democracy 2

A system of government in which citizens
exercise supreme power, acting either directly
on their own or through elected representatives.

monarchy :

A system of government in which a single
ruler exercises supreme power hased on
heredity or divine right. In a monarchy, the
right to rule passes from one generation of the
~ruling family to the next.

dictatorship

- Asystem of government in which a single
Person or group exercises supreme power hy
controlling the military and police.

market economy

An economic system that relies mainly
on markets to determine what goods and ;
services to produce and how to produce them.

traditional economy : ;
An economic system in which decisions about
what to produce and how are made on the
basis of customs, beliefs, and tradition.

republic

A nation in which supreme power rests with
the citizens and is exercised by their elected
representatives.

parliament :

A legislative assembly in which elected :
representatives debate and vote on proposed - -
laws. The name comes from the French term -
parler, meaning “to talk.”

command economy

An economic system that relies mainly on
the central government to determine what
goods and services to produce and how to
produce them.
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2.3 Forms of Government in Today's World

With the exception of Antarctica, the landmasses on
Farth are divided into nation-states. Some of these
countries, such as Switzerland, have existed for hun-
dreds of years. Others, like South Sudan, are new.
Almost all have some form of functioning govern-
ment. As Aristotle observed more than 2,000 years
ago, these governments fall into three broad groups:
rule by the one (monarchies and dictatorships), rule
by the few (theocracies and single-party states), and
rule by the many (parliamentary and presidential
democracies).

Monarchy: Rule by the One Hereditary Ruler
Monarchies are one of the oldest forms of govern-
ment still found in the world today. For monarchal
government to have survived for thousands of years,
it must have enduring attractions. '

One of those attractions is efficiency. Tradition-
ally, a ruling monarch has been able to make deci-
sions and have them carried out on his or her word
alone. As a result, new policies can be carried out
without a lot of political bickering. A second advan-
tage is a clear line of succession. Citizens living in a
monarchy know who is next in line for the throne.
A third is the unifying power of monarchy. Loyalty
to a ruling family can be a strong bond holding a
nation together.

At the same time, monarchal government has its
drawbacks. One is the varying quality of hereditary
leaders. An exemplary monarch in one generation
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may be followed by an incompetent one in the next.
Also, the job of running a modern nation-state has
become too big for any but the most exceptional
monarchs to do well.

Today’s monarchs go by many names, including
king, queen, sultan, emperor, and emir. Most have
inherited their power and expect to rule for life. But
the modern monarch’s power is rarely as great as in
the days of Louis XIV and other absolute monarchs.

Most monarchs today face rigid legal restrictions
on their power, often imposed by a constitution.
The British monarch, for example, has the formal
authority to call elections and appoint a new prime
minister. These functions, however, are strictly
ceremnonial. Real power rests with Great Britain’s
democratically elected leaders.

In contrast, Saudi Arabia’s king exercises broad
powers. He inherits his position and has legislative,
executive, and judicial powers. There are no recog-
nized political parties or national elections in Saudi
Arabia. The king may seek support from the royal
family, religious leaders, and other important
members of Saudi society. However, in theory, only
Islamic law and Saudi traditions limit his powers.

In 2011, a series of uprisings known as the Arab
Spring challenged monarchies in Southwest Asian
countries. Several protests erupted in Saudi Arabia,
but King Abdullah maintained his power.

ESSie e Sty 7 : ? s F ity
In Saudi Arabia, the monarch has real power. King Abdullah acts
as the ceremonial chief of state and as the head of government
of Saudi Arabia. Here, King Abdullah (right) meets with Emir
Sheikh Hzmad bin Khalifa Al Thani, the hereditary ruler and head
of state of Qatar, who also has real power.
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Dictatorships: Rule by the One Powerful Leader
Whereas monarchs inherit their power, dictators
take and hold power by force. Muammar al-Gaddafi,
for example, took control of Libya in a military
coup d’etat, or coup, in 1969. The term coup d’etat
means “blow to the state” in French. A coup is the
sudden overthrow of a government by a small group
of military officers or political leaders. This often
happens during a time of political unrest or a
national emergency.

Dictatorships share some of the advantages of
absolute monarchies. Power is centralized in the
hands of a single military or political leader who can
get things done efficiently. With control of the mili-
tary and police, the leader can put an end to political
unrest and maintain peace and order. That same
power, however, can easily be used to abuse citizens
who oppose the dictator’s authoritarian regime.

Dictatorships face serious legitimacy problems.
Over time, pressure often builds to return the gov-
ernment to control by elected leaders. When this
happens, ruling becomes increasingly difficult. For
example, in February 2011, growing discontent led
to a wave of protests in Libya, calling for an end to
Gaddafi’s rule. Months later, he was overthrown.

Theocracy: Rule by the Few Religious Leaders

A theocracy is a government headed by religious
leaders. In ancient city-states, theocracies were
common, with government officials serving as
religious leaders as well. Having a government
based on one set of religious beliefs had clear
benefits. A single, state-supported religion encour-
aged political and social unity. It also ensured that

Vietnam has been a
single-party state since
the end of the Vietnam
War in 1975. In 2011, this
propaganda poster called
on Vietnamese to celebrate
Vietnam’s independence
from French rule and to
recognize the communist
party’s continuous political
dominance.

political decisions were in line with the people’s
moral values and beliefs.

As states grew larger, however, enforcing
religious unity became increasingly difficult.
Religious minorities were often marginalized or
even persecuted. Religious warfare broke out as
groups with differing beliefs fought for control of
their governments.

By 2007, only two theocracies existed in the world:
Vatican City and Iran. Vatican City is the govern-
mental and spiritual center of the Catholic Church.
Although located in the heart of Rome, Italy, it is an
independent state headed by the Catholic pope.

Iran changed from a monarchy to a theocracy in
1979. That year, Iranians expelled their hereditary
ruler and formed an Islamic republic headed by a
religious leader known as the Ayatollah Khomeini.
As Iran’s supreme leader, the Ayatollah put into
practice his belief that “in Islam, the legislative power
and competence to establish laws belong exclusively
to God Almighty.” The most influential body in
Iran’s theocracy is the 12-person Council of Guard-
ians. Their job is to make sure that the laws of the
country conform to Islamic religious law.

Single-Party State: Rule by the Political Elite

In a single-party state, the constitution allows only
one political party to govern. Power is exercised

by the leading members of the party, who form the
nation’s political elite, or a small group of people
within a larger group who have more power, wealth,
or talent than the others. The party elite nominate
candidates for public office and make most policy
decisions for the country.
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Ideally, a single-party system avoids much of
the political wrangling that is common in mul-
tiparty states, making it easier to pass laws and
implement government policies. This party unity
comes at a cost, however. The views of the party
elite may be very different from the interests of the
people as a whole, leading to social unrest. Also,
people with differing political views or solutions
to problems are often completely shut out of the
political process.

The handful of single-party states today are
mainly socialist republics, in which the Communist
Party rules. In China, for example, the Communist
Party is the only legal political party, and it has con-
trolled the government since 1949. The legislature
in China usually approves all legislation proposed by
the Communist Party.

Direct Democracy: Rule by All Citizens

In the direct democracy of ancient Athens, several
thousand citizens met regularly as an assembly to
make decisions for their city-state. Each citizen
had an equal voice in public affairs, and decisions,
once made, had widespread support. Nonetheless,
this form of government was time-consuming for
citizens. That may be one reason why Athenian-
style democracy was not widely copied in the
ancient world.

In the modern world, no country is governed as
a pure direct democracy. The country that comes
closest is Switzerland. Swiss citizens regularly
vote to approve laws passed by their legislature.

This form of direct democracy is known as the
referendum process. Citizens may also propose laws
and submit them directly to voters in what is known
as the initiative process. As much as the Swiss value
their form of democracy, voter turnout is often low,
because people tire of frequent elections.

Limited forms of direct democracy exist in the
United States. One is the New England town meet-
ing, where townspeople meet to discuss and solve
Jocal problems. In several states, VOters help shape
public policy through the initiative and referendum
processes. They may also be able to vote an elected
official out of office by means of a recall election. In
2012, the governor of Wisconsin, Scott Walker, faced
a recall election. However, the recall failed, and he
retained his position.
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Parliamentary Democracy:

Rule hy a Legislative Majority

Most nations today have adopted one of two forms
of representative democracy: parliamentary or presi-
dential. Both forms use elections to choose national
Jeaders. But they differ in other ways.

The United Kingdom, India, and Australia
are examples of parliamentary democracies. In a
parliamentary democracy, voters elect lawmakers to
represent them in the nation’s parliament. The party
that wins a legislative majority forms a new admin-
istration. If no single party wins a majority, several
parties join together to forma ruling coalition.

The legislative majority then selects a member of
parliament to serve as the nation’s prime minister,
or chief executive. Usually the person chosen is the
Jeader of the party with the most seats. The prime
minister then chooses other members of parliament
to head key government ministries, or executive
branch departments.

The Folketing, the Danish national parliament, has legislative
power in Denmark. Like in most parliamentary democracies, the
party that wins the most seats in parliament selects a member 10
serve as the prime minister of Denmark.
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Ina presw'dential demacracy, such as the United States, citizens vote for their legislators and also for a
president. Legislative and executive powers are thus separated. In a parliamentary democracy, voters elect
only their legislatars. The majority party in the parliament then chooses one of its own to be prime minister.

Legislative and executive powers are thus joined.

Presidential Democracy

In a parliamentary democracy, there is no clear-
cut separation between the executive and legislative
branches of government. Members of the legislative
majority usually vote with the prime minister on
key issues. This may make it easier to get legislation
passed than in a presidential system. However, the
lack of separation means there is no real check on
the prime minister’s power. Also, the prime minister
may lack the legitimacy and public support of an
elected president.

Prime ministers remain in power only so long as
they have the support of parliament. Should parlia-
ment approve a vote of no confidence, the prime
minister must resign. At that point, an election
may be held to choose a new legislative majority.
Although forcing an unpopular prime minister out
of office in this way may seem democratic, it can also
make parliamentary governments unstable.

Fresidential Democracy:

Rule by Representatives of the People

The United States, Russia, and most countries in
Latin America are presidential democracies. Voters
in these countries choose a president to lead the gov-
ernment as the head of the executive branch. They

Parliamentary Democracy
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also elect lawmakers to represent them in a national
legislature. Both the president and the legislators
serve fixed terms of office.

This system has some advantages over a parlia-
mentary democracy. Because presidents are directly
elected by the people, they may be more responsive
to the public than to their party. They may also enjoy
more legitimacy and public support than does a
prime minister chosen by a parliament. The presi-
dential system also separates executive and legislative
powers, which allows each branch to watch over the
other to prevent abuses of power. Also, with fixed
terms, a presidential system may be more stable than
one in which the prime minister can be dismissed at
any time.

This system does have several disadvantages
when compared with a parliamentary one. First,
it is almost impossible to remove presidents from
power before their terms end, no matter how
unpopular they might be. Also, when presidents are
not from the political party that controls the legisla-
ture, the result can be gridlock—a situation in which
little or no progress is made on pressing issues.
Finally, in some countries, presidents have used their
power to establish authoritarian regimes.
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2.4 The Distribution of Power in
Governments Today

In almost all nation-states, government power is
exercised at a minimum of two levels: national and
regional. In the United States, each region is called a
state. In other countries, regions have names such as
canton, province, prefecture, land, and département.
Just how power is distributed between these two
levels depends on which system of government

a country has: unitary, federal, or confederal.

Unitary Systems Centralize Power

In a unitary system of government, the constitution
concentrates power in the national, or central, gov-
ernment. The national government may choose to
create regional governments to carry out its policies.
However, regional governments exercise only those
powers given to them by the national government.
The national government may also appoint the
officials who run the regional governments.

Most nation-states have unitary systems. The
main advantage of this system is that it promotes
national unity by having all parts of a country follow
the same laws and policies. However, most unitary
nations have discovered that too much centralization
is not good in practice. Policies that fit one region of
the country may not work as well in another. Also,
officials working at the national level cannot know
the needs of every town and village. As a result, most
unitary states have decentralized to a certain degree,
allowing regions some powers of their own.

In Japan, for example, the central government
has the constitutional power to control its 47 regions,
which are called prefectures. It makes national laws
that the regional governments must carry out. It
also provides funds without which the prefectures
could not operate. Yet the prefectures—along with
Japan’s cities, towns, and villages—have a significant
amount of control over local affairs.

Federal Systems Divide Power

In a federal system of government, the constitution
divides power between the national government and
the regional governments. The national government
has some fixed responsibilities, such as protecting
the nation. The regional government has other
responsibilities, such as setting up schools.
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A federal system of government is most likely to
be adopted in large countries with diverse popula-
tions. The main advantage of such a system is the
flexibility it gives regional governments in meeting
the needs of different language and ethnic groups.
The downside of this flexibility can be a patchwork
of competing laws from region to region. In addi-
tion, conflicts may arise between the central govern-
ment and regional governments.

India, whose people speak more than 1,000 lan-
guages and dialects, adopted a federal system after
gaining independence in 1947. Its constitution clearly
specifies how powers are to be divided between the
national government and the 28 Indian states.

Confederal Systems Decentralize Power

The United States was the first modern country to
adopt a federal system of government. However, it did
not always have a federal system. The first American
constitution, the Articles of Confederation, created a
confederal system of government. In such a system,
power resides in the regions, which are independent
states. The regions grant only as much power to the
national government as needed to maintain security
and to coordinate activities among the regions.

The American states first chose a confederal
system because it offered two important advantages.
It allowed the states to unite for some purposes
without giving up the power to run their own affairs.
This allowed for greater flexibility in meeting local
needs. And, by limiting the powers of the central
government, a confederal system reduced the likeli-
hood that it would become an authoritarian regime.

Within a few years, however, the states recon-
sidered their choice. The central government, they
realized, was too weak to meet the needs of the nation
as a whole. Tt also lacked the power to end quarrel-
ing among the states. The result was an unworkable
system that threatened the very survival of the nation.

No nation-state is organized as a confederation
today. However, some supranational organizations,
such as the European Union (EU), are modeled on
confederal systems. The member nations of the EU
give some power to the EU government, such as con-
trol over cross-border trade. But they remain sover-
eign nations and can Jeave the EU at any time. Thus
far, its members have found the benefits of union
worth the cost of sharing some power with the EU.



2.5 Economic Systems Around the World

Just as forms of government vary from one nation

to the next, so do economic systems. An economic
System is a way of organizing the production and
consumption of goods and services. Economic sys-
tems exist because people must meet certain needs to
survive. These survival needs include food, clothing,
and shelter. In addition, people have endless wants.
Such wants may include things that make life more
comfortable, more entertaining, or more satisfying
in some way.

Three Fundamental Economic Questions:

What to Produce, How, and for Whom?

Ifa nation’s resources were unlimited, it might be
possible to meet all of these wants and needs. But
such is never the case. Resources are always limited.

ast nations  today have a umtary system Nane has a confederal system
1S are more Ilkely to be found in iarge nations wrch dlverse pupulatmns

As a result, every economic system must answer
three fundamental economic questions:

What goods and services should be produced?
For example, should a nation’s limited resources be
used mainly to provide public goods, such as clean
air and water, or to produce private goods, such
as homes?

How should these goods and services be produced?
Should corn and wheat be raised mainly on giant
factory farms? Or is farming better done on smaller
family farms?

How should the people share goods and services?
Who should get what? Only those who can afford
whatever they want? Or should goods and services
go to the people who need them the most?

Economic systems differ from one country to
another because each society answers these questions
in its own way.

Comparing Forms of Government 29




The Four Factors of Production: Land, Labor,

Capital, and Entrepreneurship

Countries also differ in how they use what economists
call the factors of production. These factors are the
resources required to produce most goods and
services. They include the following:

Land. By land, economists mean the natural
resources of a nation. These raw materials include
fertile soil, water, plants, and minerals.

Labor. Labor refers to the effort—both mental
and physical—that people put into producing goods
and services.

Capital. The term capital has multiple meanings.
It can mean the money needed to start a business. It
can mean the machinery, buildings, tools, and equip-
ment used to produce goods and services. It can also
mean human capital—the knowledge and skills that
workers bring to their jobs.

Entrepreneurship. This last factor is the human
effort that goes into organizing land, labor, and
capital to produce and sell goods and services.
Entrepreneurs risk their money and time to turn an
idea into something that people will want or need.

The way a society uses these factors of production
is determined by its economic systenl. Three basic
types of economic systems exist in the world today:
traditional, market, and command.

This Maasai family of
herders in Africa works
in a traditional ecanomy.
Traditionally, the Maasai
measure wealth in tarms
of catile and children, not
money. The more of both,
the richer & Maasai is.
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Traditiona! Economies: Decision Making by Custom
In a society with a traditional economy, people rely
on time-tested customs to answer the three funda-
mental economic questions. What worked for their
ancestors still works today.

People in traditional economies provide for
themselves. Some are hunters and gatherers, as they
have been for thousands of years. The majority are
farmers. Most people in a traditional economy live
at 2 subsistence level, producing just enough goods
to feed, clothe, and house their families. If they have
any goods left over, they trade them for other things
they need or want.

Many of the Inuit of Alaska and northern Canada
still maintain a traditional economy based on hunt-
ing and fishing. They rely on skills and strategies that
have helped their people survive since prehistoric
times. Likewise, many African farmers and herders
follow the same economic patterns as their ancestors.

In a traditional society, the production and dis-
tribution of food, clothing, and shelter is woven into
the fabric of society. Economic activities do not need
to be coordinated or regulated in any way by the
government. Tradition and community values serve
to keep the economy running smoothly. However,
the standard of living of most people in traditional
economies is very low. Families do not earn enough
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to do more than meet their most basic needs. They
have only limited access to goods such as cars or
services like medical care.

Market Economies: Decision Making by Individuals
In a country with a market economy, individual
producers and consumers answer the three basic
economic questions. In a pure free-market economy,
the government plays little or no role in economic
affairs. Producers are free to decide what goods and
services to produce and how much to charge for
them. Consumers are free to decide what to buy.
Prices are determined by the market. In economic
terms, a market is any place or situation in which
people buy and sell goods and services.

You have probably heard other names for
a market economy. Some people refer to it as a
free enterprise system. A free enterprise system
relies on the profit motive, economic competition,
and the forces of supply and demand to direct the
production and distribution of goods and services.

Others use the term capitalism to describe a
market system. Under capitalism, individual inves-
tors, or capitalists, privately own the means of
production, such as farmland or factories. Workers
provide labor in exchange for wages or a salary.

One advantage of a market system is its efficiency
at meeting peoples’ needs. When demand for a prod-
uct rises, its price in the market goes up. This signals
businesses to produce more. Meanwhile, competi-
tion among producers of similar goods usually keeps
prices from rising too high. Efficiency also leads to
economic growth. Businesses invest in factories and
equipment, as well as in research and technology, to
stay competitive. This helps the economy grow.

One disadvantage of a market economy, some
would argue, is its instability. Periods of growth and
prosperity in market economies usually alternate
with recessions, or slowdowns, in business and
employment. During these downturns, people who
lose their jobs suffer from a loss of income.

Another disadvantage of a market economy is its
unequal distribution of wealth. The market divides
wealth to people according to how society values
what they do. For example, a quarterback whose team
wins the Superbowl earns more than a public school
teacher. This may seem unfair, but there are more
teachers than Superbowl-winning quarterbacks.

i

In a capitalist economy, like that of the United States, people
enjoy many freedoms. They are free to start a business, to
choose jobs and change jobs, and to own private property. Some
political scientists believe that free markets and demacracy go
hand in hand.

Command Economies: Decision Making

by Government Planners

In a command economy, the government answers
the three basic economic questions. In a pure
command economy, the means of production are
publicly owned. Government planners decide what
goods and services should be produced and how.
They also determine how goods and services should
be distributed to consumers and at what cost.
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Key Features

Fierce competition among producers for
customers

Advantages « Efficient use of factors of production
: = Faster economic growth
= High-quality goods and services
= Higher standards of living
Disadvantages = Greater unemployment

- = Frequent economic recessions
. = Greater income inequality

= Greater economic insecurity

Command economies are based on political
theories that arose in Europe during the late 1800s.
Known both as socialism and communism, these
theories addressed the inequalities of capitalism by
calling for public ownership of farms and factories.
Once the people controlled the means of production,
the economy could be operated on such principles as
equality and fairness to all. Karl Marx, the originator
of communism, summed up how such an economy
would work in this slogan: “From each according to
his ability, to each according to his needs.”

In theory, a command economy has distinct
advantages over a market economy. Central planners
can ensure full employment by devising enough
projects to absorb all members of the workforce.
This ability, along with controls on prices, can bring
stability to the economy. A command economy can
also distribute income more equally than a market
economy, because everyone shares in the nation’s
wealth.

In practice, however, the performance of com-
mand economies has been disappointing. Because
the government controls wages and prices, workers
have little incentive to work hard or to produce
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Private ownership of the means of production
Economic decisions made by market forces

" Public ownership of the means of production

= Economic decisions

made by government
planners ;

. = Little or no competition among producers
for customers

Full employment

No economic recessions

Greater income equality

Greater economic security

Inefficient use of factors of production

Slower or stagnant economic growth

Low-quality goods and services
Lower standards of living

high-quality goods. The goods they do produce are
usually inferior to similar goods produced ina
market economy.

The core problem in a command economy is that
government planners, no matter how well inten-
tioned, are less efficient at making economic decisions
than the market is. By harnessing the intelligence of
millions of buyers and sellers, the market is far better
at providing people with what they want and need
than government officials will ever be.

Mixed Economies: Shared Decision Making

Pure forms of traditional, market, and command
economic systems do not exist today. They are
theoretical extremes. In the real world, most coun-
tries have mixed economies that fall somewhere in
between those extremes. A mixed economy blends
reliance on market forces with some government
involvement in the marketplace. The degree of that
involvement varies from country to country.

The United States has historically had a free-
market economy. Yet the government plays a vital
role in economic affairs. The government, for
example, protects private property rights. It regulates



Since China reformed its {
command economy in the i !
late 1970s, it has enjoyed :
rapid economic growth.
No city has benefited more |
than Shanghai, a booming |
center of trade and finance. |
Shanghai's skyline, with

its soaring skyscrapers,

has become a symbol of

China's new prosperity.

the marketplace to protect both consumers and In the late 1970s, the Chinese government moved
producers from unfair business practices. It also from a strict command economy to a system called
redistributes wealth to those in need through its market socialism. This system mixes public and
social welfare policies. private ownership of businesses. It also encourages
In contrast, China has had a command economy competition in the marketplace. At the same time,
since the Communist Party took control of its the Communist Party has remained in overall con-
government in 1949. For many years, the communist  trol of the economy. As Deng Xiaoping, the leader of
government controlled every aspect of the Chinese this change, explained, “Planning and market forces
economy. The result was economic stagnation. are both ways of controlling economic activity.”

Governments have existed since the rise of city-states in ancient times. Over time, govern-
ments have evolved in size, complexity, and form. Even today, who rules and for what
purpose varies from one country to the next.

Forms of government Modern governments can be classified according to who holds power.
Monarchies and dictatorships ruled by one person are relatively rare. So are theocracies and
single-party states in which leaders of a religion or political party run the government. Most
of the world’s governments today are either parliamentary or presidential democracies.

Distribution of power Modern governments can be defined according to how power is
distributed between the national and regional governments. In a unitary system, power is
centralized at the national level. In a federal system, the national and regional governments
share power. In a confederal system, it is decentralized to regional governments.

Economic systems All economic systems must answer three basic economic questions:
What should be produced? How should it be produced? How should it be distributed? In
today’s market economies, the government plays a minor role in answering those questions.
In command economies, the government plays a major role in economic decision making.
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