and government to expand the money supply
more freely.
- This helped to combat deflation and stimulate economic activity.

- Economic Recovery Initiatives
- The move complemented New Deal policies aimed at recovery.
- Increased liquidity helped fund public works projects and social programs.

- International Impact
- The devaluation improved America's trade balance by making exports more competitive.
- It influenced other countries to reconsider their gold policies, leading to a gradual relaxation of the
gold standard globally.

Negative or Controversial Outcomes

- Inflationary Concerns
- The move raised fears of runaway inflation, though the actual inflation remained moderate initially.

- Loss of Confidence Among Gold Holders
- Private gold owners faced restrictions, which caused concern among investors and gold holders.

- International Monetary Instability
- The devaluation contributed to a period of currency instability as countries adjusted their policies in
response.

Long-Term Economic Impacts
- The 1934 gold price adjustment set the stage for a more managed monetary policy in the U.S.
- It marked the end of the classical gold standard era and the beginning of more flexible systems that
could better adapt to economic conditions.
- The move helped to lay the groundwork for the post-World War II economic order, including the
Bretton Woods system.

---

Lessons Learned and Historical Significance

Policy Innovation and Flexibility
The 1934 gold price increase demonstrated the importance of monetary policy flexibility in managing
economic crises. It showcased how government intervention could be used effectively to influence
currency value and stimulate growth.



Impact on Gold and Currency Markets
The move signaled a shift away from the rigid gold standard, influencing global monetary policies. It
highlighted the potential costs and benefits of devaluation, including trade advantages and inflation
risks.

Legacy and Modern Relevance
Today, the 1934 gold devaluation remains a key example of how governments can manipulate
currency values to recover from economic downturns. It underscores the delicate balance
policymakers must strike between stability and flexibility.

---

Conclusion

The decision by the United States in 1934 to raise the dollar price of gold by nearly $15 per ounce
was a bold and transformative step. It marked a decisive break from the constraints of the gold
standard, providing the government with the tools necessary to fight the Great Depression effectively.
While it brought about immediate benefits such as increased monetary flexibility, fostering recovery,
and boosting exports, it also carried risks of inflation and international instability. Overall, the move
was a pivotal turning point that helped reshape the U.S. monetary system and influenced global
economic policies for decades to come. Its legacy continues to inform debates on monetary
sovereignty, currency devaluation, and economic recovery strategies today.
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