Chapter 2: Types of Economies Around the World (English)

Section 1.1: Types of Economic Systems

As one can see, there are plenty of economic systems spread throughout the
globe, with the objective of addressing the issues of production, exchange and
even consumption of goods and services. Generally, these systems fall into
three broad categories:

To begin with, there are the market economies. In a market economy,
decisions on what to produce, how to produce it, and who gets the products
are determined by the free market—meaning they're made by businesses and
consumers based on supply and demand. An excellent illustration of this
situation is that of the United States and the United Kingdom which are
markets in which limited governmental regulation influences the operations of
the markets despite the fact that market forces dominate the economy.

To continue, there are the command economies. In this approach, the level of
government interference within the economy is considerable. It is in such
economic systems where all critical aspects in relation to production and
provision of services are planned by the government. This system can be
seen in countries like North Korea and Cuba, where the government dictates
what is produced, how it is produced, and how it is distributed.

Thirdly, there are mixed economies. These economies are both market
oriented as well as command economy. Sweden and France are the countries
having a hybrid blend of free markets functioning alongside government
interventions that correct market failures and also provide public goods and
welfare services to the citizens.

Section 1.2: Benefits & Drawbacks of the Three Economic Systems

Innovation thrives in market economies due to the cut throat competition that
exists between firms. This in turn leads to better innovations and sometimes

even decreased costs which makes the goods and services more affordable

to the wider population. Consumers and workers have ample freedom when

choosing goods, services or even the type of employment needed. But this



system has its drawbacks, too. One major disadvantage is the possibility of
huge disparities in the distribution of wealth and income. Healthcare,
education, and other basic services can be overly subsidized if they are not
thought to be yielding good returns.

Goal of command economies is to achieve equality in means of distribution of
a variety of goods so as to obtain a similar standard of living across the
different classes. The control by the government implies that they can easily
aggregate resources and use them for a particular purpose, for instance,
industrialization or construction of transport framework. However, such
economies tend to be quite stagnant when it comes to innovativeness
because competition is lacking. Consumers remain in a precarious situation
whereby their options are limited and most times resulting inefficiencies are
expected. Additionally, such systems may be exposed to corruption.

Mixed economies seek to incorporate elements of both market and command
economies. They benefit from the efficiency and the innovations created by
the market while using the government to stop the problems of the market and
to ensure the provision of public goods. This model aims to achieve economic
liberty with a degree of social welfare but maintaining the equilibrium is not an
easy task. Too much government focus can suppress economic activity while
lack of control measures can fail the market. The understanding of a mixed
economy generally depends on how effectively the government control
measures are used to promote growth and maintain a fair society.

Section 1.3: The Role of Government in Different Economic Systems

In market economies, in fact most economies, the role of the government is
that of a referee, in the sense that its duty is to oversee that there is
competition in the market and also look after consumers and the environment.
The government has laws against monopolies and other forms of market
control which has a tendency of manipulation of prices and commaodity or
service inferiorization. It also fills the gap in perfect competition by providing
certain services that the market may neglect, this includes clean air and water
among others.

On the other hand, in a command economy, the state has much greater
involvement. It not only regulates but also controls the main economic sectors,



determining what, how much, and when something will be made and sold on
the market. This helps the state to concentrate expenditure on pressing
national needs like military or hydraulic works. But one flaw of this greater
degree of control is that it breeds economic inefficiencies and diminishes
freedom in making economic decisions.

In mixed economies, markets do not always operate efficiently, and
government intervention is required to remedy the situation and guarantee the
realization of basic services and goods in the society. The government in such
systems usually supports industries which are important for the country’s
strategic interests but are not necessarily economically viable ones, like
railway transport or energy supply. It also avails social welfare services to help
reduce the economic divide in the economy and make it possible for every
citizen to enjoy some minimum level of services. The difficulty in mixed
economies is to strike the best amount of government intervention that will
enable economic growth and innovation to flourish while eliminating the
excesses and inequalities associated with pure market economies.

Section 1.4: Fun Facts

e Did you know that Bhutan measures its economy by Gross National
Happiness instead of Gross Domestic Product? They believe prosperity
should consider people’s well-being, not just economic numbers.

e Sweden, often seen as a model mixed economy, actually has one of the
highest numbers of billionaires per capita, showing that wealth can
accumulate significantly even in economies known for redistributing
wealth.

e Singapore, a powerhouse in the global economy, has one of the freest
market systems in the world but also a surprisingly high level of
government involvement in housing and public services.

e The term "mixed economy" was reportedly first used to describe the
economic systems of Scandinavian countries, which combined a robust
market economy with comprehensive social welfare systems.



