
Handout B: Three major economic systems and their features 
 

 

Recall that in 1979, China began to move away from a command economy to a 

market socialist economy. Let’s take a look at what these terms actually mean and what 

these different economies are composed of: 

 

 

 

 Command Economy 
(Communist) 
(eg. Former Soviet 
Union, China 1949-
1978) 

Market Economy 
(Capitalist) 
(eg. European Union 
member states, Canada, 
United States, most of the 
world) 

Market Socialist 
Economy (or Mixed 
Economy) 
(eg. China since 1979, 
Vietnam since 1986) 

Allocation decisions 
(what, how, and for 
whom goods and 
services are 
produced) 

The state makes these 
decisions and imposes 
them by force or by law 

Individuals or companies 
make these decisions based 
on supply and demand 

Both the state and the 
market (individuals and 
companies) make these 
decisions, depending on 
the type of production  

Ownership (who 
owns the means of 
production (land and 
capital, such as 
factories and farms 
and the equipment in 
them used to create 
goods)) 

The state owns the 
means of production 
(public property); 
foreign investment is 
discouraged 

Individuals or companies 
own the means of 
production (private 
property); foreign 
investment is greatly 
encouraged 

The state owns most of 
the means of production 
(through State-owned 
Enterprises, SOEs), but 
private ownership is 
allowed and substantial; 
foreign investment is 
allowed and encouraged 

Planning (who or 
what determines the 
type and quantity of 
goods and services 
produced in an 
economy) 

State planners set 
targets and decide what 
and how much is to be 
produced; these targets 
are to be met despite 
possible surpluses and 
deficits of goods and 
with no direct consumer 
input 

Consumers determine 
production of goods and 
services, as companies 
adjust production of what 
and how much based on 
demand from consumers 

Over-arching state plans 
still exist and the state 
maintains power over 
SOEs, but the market 
forces of supply and 
demand are much more 
prevalent and planning 
is more decentralized 
(taken at a regional 
/provincial level) 

Incentives (how are 
people motivated to 
work and produce 
goods and services) 

Ideological incentives or 
perks, where 
productivity can be 
rewarded with non-
monetary awards, such 
as state medals or 
awards, or gifts from the 

Material incentives, where 
people who are more 
productive earn more and 
therefore have a greater 
incentive to work harder 
and longer 

Both material and 
ideological incentives 
are present, with 
productivity rewarded 
with monetary bonuses, 
wage increases and state 
honours and awards 



state, such as 
apartments and cars 
 
 

Income Equality 
and Social Safety 
Nets (how large is 
the income gap 
between the poor, 
middle class, and the 
rich? What policies 
are in place to 
protect the 
unemployed, the sick, 
and the elderly?) 

Theoretically, low 
income inequality due to 
state control of worker 
wages; the state protects 
and provides for almost 
all disadvantaged 
citizens, but with a lower 
quality of benefits 
overall 

High income inequality due 
to free market control of 
wages based on supply and 
demand (if there is a high 
supply of workers for a 
certain job, the employer 
can pay less for that position 
and someone will still take 
it); social safety nets depend 
on tax levels, where 
generally the higher the tax 
level, the more benefits 
offered 

Changing income 
inequality. As the state 
gives up most control of 
worker wages to the free 
market, inequality 
increases; workers and 
companies start paying 
taxes to fund social 
programs, as the state 
attempts to work more 
efficiently and does not 
provide as many benefits 
as it did under a 
command economy 

Examples of 
Political Labels and 
Equivalents (which 
political systems are 
most commonly 
associated with a 
certain economic 
system?) 

Communism; Socialism; 
Command Socialism 

Liberal Democracy; Social 
Democracy; 
Laissez-faire politics (little-
to-no government 
intervention in the 
economy),  

Socialism; Chinese 
Socialism 

 
Questions:  

1. Which system do you believe would be the most economically efficient? How 

about the most socially equal? Justify and explain your choice. 

2. Why have command economies collapsed around the world but market economies 

are still abundant?  

3. In your opinion, what would be some of the benefits and drawbacks to China 

adopting a Western-style capitalist market system? 
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