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Introduction

Even as we move towards measuring a nation’s “worth” with more meaningful things such as

standard of living and freedom of choice, it is impossible to deny that a nation’s economy still plays a big

role in both its place in the world and how well its citizens fare. The two most popular and prominent

economic systems, capitalism and socialism, have therefore been pitted against each other again and

again in an effort to find the best economic model for the best economic growth and overall health of a

nation. However, in response to this issue, this report would like to address the question in a different

manner, and instead interpret it as a “to what extent?” question.

The first part of that question is: “To what extent should free market and capitalist elements be

incorporated in a nation’s economic system?”. To answer that question, this report will look at both the

advantages and disadvantages of a capitalist system, then provide examples of how each element can

coexist with other elements of other systems, and how effective these elements are in ensuring the

sought-after economic and overall prosperity of a state.

The second part of that question is: “To what extent should socialist elements be incorporated in

a nation’s economic system?” Similarly, the report will look at both pros and cons of a socialist economic

system, and provide examples of how these different elements can work together for the overall benefit

of a nation. While this report is in no way trying to promote one system above the other, it does hope to

provide a concise overview of both systems and the numerous benefits that each system brings.

Definition of Key Terms

Mercantilism
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Mercantilism was the dominant economic system in most of the European continent, prevailing

from the 16th through the 18th century. It is based on the belief that the world’s wealth is fixed, and that

consequently, nations should maximize their profits and resources through ways such as imperialism,

and decrease imports through ways such as tariffs. It has since been replaced by other economic

systems such as capitalism and socialism.

Free market system

A free market economic system is an economic system that is primarily focused on the exchange

of wealth or goods and services. There is little to no government presence, and it is managed by demand

and supply from buyers and sellers. They are marked by the absence of forced transactions or

conditions on transactions, meaning that all exchanges are voluntary. Because of this, a free market

system results in free competition in the economy. In general, major industries are privatized and the

government takes a laissez-faire approach to these industries, leaving them on their own and not

interfering. While the word is often used interchangeably with capitalism, they are actually not exactly the

same. However, for the purpose of this topic, the two words will be used interchangeably.

Laissez-faire

Developed in the 18th century, the economic theory of laissez-faire, translated from the French

term that means “leave alone” (or literally, “let you do”), opposes any sort of government interference in

the national economy. Proponents of this theory believe that the less government is involved in the

economy, the better off business will be, and by extension, society as a whole. This theory is a big part of

free market economics.

Privatization

Privatization in terms of the economy is when a previously government-owned business, property,

or operation becomes owned by a non-governmental, private entity. In general, privatization helps

governments save money and be more efficient, since private entities are able to take action faster. This

can occur at all kinds of levels, from education to tech companies to a public space.

Neoliberalism

Neoliberalism is a policy that includes both politics and economics and aims to shift the control of

economic factors from the public sector to the private sector (privatization, defined above). Oftentimes,

neoliberal policies strengthen the workings of free market capitalism and try to restrict public and

government interference, such as placing limits on government spending, government regulation, and

public ownership.
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Monopoly

A monopoly is a position of dominance of an industry or sector by one entity or company, where

all other competitors are alienated. They often concentrate power, wealth, and influence in the hands of a

small group of individuals, but they may also be encouraged by governments in cases such as essential

services.

Socialist economic system

A socialist economic system is based on shared ownership of resources and centralized control,

which socialists believe offer a fairer distribution of goods and services, as well as welfare and

opportunity. Class conflict lies at the heart of socialism, which translates into its idea that workers should

get back what they contribute to the economy. A true socialist system relies on the government to

determine production and pricing levels, based on the needs of consumers (its citizens). This is often

called central planning. Though often confused or used interchangeably with communism, the two

economic systems are in fact not the same. Socialism is often associated with autocratic governments,

but they are not actually related. Democratic Socialists, for example, advocate for a democracy where

industries are nationalized and the elected officials oversee them.

Welfare states

The modern use of the word socialism usually refers to what were traditionally known as “Welfare

States”. These states, such as the best-known examples in Scandinavia, use free markets for economic

growth and redistribute welfare benefits to the poor by heavily taxing higher earners. The government in

these states play a big role in the economy.

Economic freedom

Economic freedom rests on personal choice, voluntary exchange, freedom to compete in

markets, as well as protection of persons and property. The more economic freedom there is in a nation,

the more they are leaning towards a free market economic system. There are two main indices for

economic freedom: the Economic Freedom of the World Index by Fraser Institution, and the Index of

Economic Freedom by Heritage Foundation. No nation in the world has a perfect score (100 out of 100)

on either of these scales.
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Background Information

The emergence of new economic systems

Up until the 17th-18th century, mercantilist economic policies and systems had prevailed in most

of the European continent, while communal systems had prevailed in Southeast Asia, and economic

systems were generally grouped regionally. However, the development of the printing press and of an

interconnected world allowed new economic ideas and systems to become widespread. The printing

press allowed for books to be printed and distributed around the world, while globalization allowed for

external factors to influence a population or government.

Capitalism and the free market

As mercantilist policies continued to stay prevalent while an Industrial Revolution was

emerging in England and other parts of the world, a Scottish philosopher and economist

published a book that gave birth to a new economic system: capitalism, or more specifically, a

free market. Adam Smith, in 1776, published his book An Inquiry into the Nature and Causes of

the Wealth of Nations, commonly known simply as Wealth of Nations. In it, Smith denounced the

regulations on commerce imposed by mercantilist governments, and instead urged for a free

market. He argued that a free market, along with smart investments in things such as machinery,

are what would help a nation prosper in stability and in the long run. Since the publication of this

book, the world has seen a drastic change in economic policies, and several of Smith’s ideas

have become the norm in many national economic systems.

Class conflict and socialism

While capitalism and free market systems continued to grow in much of Europe, many

people began to grow dissatisfied with a system that they believed perpetuated class divides.

This led to the publication of the pamphlet The Manifesto of the Communist Party, commonly

known as The Communist Manifesto. Written by two German philosophers, Karl Marx and

Friedrich Engels, two key figures in the development of socialism, the pamphlet became one of

the most influential statements used by the European socialist and communist parties in the 19th

and 20th centuries. Although it was not the first time socialist ideas were mentioned, it was a

starting point in establishing socialism as a major economic system. In the pamphlet, the authors

argue that the history of society through the ages has always been a history of class struggles,

and that capitalism only developed for the working class to overthrow and instill a new kind of
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society: the worker’s society. Since this publication, many governments have turned to socialism

as an economic policy that is, at its base, for the people who contribute to the economy.

Other economic systems

Apart from the two main systems mentioned, communism is another major economic

system. While the two previously mentioned economic systems are the most prevalent ones in

today’s society, many different ways of viewing the concepts represented in these systems have

emerged, such as Keynesian economics and monetarism. However, they are more ways to view

the economy than actual economic systems. Most new economic systems simply build on to

already existing ones.

Key Issues

Controversy over the best economic system

While socialist and free market economic systems continue to dominate the world, it is no wonder

that they often clash. However, it is important to remember that most countries in the world are not

completely socialist, and neither are they completely capitalist; instead, there are elements of both

systems present, albeit to different degrees in different nations. Therefore, the real question that has

been debated and asked is more of a “to what extent” question. The following sections will detail the

arguments of both sides.

Capitalism: a free economy

Because capitalist economies do not allow for much government interference, people

have stronger incentives to work hard and efficiently, and to produce superior goods, since they

are on their own. The market rewards ingenuity and innovation, and therefore is able to maximize

economic growth through its willing participants, as well as individual prosperity for those who are

able to make the best out of the market. People are therefore not restricted by regulations;

instead, they are rewarded for their endurance and resourcefulness by being able to surpass

others. The market also provides a variety of goods and services for consumers, giving them

more choices and raising demands.. The “invisible hand” of the market, as Adam Smith called it,

therefore self-regulates by encouraging the production of desirable goods and services and

discouraging the production of unwanted or unnecessary ones. Since the government does not

play a big role in this system, there is less room for mismanagement as well.
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Capitalism: wealth inequality

On the other hand, because it’s individuals and not the government that take charge of the

economy, there is less attention on the social effects of the market; there is no way to make sure

people’s basic needs are met. This also leads to a bigger issue of wealth inequality and disparity.

As the people who have found ways to take advantage of the free market system continue to

grow in wealth and power, those that were less fortunate continue to stay at the bottom of the

economic ladder, unable to keep up with the demands of consumers. As the saying goes: “The

rich get richer, and the poor get poorer.” This saying is particularly true in the context of a

capitalist economy, where, because of the lack of government interference, wealth inequality only

continues to grow, not shrink. The competitiveness of a free market economy means that there

are always winners and losers, and it is unfortunate but inevitable that most often than not, the

people who are the “winners” are the same people who continue to dominate the market. Further,

due to the nearly non-existent role of the government in a free market economy, and the reality of

our imperfect world, people often find ways to cheat or manipulate the system; one example is by

establishing monopolies.

Caption #1: A cartoon depicting the wealth inequalities caused by a capitalist economic system

Socialism: central planning for the people

In a socialist state, citizens can be assured that their basic needs will be met, seeing as a

socialist system’s main benefit is that people have a social safety net. In the case of a welfare

state, governments provide social welfare to their citizens, such as accessible healthcare and

education. Citizens can also be assured that basic necessities will be provided, since the

government is in charge of production and is therefore not influenced by demand in the market.

Under a socialist economic system, economic inequality and insecurity are reduced, since the

government is now in control and is therefore able to give equal opportunities to all citizens and
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competition in the market has been reduced to none. Some proponents of socialism even say

that socialism allows people to act more humane and moral, since they do not have to worry

about earning a profit, but instead can focus on what consumers actually need. This means that

trends such as fast fashion and cheaply manufactured goods are less likely to develop. Socialism

can also be seen as efficient in the sense that there is a smaller need to meet consumers’

demands by selling them products that they might not even need or use, and instead there can

be a stronger focus on things such as promoting and marketing efforts, as well as higher quality

products.

Socialism: motivation and corruption

However, because individuals have less of a stake in the economy, they often feel that

they are disconnected from the fruits of their labor, and are less incentivized to work productively

and efficiently. Since many necessities are provided to them, they are less motivated in their

work, and as a result, economic growth overall is weaker. Another, maybe even more concerning

issue, is corruption. Due to the fact that socialist nations rely heavily (or entirely) on government

planning, funding, and aid, if a government is corrupt, the fallout would definitely be a lot worse

than in a capitalist society. Unlike a free market society, where the “invisible hand” would help the

economy adjust, sociailst societies would take a much longer time to bounce back from

government mishandling, if it ever does. In addition, although people under sociailst societies are

all in theory equal, hierarchies still often emerge, and individuals in or connected to the

government may find themselves in a better position to get more desired goods.

Major Parties Involved and Their Views

Heavily capitalist states

To understand the advantages and disadvantages of a capitalist society, it is useful to look at

already existing nations that have implemented capitalist and free market economic systems. The

following nations are nations that have been considered (whether correctly or not) largely capitalist.

Singapore

Singapore was ranked 1st on the 2021 Heritage index of Economic Freedom as having

“the most capitalist economy”. Although the index in reality only rates economic freedom, it has

been largely interpreted as a capitalist index as well. However, a deeper dive into the

Singaporean government’s expenditure and role in the economy reveals that Singapore may not
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actually follow the widely-understood definition of capitalism, where the government employs a

laissez-faire approach and the market self-regulates. Instead, it is revealed that, although

Singapore is indeed a market economy, the government owns and develops 90 percent of the

country’s land, mostly for residential purposes. There are also state-owned enterprises, called

Government-linked Companies (GLCs). Through owning the means of production while also

allowing consumer demands to influence production and the market, Singapore shows that it is

possible to have a healthy mix of both socialist and capitalist elements in a society.

Caption #2: 2021 Index of Economic Freedom by Heritage

United States of America (USA)

The United States has been largely seen as a model of capitalism, even if it did not make

the Top 10 on the 2021 Index of Economic Freedom by Heritage. The two major parties in the

US, the Democrats and the Republicans, both support capitalism. However, the US is in fact a

mixed economy. Its government controls or partially controls many goods and public services,

and provides subsidies. Although private entities still exist, they need to be registered with

government agencies, and many can only operate with a government-provided license.
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Government policies influence almost any type of economic exchange, from selling foods and

medicines to advertising products. However, government regulations do not mean that there is no

free market; instead, it simply regulates it. The US is a great example of a mixed economy where

there is a very present free market while government regulations still exist.

Hong Kong

Long hailed as one of the freest economies in the world, Hong Kong only recently got

bumped down from number one on the Index of Economic Freedom by Heritage. Hong Kong’s

economic policies follow those favored by neoliberalism, and its government does not intervene

in the economy unless the market system actually fails. It also emphasizes international

expansion into foreign foreign markets. It insists on a low tax rate, budget surplus and sizable

fiscal reserves, but also faces problems such as growing inequality, costly housing and living

costs, and a burdened welfare system. Furthermore, because of the current pandemic and the

political situation in Hong Kong, the future of its economic system remains precarious.

Heavily socialist states

To understand the advantages and disadvantages of a socialist society, it is useful to look at

already existing nations that have implemented socialist economic systems. The following countries are

countries that have been considered (whether correctly or not) largely socialist.

People’s Republic of China (PRC)

Although China has gone through several different economic systems, China in the

present-day currently has a socialist economic system. The government runs and controls the

economy, and many large corporations are owned by the government. Recently, China has

started to implement some capitalist elements into its economy, such as freer markets, although it

still considers itself to be socialist. A main reason why it was able to grow its economic power and

influence so fast is because it has managed to find a balance between socialist (collective) and

capitalist (individual) systems. Government policies allow individuals and companies to take part

in the market, but only under government regulations.

Cuba

Prior to 2010, Cuba had been a “pure socialist economy”, where the government

controlled and planned the economy. However, due to an almost stagnant economy and inflation,
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it has slightly moved away from the extremity of this system and instead has incorporated some

capitalist elements such as free market mechanisms, government deregulation on small

businesses, and easier self-employment. Overall however, Cuba still has a mostly state-run

economy, which includes a national healthcare system, free education, and subsidies. A large

majority of its workforce works in state-owned enterprises.

Denmark

While Denmark, one of the countries in the region of Scandinavia, has oftentimes been

considered socialist, the reality is more complicated than that. It is capitalist in the sense that it

welcomes and encourages free trade and market economics, and also thrives on competition in

the market. On the other hand, it is socialist in the sense that its citizens have access to

considerable social welfare systems, and as a result, there are higher taxes. Denmark is

therefore another great example of a successful mixed economy.

Timeline of Relevant Resolutions, Treaties and Events

Date Description of event

1776

Wealth of Nations by Adam Smith published

Adam Smith publishes his book Wealth of Nations, in which he denounces the

regulations on commerce imposed by governments of the time, and instead

urges for a free market. He defines a free market as a market devoid of

government interference, that would be run by an “invisible hand” that

self-regulates. He believed that this system would allow for greater economic

growth since individuals contribute directly to their own wealth. Since the

publication of this book, many nations in the world have taken up on Smith’s

ideas.

1750-1840

Industrial Revolution

The Industrial Revolution changed the way the economy worked. It was a period

of new technologies, machinery, and most important of all, changing production

methods. These newly-built factories and machinery gradually replaced the

subsistence and slave-based economies of the past, and moved away from an

agrarian-focused economy to a machine and industry-focused economy. Under

this expanding capitalist economy, factory owners grew in wealth and power.
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Hardships that workers faced during this time led to the rise of socialist and

other worker-class focused ideologies.

1848

The Communist Manifesto by Karl Marx and Friedrich Engels published

Karl Marx and Friedrich Engels, two key figures in the development of socialism,

publish the pamphlet The Communist Manifesto. The pamphlet argues for a

system in which class struggles are not perpetuated but instead, resolved. It

denounces capitalism as a system that is only beneficial to the already-rich, and

calls for the poor and working class to overthrow it in order to establish a new

kind of society: the workers’ society. Although not the first time socialist ideas

have been introduced, the pamphlet quickly spread throughout Europe and

becomes one of the most influential statements used by the European socialist

and communist parties in the 19th and 20th centuries.

1917

1919

The Russian Revolution

In February of 1917, the working/lower class, which included peasants, workers,

and soldiers, overthrew Tsar Nicholas II amidst growing protests against World

War I. These protestors, who were members of different soviets (revolutionary

council of workers or peasants) tried to establish a socialist society, but it

ultimately failed.

The International Labour Organization (ILO)

The International Labour Organization (ILO) is created as part of the Treaty of

Versailles that ends WWI. It is created with the goal of promoting social justice

and the right to decent work in mind. It is also created as a reaction to the fears

that states had of the working-class revolt against the system, as imagined in

The Communist Manifesto.

Relevant UN Treaties and Events

● Foundation of the International Labour Organization (ILO), 1919

● Creation of the Economic and Social Council (ECOSOC), 1945

● Formation of the United Nations Department of Economic and Social Affairs (UN DESA), 1948

● Establishment of the 17 Sustainable Development Goals (SDGs), 2015
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Evaluation of Previous Attempts to Resolve the Issue

Seeing as this question is not exactly an issue that has a fixed solution, this report will treat it as a

“to what extent” question. The question is therefore formulated more as “To what extent should a state

follow a capitalist system, and to what extent should it follow a socialist system?”

There have been numerous previous attempts at trying to find a balance between the two

systems, and no country in the world is entirely on one end of the spectrum: even the most socialist

nations still have a few capitalist elements, and even the most capitalist nations still have a few socialist

elements.

As previously mentioned, some good examples of a balance, or mixed, economy are Singapore,

the USA, and Denmark. While Singapore has a very free market economy, its government’s presence is

still very visible. The balance between the two systems is possible because on the one hand, individuals

are able to compete in the market and influence demands; on the other hand, Singapore’s government

owns most of the means of production, meaning that it still controls what can and cannot be produced.

The USA has a pretty similar balance: citizens can and are encouraged to participate in the free market

economy, but only as long as they follow the regulations that the government imposes. Denmark’s

approach to this issue is a bit different: both socialist and capitalist systems are heavily present, to the

point where it is not possible to determine if it is one system or the other. While Denmark’s citizens are

free to participate in the free market, the government places an emphasis on providing them with social

welfare, which ultimately results in higher taxes. All three of these nations have different ways to

approach this issue, and it is quite hard to determine which one is the best, seeing as all three of them

have relatively strong economies and high standards of living.

Possible Solutions

It is impossible to come up with one single model that guarantees the best of both worlds.

However, from the examples mentioned above, it is clear that it is beneficial to have a mixed economy.

This means that both capitalist and socialist elements should be incorporated, but it is up to the state to

decide which ones to incorporate and which ones not to.

One main element that should be important, however, is social welfare. It is evident that social

welfare is an extremely important system that should be present in every state. While some states have

better social welfare systems, all citizens should have the right to healthcare, education, and aid from the

government, but to an undetermined extent.
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There should also be a sort of safety net in place for when the system fails, especially if the

nation leans heavily towards socialist, and therefore government planned, economies. Looking at history,

it is evident that governments take longer than citizens (and therefore the market) to bounce back in the

event of a fallout or crisis.
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