ECONOMIC SYSTEM
The assorted institutions that society uses to answer the three basic questions of allocation and address the fundamental problem of scarcity: What? What goods and services will be produced with society's resources? How? How will society's resources be used to produce the goods and services? For whom? Who receives the goods and services produced with society's resources?

Another, more popular term for economic system is economy. An economy, or economic system, is the structural framework in which households, businesses, and governments undertake the production and consumption decisions that allocate limited resources to satisfy unlimited wants and needs. 

An economic system is primarily characterized by its key institutions, especially those relating to the ownership and control of resources and the means of production. Two real-world economic systems that differ based on key institutions are capitalism and communism. Capitalism is an economic system in which ownership and control is largely in private hands (businesses and households), as opposed to public hands (government). One of the key institutions underlying capitalism is private property rights. Communism, in contrast, is an economic system in which ownership and control predominately rests with government. Socialism is a third noted economic system that borrows institutions from both capitalism and communism. 

Capitalism

Capitalism is undoubtedly at the top of any list of economic systems operating in the modern world. This system is based on: (1) private property--private ownership of resources and the means of production, (2) individual liberty --relative freedom on the part of the resource owners to use their resources as they see fit, and (3) competitive markets --a system of relatively competitive markets. 

Under capitalism, governments establish the basic rules of the game and are responsible for the production of public goods, but the vast majority of resource allocation decisions are undertaken by individuals, as either consumers or producers. The United States is one of the more noted examples of capitalism. However, most modern industrialized economies of Europe, Asia, North America, and South America operate under capitalism. 

Communism

In theory, communism is an economic system based on: (1) a classless society, (2) common ownership of resources, (3) no government, and (4) income distributed according to needs. As practiced in the real world, communism is an economic system based on (1) government ownership--government ownership and control of most resources and the means of production and (2) central planning--excruciatingly detailed and comprehensive resource allocation decision making by the central government. 

Under real world communism, governments undertake the vast majority of the resource allocation decisions, with few decisions undertaken by individuals. The former Soviet Union was the primary example of real world communism before if disbanded in the late 1980s. China, Cuba, and a scattering of African nations continue to operate under various forms of communism. 

Socialism

In theory, socialism is the transition between capitalism and communism and is based on: (1) government ownership of resources and the means of production, (2) worker control of government, and (3) income distributed according to needs. As practiced in the real world, socialism is an economic system based on (1) nationalized industries--government ownership and control of key industries and (2) central planning--relatively detailed, but not comprehensive, resource allocation decision making by the central government. 

Under real world socialism, governments exert extensive control over resource allocation decisions, primarily involving key industries such as transportation, energy production, communication, and health care. While Sweden exemplifies modern socialism, several European nations have practiced varying forms of socialism over the decades. 

Two Pure Extremes

Capitalism, communism, and socialism are three real-world economic systems that exhibit varying degrees of decision making by individuals and governments and are part of a continuum bounded by two theoretical extremes--pure market economy and pure command economy. 

· Pure market economy: An idealized economy that relies exclusively on decisions made through markets to allocate resources.

· Pure command economy: An economy that relies exclusively on decisions by governments to allocate resources.

Neither type of economic system currently exists in the world, nor has either EVER existed. Both ideals are best considered benchmarks that can be used for comparison. The key word that makes each a theoretical extreme is "exclusively." Real world economic systems rely on both markets and governments to allocate resources. While some real world economic systems come close to one extreme or the other, they never actually reach the ideal.
COMMAND ECONOMY
An economy in which the government uses its coercive powers to answer the three questions of allocation. This is the real world version of the idealized theoretical pure command economy. While in this real world version some allocation decisions are undertaken by markets, the vast majority are made through central planning. 

A command economy is one in which government commands (directs, orders, or dictates) the vast majority of resource allocation decisions. The contrasting economic system is a market-oriented economy, in which resource allocation decisions are achieved primarily through voluntary market exchanges. 

To achieve the allocation in absence of market exchanges, command economies make use of central planning. While central planning exists to some degree even in market-oriented capitalist economies, the level of detail needed in command economies is extensive. Every input, every output, every intermediate good, every worker, every resource is allocated based on a predetermined plan. Such planning is inherently less flexible and less efficient than markets. 

The two most notable command economies of the 20th century were the communist/socialist economic systems of China and the Soviet Union. Other countries in eastern Europe, Asia, Africa, and Latin America also had various forms of command economies during the mid- to late-1900s. 

The philosophical basis of 20th century command economies can be found in the works of Karl Marx, including the Communist Manifesto and Das Kapital. These works presented the economic rationale for the decline of capitalism and the emergence of communism through the dictatorship of the proletariat, with an intermediate stage of socialism. While Marx's ultimate, utopian system of communism is totally devoid of government, the intermediate state of socialism involves extensive government control, hence a command economy. Soviet and Chinese political leaders and revolutionaries who adopted a communistic philosophy never quite made it past the intermediate socialistic, command economy stage.

PURE MARKET ECONOMY
An economy, or economic system, that relies exclusively on markets to allocate resources and to answer all three questions of allocation. This theoretical ideal has no governments, markets are used to make all allocation decisions. Then contrasting theoretical ideal is a pure command economy in which governments make all allocation decisions. 

	

	


A pure market economy is a theoretical extreme on the spectrum of economic systems that does not actually exist in the real world. It does, however, provide a benchmark that can be used for comparison with real world economic systems. 

In pure market economies, markets are used by buyers and sellers to voluntarily exchange goods, services, and resources. Buyers seek to pay the lowest prices. Sellers seek to receive the highest prices. Resources are allocated to the production of the goods with the highest prices and greatest satisfaction of wants and needs. 

The real world embodiment of a pure market economy is termed a market-oriented economy or capitalism. The market-oriented economy of the United States is the primary example. 

While, in theory, resource allocation could be undertaken exclusively through markets or governments, in the real world, all economies rely on a mix of both markets and governments for allocation decisions, what is termed a mixed economy.

