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- 
?ERrIS of s.cirlism eI€ theor€ti-

IVf,gu:mffi::u"n""
harr a nEtc-h betw€en wlur rhe socialist
sa,s ard wtiat they do. Ac.otding to social-
is1 as the human-being, wE will try our
best in all pcsible ways to d,o all kids of
goodness for the human wodd" But in
many instances we can find that the lead-
els in strialiso lolr to do the best thing
for thernseh'es and thei! families like any-
body else. Theottticalty, socialist irou.ld
like to develop the rimmunity as a whole
instead of tnaling their own benefiL ln
pradice, rlany people do not wo* by
rhemseh€s in the systeh ofsocialism to do
theirk They tbink ifthey do not $,ort it
is not a pmblem for them. Some otheN in
the socialfuti. Estem ivill uo* for them
and the others. Or some people teDd to
benefit themselves without getting
iNolv€d in vroft This is called a ftee rtd-
ers pmblem in socialism. As a result, it is
not possible to ha\€ a dweloped or a bet-
ter community uider this qstem. It
means that there is a possibility of g€at
loss incurr€d by unutilisation or under-
utilisation of hunun rcsoure potenti.l in
srrialism.

Capitalism is not theorctical. We have a

Mom to do lr{lat€1er \r'e like to do for
our own economic benefit. In capitali6m
*e take the opportunity to exen:ise our
self-intercst. We lor€ olrs€Uand our fam-
ilie6 more dun the others in the society.
For our self intetest, we work hard for
doing the best for ourself. In capitalism, all
environment of nurket economy and
market competition appears automadcal-
ly. Our individual purpose is to maximise
our utililv subject to our budget con-
straint. The objective oftie firm and com-
pany in capitalism is to maximise the out-
put, r!!€nue and proft. In th€ nrarket
ecouomy ofcapitalism, we take the chance
of producing qudity goods and sewices
with a minimum possible cost and selling
these products to custom€rs at a reason-
able price. we can have mor€ cus'iomers,
more sale, more re_rcnue and more prEfit.

The orstomer or the bu)€r raill beneft by
haviiS qualitygoods and services at a }€ry
low price. And the capital iDvestors indud-
in8 all kind of entr€preneur benefit ftom
the prospemus business in the s]tstem of
market economy of capitalism.

As to demerits of capitalisrn, madct
impede.tion includint monopoly, duop
oly, oligopoly or a less than competitive
iurket situation of few sellers or few buy-
els can he mentioned. Capitalism can go
out of the sldem. Th€refore, capitalism
$metirnes may not be benefcial for the
people Situation of few sellers can make a
rErket s,rdicate of sellinS nonquality
produds at a \ery hiSh price, Or in case of

Positile externality is a benefit to third
party, For examplc, if somebody builds a
recreational Fark the others can bene6t
out of that parlc Netati\€ extemalities are
the co6t imposed on a tlird party, e.g. can-
cer ftom passive smoking. Example of
merit goods is education. Educated moth-
ers can better educate their children. As
mentioned beforc, demerit goods aae
smoking which is harm.frrl for direcl smok-
ers as well as for the secondary smoker.
Public gods induding police and national
defense services are non-rival and non-
exdudable. Monopoly power cootrols the
rnarket and can durge higher prices for
goods and serices as mentioned trefore.

total social beneft is a sum of pri te ben-
efit and external social benefit. Social effi-
cienay ocarrs when social cost is equal to
social benefit. Therefore, therc is a govem-
ment iDlervention in the sector including
education, tr"ansport and the reiated oth-
ers poducing positive extemalities in any

Eatem of capitalism, socialism and mixed
economy.

A mixed economy is an economy which
includes a variety of private and golem-
ment contaols. The mixed economy is ton-
crived with the characteristics ofboth caIF
itali$n and sociabsm. Private economic
fteedom mixed with a gowmment degrw
of regulation of ma*ets ale the normal
ftatue of mixed economy. It is not Lery
easy to define a country to see if it is €ntirc-
ly capitalist, socialist or mi\ed economy. It
is worthwhile to mention ihat economies
BDting from the United states to Cuba
and North Korea may be termed mixed
economies. The ecbnomic freedom
irclude5 pri!'ately owned industry for
which therc is individual fieedom, eco-

nomic efEciency and the incentie to inno-
!"te p vately by competition. Economic
Mom reflects the allqcative efficiency
provided by the invisible hand of market
fonis of Adam Smith. Fr€€ economy ir
the mixed sjstem also pmvides an incen-
tive to innovate throwh competition.
C,ovemment rEsulatioDs are in place in the
slstem of mixed economy because ttre pri-
vate sector cannot be well equipped
induding envLonmental issues, employ-
me status and rnaintenance of competi-
tion etc. Some mixed economies also
indude laries deg€e of centralised eco'
nomic planning. State ownership in the
mixed economy includes the ownership of
me€n6 of ptoduction for achieving the
national and social obje.tives and to max-
imise total social benetrt.

(Ihe utritet is \4@<kdn lllor, uttaro
Uni,e:,sity)

Social fieiertq occur:s urhen social e$tis equal to
s@ial funefit. Therefote, there is a gouernmerrl
intensention in the sector inchtdbrg eduuttiono
trortsport and the related others producirtg posi-
thte qtenlmlities in any system oJf cqtito'lism,,
socialism ord rnixed ewnomy

a fe$, buyer the coDsumers nrculd like to
btry rery high quality product at a very low
price. lnvEslors and sellers can be loo6er to
a gteat extent The incentile of the enbe-
preoeurs will d€oease rfiich is not very
good for the orerall g,o*th of the €cono-
oy. lterefore, according to uuDy, capital-
l$r is not a s-ystem, Capitalism is rtlat
bappened in tlrc absence of the EdetrL
I nthout any contol bythe tovemment or
iD Be rtEence of any Estem to manate
Ibe market failue theE is an inefrcieDt
hlloc.tion of r€souN€s in ft€e market
under capitalism. However, the possibili-
ties of social lo6s and total social lo6s
induding the lod3 of prilate individuals
caa be ignored in capitalism if such eco-
nomic activities ale not ar$lat€d proper-
V Merits and deherits can be ofdifferent
type induding positil,e erdemalities, ne&
ative oftemaliti€s, merit toods, demerits
goods, public goods, monopoly po*er,
ineqoality, factor inmobility and agricl -
furc etc,

In capitalism, le6s thar equitable distribu-
tion of income can' incease inequality.
The geognphical and occupational immo.
bility of factors for production of goods
end s€rvices can introduce a kind of disad-
wntaBe or disincenti\r of some enutpte-
neus. ASricultuE is often srbje\ct to mar-
ket failur€. so extemalitieG are lery much
a key term in marka failue. The advocat-
ed method of olercoming the market fail-
urE includ€s tax or negati!€ extemalities
such as ca6on tax and incentive for posi-
ti!€ odemalities etc. law and r€gulation
and pollulion ta* are also different kinds
of method of ov€rtoming the market fril-
ule in capitalism. To maximise the posi-
tive extemalitiss there arE many mahods
to apply by the goverffnent in the slstem
ofmarket €mnomy under capitalism,

As mentioned befott, once you arc edu-
cated you c{r educste your drildren bet-
ter. Thereforc, the educaion pmgramme
is rery mudl a prioity in both capitalism
and socialism. We must remember that


