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i i Economic Systems

GUIDE TO READING
Section Preview Reading Strategy
In this secti_on, you will learn about the different types Comparlngand(:ontrastmg As you readthe """"""
of economic systems that govern WHAT goods and section, complete a graphic organizer like the one

\Sfmgzlst? Pfoguce:t:OW to produce them, and FOR | below to identify ways in which a market economy
produce them. differs from, and is similar to, a command economy.

Content Vocabulary

* economic system (p.33) * market (p. 37)

Market Economy

* traditional economy * capitalism (p. 38)

(p. 34) * mixed economy (p. 39)
* command economy ¢ socialism (p. 39)

(p. 35) * communism (p. 39)

* market economy (p. 37)

Academic Vocabulary Command Economy

* stagnation (p. 35) * emphasizing (p. 36)
* allocate (p. 36)

McDonald’s and Hindu Culture

For thousands of years, India’s Hindu culture has revered the cow.
Hindu scriptures state that the cow is a gift of the gods to the human
race. . . . [The cows] are everywhere, ambling down roads, grazing in
rubbish dumps and resting in temples—everywhere, that is, except on
vour plate, for Hindus do not eat the meat of the sacred cow.

.. McDonald’s responded to this cultural food dilemma by creating
an Indian version of its Big Mac—the “Maharaja Mac”—which is made
from mutton. . . . According to the head of McDonald’s Indian opera-
tions, “We had to reinvent ourselves for the Indian palate.” B

When companies want to do business in All societies use an economic systesn—an  coonomis os
other countries, they need to adjust their  organized way of providing for the wants Sx{iﬁlzed way in
ich a socety

business plans to meet local customs. This  and needs of their people. The way societies B e s
is what McDonald’s corporation had to do  organize themselves determines the type of = 3nd necds of ts peopie
when it expanded to Indja. While India’s  economic system they have. Three major
economy shares many ¢ characterisucs with kinds of economic systems exist—tradi-
the United States, many of i in tional, command, and market economies. In
practices are l:a»aseéin on a more tional  practice, however, almost all economies, like
gconomic system. ~thatof India, combine elements of all three.
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mnomicg’g\ Traditional Economies
ONLIN
Student Web
Activity Visit the
Fconomics: Principles
and Practices Web
site at glencoe.com
and click on Chapter
2-Student Web
Activities for an
activity on the
economies of
traditional societies.

(LIET®Y Traditional societies use ritual,
habit, or custom to answer the basic questions

of WHAT, HOW, and FOR WHOM to produce.

Economics & You Does your family have a
tradition that has been passed down from generation
to generation? Read on to learn how traditions
govern the economies of some societies.

Many of our actions spring from habit
and custom. Why, for example, does the
bride toss the bouquet at a wedding? Such
practices have become part of our tradi-

traditional
economy economic
system in which the
allocation of scarce
resources and other
economic activities are
based on ritual, habit,
or custom

tional culture.

Characteristics

In a society with a traditional economy,
the use of scarce resources—and nearly all
other economic activity—stems from ritual,

?l/
¥iit

—

-

habit, or custom. Habit and custom also
dictate most social behavior. Individuals
are generally not free to make decisions
based on what they want or would like to
have. Instead, their roles are defined by the

customs of their elders and ancestors.

Examples
Manv societies—suchas the central African

Mbuti, the Australian Aborigines, and other
indigenous peoples around the world—have
traditional economies. The Inuit of northern
Canada in the 1800s provide an especially
interesting case of a traditional economy.

For generations, Inuit parents taught their
children how to survive in a harsh climate,
make tools, fish, and hunt. Their children, in
turn, taught these skills to the next genera-
tion. When the Inuit hunted, it was tradi-
tional to share the spoils of the hunt with
other families. If a walrus or bear was taken,
hunters divided the kill evenly into as many
portions as there were heads of families in
the hunting party. The hunter most responsi-
ble for the kill had first choice, the second
hunter to help with the kill chose next, and so
on. Because the Inuit shared freely and gen-
erously with one another, members of the
hunting party later shared their portions with
other families who had not participated.

The result was that the hunter had the
honor of the kill and the respect of the village,
rather than a physical claim to the entire ani-
mal. Because of this tradition of sharing, a vil-
lage could survive the long, harsh winters as
long as skilled hunters lived in the commu-
nity. This custom was partially responsible for
_the Inuit's survival for thousands of years.

Advantages

The main advantage of a traditional
economy is that everyone knows which
role to play. Little uncertainty exists over

Traditions This woman in Botswana weaves a
basket based on methods handed down by her
ancestors. What are the main characteristics
of a traditional economy?
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The Great Wal [Mart] of China
' What do you and 1 billion Chinese consumers have in
common? Access to a Wal-Mart store. China’s member-
ship in the World Trade Organization has opened the
| door for capitalist companies to do business in this
| communist country. Now a growing number of Wal-
- Marts—48 and counting—cater to China’s upper-middle
 class. Chinese consumers are pleased with the cleanli-
ness and convenience Wal-Mart has to offer. Joe Hatfield,
3 president and CEO of Wal-Mart Asia, explains that while
~ Chinese grocers use fans to scatter flies, “They hold us to
- a higher standard than others and to set the expectations
| for others to follow.”
While each new store creates roughly 500 new jobs,
' the retailer’s presence in China does not come without

controversy. Opponents deride the
company’s low wages—between $84
and $96 per month—and argue that
Wal-Mart encourages exploitation of
Chinese workers. Headlines detailing
the power struggle between the All-
China Federation of Trade Unions
(ACFTUS) and Wal-Mart have drawn
attention to the retailer’s anti-union
stance in a communist country.
Meanwhile, the world watches as
China seeks to balance modern and
traditional ways, as well as capitalist
and communist ideologies.
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WHAT to produce. If you are born into a
family of hunters, you hunt. If you are born
into a family of farmers, you farm. Likewise,

Command Economies

economy €economic
system with a central
authority that makes

("LUNENERY Command economies rely on a

little uncertainty exists over HOW to
produce, because you do things much the
same way your parents did. Finally, the
FOR WHOM question is determined by
the customs and traditions of the society. In
some societies, you would provide for your
immediate family. In others, such as the
Inuit, you would share what you have
hunted with all families of the village. In
other words, tradition dictates how people

live their lives.
Disadv > s

[he main drawback of a traditional
economy hat it tends to discourage
new idi

| new ways of doing things.
les in a traditional society

t of punishing people who
Actdifferently or break the rules. The lack
of progress leads to economic stagnation
nd a lower standard of living than in
other economic systems.

”H' Strict

.
nNave the off

Describing What are the advan-
ages and drsadvantages of a traditional economy?

\

central authority to make most of the economic
decisions.

Economics & You As you make career
decisions, does the government or other authority
tell you what to do? Read on to find out how
decisions are made in a command economy.

In a command economy, a central
authority makes the major decisions about
WHAT, HOW, and FOR WHOM to pro-
duce. A command economy can be headed
by a king, a dictator, a president, or anyone
else who makes the major economic

decisions.
!

Characteristics

In a pure command economy, the gov-
ernment makes the major economic deci-
sions. This means that the government
decides if houses or apartments will be “
built. It also decides on the best way to build
them, as well as who will receive them

Most command economies severely limit
private property rights. People are not
allowed to own their homes, businesses, and

c

the major economic
decisions

]
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Consumer Goods Command economies often limit the production of consumer goods.
The result is sparsely stocked shelves, such as in this store in Pyongyang, North Korea.

Why might command economies lack consumer goods?

other productive resources, although they
may have some personal items and tools.
Individual freedom also is limited. For

example, if the government wants engineers

_ rather than social workers, then its universi-
! ties will train more engineers. This limits

individual choices because people have to
live within the government'’s restrictions.

Finally, government officials tend to
favor themselves when making economic
decisions. The result is that some of the
country’s money often goes to luxury goods
like houses, cars, and extravagant vaca-
tions for these officials.

Examples

Because they tend to be unproductive,
few pure command economies exist today.
North Korea and Cuba are modern exam-
ples, but in the 1970s and 1980s, the

Fundamental Economic Concepts

communist bloc countries of the former
Soviet Union had command economies.

In the former Soviet Union, for example,
the State Planning Commission determined
needs, set goals, and established produc-
tion quotas for major industries. If it wanted
growth in heavy manufacturing, it would
allocate resources to that sector. If it wanted
to strengthen national defense, it directed
resources to military production.

Advantages

The main strength of a command system
is that it can change direction drastically.
The former Soviet Union went from a rural
agricultural society to an industrial nation
in a few decades by emphasizing the
growth of heavy industry. During this
period, the central planning agency shifted
resources on a massive scale.




Another advantage of command econo-

mies, especially those represented by the

former Soviet Union, is that many health
and public services are available to every-
one at little or no cost.

Disadvantages

Pure command economies have their
disadvantages. One is that they ignore the
basic wants and needs of consumers. In the
Soviet Union, for example, generations of
people were forced to do without consumer
goods and adequate housing. Similarly, the
current North Korean government ha's put
a strong emphasis on defense. In the mean-
time, the North Korean people have been
suffering years of hunger. At times, the
government even had to accept aid from
international sources.

A second disadvantage is that the sys-
tem gives people the incentive to fill their
quotas instead of producing a good prod-
uct. At one time in the former Soviet Union,
quotas for electrical motors were measured
in tons of output. Soviet workers then filled
their quotas by producing the world’s
heaviest electrical motors.

A third weakness is that a command
economy requires a large decision-making
bureaucracy. In the former Soviet Union,
an army of clerks, planners, and other
administrators was needed to operate the
system. This structure slowed decision
making and raised the cost of production.

Yet a fourth weakness is that the plan-
ning bureaucracy lacks the flexibility to
deal with minor day-to-day problems. As a
result, command economies tend to lurch
from one crisis to the next—or collapse
completely, as did the former Soviet
Union.

Finally, rewards for individual initiative
are rare in a command economy. Each per-
son is expected to perform a job in a factory
or on a farm according to the d
made by central planners. :

Ty

AT Analyzing m

problems with a command ec

Market Economies

In a market economy, consumers
and businesses jointly answer the questions of
WHAT, HOW, and FOR WHOM to produce.

Economics & You Name one or two things you
like about the economic system in the United States.
Read on to learn about the advantages of a market
economy.

In a market economy, people make deci-
sions in their own best interest. In eco-
nomic terms, a market is an arrangement
that allows buyers and sellers to come
together to exchange goods and services. A
market might be in a physical location,
such as a farmers’ market, or on an Internet
site, such as eBay. Regardless of its form, a
market can exist as long as a mechanism is
in place for buyers and sellers to meet.

Characteristics

A market economy is characterized by a
great deal of freedom. People can spend
their money on the products they want
most, which is like casting dollar “votes”
for those products. This tells producers
which products people want, thus helping
them answer the question of WHAT to

market economy
economic system in
which supply, demand,
and the price system
help people make
gconomic decsions
and allocate resources

market meeting
place or mechanism
that allows buyers and
sellers to come together
(also see page 15)

Market
Economies Ina
market economy,
people have the
freedom to start any
business they

wish. How do the
two entrepreneurs
in the cartoon
reflect this freedom
of choice?

www.CartoonStock.com
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Sets forth certain economic roles

produce. Businesses are free to find the best
production methods when deciding HOW
to produce. Finally, the income that con-
sumers earn and spend in the market deter-
mines FOR WHOM to produce.

Market economies also feature the
private ownership of resources. A market
economy is often described as being based
on capitalism—an economic system where
private citizens own the factors of produc-
tion. The term capitalism draws attention to
the private ownership of resources, while
the term market economy focuses on where
the goods and services are exchanged. As a
result, the two terms focus on different
features of the same economy.

Examples

Many of the most prosperous economies
in the world, such as the United States,
Japan, South Korea, Singapore, Australia,
Great Britain, and parts of Western Europe,
are based on markets and capitalism. While
there are significant differences among
them, these economies share the common
elements of markets and the private own-
ership of resources to seek profits.

§ Comparing Economic Systems

SN

+Traditional g, Command

—

- Capable of dramatic change in a short time

Advantages

The first advantage of a market economy
is its high degree of individual freedom.
People are free to spend their money on
almost any good or service they choose.
They also are free to decide where and
when they want to work, or if they want to
invest further in their own education and
training. At the same time, producers are
free to decide whom they want to hire,
which inputs they want to use, as well as
the way they want to produce.

The second advantage of a market econ-
omy is that it adjusts gradually to change
over time. Prior to 2005, for example, gaso-
line prices were low, so people tended to
buy large gas-guzzling SUVs. When the
price of gas rose sharply in that year, SUV
sales fell, and smaller, more fuel-efficient

|_vehicles became popular.

A third advantage is the relatively small
degree of government interference. Except
for certain concerns such as national
defense, environmental protection, and
some care for the elderly, the government
normally tries to stay out of the way of
buyers and sellers.

BT

ntages | : iy * Individual freedom for eve
|  forall members of the community | - any basic education, health, and other + Able to adjust to cha :
|« Stable, predictable, and public services available at little or no cost X lackufgoiuﬁ g
| continuous life e"'me“t
dvantages | - Discourages new ideas and « Does not meet wants and needs of consumers '

new ways of doing things
+ Stagnation and lack of progress
« Lower standard of living

resources

changes

very society has an economic system The type of system: i
nits ablhty to sa'asfy people’s wants and needs and to fu!ﬁli

Which economic system do you u:mm:- ‘
or the wants and needs of individuals, and WD - rapiinsil s

+ Lacks effective incentives to get people to work |
* Requires large bureaucracy, which consumes

+ Has little flexibility to deal with day tO-day
* Lacks roomformdm“iduaﬁniﬁatjve- !




A fourth advantage is that decision mak-
ing is decentralized. IS'illinn.s:, ff not trillions,
of individual economic decisions are made
daily. Collectively, people make the deci-
gions that direct scarce resources into the
uses consumers favor most, so everyone
has a voice in the way the economy runs,

A fifth advantage of the market economy
is the variety of goods and services. You
can find ultrasound devices to keep the
neighbor’s dog out of your yard, or you
can download music and video to your cell
phone. In short, if a product can be imag-
ined, it is likely to be produced in hopes
that people will buy it.

A sixth advantage is the high degree of
consumer satisfaction. In a market econ-
omy, the choice one group makes does not
affect the choices of other groups. If 51 per-
cent of the people want to buy classical
music, and 49 percent want to buy rap
music, people in both groups can still get
what they want.

Disadvantages ]
The market economy does not provide
for everyone. Some people may be too
young, too old, or too sick to earn a living
or to care for themselves. These people
would have difficulty surviving in a pure
market economy without assistance from
family, government, or charitable groups.
Amarket economy also may not provide
enough of some basic goods and services.
For example, private markets do not ade-

Mixed Economies
Most economies in the world

today feature some mix of traditional, command,
and market economies.

Fconomics & You You just learned about tradi-
tional, command, and market economies. Read on to
learn how most societies combine elements of each. -

While textbooks identify neat categories
like traditional, command, and market
economies, the real world is not so orderly.
Most countries have mixed economies—
systems that combine elements of all three
types. When we consider political systems
as well as economic systems, the picture
gets even more complicated.

For example, socialism is a mixed eco-
nomic and political system in which the
government owns and controls some, but
not all, of the basic productive resources. In
socialistic countries, the government also
provides some of the basic needs of its peo-
ple, such as education and health care.

An extreme form of socialism is
communism—a political and economic sys-
tem where all property is collectively—not
privately—owned. In a communist system,
labor is organized for the common advantage
of the community, and everyone consumes
according to their needs. In practice, however,
communist governments have become so
involved in economic decisions that they are
often called command economies.

quately supply all of the roads, universal BY eparacteristics

education, or comprehensive health care
people would like to have. This is because
Private producers concentrate on provid-
ing products they can sell for a profit.

Finally, a market economy has a high

degree of uncertainty. Workers 1
Worry that their company
another country in sea
costs. Employers may w
else will produce a

If government or tradition, as well as

| markets, answer some of the questions of

WHAT, HOW, and FOR WHOM to pro-

 duce, then a society has a mixed economy.

The type of political system in a mixed
r is less important than the way
nom ic decisions are made.

mple, some mixed economies
l system based on democ-
s do not. The state’s involve-
decisions also can vary.
» provide only for basic
e, a justice system, and

mixed economy
economic system that
has some combination
of traditional,
command, and market
economies

socialism political
and economic system
in which the
government owns and
controls some factors
of production

communism
economic and political
system in which all
factors of production
are collectively owned
and controlled by the
state
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SOCIALISM

Qwnership of resources

Basic productive resources are
government owned and operated; the
rest are privatefy owned and operated.

Role of government

Fundamental Economic C ancepts

miversal education. The more socialistica | In Norway, the government owns the
ntry is. the more it will make major } basic petroleum industry. It uses the reve-
aconomi deasions, often with the claim | nue from the sale of oil to other nations to
hat thes s done for the betterment of the E keep its domestic gas prices low, finance
People. Some governments intervene only | education, maintain roads, and provide
| social welfare for its citizens. Because the

e the rest to markets. If the government E government controls just one industry, the
ervenes too much. 2 mixed economy can L mixed economy is based on capitalism and

ertain key sectors or industries and

2 command economy markets with some elements of socialism.
Cuba and North Korea today are very
Examples simular to the former Soviet Union, where a

There = a wide range of miwed economies. socialist government controlled resources o
(hana has 2 minture of traditional. command, | Provide for all the people. However, the
st market sconomes. Whalle tradibion has 2 | Wnership and control of resources were 50
srong, nfluence n rural areas, the govern- mmmmwd
ment makes many of the magor economic _"'Myaawm
v and owns many of the factors of
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include some people who are too young, too
old, or too sick to provide for themselves, for
example, and most societies have traditions
that address some of these concerns.

If the society has a democracy, voters
can use their electoral power to affect the
WHAT, HOW, and FOR WHOM decisions
even if the government owns no produc-
tive resources. For example, the govern-
ment can pass laws to provide aid for those
most in need or to fund road construction.

Under socialism, the FOR WHOM ques-
tion is addressed more directly. Ideally,
those who are not fortunate or productive
enough to take care of themselves still share
certain benefits, such as free or low-cost
public housing, transportation, medical
care, and education.

Disadvantages

While mixed economies tend to provide
more services, the costs for these benefits
can mean higher costs for citizens overall.
Germany, for example, offers a wide range
of benefits, but it also has a high tax rate.
During economic downturns, when the
government collects fewer taxes, less

money is available for thege programs. The
German government has discussed placing
limits on benefits, such as unemployment
and welfare, because of lower revenues.

In some socialist countries, the availabil-
ity of services may be limited or the quality
may deteriorate over time. Today, for exam-
ple, Cuba claims that it has free health care
for everyone, but the care is substandard
for everyone except high-ranking members
of the Communist Party and those willing
to pay for services in dollars.

Historically, both socialism and commu-
nism have proved to be less efficient than
capitalism. For example, if workers receive
government guarantees of jobs, more work-
ers may be hired in a plant than are neces-
sary, driving up production costs.

Because socialism has proved to be so
inefficient, many socialistic countries today
allow more capitalist development. This is
especially true in China, where the emer-
gence of capitalism has helped the country
to become one of the major economic pow-
ers in the world today.

FLCTIIRET® Explaining How can you explain

the range of mixed economies in the world?

C

3. Explain how a command economy differs fror
other economic systems.

: Vocabu!

1. Explain the significance of economic system, traditional
economy, command economy, market economy,
market, capitalism, mixed economy, socialism, and
communism.

Critical Thinun v

4. RIELIERE™Y Why do market economies ten

more efficient than traditional or command ect

5. Analyzing Visuals Look at the chart on page «
does the top row show arrows on the left and |

6. Inferring Why are market economies more in
~than either traditional or command economies.

7. Analyzing How does a traditional economy dil
~ amixed economy like that of the United States

: Main Ideag
: 2 Describing Use a graphic organizer like the one below
1o describe how economic systems ansv ' :
€conomic questions. A s
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