
Chapter 6: Economic Systems 
 
Economics: how people choose to use scarce resources in order to produce 
and buy the goods they want. 
 
3 Concepts of Economics:  

 Goods (the something you want to buy) 

 Capital (the money needed to buy goods you want) 

 Scarcity (limited supply of resources) 
 
Economic systems are formed around 3 questions:  
 

 What goods should be produced? 
 How should these goods be produced?  
 For whom should these goods be produced?  

 
Law of Supply and Demand (basic economic principle):  
 

As the price of a product increases, demand decreases. As the price 
of a product decreases, demand increases.  

 
Equilibrium: market prices are derived from where the curves of supply and 
demand intersect.  
 
     
 
 
 
 
 
 
 
 

Economic Systems: 
 
Market Economy:  

 Based on capitalism 

 Producers and consumers control the creation, production, and 
distribution of goods 

 Consumers create a demand for a product, producers supply it 

 Consumers “vote” by spending their dollars 
 

 
American Economy:  

 market (buyers and sellers meet) regulates most economic decision-
making 



 production is as efficient as possible to create the maximum amount of 
profit  

 goods are produced only if there is a market  
 
Free Enterprise: (Adam Smith) 

 mercantilism wrong  
 allow colonies to be equal trading partners  
 free marketplace stimulates production  
 as production increases. Interests of all would be better 

served  
 freedom of choice 
 open trade and self-regulating economy would result in a 

strong society 
 
Self-interest: people look out for themselves 

 leads to order and progress 
  
Private Ownership 

 based on the idea of individualism  

 companies are owned by individuals or groups who created them 

 Entrepreneurs take on certain risks by operating them: they benefit if the 
company does well, or they lose money if the company fails. 

 Responsibility and ownership belong almost exclusive to the entrepreneur 
 
Competition:  

 Desire of consumers to purchase must match their ability to purchase  

 Consumers look for the best quality product at the lowest price 

 The more companies making a type of product, the keener the competition 

 This leads to better quality and less expensive products 
 
Ideally, the company that makes the best product at the lowest price sells 
the most.   
 
Self-Regulating Market: Producers are free to make products (as long as there 
are consumers willing to buy them) and consumers are free to purchase what 
they want.  

 Smith: The “Invisible Hand”  

 There is little need for rules and regulations as long as producers and 
consumers are free to choose  

 
Monopoly: A market dominated by a single seller (ie,                                          ) 

 Consumers are at the mercy of the firm, as it is the only company 
producing a certain good. 

 
Antitrust Laws: where monopolies are necessary, the government attempts to 
regulate prices to protect consumers. 



 
Corporations 

 They are privately owned  

 Corporations have their own legal status  

 Have created potentially harmful products, such as alcohol, cigarettes, 
and aerosol sprays  

 These areas are regulated by the government for the sake of public 
interest  

 
Advertising has become an important part of the market economy  
 
Business Cycle:  

 Describes the changes in a market economy, ranging from period of 
“boom” to “bust’ (recovery, prosperity, recession, depression) 

 
American government:  

 does not have a major decision-making role in 
economic affairs 

 regulates, rather than controls 
  

 

Mixed Economy 
 

 uses ideas from market and command economies  

 command choices: communication, health care, transportation 

 lies on the economic spectrum between a command economy on the 
left and a capitalist (free market) economy on the right. In mixed 
economies, the basic questions  

 

 What to produce?  

 How to produce? and  

 For whom to produce?  
 

 answered by both individual buyers and sellers using a free market 
system and by governments in certain areas regulating what goods and 
services are to be produced and who is to have control.  

 government plays a more important and greater role in the economy 

 Adam Smith acknowledges the role of government.   
 
 
 
The essential features of the mixed economy are  
 
 

 the incentive of equality for all people,  



 public and private ownership of property, and  

 government controls by intervention 
 

 ownership is shared between public and private ownership 

 control of what to produce is shared by government and individuals (not at 
the same extent as the command economy but more than one would find 
in a free enterprise system) 

 
The mixed economy is an attempt to provide its citizens with freedom and equity 
(fairness). Equality is elusive.  
 
 
The mixed economy is illustrated as follows:  
 
 

Joint ownership  
 

 
 
 
Equity     Mixed Economy    Government  
          Intervention 
 
 
 
   Balancing Private and Public Ownership  
 
 
 

How Mixed Economies evolved 
 
 

 mixed economy is an attempt to take advantage of the best features of 
both command and market economies.     

 father of the mixed economy is John Maynard Keynes 

  realized the dangers that capitalism was facing because of the flaws and 
imperfections of the capitalist system such as  

 

 trade cycles  

 unemployment 

 inequitable distribution of income 
 

 Great Depression caused many to lend support to communism or 
fascism (făsh-ism) as alternatives to capitalism.   

 Failure to solve unemployment would doom the world to either of the two 
evils of 1930s communism and fascism 



 John Maynard Keynes viewed fascism as the embodiment of evil but he 
recognized how government intervention in Hitler’s Germany had solved 
the unemployment problem.  

 
  
Keynes:   
 

 new policies and new interests to adapt and control the working of 
economic forces: which will not interfere with workings of the market 
system while at the same time ensuring social stability (a harmonious 
society) and social justice (fairness) 

 Observers at the time were aware of the frustrations of the working class 
at their economic lot  

 A new economic system which would address the problem of 
unemployment while at the same time retain the best features of 
capitalism was preached  

 
Keynesian economic system: market forces would play a very important part in 
determining what to produce, how to produce, and for whom to produce with one 
big difference: there was to be far more government involvement in the 
economy; and in some spheres of the economy, there were to be state 
monopolies.   
 

 unemployment could create disruptions and excesses as was happening 
in Europe. Frustration on part of the workers was explosive and 
dangerous for democracy.  

 answer to these problems was to allow both public and private 
enterprises and, if possible, a more active role as an employer 

 great challenge was to reach the point where both collectivism and 
individualism were satisfied 

 differed from Adam Smith: Smith favoured minimum involvement in the 
economy, Keynes advocated more government involvement.  

 
The Growth of Government Intervention in the Economy 

 

 Mixed economies grew as governments saw the need to accommodate 
changing economic and social circumstances.  

 Keynes: wanted a system which combined economic efficiency, social 
justice, and individual liberty.  

 In Canada: laws aimed at giving its citizens a minimum standard of living, 
individual liberty, and social justice.  

 Benefits such as pension plans, universal health care, unemployment 
insurance, assistance for the physically and mentally challenged, and 
other welfare benefits are provided with public assistance.  

 



 
The Essentials of a Mixed Economy 

 
Incentive: Equality for All  
 

 work on the principle that all people should have equal opportunity to all 
public services 

 regardless of social or financial state of a citizen, all are entitled to equal 
treatment   

 government tries to ensure that all  citizens have their basic needs 
supplied 

 below the poverty line: provided with publicly subsidized housing   

 goal of a mixed economy is to allow people a basic standard of living 
by providing people with social programs (minimum pay, health care, 
pensions, unemployment insurance, etc.) 

 
Progressive Tax System 
 

 way a government attempt to redistribute wealth: progressive tax system 
(the more you make, the more taxes you pay) 

 Taxes are higher in Canada than in the United States because social 
programs cost a lot of money to maintain 

 Workers pay into a pension plan, in Canada called the Canada Pension 
Plan (CPP), and from this, pensions are provided.  

 
Balancing Private and Public (State / Government) Ownership  
 

 In a mixed economy, a balance exists between public and private 
ownership although more heavily weighted on the side of private 
ownership 

 The split in Canada is 75% private and 25% public.  

 Until the late 1970s, public ownership used to be limited to industries of 
national importance such as utilities, resources, and banks (Treasury 
Branches) 

 Since the 1980s and -90s, many publicly owned industries have been 
privatized for ideological industries  

 Public enterprises may be used to safeguard employment 

  in the private domain, governments in a mixed economy have intervened 
with financial support to keep the business afloat and thus avoid 
unemployment 

  Financial bailouts of private businesses are not uncommon in Canada 

 Public enterprises are used to create jobs by developing resources in less 
desirable regions that are given a wide berth by private investors whose 
major interest is profit, and not necessarily the social consequences of 
unemployment 

 



Joint Ownership 
 

 it is not uncommon to have both government and private industry working 
together on a project (In Alberta, we have P3 (Public-Private Partnerships) 
Agreements); e.g., Tar Sands project in Fort McMurray; building of new 
schools/community recreation centres 

 
 
Government Intervention  
 

 government, if it sees fit, will intervene directly with the economy by 
regulating the market by wage and price controls   

 legislating how businesses will be run 

  Examples of intervention in Canada are: the government marketing 
boards such as the Canada Wheat Board, Hog Marketing Board, and the 
National Energy Board of the Trudeau era (early 1980s)  

 
Many sectors of the economy operate under strict controls. Other examples of 
government intervention of the economy are:  
 

 The GST  (Goods and Services Tax)  

 Control of interest rates  

 Excise taxes on tobacco and alcohol 

 Setting production standards  

 Tax incentives  

 Hospitals, etc. 

 Pollution controls  
 


