LESSON 3 — ECONOMIC SYSTEMS

How Societies Organize Production

Slide 1 - Introduction
Good morning everyone.

In the previous lesson, we introduced the Production Possibility Frontier, and we saw that scarcity

forces societies to make choices. Today, we take the next step.
If every society must decide:

e What to produce

e How to produce

e For whom to produce

Then a crucial question follows: Who actually makes these decisions? Is it a consumer? Firms? Or the

government? The answer depends on the economic system.

Slide 2 — What is an Economic System?
An economic system is the way a society organizes how resources are allocated.
More specifically, it determines:

e Who owns resources

e How goods and services are produced

e How income and output are distributed

In other words, it defines how scarcity-driven choices are resolved. Different societies answer this

question in different ways. And this leads to three main types of economic systems.

Slide 3 — The Three Economic Systems
There are three broad categories:

e Market economies



e Planned economies
e Mixed economies

Each represents a different way of organizing production and decision-making.

To understand them, we need to examine how decisions are made in each system.

Slide 4 — Market Economies

Let’s begin with market economies. In a market economy, most economic decisions are made
through the price mechanism. Prices are determined by supply and demand. These prices act as

signals and incentives. For example:
If demand for a good increase, its price rises.

This encourages firms to produce more.

At the same time, higher prices discourage consumers from over-consuming. So, the market

coordinates decisions without central control. This is often described as the “invisible hand”.

Slide 5 — Strengths and Limitations of Markets
Markets are powerful.
They:

e Promote efficiency

e Encourage innovation

e Provide choice and competition

However, markets do not always produce fair or efficient outcomes. They can lead to:
e Inequality
e Under-provision of public goods
e Negative externalities, such as pollution

This is why pure market economies are rare in reality.



Slide 6 — Planned Economies

At the other extreme, we have planned economies.

In a planned economy, the government makes all major economic decisions. It controls:
e Whatis produced
e How itis produced
e How output is distributed

Resources are typically publicly owned. Prices are often set by the state rather than by markets.

Slide 7 — Advantages of Planned Economies

Planned economies have some advantages.

They can:
e Promote greater equality
e Ensure universal provision of basic goods, such as healthcare and education
e Focus on long-term social goals rather than short-term profit

Because the government controls allocation, it can priorities social welfare.

Slide 8 — Disadvantages of Planned Economies

However, planned economies also face significant problemes.

First, there are weak incentives.

Without profit motivation, firms and workers may lack the drive to be efficient or innovative.
Second, there are information problems.

Central planners cannot accurately know the preferences of millions of consumers. This often leads

to:
Overproduction of some goods
Shortages of others

Third, planned economies tend to suffer from inefficiency.



Resources are often misallocated because decisions are not guided by price signals.

Slide 9 — Mixed Economies

Most modern economies are mixed economies. They combine elements of both market and planned
systems. Markets are used to allocate many goods and services. But governments intervene in

correcting market failures and promoting equity.

Slide 10 — The Role of Government in Mixed Economies
In a mixed economy, markets provide:

e Choice

e Competition

e Efficiency

e Governments provide:

e Regulation

e Public goods

e Redistribution

e  Minimum standards

The key question is not whether the government should intervene — But how much intervention is

appropriate. This is one of the central debates in economics.

Slide 11 — Application: Education Policy
Let’s apply this to a real-world example.
Consider the debate over taxing private school fees.
Education has both:
e Private benefits, such as higher earnings
e Social benefits, such as a more productive workforce

Because of these external benefits, governments often intervene in education markets. The debate is

not purely economic. It involves normative questions about fairness, access, and equality. But



economics helps us analyze the consequences of different policies.

Slide 12 — Economic Systems and the PPF
Economic systems also affect where an economy operates on its PPF.
A market economy may achieve high efficiency but greater inequality.
A planned economy may aim for equality but operate inefficiently.
A mixed economy attempts to balance both.
So the economic system influences:

e Resource allocation

e Efficiency

e Equity

e And ultimately, economic outcomes.

Slide 13 — Positive vs Normative (Reinforcement)
It's important to distinguish between:

Positive statements:

“Markets allocate resources using prices.”
These describe reality and can be tested.

Normative statements:
“Markets are unfair.”

“Education should be free.”
These involve value judgements.

Economics helps us analyze outcomes. But it does not tell us what society should value.

Slide 14 — Summary
Let’s summarize:
An economic system determines how scarcity-driven choices are made.

Market economies rely on prices and incentives.



Planned economies rely on government decisions.
Most countries operate mixed economies.

Each system has strengths and weaknesses. And each reflects different priorities between efficiency

and equity.

Slide 15 — Forward Look

In the next lesson, we will move from systems to interactions. We will study economic agents and the
circular flow of income. This will show how households, firms, and governments interact in practice,

and how money, goods, and services move through the economy.

Thank you.



