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Economic and Political Systems

A political system is the type of government
run. An economic system is the Way a country
and distributes goods and services to its citizens
systems are closely linked. '

by which a country is
organizes its resources
Economic and political

Economic Systems

The answers to the four questions below define a country’s economic system:
1. What should the country produce and in what quantities?
2. How should scarce resources such as labour and capital be allocated?

3. How should goods and services be distributed throughout the country?
4. What should be the price of the goods and services?

Market Economy

A market economy is also known as capitalism or private enterprise. In
a market economy, the above questions are answered by individuals and
businesses. Businesses, consumers, and government act independently
of one another. Market forces and self-interest determine what goods
are created and sold. These market forces ensure that there is variety in
goods and services to attract consumers. The government has little direct
involvement in business. Its main duty is to create an atmosphere in
which citizens and corporations can be successful.

Each economic system addresses the three major components of
private property, profit, and competition, but in different ways. The
way in which these components are viewed in a market economy are
provided below:

s Private property. Corporations and people are encouraged
to own property, including real estate, buildings, equipment,
furniture, and automobiles. Owners can purchase, rent, trade, sell,
give, or will their property to whomever they want.

w Profit. Profit is the reward for the risks taken. It is encouraged ¢
because profitable companies provide employment, create new
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Centrally Planned Economy

At the opposite end of the economic
planned economy. In a centrally planned economy, also known a5

communism or command economy, decisions are made centrally by
the government. The government controls all elements of the economy
and establishes how income is distributed. The government provides
education, health care, employment, and housing to all members of
society. A centrally planned economy deals with the economic system
characteristics in the following ways:

system continuum is a centrally

s Private property. Ownership of property is restricted. Citizens
may own small household items and furniture. The government
owns all of the housing and businesses including factories, offices,
and farms. The government determines who will work in the

Cuba is an example of a centrally businesses and where they will live. All workers are employed by
planned economy, in which the the government, which sets the wages.

government determines how o

income is distributed. = Profit. All profit belongs to the government, and citizens do not

receive a portion of the profits they help to make. If the govern-
ment needs to increase its revenues, it raises prices or cuts costs
such as wages or capital investment. The profit made by the
government is re-invested into the businesses or used for social
programs such as education or the military.

s Competition. Competition is limited. The government deter-

mines the price, quality, style, and amount of goods and services.
Consumers have little choice in products sold.

North Korea and Cuba are run as centrally planned economies.
Countries which traditionally were thought of as centrally planned, such
as Russia and China, are still predominantly centrally planned; however,
each has recently adopted some market economy practices.
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mixed Economy
ost economies in the world sit somew

:ﬁd a centrally planned economy—th e;lifvgznﬁie;‘e:rrelirket economy
known as a modified free enterprise system). For example Sov!v1 ‘:imy o
many social pngmms, such as an cighteen-month mater’ni e1 &
months of which must. be Skeniby the minority Parentt}(luseas:,lit ; tv;lxo
father). Sweden also has successful international businesses suchu Ii’{}; )
It has characteristi.cs of both market and centrally Plam;d ecc:::lo .A'
Canada is also a mixed economy. Canada has strong social programs 121131
as universal health care, employment insurance, and the Canada Pe’nsion
plan. In addition, it has thriving businesses that compete successfully in
the world market. A mixed economy has the following characteristic};:

s Private property. Property is owned by individuals, corpora-
tions, or government. The government owns schools, parks
and real estate. It sets regulations that affect private propert;r'
in Canada, there are strict regulations regarding ownership c;f
financial institutions and the media. Corporations operated
by the Canadian government are called Crown corporations.
Examples include Canada Post and the CBC.

s Profit. Profit is encouraged, but is taxed to support government
projects and provide social assistance. Taxes are collected at the
federal and provincial levels through sales tax, income tax, and
corporate taxes. Municipal projects are funded through property
taxes.

s Competition. Strong competition amongst corporations exists;
however, the government may also be a competitor. For example,
in the Canadian transportation i federal government
operates VIA Rail, and m 1 thei
transit systems. In the o
by Canada Post (a Crown

UPS, and DHL.

Economic System
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political Systems

world. Some are based on religion (theocr
i acy), S
queen ({1101131'chy'). while others are govern?d(;:)}'l etquseon a ruling king or
class (Jrlsmcracy.). Although these Bipes 1of et Wealthy, ed.ucated
example, Jordan is ruled by a king and the o ment still exist (for
the head of the Catholic Church), they are not common Th
- The most

alent forms of government
preva are democracy and
autocracy.

Democracy

The term “democracy” comes from the Greek w
ment by the people” A democracy is characte
clections, the rule of law, free speech, the ri
and freedom of religion. In a .democracy, all people have the right to
govern themselves,.and each gtlzen is entitled to an education. Finally, in
a democracy there is economic opportunity for all citizens. If a business is
successful, the owners reap the benefits as a reward for the risk they have
taken. Democracies are accompanied by a market economy.

Countries such as Canada, the United States, and the countries of the
European Union have a representative democracy. Each citizen of legal
voting age casts a vote to elect a representative to sit in parliament and
vote on their behalf.

Democracy is not a perfect system. Politicians may be more concerned
with being re-elected than with what is good for their country. This
could lead them to focus on short-term solutions, just in time for another
election, rather than taking a long-term perspective. Politicians who rely
on funding from large corporations may have in mind the businesses’
needs, rather than the needs of the citizens they represent. Many of our
politicians come from similar backgrounds and are not representative
of groups such as women, minorities, and the poor. Democracies are
difficult to establish and expensive to maintain. Many newly enjlcrg.u.lg
economies—for example, those in Latin America—la.ck the '_].udlcxal
systems and other infrastructure that help maintain political stability.

ord meaning “govern-
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& Think About It!

4.1. What are the four
questions all economic
systems answer?

4.2. Define market
economy.

4.3. Describe how a market
economy deals with
private property, profit,
and competition.

4.4. State three
advantages and three
disadvantages of a
market economy.

4.5. Define a centrally
planned economy.

4.6. Describe how a
centrally planned
economy deals with
private property, profit,
and competition.

disadvantages of a
trally planned
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Autocracy
An autocracy is ruled by a single individual or a small group of people,
Proponents of autocracies believe that one consistent government allows
decisions to be rational, in the interests of the entire country rather than
special groups, and have a long-term focus.

This political system has many disadvantages. Autocracies usually have
a strong military presence to ensure that the leader or leaders stay in
power and maintain stability. An autocratic government strives to control
all aspects of its citizens’ lives, including the media, professions, businesses,
and religion. Citizens have no influence on the government and if they
disagree with its decisions, they are often dealt with by the military; they
also have their ability to travel outside of the country curtailed.

Current examples of autocracies include North Korea and Cuba, each
of which is led by a single leader, and China, which is led by a single
party. Other examples include Zimbabwe, Indonesia, Egypt, and Libya.
The economic system most closely associated with autocracy (or author-
itarianism) is a centrally planned economy. However, some
such as Egypt and Indonesia, have attra vest Ip

stimulate their economies. PRSI S R R BT

- B ; x st T S atse, hon T don i s SikaD




