UNIT 2
Economic Systems

1. Introduction

Today all economies are facing with the same economic
problem that of scarce resources and endless human wants.
Therefore every society has to ensure the best use of their
available limited resources. This decision is determined by

answering three fundamental economic questions i.e.

What to produce? It deals with allocation of resources

among alternatives i.e. to produce varieties of

goods and services which yield greatest satisfaction to the
consumers. How to produce? This deals with utilizing the
effective method of production to produce the goods and
services.

For whom to produce? It deals with the equitable
distribution of goods and services among all members in the

economy.

Economic system (s an important aspect of economic
environment. The country“s economic environment totally

depends upon the type of economic system being followed



as it influences the every economic decisions and policies
related to economy. An economic system is a system that

governs the economic decisions related to utilization of
resources for the production, distribution, consumption and

exchange of goods and services in an economy.
2. Definition of Economic System

Economic system refers to the framework concerned with
the allocation of resources for the purpose of production
and distribution of goods & services in a society/ country
within the prescribed vrules governing ownership and

administration.




According to Loucks, “Economic system consists of those
institutions which a given people or nation or group of

nations has chosen or accepted as the means through which

resources are utilized for the satisfaction of human wants.

1.1 In the words of Gruchy, "Economic system is an
evolving pattern or complex of human relations which is
concerned with the disposal of scarce resources for the
purchase of satisfying various private and public needs
for goods and services”.
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Figure-1: Different Types of Economic System




1. Capitalism

In the words of G.D.H. Cole, "Capitalism is a system of
production for profit under which instruments and
materials of production are privately owned and the work
is done mainly by hired labour, the product belonging to
the capitalist owner or owners.”

" Profit Motive

Private Property Right
Consumer Soverelgnty
Freedom of Enterprise

Competition

— Income Inequaclity

The capitalist or free enterprise economy is the oldest
form of economy which supported the policy of ,,laissez fair".
Capitalism ensures minimum government intervention in
the economic activities. Capitalist economies are also known
as private enterprise economies in which all sources of
production and distribution managed under the private
ownership of individuals and institutions. The production of
goods and services is based on supply and demand in the
general market , rather than through central planning.
Capitalism s generally characterized by competition
between producers. In this economic system, the



Government intervention s subjected to internal and
external security of the country mainly perform activities

related to ensuring justice to people, framing of law etc

4.1 Characteristics of Capitalism

The following are the main features of a capitalist

economy:

@ Private property: Under capitalism individuals are
empowered with the freedom to owned property and
exevcise control over the use of property. After the death of
a person the property or wealth is transferved to the legal
heirs as per the system of right of inheritance. All factors of
production such as land, machines, mines, factories owned
by private enterprises to earn profit and accumulate

wealth.

@ Freedom of enterprise: Business firms arve free from
any kind of government restriction to acquire and use of
resources in the production and sale of goods or services of
their choice. Every citizen has freedom to start any type of
business with associated risk and can earn profit or loss
according to prevalent condition in  the business

environment.

@ Consumer's Sovereignty: In a capitalist economy

consumer (s treated like king. All the economic decisions



related to production and distribution (s gquided by
consumer's choice and preferences. Consumers enjoy the

benefit of spending their income on those goods and services
that give them maximum satisfaction and well suited as per
their need and aspirations. This freedom of consumers is

called consumer”s sovereignty.

@ Profit Motive: Under capitalism entrepreneurial
activities are guided by profit motive. Entrepreneurs will
own the profit or loss after making payment to all other
factors of production. In order to wmaximise its profit
entrepreneurs are always motivated to make investment in

such projects that yields higher return with minimum cost.

@ Competition: Competition is the prominent feature of
capitalist economy that ensures the optimum use of factors
of production and safequard  against  consumer’s

exploitation.

The presence of perfect competition ensures availability of
products and services at competitive prices to the

consumers and earning of normal profit by all firms.

@ Free market mechanism: Free market mechanism is a
system where the transactions are settled automatically by
the wmarket forces without having any interference of
government and third party. The demand and supply forces
determine the pricing of goods and services with which

producer are able to earn normal profit.



@ Absence of government interference: As discussed above
in a free enterprise economy, all economic activities are

guided by wmarket forces and government intervention
assumed to be nil for the purpose of smooth functioning of

economy.
Capitalism in today"s world

Pure capitalism is not seen in the world now-a-days. The
economies of USA, UK, France, Netherland, Spain, Portugal,
Australia etc are known as capitalistic countries with active
role of their vrespective government in  economic

development.
4.2 Mevits of Capitalism
The positive points of capitalism discussed as follows:

@ Quality Products at Low Costs: Due to presence of
intense  competition among  producers or  business
enterprises, consumers are able to get variety of quality
products at competitive prices.

@ Progress and Prosperity: The capitalism encourages
competition and innovation among producers that leads to
the improvement in the method of production that brings

efficiency and more profits needed for growth purpose.



@ Optimum  use of Resources: Under  capitalism,
producers undertake the production of goods which appear

to yield maximum profits in anticipation of demand. This

leads to optimum use of resources.

@ Flexible System: Capitalist economy is a highly
adaptable as it adjust itself according to changing economic
conditions. The forces of demand and supply automatically

adjust the situation of shortages or surpluses.

@ Economic Freedom: Everybody enjoys economic
freedom in capitalism. Producers have complete freedom to
invest in any business or trade. Consumers can spend his

income on goods and services according to his desire.

@ Variety of Goods and Services: Every economic decision
of what to produce, how to produce and for whom to
produce are taken by producers taking into consideration
consumers' taste and preferences. Therefore large variety of

goods and services are produced in the economy.

@ Higher Standard of Living: Supply of essential
commodities to poor and weaker sections of society and
availability of variety of goods and services as per customer

needs and wants leads to rise in their standard of living.

@ Incentive to efficient: In this type of economy, workers

are fairly rewarded as per their productivity that brings



efficiency among workers. Hence, workers try to work more
and more leading to increase in total output.

4.3 Demerits of Capitalism

According to Karl Marx, “Capitalism contains the seeds of

its own destruction.”
The arguments against capitalism are discussed as follows:

@ Inequalities: Under capitalism producers attempt to
produce luxurious items which are demanded by rich
section of the society and remain less focused on production
of essential commodities demanded by weaker/poor
sections. So there may be a situation of shortage of essential
goods that leads to increase in prices of commodities that
ultimately brings more profit to producers. As a result of

this, gap between have and have not widen further.

@ Consumers Sovereignty a Myth: Due to absence of
government intervention in every economic decision
governing production, distribution and consumption of
goods, producers are in a position to exploit resources as
well as customers for their own benefit by creating artificial
shortage of goods, presenting wmisleading advertisements
about the usefulness of the products etc. Thus there is no

consumers' sovereignty in a sellers market.



@ Economic Fluctuations: Capitalism is characterised by
free market mechanism that assume market forces brings

stability in economy but if such circumstances arises under
which market forces fail to cope up in accordance with the
requirement then as a result of this nation may fall in deep

economic crisis or may collapse the whole economic system.

@ Defective utilisation of Resources: Capitalism fails to
produce goods keeping in view the society"s requirements.
Resources are being wasted on the production of luxurious

gOOdS to satisfy the demand of few rich at the expense of ignoring the

needs of lower section lead to misallocation of resources.

@ Class Conflict: As discussed earlier, gap between rich and
poor widen under capitalism. Rich segment of society can
exploit the poor section as they want due to lack of
government intervention may lead to class conflict which
can adversely affect law and order situation with in
country.

@ Wasteful Competition: Excess competition is wasteful
competition as there is no restriction / barrvier in entry or
exit of firm in the market. Huge financial resources spend
by firms on advertisement and other sales promotion
techniques in order to lure customers for buying products.
The cost of such expenses borne by the customers in the
form of increased prices.

@ Unbalanced Growth: Under capitalism central planning
authority has no vrole to ensure balance economic

development in a country and due to the economic freedom



enjoy by business enterprises, the investment will be high in
that area where profitability is high. The priority sector

areas where potential profitability is low will be neglected
by private entrepreneurs and will remain underdeveloped
as the government support (s minimum n this economic
system.

@ No Welfare Activities: In capitalism economic decisions of
entities are governed by their self interest which is profit

motive not by social welfare.

. Socialism / Planned / Command Economic System

According to Samuelson, “the important essentials of
socialism are that all the great industries and the land
should be publicly or collectively owned and that they
should be conducted for the common good instead of
private profit.”

What is Socialism

A Collective Ownership
B Economic Equality

C Criticisms of Socialism




Central wmeaning of socialism s common ownership.
Planned economy supports the philosophy of ,,Equity" by

equal distribution of income. Under this system, all the
productive resources are owned, acquired, managed and
controlled by the government with the objective of
providing benefit to society. Under socialism, every
economic activity is guided by the policy of social welfare as
there (s no room for personal interest. The anti social
activities like smuggling and hoarding find no place in
socialism. Socialist economy based on the system in which
state owned the all means of production with the motive to
produce goods and services as per needs of society. Socialism
is diametrically opposite to capitalism where goods and
services are produced to generate profit without any social
welfare objective.

5.1 Characteristics of Socialism

The socialist economy has the following main features:

@ Collective Ownership of means of Production: The
ownership of resources of production, distribution and
exchange lies with the government. No individual is allowed
to have private property, accumulate wealth and run any
business. Government direct the allocation of resources,
exercise control over private wealth and production unit

and ensure equitable distribution of income in an economy.



@ Social Welfare Objective: The government has control
over means of production and utilized the earned profit for

the benefit of society at large. The market forces do not
play any role. Every economic decision is taken keeping in

mind welfare objectives.

@ Central Planning: Socialism is characterized by central
planning. Central planning authority in the light of available
resources and national priorities of planned growth allocates
the resources. Planning authority fixes growth targets for

every sector that ensure optimum utilization of resources.

@ Reduction in Inequalities: Equitable distribution of
income is ensured in socialism. Equal chances are given to
all in all the fields like occupation, education etc. Every
individual enjoys equal opportunity irvespective of religion,

caste, creed etc.

@ Adwministered prices: Under socialism free wmarket
mechanism s absent only Government s authorised for
determining prices of goods and services. Administered
price benefit to poor section of society by charging
subsidized price from them. On the other hand by charging
higher price from rich section government ensure equity

within economy.

Socialism in today"s world



Countries such as People's Republic of China, Communist
Party of Vietnam, Democratic Socialist Republic of Sri

Lanka, Portuguese Republic, United Republic of Tanzania,

Republic of Cuba are said to be Socialist countries.
5.2 Merits of Socialist Economy
The merits of socialist economy are as follows:

@ Full employment: Central planning authority operates
for achieving socio-economic objectives such as poverty
alleviation, full employment, increase in national and per
capita income etc. Socialism ensures attaining  full
employment by utilizing productive resources according to

national plan and priorities.

@ Proper Utilisation of Resources: Socialism ensures
optimum utilization of resources. Central planning authority
after assessing the basic needs of people, exploit the

resources in best possible manner.

@ No Cyclical Fluctuations: During depression no
investment will come from private sector but socialism
ensure effective control over cyclical fluctuation as the
government pumped up investment in an economy that
generate employment & income which create demand for
goods and services. So by taking suitable timely action

government can easily handle the crisis.



@ Social Welfare: Social justice is the prime feature of
planned economy as all wealth and resources owned by

government. Socialism ensure equal opportunity to all in the

society without any discrimination.

@ Rapid Economic Development: All economic activities are
guided by central plan that channelizes the effort of every
individual or enterprise toward achievement of national
objectives that put the country on the path of progress and
prosperity.

@ Most Suitable to Developing Countries: This type of
economic system is most suitable to the needs of developing
countries as all means of production are controlled by the

government.

53 Demerits of Socialist Economy

The main [imitation of socialist economies discussed as

follows:

@ Loss of Consumer Sovereignty: Consumers have no
freedom to choose goods and services as per their desire.
They have to consume those goods which are produce and
available as per central plan of government.

@ Less Democratic: In Socialism, there is state monopoly
and complete absence of individual All resources are
managed by government so there is no provision for
accumulate wealth and personal profits that criticize this

system.



@ No Automatic Functioning: There s no automatic
functioning under socialism as the central planning

authority governed the economic activities according to its
own interest.

@ Evils of Bureaucracy: socialism encourages evils of
bureaucracy like corruption, red-tapism as the power for
making decision vested with government officials. Personal
interests of corrupt government officials are served at the
cost of the nation.

@ Rigid Economy: Socialist economy is very rigid in nature
as it doesn"t make changes in their policies according to
changes in external environment. There is no scope of any
kind of economic reforms under such rigid system.

@ Burden on Government: No doubt government has
entitled with monopoly in socialism but the negative aspect
of this approach is that central authority is overburdened
with the routine matters and remains with less time to
think and plan for economic prosperity of the country.

@ Expenditure on Planning: In fact, planning is a long
process in a socialist economy. This expenditure s
wanecessarily wasteful and a burden on the national
economy.

@ Elimination of Individualism: There is no provision to
owned private property by individual, absence of consumer
freedom and choice and absence of free enterprises in
socialism. Complete absence of freedom is ethically wrong
and all these factors can create anti-state agitation that

can cause political instability in the country.



« @ Non-existence of Competition: Fair competition brings
economic prosperity to a nation. Absence of competition

among producers leads to inefficiencies and decreased

productivity
1. Mixed Economy

According to J.W.Grove, “One of the pre- suppositions of a
mixed economy is that private firms are less free to control
major decisions about production and consumption than
they would be under capitalist- free enterprise, and that
public industry is free from government restrains than it
would be under centrally directed socialist enterprise”.
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Mixed economy is a perfect blend of two extremely
opposite economic system. Mixed Economy is an economic

system that possesses the characteristics of both capitalism
and socialism. This economic system s governed by
selective/limited government intervention and also allows
individual freedom with in limit framed by government.
Private investment is also encouraged subject to the areas
reserved for public sector. Mixed economic system permits
the private sector to run business and earn profits but if
such enterprise deemed to go against the interest of society
then such enterprise can be nationalize by government in

order to exercise complete control over it.
6.1 Characteristics of Mixed Economy

Mixed economy possesses the merits of both capitalism

and socialism as discussed below:

@ Co-existence of public and private sector: Under mixed
economy, the public and private sector participate jointly
for the development of country. The resources of country
owned and used by both government and private
industrialists. Public sector enterprises also earn profits like
private  industries which are utilised for capital
formation. Private sector operates as per regulations of
government in the interest of society. Public and private
sector expected to work on cooperative basis but in certain
fields of production, both operate in competitive spirit that

is also in the interest of society.


http://www.investopedia.com/terms/c/capitalism.asp

@ Economic Planning: Centralized planning authority laid
down various targets and objectives in the plan for the

growth of economy. The government framed various policies
from time to time such as monetary, fiscal and industrial
policy etc. in order to achieve above targets with in

specified period.

@ Dual price mechanism: Mixed economy is governed by
both wmarket wmechanism and government directives
administrative. Forces of demand and supply determined
the prices of goods and services produced by private sector
but in case of public sector pricing of goods and services

done by Government.

@ Freedom and Control: Mixed economy ensures the
individual freedom regarding production, distribution and
exchange of goods and services. Individuals can own
property and can have any occupation under the selective

and effective government intervention.

@ Dual objectives: Social welfare and profit motive go side
by side as both public and private sector earned profit
under wmixed economy. Public sector operates with the
motive of social welfare such as providing employment and
offering social security benefits to support poor section.
Taxes ave levied on the profit earned by private sector in
order to prevent concentration of economic power and

resources in the hands of big corporate houses.



@ All developing countries like India are mixed economies.

6.2 Merits of Mixed Economy
The merits of mixed economy discussed as follows:

@ Best Allocation of Resources: The prominent features of
Mixed economy such as individual freedom, dual price
mechanism and presence of competition between public and

private sector leads to the efficient utilization of resources.

@ General Balance: As mentioned earlier, mixed system
posses the positive points of capitalism and socialism that
ensure maintenance of general balance between public and
private sector. Public sector vemained focussed on
availability of basic infrastructural facilities and direct the
private investment as per targets laid down in the central

plan.

@ Adequate Freedom and control: Mixed economy
permits adequate freedom to different economic units.
Consumers are free to dispose their incomes in a manner
they want, although government try to influence consumer
decisions through monetary and fiscal policies, (b) Factors of
production are free to choose their own occupations and the
Government strive to create conditions favourable for the
growth of chosen occupations, (c) Entrepreneurship s

always encouraged.



@ Rapid economic development: Public ownership of the
means of production is indispensable for economic growth

and social justice. No doubt, state plays a vital role for
economic development but it also seeks the co-operation of
the private sector which possesses adequate resources,
expertise and experience. Thus in the underdeveloped
economies, the wmixed economic pattern accelerates

economic development.
6.3 Demerits of Mixed Economy

A mixed economy has also certain defects which are

discussed below:

@ Non-Cooperation between the Two Sectors: Under
mixed economy the private sector is taxed heavily and
various restrictions imposed upon it by the state, while the
public ~ sector  procure  subsidized inputs, such a
discrimination develop the sense of wnon-cooperation

between the two sectors.

@ Fear of Nationalisation: Government wonitors the
profit level of private enterprises. The fear of Government
policy to nationalise private enterprises is likely to prevail in

mixed economy.

@ Low inflow of Foreign Capital: As discussed above due

to government nationalisation policy, there is less scope for



inflow of foreign investment which is essential for economic
development of country.

@ Delay in Economic Decisions: In a wmixed economy,
there is always delay in making certain decisions, especially
in case of public sector. This type of delay always leads to a
great hindrance in the path of smooth functioning of the

economy.

@ Corvuption and Black Marketing: There is always
corruption and black wmarketing in this system. Political
parties and self- interested people take undue advantages
from public sector. Hence, this leads to emergence of several
evils like black money, bribe, tax evasion and other illegal
activities. All these ultimately bring red-tapism within the
system.

Understanding the Public Sector: Definition

and Importance

In this section, we will delve into the public sector, its definition,
and its importance in society. The public sector plays a crucial role
in providing essential services and ensuring the well-being of

citizens.

What Constitutes the Public Sector?

The public sector is comprised of government organizations and
agencies that are responsible for delivering public goods and

services. These include government departments, public schools,



healthcare facilities, law enforcement agencies, and public
infrastructure projects.

The Role of Government in the Public Sector

The government plays a central role in the public sector by setting
policies, requlating services, and allocating resources. It is
responsible for ensuring that public services are accessible, reliable,
and of high quality. The government also establishes laws and
regulations to govern public sector organizations and safequard

public interest.

Public Sector Services and Their Impact on Society

Public sector services have a direct impact on society and its well-
being. They aim to meet the needs of the population by providing
essential services such as education, healthcare, transportation, and
social welfare. Public sector organizations contribute to societal

development, equity, and social cohesion.

Public sector services, such as public schools, ensure access to
education for all individuals, regardless of their socioeconomic
background. They play a vital role in shaping the future

generations, fostering knowledge, and promoting social mobility.

Healthcare services provided by the public sector contribute to the
overall well-being of the population, ensuring access to quality
medical treatment and preventive care. These services are especially

crucial for vulnerable and underserved communities.

The public sector also invests in and maintains infrastructure
projects that are fundamental to economic development and the
overall functionality of society. This includes transportation

systems, public utilities, and communication networks.



In summary, the public sector plays an indispensable role in society
by providing essential services, upholding public interest, and

promoting equitable access to resources. Its impact on society
cannot be understated, making it a vital component of the

economy and the well-being of individuals.

The Private Sector Explained: Characteristics

and Drivers of Success

In this section, | will delve into the private sector, providing an in-
depth understanding of its characteristics and drivers of success.
The private sector plays a crucial vole in the economy, driving

innovation, entrepreneurship, and efficiency.

Private Sector Definitions and Business Types

The private sector encompasses a wide range of businesses that are
owned, operated, and controlled by individuals or entities outside
of the government. Private sector organizations are typically

profit-oriented and driven by market demand. They include:

o Small and medium-sized enterprises (SMEs)

» Large corporations
o Startups
o  Family-owned businesses

« Partnerships
Key Differences Between Public and Private

Sector Enterprises

When comparing public and private sector enterprises, several key
differences emerge, highlighting their contrasting nature and

operation.



Ownership: The main distinction between public and private sector
enterprises lies in their ownership. Public sector enterprises are

owned and operated by the government, representing the interests
of the public. In contrast, private sector enterprises are owned and
controlled by individuals or shareholders who aim to generate

profits.

Objectives: Public sector enterprises prioritize fulfilling public needs
and serving the general welfare of society. They focus on providing
essential services and ensuring equitable access to resources. Private
sector enterprises, on the other hand, primarily aim to maximize

profits and create value for shareholders.

Decision-Making Processes: Public sector enterprises typically follow
a bureaucratic decision-making process, which involves multiple
levels of approval and adherence to regulations and policies. This
system ensures transparency, accountability, and fairness but can
sometimes result in slower decision-making. Private sector
enterprises, however, have more flexibility in decision-making,
allowing them to respond quickly to market conditions and seize

opportunities.

Accountability: Public sector enterprises are accountable to the
government and the public. They must meet public expectations,
adhere to regulations, and provide transparency in their
operations. In contrast, private sector enterprises are primarily
accountable to their shareholders, who evaluate success based on

profitability and growth.

To further understand the differences between public and private
sector enterprises, the table below presents a comparison of key

factors:



Public Sector vs. Private Sector: Job Security
and Employment Conditions

Workforce Differences and Labor Laws

When comparing the public sector and the private sector, one
significant aspect to consider is the workforce differences and labor
laws that govern employment in each sector. In the public sector,
jobs are typically characterized by a higher level of job security due
to factors such as tenure, civil service protections, and union
representation. Public sector employees often enjoy greater
employment stability and fewer risks of layoffs or downsizing.

On the other hand, the private sector tends to be more dynamic,
offering a wider range of job opportunities and potential for career
advancement. However, private sector jobs generally come with
less job security compared to the public sector. Private sector
employees may face risks such as layoffs, company restructuring,

and shifts in market conditions.

Labor laws also play a significant role in shaping employment
conditions in the public and private sectors. In the public

sector, labor laws are often influenced by government policies and
regulations, with a focus on protecting workers" rights and ensuring
fair employment practices. These laws may encompass areas such
as minimum wage, working hours, leave benefits, and employee

representation.

In the private sector, labor laws vary depending on the country
and industry. Private sector employers are typically guided by labor
laws that outline minimum standards for wages, working

conditions, and employee rights. However, the level of protection



and enforcement may differ, leading to variations in employment
conditions across different private sector organizations.

Economic Contributions: Private Sector

Innovation vs. Public Sector Stability

In this section, | will analyze the economic contributions of the
private and public sectors. We will explore how each sector impacts
the economy and society in different ways, with a focus on private

sector innovation and public sector stability.
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GDP Contributions and Sector-Specific Economic Indicators

To understand the economic contributions of the private and public
sectors, it is essential to examine their GDP contributions and

sector-specific economic indicators.

The private sector plays a significant role in driving economic
growth and development. Private sector organizations contribute to
the Gross Domestic Product (GDP) by creating goods and services,
generating employment opportunities, and driving innovation.
Their productivity and competitiveness are reflected in economic
indicators such as revenue growth, profitability, and job creation.
These indicators help assess the private sector”s overall performance

and its impact on economic development.

On the other hand, the public sector also makes substantial
contributions to the GDP. Public sector entities, including
government agencies and public corporations, provide essential
sevvices and infrastructure that support economic activities. Their
contributions to the GDP primarily come from government
spending on public investments, public consumption, and public
sector employment. Economic indicators such as public sector
expenditure, government investments, and public sector
employment rates reveal the public sector's economic impact and
its role in maintaining stability.

How Each Sector Fares During Economic Fluctuations

Both the private and public sectors experience varying
performances during economic fluctuations. Understanding how
each sector adapts and responds to economic changes is crucial for

assessing their overall contributions to the economy.

The private sector often thrives on innovation, adaptability, and

entrepreneurial activities. During economic upswings, private sector
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organizations tend to take advantage of increased consumer
spending and invest in business expansion. However, they may also

be more susceptible to economic downturns, as they face increased
competition and market volatility. Economic indicators such as
private sector investments, profitability during economic
expansions, and job creation trends can shed light on the private

sector"s ability to navigate economic fluctuations.

In contrast, the public sector tends to display more stability during
economic downturns. Governments often implement countercyclical
measures to stabilize the economy and protect the public interest.
During economic downturns, the public sector"s role expands, with
increased government spending and investments aimed at
stimulating the economy and supporting public welfare. Economic
indicators such as government spending, public investments, and
the public sector's ability to maintain employment stability during

economic downturns reflect its contribution to economic stability.

By understanding the economic contributions and performance of
both the private and public sectors, we can gain valuable insights

into their respective roles in driving economic growth and stability.

Public Goods vs. Private Goods: Ensuring
Equitable Access and Distribution

In order to understand the differences between public
goods and private goods, it is essential to first grasp the concept

of public goods and how they are provisioned in the public sector.
Public goods are goods or services that are available to all members
of society and cannot be easily or efficiently provided by the private
sector alone. They are non-excludable, meaning that it is difficult

to prevent individuals from accessing or benefiting from them, and



non-rivalrous, meaning that one person”s consumption does not
diminish the availability of the good or service for others.

The provision of public goods is typically the responsibility of the
public sector, which includes government agencies and institutions.
Examples of public goods include national defense, law
enforcement, infrastructure (such as roads and bridges), and public
parks. The provision of these goods ensures equitable access and
distribution, as they are essential for the well-being and

development of society as a whole.

On the other hand, private goods are goods or services that are
produced and distributed by the private sector for individual
consumption. Unlike public goods, private goods are excludable and
rivalrous, meaning that they can be restricted to certain individuals
or groups and one person”s consumption reduces the availability of

the good or service for others.

The private sector, including businesses and organizations, plays a
crucial role in meeting the needs and desires of consumers through
the production and distribution of private goods. With a strong
focus on consumer satisfaction and market demand, the private
sector emphasizes efficiency, innovation, and competition to ensure

the availability and accessibility of goods and services.

Ultimately, maintaining a balance between public goods and private
goods is essential for a well-functioning society. While the public
sector ensures equitable access to essential goods and services that
benefit society as a whole, the private sector caters to individual
preferences and creates a competitive market environment that

drives innovation and consumer satisfaction in the private sector.



Advantages and Disadvantages of Working in
the Public and Private Sectors

When considering career options, it is important to assess the
advantages and disadvantages of working in the public and private
sectors. Each sector offers unique opportunities and challenges that
can significantly impact one"s professional growth and overall job
satisfaction.

Compensation and Incentives in the Public and Private

Sectors

One of the primary considerations for any job seeker is the
compensation and incentives offered in a particular sector. In the
public sector, salaries are typically structured based on government
pay scales, ensuring a certain level of financial stability.
Additionally, public sector employees may enjoy comprehensive
benefit packages, including health insurance, retirement plans, and

paid leave.

In contrast, the private sector often provides higher earning
potential through performance-based incentives and bonuses.
Private sector employees may also have access to attractive perks
such as stock options, profit sharing, and flexible work
arrangements. However, it"s important to note that individual
compensation packages can vary significantly depending on the

industry, company size, and level of experience.

Job Stability and Career Advancement Opportunities

Job stability and career advancement opportunities are two crucial
factors to consider when choosing between the public and private

sectors. In the public sector, job stability is generally higher due to



the sector”s inherent nature of being tied to government funding.
Public sector employees often benefit from long-term job security

and a lower risk of layoffs during economic downtuins.

On the other hand, the private sector offers a more dynamic and
competitive environment where career advancement

opportunities may be more readily available. Private sector
employees often have the potential to climb the corporate ladder at
a faster pace, benefiting from promotions and increased

responsibilities as they demonstrate their skills and capabilities.

Furthermore, the private sector provides a broader range of
industries and job roles, allowing individuals to explore various
career paths and diversify their skill sets. This flexibility can be
particularly appealing to those seeking rapid professional growth
and the opportunity to pursue their passions.

FEATURES OF INDIAN ECONOMY

Economic Sector

The economic sector is divided into three economic sectors. They

are as follows:

Primary sector: [t (s that sector which relies on the environment
for any production or manufacturing. A few examples of the

primary sector are mining, farming, agriculture, fishing, etc.



Secondary sector: In this sector, the raw material is transferred to
a valuable product. A few examples are construction industries and

manufacturing of steel, etc.

Tertiary sector: It (s also known as service sector, and it includes
production and exchange of services. A few examples are banking,

msurance, transportation, communication, etc.

Sectors of Indian Economy

Primary Sector

The primary sector in India is the sector which is
largely dependant on the availability of natural
resources in order to manufacture the goods and
also to execute various processes. The services in
this sector are entirely dependant on the
availability of the natural resources in order to

keep the day-to-day operations running.

As we have the clear idea of this sector is, the
best example to discuss in this sector is the
agriculture sector. The other examples in this
sector include fishing and forestry, but agriculture
accounts for the largest in this sector.

One of the major problem that this sector faces is
the underemployment and the disguised



employment. Underemployment accounts for the
workers not working to the best of their

capabilities while the latter accounts for the

workers not working to their true potential.

As a solution to the problems, the state, as well as
the national government, can increase the funds
for the irrigation facilities and provide loans for

buying high-quality seeds and fertilizers.

Secondary Sector

The economy in the sector is dependent on the
natural ingredients which are used to create the
services and products offered and which at the
end are used for consumption. In terms of value
added to the products and services, this sector is
the best sector. The major examples that fall
under this category are transportation and

manufacturing.

Both these sectors end product is the
consumption by the people. This sector is
responsible for the employment of almost 14

percent of the entire workforce curvently working



in India. The secondary sector also contributes to
almost 28 percent of the share of GDP. This

sector is the backbone of Indian economy and
there are more development and growth in the

near future.

Tertiary Sector

This sector contributes the largest in terms of
share in GDP in India. The sector is also the
sevvice sector and is important when you consider
the development of the other two sectors. Like
the previous sector, this sector also adds the value
to the products. This sector is responsible for
employing 23 percentage of the workforce out of

the total workforce curvently working in India.

The example of this sector is all service sectors
which [T services, consulting, etc. This sector
contributes to almost 59 percent of the total
share of GDP. The main problem that this sector
is that the jobs which involve lower salaries do not
attract much employment. And this remains the
future dilemma as India is looking for double -

digit growth in the near future.



What are the primary sectors of

Indian economy?

. Many activities in the economy rely on the direct utilization
of natural resources, forming the primary sector of Indian
economy.

. The activities that involve the exploitation of natural
resources are part of the primary sector, which serves as
the foundation for subsequent product manufacturing.

. Agriculture and related sector: Given that agriculture, dairy
farming, fishing, and forestry are the primary sources of
natural products, this sector is also referred to as the

« Example of Primary Sectors of Indian Economy:

o Cotton cultivation depends largely on natural factors like
rainfall and climate, resulting in the production of the natural
product, cotton.

o Dairy farming relies on biological processes and the
availability of fodder to produce milk, another natural
product.

« Minerals and Ores also fall into the category of natural
products.



Primary {Agriculture) Sector Secondary (Industrial) Sector Tertiary {Service) Sector
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Produces natural goods Produces manufactured goods Helps to develop other sectors

Figure: Sectors of Economic Activities

Secondary Sector of Indian
Economy: Industrial
Transformation in Sectors of

Indian Economy

« Manufacturing and Industrial Transformation in the
Sectors of Indian Economy: The secondary sector
encompasses activities that involve transforming natural
products into different forms through manufacturing
processes typically associated with industrial activities.

o In this sector, products are not naturally occurring but are
instead created through manufacturing processes, which
can take place in a factory, workshop, or even at home.

o It follows the primary sector in the production process.
« Example Secondary Sector of Indian Economy:



o Cotton fibers from plants are used to produce yarn and
weave cloth.

o Sugarcane, as a raw material, is processed to make sugar
or gur.

o Earth can be converted into bricks, which are then used in
constructing houses and buildings.

« The Secondary Sector of Indian Economy is often referred to
as the industrial sector because it became closely
associated with various types of industries over time.

Tertiary  Sector of Indian
Economy: Powering Services and

Support Functions

« The tertiary sector of Indian Economy activities
primarily support and facilitate the development of the
primary and secondary sectors of Indian Economy.

o Aids the production: They do not directly produce
tangible goods, they play a crucial role in aiding the
production process.

o Example Tertiary Sector of Indian Economy:

= Products manufactured in the primary or secondary sectors
often require transportation via trucks or trains and are
subsequently sold in wholesale and retail shops.

« Occasionally, storage in warehouses (godowns) becomes
necessary.

= Communication services such as talking over the
telephone or sending letters, banking services like borrowing
money.

= Trade activities are essential elements of this sector.

o Service Sector: Pillar of Tertiary Activities: As these
activities provide services rather than physical goods, the
tertiary sector is also known as the service sector.



« Service Sector : A Spectrum of Diverse Functions: The
service sector encompasses activities that directly support
the production of goods.

o It also provides essential services unrelated to physical
goods production.

o Example:
= Itincludes professions like teachers and doctors,

« Providers of personal servicessuch as washermen,
barbers, cobblers, lawyers etc.

= Individuals engaged in administrative and accounting roles.

« Service Sector: Transformative Evolution: The service
sector has evolved to include modern services like internet
cafes, ATM booths, call centers, software companies, and
other information technology-based services, which have
gained significant importance in recent times.

RELATIONSHIP BETWEEN GOVERNMENT AND
BUSINESS

However, there is no denying that businesses and the government are
intertwined. They rely on each other to function properly and both have a
vested interest in the others success. For example, businesses need the
government to create an environment that is conducive to economic

growth, such as by enacting laws that protect property rights and
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enforcing contracts. The government also needs businesses to create

jobs and produce the tax revenue that funds its operations.

The relationship between business and government is often described as
a marriage made in heaven. This analogy is apt because, like all
marriages, the relationship between business and government is not
always smooth. There are times when the two groups clash, such as
when the government imposes regulations that businesses view as
burdensome or when businesses engage in activities that the government
deems harmful to society. However, these conflicts are typically resolved

through negotiation and compromise.

Overall, the relationship between business and government is essential to

the functioning of a free_market economy. Each group has a vested

interest in the others success and they need each other to thrive.

2.The Relationship Between Business
Objectives and Credit Risk Ratings

The relationship between business obiectives and credit

risk ratings is symbiotic a company's objectives should be aligned

with its credit risk profile, and its credit risk profile should support its

objectives. A mismatch between the two can lead to financial

Instability, missed opportunities, and limited growth

prospects.

To understand this relationship, consider the following insights:

1. Growth Obijectives: If a company aims to pursue aggressive growth

strategies, such as expanding into new markets or launching innovative
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products, it may require substantial funding. To attract the necessary

capital, the company must demonstrate a strong credit risk profile,

assuring investors and lenders of its ability to generate returns and repay

debt.

2. Risk Appetite: Different companies have varying risk appetites based

on their industry, stage of development, and long-term goals. Some

businesses may prioritize stability and profitability, while others may be
willing to take on higher risks in pursuit of rapid growth. Credit risk ratings

should align with a company's risk appetite, ensuring that its objectives

are supported by an appropriate level of risk exposure.

3. Financial Restructuring: If a company experiences financial distress or
undergoes a major restructuring, its credit risk profile may worsen

temporarily. In such cases, it is crucial to align business objectives with a

realistic assessment of the company's creditworthiness. This alignment
ensures that the objectives are achievable, given the financial

constraints and risks associated with the company's current situation.

By understanding the relationship between business objectives and credit

risk ratings, companies can make informed decisions, set realistic goals,

and take necessary steps to improve their creditworthiness.
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PUBLIC, PRIVATE AND CO-OPERATIVE SECTORS -

Role of Public Sector

In most of the countries, the activities, which are not favoured or undertaken
by private sector, are left to the public sector to perform. In other words,
public (and merit) goods and services, such as water supply, roads and
bridges, health, and education are provided only by public sector
(government). Thus public sector produces those goods and services that it can
deliver best and private sector produces those that it can do best. However,
for strategic reasons, certain goods and services are kept exclusively for
public sector productien even though private sector is willing and can produce
and deliver those goods and services. In India, fiom the very beginning since
independence, a 'mixed economic system’ was envisaged. Under this system both
public and private sectors were expected to make equally significant
contributions to the progress and prgpperity of the country. In the Indian
concept of 'mixed economy’, ithe public sector was accorded far significant
role in comparison to the traditional .roles played by it elsewhere. The aim
of massive investment in public sector was not only to control the ’commanding
heights’ of the economy but also to make up for—the initial limitations of the
private sector in an undeveloped country. ’Commanding heights’ consisted of:
infkitmctural industries, dch as roads and bridges, railways, civii’ aviation,
water supply, electricity, telecommunications, etc. and ii) basic industries
such as iron and steel, oil and L .petroleum, heavy capital goods, chemicals,
fertilisers, etc. It was felt that establishment ofbasic industries should be
left topl lblic sector so that limited resources could be put to their best
use. These industries an, yway would not have appealed to the private sector as
infkastructure and basic industries need long gestation periods, heavy
investments, and yield low returns. As per the felt need, some activities were
left exclusively within the purview of public sector and rest were left for
both public and private sector initiatives. In a sigruficant move, the number
of industries reserved exclusively for the public sector has been brought down
to 4 from one preliberalisation number of 17. The major objectives of public
sector are to help in rapid economic growth, rapid industrialisation, and
create infrastructure for economic development. The other avowed objectives of
public sector are: to promote redistribution of income and wealth, to promote
balanced regional de velopment, to generate employment opportunities, and to
promote import su .bstitution and save precious foreign exchanges. Ever since
the Industrial Polic; 4 Resolution of 1956, the public sector has been playing
a strategic role in our econo \my. The dominant role of public sector was
maintained during different plan perio ~ds, which has however been reduced
substantially after economic liberalisation of 199 1.



MEANING OF PUBLIC SECTOR

Public Sector

The Public Sector consists of businesses that are owned and controlled by
the government of a country. The ownership and control of the central or
state governments in these organisations are either complete or partial. But
it still holds a majority stake and makes every single decision regarding
running the entity. These organisations include government agencies, state -
owned enterprises, municipalities, local government authorities and other

public service institutions.

Some of them can be non-profit organisations while others participate in
commercial activities as well. It generally focuses on providing goods and
sevvices to the general public at relatively cheaper rates than private
companies. Its main aim is to ensure the welfare of the general public within

a country.

ROLE OF PUBLIC SECTOR
Public Sector Entities

The public sector is composed of government-owned entities that provide services

and economic support to the community. These entities play a vital role in the

economy,
ensuring that essential services are available to the public. The organization of the
public sector can vary significantly. Here are some common forms:

Public Corporations — These are government-owned enterprises that operate in
commercial sectors while fulfilling certain societal objectives.

Government Agencies — These entities implement public policies, provide
essential sevvices, and are typically funded by taxpayers.

Statutory Bodies — Established through specific legislation, these bodies



operate with a degree of independence to carry out requlatory functions.
Public Sector Undertakings (PSUs) — These are companies owned by the

government that play a significant role in sectors like energy, transportation, and

telecommunications.

Understanding the different forms of public sector organizations allows for

a deeper appreciation of their function and significance in economic development.






IMPORTANCE OF PUBLIC SECTORS

Public sector companies serve various social and economic purposes.
Understanding their characteristics helps us appreciate their roles more
profoundly. Here are some vital characteristics:

Social Objective: Public sector companies often prioritize serving the
community over maximizing profits.

Government Ownership: They are wholly or partially owned by the
government, ensuring public accountability.

Regulation: These entities are requlated by government policies and
guidelines, ensuring alignment with public interests.

Public Accountability: Public sector companies must address

stakeholder concerns and perform transparency in their operations.



MEANING OF PRIVATE SECTOR

Private Sector

The Private Sector enterprises are owned, controlled and managed either
by individuals or business entities. It can be small-scale, medium-scale or
even large-scale organisations. These get formed to earn a profit from their

business operations, and they can raise funding from individuals, groups,

and
the general public.
The different entities within the private sector include sole proprietorship,

partnership, cooperative societies, companies and multinational

corporations.

They also focus on taking care of the needs of their customers to survive in
the long run. Ever since the introduction of the New Economic Policy in
1991 by the Government of India, almost every industry in the country
has opened up to the private sector. It has led to a phenomenal increase

in the size of the Indian economy and its growth rates.

Types of Private-Sector Businesses

The private sector is very diverse and makes up a big part of

many economies. It is based on many different individuals,



partnerships, and groups. The entities that form the
private sector include:

« Sole proprietorships

« Partnerships

« Small and midsize businesses

« Large corporations and multinationals
« Professional and trade associations

e Trade unions

ROLE OF PRIVATE SECTOR

The private sector is a vital part of the economy, creating jobs, providing
goods

and services, and contributing to the country's GDP.

Job creation

The private sector is the main provider of jobs in developed and developing
economies.
Private companies can offer competitive benefits and career advancement

opportunities.
Goods and services

Private companies produce goods and services to meet consumer demand.
They can also introduce new products, equipment, and technology.

Economic growth

The private sector contributes to economic growth by creating jobs,
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generating tax revenues, and investing in research and development.

It also drives competition, which leads to better quality products and
services at lower prices.

Innovation

The private sector can promote innovation by introducing new
technologies and processes.
It can also create new industries and diversify its operations.

Disaster risk reduction
The private sector can contribute to disaster risk reduction efforts.

Sustainable development

The private sector can contribute to sustainable development through
public-private partnerships and innovative capacities.

IMPORTANCE OF PRIVATE SECTOR

Creates jobs

The private sector offers employment opportunities, especially for skilled
workers.

Promotes innovation

Private companies respond to consumer demand, which drives innovation
and efficiency.

Contributes to GDP

The private sector contributes significantly to the country's GDP.

Supports public services



Private sector businesses contribute to tax revenues, which support public
services and infrastructure development.

Develops local markets

Private companies invest in distribution networks, market research, and
product adaptation.

Fosters entrepreneurship

The private sector encourages entrepreneurship and the introduction of new
technologies and processes.

Promotes competition

The private sector drives competition, which leads to better quality products
and services at lower prices.

Supports economic growth

The private sector plays a vital role in stimulating economic growth.

The private sector works in tandem with the public sector to achieve
economic and social objectives.

MEANING OF CO-OPERATIVE SECTOR
The cooperative sector is a collection of businesses that are owned and
operated by their members. In a cooperative, members are also known as

"member-owners". They democratically control the business and share in



the profits and losses.

How do cooperatives work?

Ownership: Member-owners collectively own the business.

Control: Member-owners democratically control the business.
Benefits: Member-owners benefit from the services and goods provided
by the cooperative.

Profits and losses: Profits and losses are shared equally among
member-owners.

Examples of cooperative sector industries

Food: Dairy products, food manufacturing, and sugar production
Handloom: Handloom textiles

Housing: Housing cooperative societies

Insurance: Mutual and fraternal insurance companies

ROLE OF CO-OPERATIVE

Industries in the cooperative sector are run and controlled by a small
group.

The members generally are the ones who produce raw materials.
Some examples of these industries include handloom, food processing,
and dairy products. These industries are operated and owned by

the suppliers or producers of raw materials, employees or both.

The Types of Cooperatives are:

Producer Cooperatives.

Worker Cooperatives.



Consumer Cooperatives.
Retail or Purchasing Cooperatives.

Social Cooperatives.

Examples

Industries in the cooperative sector are controlled and owned by a small group of
people who are either the producers or the suppliers of materials for raw employees.

Examples include sugar production in Maharashtra and the industry for coins in

Kerala.
Anand Milk Union Limited and Sudha Dairy are two instances of cooperative sector

industries.

Cooperative sector companies are run and controlled by a group of individuals.

In general, the members are the ones who produce raw materials. Some examples

of these industries include handloom, food processing, and dairy products.

Amul is a model of a cooperative sector society.

They are operated and owned by the manufacturers or suppliers for raw materials,
employees or both. The resources are shared among stakeholders, and profits and losses

are divided equally. AMUL, which is a milk cooperative, is an excellent illustration.

Sugar production located in Maharashtra is another instance.



Cooperative sectors or industries are run by the owners or the suppliers
of raw materials, employees or both. They share the resources and profits
or losses according to a proportional basis, like that of the industry for

sugar in Maharashtra and the coir industry in Kerala.

Importance of cooperative Sector

Financial assistance

Cooperative societies provide loans for productive purposes and
financial assistance to farmers and other people with lower incomes.

Improved bargaining power

Cooperatives can improve their bargaining power to obtain products or
services at better prices.

Equality and transparency

Cooperatives are based on the principle of "one man, one vote" and promote
equality and transparency.

Reduced costs

Cooperatives can reduce costs by removing middlemen and operating
voluntarily.

Access to credit

Cooperatives can provide credit at nominal interest rates, which can help
reduce the influence of private money lenders.

Social trust



Cooperatives can foster social trust and a broad socioeconomic uplift.
Decent jobs

Cooperatives can create decent jobs with job security and good working
conditions.

Rural development

Cooperatives can play a role in rural development by providing agricultural
credits and funds.

Financial inclusion

Cooperatives can help bridge gaps in financial services and promote
financial inclusion.

Tax benefits

Cooperatives can benefit from tax exemptions, pass-through taxation,
and member payouts like dividends, refunds, and bonuses.



Case Study: The Indian Railways - A Public Sector Enterprise in a
Mixed Economy

Introduction
India follows a mixed economy model, where both the public and private sectors play crucial

roles in economic development. One of the most significant public sector enterprises in India is
Indian Railways, which demonstrates the government's role in business while co-existing with
private sector participation.

Indian Railways: A Public Sector Giant

Indian Railways is one of the world’s largest railway networks and is fully owned by the
Government of India. It serves as a backbone for the Indian economy, providing affordable
transportation for millions of passengers and businesses.

Features of Indian Railways and Economic Sectors

1. Primary Sector Linkage: Indian Railways helps transport raw materials like coal,
minerals, and agricultural products, supporting the agriculture and mining industries.

2. Secondary Sector Contribution: It enables the movement of industrial goods, facilitating
manufacturing and production.

3. Tertiary Sector Influence: The railway system provides services such as tourism and
freight transport, enhancing the service industry.

Government’s Role and Privatization Efforts

e The Indian government controls the core operations of Indian Railways, ensuring
affordability and connectivity.

e However, in recent years, privatization initiatives have been introduced, such as private
train operations (e.g., Tejas Express) and Public-Private Partnerships (PPPs) in station
modernization and freight corridors.

Importance in a Mixed Economy

1. Public Welfare: Indian Railways ensures affordable transportation, connecting remote
areas and fostering economic inclusion.

2. Employment Generation: It is one of the largest employers in India.

3. Economic Growth: By supporting trade and commerce, Indian Railways boosts industrial
development and GDP growth.

4. Private Sector Involvement: With growing investments from private players,



operational efficiency and service quality have improved.
Conclusion

Indian Railways serves as a classic example of a public sector enterprise in a mixed economy.
It highlights the government's responsibility in infrastructure development while allowing private
sector participation to enhance efficiency. This balance between public control and private
investment showcases the co-existence of capitalism and socialism, making the Indian
economic system unique.



























	institutions which a given people or nation or group of nations has chosen or accepted as the means through which resources are utilized for the satisfaction of human wants.
	evolving pattern or complex of human relations which is concerned with the disposal of scarce resources for the purchase of satisfying various private and public needs for goods and services”.
	materials of production are privately owned and the work is done mainly by hired labour, the product belonging to the capitalist owner or owners.”
	socialism are that all the great industries and the land should be publicly or collectively owned and that they should be conducted for the common good instead of private profit.”
	major decisions about production and consumption than they would be under capitalist- free enterprise, and that public industry is free from government restrains than it would be under centrally directed socialist enterprise”.

	Ø All developing countries like India are mixed economies.
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