Lecture – 3

Economic Systems

An economic system can be defined as a “set of methods and a standard brought by which a society decides and organizes the allocation of limited economic resources to satisfy unlimited human wants”. 
Alternatively, ‘economic system’ refers to the organizational arrangements and process through which a society makes its production and consumption decisions. In creating and modifying its economic system, each society chooses among alternative objectives and alternative decision modes. Many objectives may be seen as desirable, like efficiency, growth, liberty, and equality. An economic system can be considered a part of social system. Many economic systems overlap each other in various areas. The basic general economic systems are described below:

· Market Economic System/Capitalist Economic System
· Planned Economic System/Command Economic System/Communist Economic System
· Mixed Economic System
· Traditional Economic System
· Participatory Economic System
Market Economic System/Capitalist Economic System: An economic system in which economic decisions and the pricing of goods and services are guided solely by the aggregate interactions of a country’s citizens and businesses and there is a little government intervention or central planning. This is opposite of a centrally planned economy, in which government decisions drive most aspects of a country’s economic activity.

A capitalist economic system is one characterized by free markets and the absence of government intervention in the economy. A country whose economic decisions, including pricing and resource allocation, are primarily determined by the free market; that is individual consumers and firms interacting with them. 
Six major characteristics of a pure market economy are;

· little or no government control
· freedom of enterprise
· freedom of choice
· private property
· the profit incentive
· competition
Planned Economic System/Command Economic System/Communist Economic System: A planned economy or command economy is a system in which the government controls the economy. The central or state government regulates various factors of production in a command or planned economic system.
An economic system in which the means of production are publicly owned and economic activity is controlled by a central authority is called command economic system. Central planners determine the assortment of goods to be produced, allocate raw materials, fix quotas for each enterprise, and set prices. Most communist countries have command economics.
Characteristics of a planned economic system are shown below:
· A command economy is more stable, guaranteeing constant exploration of the existing resources. 
· In a carefully planned command economic system, both surplus production and unemployment rates remain a reasonable level.
· The steady nature of planned economy encourages investments in long standing project related infrastructures without possibility of financial recessions.
· Command economy is just opposite to the concept of market economy. As a sincere economic planning, a command economic planning proves beneficial to improve the economic conditions of a country in the long run.

· Command economy emphasizes more on collective benefits, rather than the requirements of a single individual.
Mixed Economic System: Mixed economic system in which both the private enterprise and a degree of state monopoly (usually in public services, defense, infrastructure, and basic industries) coexist. 
A mixed economy is an economic system that incorporates aspects of more than one economic system. This usually means an economy that contains both privately owned and state owned enterprises or that combines elements of capitalism and socialism, or a mix of market economy and planned economy characteristics.

Traditional Economic System: A traditional economy is an economy based on custom and tradition. The economic system, in which resources are allocated by inheritance, has a strong social network and based on indigenous technology and methods. This brand of economics also provides less of a demand on the resources of the earth because goods are usually only produced if they will be consumed, hence, there is a lack of over consumption and surplus such as can be found in many other economic systems.
Participatory Economic System: Participatory economics is an economic system proposed by activist and political theorist. It uses participatory decision making as an economic mechanism to guide the production, consumption and allocation of resources in a given society. Proposed as an alternative to contemporarily capitalist market economics and also an alternative to centrally planned socialism or coordinatorism, it is described as anarchism economic vision, and it could be considered a form of socialism, the means of production are owned by the workers.        
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