Three Basic Economic Systems

There are three basic types of economic systems: capitalism socialism, and communism.  What distinguishes one from the other is based upon the following factors:

· the role of the government

· economic freedom of individuals

· the amount of private property

· how wealth is shared

The role of the government can either be high or low, depending on the industries and businesses it owns or controls.  Economic freedom refers to the freedom of businesses or consumers to do what they want – it can either be a little or a lot of freedom.  Private property refers to what people can own in the system.  Lastly, since an economic system produces wealth, it must be decided how the wealth us shared.  Wealth is either shared evenly or unevenly.

No country has a pure economic system. Instead it is best to think of countries as falling along a spectrum between a purely planned economy (communism) and an unplanned economy (capitalism).




Capitalism or Free-Market  - Unplanned System

In a capitalist or free-market system, individuals or groups of individuals (corporations) own both basic (banking, transportation, health-care etc.) and non-basic businesses and industries. In a free-market economy, businesses and consumers decide what will be produced, how it will be produced and who will get what is produced. How these questions will be answered is determined by the price system. In simple terms, demand for something sets its price, the greater the demand; the higher the price. Those who support a free-market system believe that when individuals are allowed to act in their own self-interest, it will create the best overall situation for society. 

In a free-market-system the role of government is extremely limited. Though no nation has ever been a pure capitalist system, those nations that are classified as free-market tend to allow the government to control only essential tasks such as national defense, roads, police and fire stations and most school systems. In a free-market-system, freedom for individuals tends to be the highest but wealth is not evenly shared.

Socialist or Mixed System

In a socialist system, the government owns many of the basic industries. They go beyond the role of government in a capitalist system that only allow government control of essential tasks such as national defense, roads, police and fire stations and schools. In a socialist system, basic industries such as health-care, banking, communications, transportation systems and agriculture are usually owned or closely controlled by the government. Individuals or companies own most non-basic industries such as the manufacture of products, stores and most services.  It has a mix of private ownership and government control; a socialist system is often called a mixed system.  In a socialist system, there is some economic freedom and private property but not as much as in a capitalist system.

The belief of a socialist system is that the price system does not satisfactorily and fairly answer the question of who gets what is produced. Defenders of a socialist system believe that matters such as health, education and security are too important to be left to the price system. In a socialist system, wealth is spread more evenly then under capitalism.  Many of the countries of Western Europe can be considered to have a socialist economic system. 

Communism or Planned System

Under a communist system both basic and non-basic industries are either owned or closely controlled by the government. The government decides what to produce, how to produce it and who gets what is produced. In short, communism is a planned economy – another name for a communist system. You might think of it as the exact opposite of a capitalist system. In a strict communism system there is no private property. Everything is owned by the government, or more precisely, everything is held in common by all of the people. If everything is owned by the government, or held by all of the people, there is no private property. In a system where all matters of the economy are so closely controlled by the government, individual economic freedom is at a minimum. However, under communism, wealth is the most evenly spread of all systems. 
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