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education, and entertainment. Because both politics and economics focus on the distribu-
tion of society’s resources, political and economic questions often get confused in contem-
porary life. Questions about how to pay for government, about government’s role in the 
economy, and about whether government or the private sector should provide certain 
services have political and economic dimensions. Because there are no clear-cut distinc-
tions here, it can be difficult to keep these terms straight. We can begin by examining 
different economic systems, shown in Figure 1.1.

Capitalism The economic system most familiar to Americans is capitalism. In a pure 
capitalist economy, all the means that are used to produce material resources (industry, 
business, and land, for instance) are privately owned, and decisions about production and 
distribution are left to individuals operating through the free-market process. Capitalist 
economies rely on the market—the process of supply and demand—to decide how much 
of a given item to produce or how much to charge for it. In capitalist countries, people do 
not believe that the government is capable of making such judgments; they want to keep 
these decisions out of the hands of government and in the hands of individuals, whom they 
believe know best about what they want. The philosophy that corresponds with this belief 
is called laissez-faire capitalism, from a French term that, loosely translated, means “let 

Figure 1.1  A Comparison of Economic Systems

Economic systems are defined largely by the degree to which government owns the means by which material resources are 
produced (for example, factories and industry) and controls economic decision making. On a scale ranging from socialism—
complete government ownership and control of the economy (on the left)—to laissez-faire capitalism—complete individual 
ownership and control of the economy (on the right)—social democracies would be located in the center. These hybrid 
systems are characterized by mostly private ownership of the means of production but considerable government control over 
economic decisions.
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Laissez-faire capitalism
Private ownership and no 
government control
There are no real-world examples.
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