
Defining Economic Systems

There are many different societies in this world, such as difference in religion and styles of living. With the way we live our lives every single purchase we make has an effect on the economy. Things that involve this is which car you pick to buy or what bank you decide to put your money in and many other things.


 Capitalism is based on a free-market economy, driven by private ownership of property. Socialism is characterized by government control of key industries, such as utilities, banking and communications. The last one is communism is founded on the idea of a classless society in which the government controls all economic resources for the common good. In reality, most economic systems are mixture of elements from other systems. For instance, U.S. capitalism has been infused with increasing degrees of socialism. In contrast, in Russia, the communist system has become more and more capitalistic; allowing the free marketplace to determine what will be distributed. 


There are very few economies that are pure command economies or pure market economies. Mostly, that we have mixed economies that they have a little bit of government control and direction on production and consumption and they also have an element of market direction. Most of the economies of the world have market forces driving consumption. The United States clearly has a market driven economy, but that doesn’t mean that government does not have a role here. Government has a traditional role in defense, and that is a necessary role of government. It also has a role in terms of a social safety net, and tries to help the development of new technology.


The roots of American economic go back to the very beginning of the nation’s history. It was nourished in Boston and Williamsburg with their fierce resistance to the intrusion of England into the economic affairs of the colonies. In 1776, Adam Smith published the Wealth of Nations. It was a kind of operations manual for a market-driven economy. Adam Smith had a view which economists typically call “the invisible hand,” which was that if you get a free economy with prices correctly determined by the market, that people will do things in their own interest. In fact, is in the interest of the economy and the nation as a whole.


The business cycle describes how the economy typically moves over time. When things are going well, you have expansion, and then when things do not go so well, we have what we call a recession. Recession describes where income’s declining, production is declining, people have less to spend, consumption declines. When those recessions get very bad, we can refer to those as depressions. After the depression, or recession, then things start getting better again, and we call that the “recovery phase.” Then after the recovery has gotten back to where we were before, then we call it expansion. Decisions that businesses make are critically determined by their assessment of where we are in the business cycle.

