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The Neutrality of Money and Classical Dichotomy!

The classical theory of output and employment is that 
changes in the quantity of money affect only nominal 
variables (i.e. money wages, nominal GNP, money 
balances), and have no influence whatsoever on the real 
variables of the economy such as real GNP (i.e. output of 
goods and services produced), level of employment (i.e. goods and services produced), level of employment (i.e. 
number of labour – hours or number of workers 
employed), real wage rate (i.e. wage rate in terms of its 
purchasing power).



Actually, according to classical theory, the nominal variables 
move in proportion to changes in the quantity of money, while 
real variables such as GNP, employment, real wage rate, real rate 
of intrest remain unaffected.






















