Economic and political systems

A political system is the type of government by which a country is run. An economic system is
the way a country organizes its resources and distributes goods and services to its citizens.

Economic and political system are closely linked

1. Market Economy

Definition:

e A market economy is an economic system where decisions regarding investment,
production, and distribution are guided by the price signals created by the forces of
supply and demand.

Characteristics:

e Decentralized Decision Making: Businesses and individuals make decisions about what
to produce and purchase.

e Free Market Forces: Prices and the distribution of goods are determined by supply and
demand without significant government intervention.

e Private Property Rights: Individuals and businesses have the right to own and use
property as they choose.

e Profit Motive: The driving force behind production and innovation is the pursuit of profit.
Competition: Markets are characterized by competition, which promotes efficiency and
innovation.

Examples:

e United States



2. Command Economy

Definition:

e A command economy is an economic system where the government, rather than free
market forces, controls what goods are produced, how they are produced, and who gets
them.

Characteristics:

e Centralized Decision Making: The government makes all decisions about what goods
and services are produced and how.
State Ownership: Key industries and resources are owned and managed by the state.
Planned Economy: Economic activities are planned by the government, often through
five-year plans or similar strategies.

e Limited Consumer Choice: Since the government controls production, there is often less
variety and consumer choice.

Examples:

e North Korea
e Historically, the Soviet Union



3. Mixed Economy

Definition:

e A mixed economy features characteristics of both market and command economies. It
includes a degree of private economic freedom mixed with centralized economic
planning and government regulation.

Characteristics:

e Blend of Private and Public Ownership: Both the private sector and government play a
role in the economy.

e Government Intervention and Regulation: The government intervenes in the market to
correct market failures and provide public goods.

e Market-Based Decision Making: Most decisions are made through market mechanisms,
but the government plays a role in the allocation of resources.

e Social Welfare Programs: Often, mixed economies have various programs to support
social welfare.

Examples:

e United Kingdom
e France
e (Canada



Current real-world examples

1. Market Economy: Example of the United States

The United States is a prime example of a market economy. In recent years, we've seen significant

technological advancements, particularly in the tech industry, driven by market forces.

e Tech Industry Boom: Companies like Apple, Google, and Amazon thrive in a competitive
market environment, constantly innovating and adjusting their products and services based
on consumer demand and competition.

e Response to COVID-19: The rapid development of vaccines by private companies like Pfizer
and Moderna demonstrates the market's ability to respond quickly to global needs, driven by
the potential for profit and public demand.

e Stock Market Fluctuations: The stock market, particularly the fluctuations in the Dow Jones
and NASDAQ, showcases the dynamic nature of a market economy, responding rapidly to

global events, policy changes, and consumer sentiment.



2. Command Economy: Example of North Korea

North Korea presents a clear example of a command economy, where the government tightly

controls economic activity.

e Government-Controlled Production: The state dictates what goods are produced, how they
are produced, and who receives them. This often results in shortages of basic items and
limited consumer choices.

e Economic Isolation: North Korea's economy is largely isolated from the global market, with
heavy sanctions and limited trade due to its nuclear program and human rights record. This
isolation is a direct result of government policy.

e State Propaganda and Employment: The government uses propaganda to support its
economic policies and employs a significant portion of the population in state-run industries

and the military.

3. Mixed Economy: Example of France

France is an example of a mixed economy, balancing a free market with significant government

intervention.

e Government Intervention in Key Industries: The French government plays a substantial role in
certain sectors, such as transportation and energy. For example, the government has stakes
in companies like Renault (automobiles) and EDF (electricity).

e Social Security System: France has a robust social security system, including healthcare,
pensions, and unemployment benefits, reflecting the government's role in ensuring social
welfare.

e Responding to Climate Change: The French government has been actively involved in

addressing climate change, implementing policies and incentives to promote renewable



energy and reduce carbon emissions, showcasing government intervention in addressing

market failures.



