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Directions: Answer the questions below. It can be on this sheet or it can be written, either way will be accepted. 

1. What is an economic system?
2. What are the three economic questions?
3. What four factors are needed for production?
4. Explain in your own terms what a Market Economy is.
5. Explain in your own terms what a Command Economy is.
6. Explain in your own terms what a Mixed Economy is. 
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= 25 Economic Systems Around the World

Just s forms of govermment vary from one naton
o the nxt,so do economic systems. An economic
sysem i  way of arganizing the prodution and
consumption of goods and srvies. Econormic sys-
tems exist because people must meet certin needs to
survive, These survval needs include food, clothing,
snd shelter, I addition, people have endless wants.
Such wants may include things that make e more
comfortable, more enteraining, or more saisying
nsome way.

‘Threo Fundamental Economic Questions:
‘Wht o Produce, How, and for Whom?

1fa nation'sresources ere unlmited, it might be
possibl to meetal of these wants and needs. But
such s ever thecase.Resouces re aways imited.

s result every economic system mast answer
theee fundsmental economic questons:

What good and servies should b produced?
For example,should a naton's imited resources be
sed maialy to provide public goods, such 1s clean
i and water, o to produce private goods,such
a5 homes?

How should thse goods and service b produced?
‘Should corn and wheatbe aied maialy on gant
factory farms? Or s farming bette done on smaller
oy forms?

Horwshould the peopte share goods and services?
Who should get what? Only those who can afford
whateve they want? Or should goods and services
£0 10 the people who need them the most?

Economie systems diffe from one country to
anolher because each socity answers these questions
nits own way.
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‘The Four Factors of Production: Land, Labor,
Capital, and Entreprenourship

Countries ks dife n how they use what cconomiss
cllthe ctors of production. These fctors are the
Fesourcesrequired t produce most goods and

services They include the fllowing:

Land. By land, cconomists mean the natural
resources of a nation. These raw materils include
fertle sol,water,plants, and mineras.

Labor Labor rfers to theeffort—both mentsl
and physical—that people put ato producing goods
and servies
1 The term capital s muliple meanings.
It can mean the money needed tostarta business It
can mean the machinery,buildings,tols, and equip-
ment wsed to produce goods and service. I can also
mean human capital—the knowledge and skillsthat

Capi

workers bring 0 theit jobs.
Entrpreneurchip. This s facor is the human
effort that goes into organizing land, labor,and
capitalt produce and sel goods and services.
Entreprencurs ik
idea into something that people will want o nced.
The way asocity uses thesefctorsofproducton
s determined by tseconomic sstem, Three basc
ypes of economic systems exist i the world today:

‘money and time 0 urn an

raditonal, market, and command.
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‘Traditional Economies: Decision Making by Custom
Ina society vith a traitionaleconormy, eople ely
o tme-tested customsto ansver th thee funds.
et cconomic questons. What worked forther
ancestorsstll works todsy

People n traditional cconomies provide for
themselves, Some are hunters and gatherers, s they
hae béen for thousands ofyears. The majorty are
farmers, Most peopl i a traditionaleconmy live
st subsistence leve,prodcing ust enovgh goods
tofeed, clohe, and house thei i, f they have
any goods et over, they tradether fo other things
they need or want

Many of the Inuit of Alasks and northern Canads
till maintain raditional economy based on hunt
ingan fshing, They rly on skillsand strategies that
hase helped thie people survive snce prehistoric
times. Likewise, many African farmers and hercers

follons the same economic paterns as ther ancstors.

T traditional society,the production and dis

ibution of food, clothing,and shele is woven into
the fibic of socity. Economic actviies do pot need
t0be coordinated or reg

dated i any way by the
wernment, Tradltion and community values serve

10 keep thecconomy ronning smocthly. However,
the standard ofliving of most people in traditional
ccomomies s verylow, Fansles o not car enovgh
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0 do more than meet their most basic nceds. They
have only limited acces to goods such as cars or
sevices ike medicl care.

Market Econamies: Docision Making by Individuals
In 2 countey with a market economy, individual
producers and consumers snswer the three basic
ecanomic questions. Ina pur frec-market cconomy,
the government plays lite o no ole in economic:
affsirs. Producess sx feeto dcide what goods snd
services 10 produce and how much to charge for
them, Consumers are fre to decide whal to buy
Pricesare determined by the market. In economic
terms,a marketisany pice or siuation in which,
people buy nd el goods and srvis.

You have probably heard other names for
a market ecoriomy. Some people refer to 1 asa
freeenterprise system. A free enterprise systers
reles on the profit motive,economic competton.
and the forces of supply nd demand to direet the
production and distribution o goods and services,

Others use theterm capitalism to descibe o
market ystem. Under captalism, individualinves
tors, or capitalsts,privately own the means of
production, such as farmland or factories. Workers
provide labor in exchange for wages o  salsry.

One advantage ofa market system i s efficiency
at meeting peoples’ needs. When demand fora prod
utrise,itsprice i the market goes up. This signals
busineses 0 produce more. Meanwhile,compei-
tion among producers of similar goods usualy keéps
prices from rising too high. Effcency also leads o
ecoomic growth. Businesses invst in factories and.
equipment, as well s inrescarch and technology, o
sty competitive, Ths helps the economy grow.

One disadvantage ofa market cconomy, some
would rgue, i s instabilty: Perods of growth and
prosperity in market economies usualy alternate
with recessions, r slowdowns, i business and
employment, During these downtuns, people who
lose their jobs suffr from  loss of ncome.

‘Another disadvantage of a market economy is ts
unequal disribution of westh The market divides
‘wealth t people according to how society values
whit they do. For cxample,a guarterback whose ear
winsthe Superbarv carns more than  public schocl
teacher. This may seem unfi, but there are more
teachersthan Superbowl. vinning quartrbacks.
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‘Command Economiss: Decision Making
by Government Planners

10 command ecanomy,the government answers
the theee basic economic questions.Tn a pure
<command economy, the means ofproduction are
publily owned. Government planers decide what
goods

They also determin how goods and servicesshould
be distributed o consumers and at what cost,

 sevices shonld be produiced sad how.

Comparin Formsf Gvernment. 31
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AMarket Economy Versus a Command Economy
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Command economies ar based on poltcal
theories hat aose in Europe during theate 18005
Known both associalism and communisn these
theorics ddressed the inequaltesofcapitalsm by
allng for public vneship of facms and facories.
Once the people contralled the means of production
the cconomy could be operated on such principles a5
equality nd firnes o all.Karl Mars, the originator
of communism, summed up howe such an cconomy
‘would work i this slogan: From cach according (0
his abilty,toesch according o his needs.”

T theory, & command ecorormy has disinct
sdvantages over  market economy. Centea planners
can ensure full exployment by devising enough

projecs 0 o all members of the workiorce
Thisability, along with controls on prices, can bring
stability 1o the economy. A command economy can
ko distibute income more equally than a market
economy, because everyone shares in the naton's
et

In practice howsver, the performance of com
mand econommies has been disappoioting Because
the government controls wages and prices, workers
have litle incentive to work hard or to produce
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igh-quality goods. The gods they do produce are
wsully inferior to imilar goods produced i
marketeconomy.

“The core problem in s command cconomy i th
government planners, 5o mater how wel ten
oned, arelesscfcent at making conomic decsio
than the market s By haenessing the inteligence
millons ofbuyers and selers,the masket s far et
at providing people with ehat they want and need
than government officsls willever be,

Mixed Economies: Shared Dacision Makdng
Pure forms of traditionsl, market, and command
cconomic sysiems do not exst today. They are
theoretica extremes. I the real word, most coun
ris have mixed ecomomics that ll somevhere in
betmween those xtremes. A mixed economy blends
relsnce on market forces with some government
involvement inthe marketplace, The degree oftht
invalvement vares from couniryto countey

The United States has historcaly had  ree
market economs. Yet the government plays a vl
ol n cconomic affies. The government,for
example, protects rivate praperty rights. I regulat
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the marketplace o protect both consupers and i the lat 19705, the Chinese governiment moved

nd conomy toa syste

producers from unfair business practices. It also from a strict com led.

vedistributes wealth to those n need through ts  market socalism, This syster mixes public and

social welfare policis, private ownership of businesse, I sso encouriges

In contrat, China has had s command econon

petition inthe marketplace At the same time,
emained in overal con

e the Communist Pary took contral o it the Communist Paty
eader of

government n 1949. For many years, the communist  rolofthe economy. As Deng Xiaoping the
this change,explsined, “Planning and

economs. The result s cconomic tagnation. are both ways of controlling economic actviy.”

Governments have existe sinc the riseof city-states i ancient times. Overtime, govern-
ments have evolved n size, complexity,and form. Even today, who rles and for what
purpose varies from e country to the next

arket forces

government controled very aspect o the Chin

Forms of government Moden governments can be clssified according to who halds povwer.
Monarchies and dicatorships rled by one person are eatively rae. 5o ae theocracie and
single-party statesin which leders o a elgion or political party run the government, Most
ofthe world's governments today are ither parliamentary or presidential democracies.
Distibution f power Modern governments can be defined sceording to how paver s
distrbuted between the national and regional governments. In 4 unitary system, power is
centralized at the natonsl level, In  federal system, the nationaland regional govrnments
share povir.In  confederal system, it s decetralized toregional overnmens,

Econamic systems All cconomic systems must answer thee basi economic questions:
‘What should b produced? How should it be produced? How shold it be distebuted? In
today's marke economies, the Government plays 4 minoF ole i answering those quesions.
In command economie, he government plays a major role i economie decision making
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