
Comparative Political 
and Economic Systems

CHAPTERIN
TERACTIVE

Why study the world’s political and economic 
systems? Building knowledge about how other nations 
function is essential for you as a citizen. Our government deals 
with other nations every day. Studying different types of 
political and economic systems can help you understand how 
our nation interacts with other countries. In this interactive 
chapter, you will learn about the different ways in which the 
world’s nations structure their governments and economies.
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Use your Student Casebook to 
take notes on the chapter and 
to complete the simulations.

Essential Question

The world’s different systems of government include the 
constitutional monarchy of the United Kingdom (top) 
and the presidential democracy of Brazil (bottom).

How do 
authoritarian rulers govern their nations?

What You Will Learn
In this chapter, you will learn about the different 
ways in which the world’s nations structure their 
governments and economies.

SECTION 1

Democratic Governments

SECTION 2

Authoritarian Governments

SECTION 3

Economic Systems
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 Emerging Democracy in Nigeria  
Learn about the difficult transition to democracy in 
Nigeria.

 Learn about the 
different ways in which democratic governments can 
be organized, including those of Mexico, Brazil, the 
United Kingdom, and Japan. You will also learn about 
some of the world’s emerging democracies.

 Choosing a System of 
Government  Use your knowledge to decide which 
form of government is best for an emerging 
democracy.

Reading Focus 
Today many of the world’s countries are democracies. 
Democracies consist of two basic forms of government: 
presidential and parliamentary. All democratic governments 
share certain characteristics, but no two governments are 
exactly alike. 

Nigerian voters cast 
their ballots in the 
historic 2007 
presidential election.

Democratic Governments

Use your Student 
Casebook to take notes 

on the section and to 
complete the simulation.
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Emerging Democracy 
in Nigeria

Many nations have adopted or are currently adopting 
some form of democratic system of government. Nigeria 
is one such country. Nigeria’s history shows that the 
transition to democracy can be long and difficult.

Colonization and Independence
The West African nation of Nigeria has the 
largest population of any other African country 
and is one of the fastest growing nations on 
earth. Like other African countries, Nigeria has 
faced great political change in recent decades.

In the early 1900s, Nigeria was a colony 
controlled by Great Britain. The British largely 
left local government to Nigerian officials, but 
British governors made all important decisions—
decisions that often ignored existing Nigerian 
culture and practice. The years of British control 
brought many changes to Nigeria: Christianity 
and the English language spread; railroads and 
roads were built; and the nation’s economy was 
converted to the export of cash crops such as 
cocoa, cotton, and peanuts. 

Nigeria eventually gained its independence in 
1960. Nigeria’s first government had a parlia-
mentary system in which representatives from 
multiple parties sought election to a parliament, 
or legislature. The majority party in control of 
parliament then selected a chief executive. Often 
no party held a majority in the parliament, and 
alliances had to be formed from among 
competing political groups.

A Fragile Democracy 
Nigeria was politically unstable for decades 
following independence, in large part because of 
tensions among its different regional, ethnic, and 
religious groups. In the 1960s regional conflict 
led to a bloody civil war, which was in turn 

followed by a series of military dictatorships and 
assassinations of national leaders.

Nigeria developed a new constitution in the 
1970s, changing its system of government to one 
that more closely resembles that of the United 
States. Nigeria now has three independent 
branches of government—legislative, executive, 
and judicial. The nation’s leader is a president 
elected by voters in a national election. 

Despite the new system, Nigeria saw a series 
of fraudulent elections, military takeovers, and 
assassinations in the 1980s and 1990s as the 
nation’s rulers and military leaders sought to 
gain and keep power. Multiple new constitutions 
failed to stabilize the country’s government.

At last, a series of elections in 1998 and 1999 
led to the election of General Olusegun Obasanjo 
as president. Obasanjo had served as military 
ruler of Nigeria in the late 1970s, but in his two 
terms as elected leader, he led efforts to reform 
government and improve human rights.

The nation has made slow progress toward 
political stability. In 2007 Nigerian voters elected 
a new president, marking the first peaceful 
transition from one civilian leader to another 
since Nigeria became independent. 

Yet Nigeria’s history of political turmoil is 
still placed firmly in the minds of Nigerians. In a 
poll taken after the 2007 election, 67 percent of 
Nigerians believed that the election was not 
conducted fairly. The high number suggests that 
Nigeria’s leaders must continue to work hard to 
establish trust among the people that their 
government is truly committed to free, open, and 
fair elections that can result in democratic self-
rule by the Nigerian people.

 1. How did democracy cause change within Nigeria?
 2. What signs give reason for hope for Nigeria’s political future?
 3. What system of government does Nigeria have today?

What Do You Think?
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Democratic Systems
Nigeria established a presidential form of democracy, but there are 
many ways to organize a government. We categorize governments 
based on who holds governmental power as well as by how power 
is distributed among the branches that make up government. In a 
democracy, much power rests with the voters and the leaders they 
elect to act on their behalf. In an authoritarian government, however, 
power is concentrated in the hands of a single leader or small group.

Democracies may have one of two different types of 
governmental systems: presidential or parliamentary. Recall that 
presidential systems have an executive branch that is largely 
separate from the legislative branch. In this system, presidents 
generally serve both as head of state and as head of government. 
Furthermore, presidents are usually elected by the people. In a par-
liamentary system, power is centered in the legislative branch, which 
chooses the chief executive. As a result, parliamentary governments 
avoid the conflict between executive and legislative branches that 
can be a problem in presidential systems. This structure also means, 
however, that parliamentary governments do not have many of the 
checks and balances of presidential governments. 

Democracy has spread in recent decades. Today nearly half of the 
more than 190 countries in the world are democratic or partly 
democratic. Although the level of personal and political freedom in 
these nations varies widely, they share some basic features:

 Democratic systems tend to have social welfare policies that 
seek to improve the quality of their citizens’ lives. 

 Most democratic governments protect the rights and freedoms 
of their citizens. For this reason, citizens of democratic 
countries generally enjoy a high degree of economic and 
political freedom. 

 Strong democratic countries can generally withstand national 
crises such as war, economic trouble, or civil unrest without 
major changes to their basic systems or structures.

 Summarizing What are the basic features of democratic systems?

Mexico and Brazil
As you know, the United States is a democracy with a presidential 
system of government. Mexico and Brazil are two examples of other 
nations with presidential systems. The governments of these 
countries have much in common with our own.

The Office of President Just 
because a country has a 
president does not mean 
it has a presidential system 
of government like that of 
Nigeria or the United States. 
Israel, for example, has a 
president who is not the chief 
executive or head of the gov-
ernment. Rather, Israel’s presi-
dent serves in the largely cer-
emonial role of head of state. 
A number of other countries, 
such as Germany and Ireland, 
have similar systems.  
Applying Information Why 
might some nations have 
heads of state with little real 
power?

Key Terms 
authoritarian
coalition
apartheid
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Presidents Felipe Calderón of Mexico, left, and Luiz Inácio 
Lula da Silva of Brazil, below, were both elected in 2006.

Mexico’s Government 
After three centuries of control by Spain, in 1810 Mexican revolu-
tionaries rose up against Spanish authority. In 1821 Mexico 
declared independence. The country’s current governmental 
structure and constitution were established in 1917, after a civil war 
that began as a series of uprisings against the dictator Porfirio Díaz.

Mexico’s federal government, like the government of the United 
States, has three branches: legislative, executive, and judicial. In a 
federal system, powers are divided between central and state 
governments. Mexico’s central government is based in Mexico City, 
and its 31 states make up its state government. 

The Three Branches Mexico’s legislative branch has two houses. 
Three-fifths of the legislators are elected, but the remaining seats are 
distributed to the major political parties in proportion to the 
parties’ overall share of the popular vote. That is, if a political party 
wins 60 percent of the popular vote in an election, it may select 
legislators to fill 60 percent of the seats of this type. 

The executive branch is headed by a president elected directly by 
the people, who serves one six-year term. By law, voting is 
mandatory for people over age 18, although there is no formal 
penalty for not voting. Mexico does not have the office of vice 
president.

Mexico has an independent judicial branch. Its highest court is 
the Supreme Court of Justice. The judges on this court are 
appointed by the president and must be approved by one of the 
houses of the legislature.

The Mexican Revolution  
Widespread fighting among 
various rebel groups in 
Mexico broke out in 1910 
and continued for ten years. 
In the chaos of the revolu-
tion, Mexico had four leaders 
between 1911 and 1914. The 
revolution finally came to an 
end in 1920, several years 
after the new constitution 
was established.  
Applying Information Why 
might fighting have contin-
ued after the new constitu-
tion was passed? 

Mexico’s President

Brazil’s President
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Politics and Economy The political party known as the Institutional 
Revolutionary Party, or PRI, was the dominant party in Mexican 
politics for more than 80 years. The PRI’s hold on the presidency 
finally ended in 2000 with the election of Vicente Fox of the 
National Action Party, or PAN. In 2006 the PAN candidate, Felipe 
Calderón, was elected president in an extremely close election. His 
main rival challenged the election results but was unsuccessful. 

In recent years, Mexico’s leaders have worked to improve the 
nation’s infrastructure, expand free trade, and reduce poverty. 
Although today the nation has a relatively stable economy, Mexico 
still faces the challenges of modernization, global competitiveness, 
job growth, income inequality, and poverty that face many 
developing nations. The heavy reliance of the Mexican economy on 
trade with Canada and the United States is also a concern. 

Brazil’s Government
Brazil was a Portuguese colony for 300 years before gaining 
independence in 1822. The nation became a republic in 1889, but 
wealthy coffee planters held much of the political power until a 
series of military-led uprisings began in the 1920s. In 1930 Getúlio 
Vargas took power in a nonviolent revolution; by 1937 Vargas ruled 
as a dictator. After alternating attempts at democracy and at 
military rule, in 1985 the military finally turned over power to a 
civilian government. Three years later, Brazil enacted a revised 
constitution that is still in effect today.

Brazil has a federal system with 26 states and a federal district. 
In many ways, Brazil’s government is similar to that of Mexico and 
the United States, with three branches and a separation of powers.

ACADEMIC 
VOCABULARY 
dominant most 
important, 
controlling

Comparing Mexico and Brazil

Mexico
• Presidential, federal system of government
• Three branches of government
• Some legislative seats given to major parties
•  President elected directly by the people to a 

six-year term
• Voting is mandatory for people 18 and older

Brazil
• Presidential, federal system of government
• Three branches of government
• All legislative seats filled by direct election
•  President elected directly by the people to a  

four-year term
• Voting is mandatory for people ages 18 to 70

National Palace, 
Mexico City

National Congress, Brasilia
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The Three Branches Brazil’s legislature is bicameral and includes a 
senate and a chamber of deputies. All members are elected. 

The executive branch is led by the president, who is both head of 
state and chief executive. The president is elected by a direct vote of 
the people, which takes place every four years. At the same time, 
voters elect a vice president. Voting is mandatory for literate 
Brazilians between the ages of 18 and 70, and those who do not 
vote may be fined.

The judicial system is comprised of state-level courts, federal 
appeals courts, and the Supreme Court. The Supreme Court is made 
up of two courts: the Superior Court of Justice, which is the nation’s 
highest court for nonconstitutional issues, and the Supreme Federal 
Court, which handles cases involving constitutional interpretation. 

Politics and Economy Politics in Brazil features four major political 
parties and other smaller parties. This diversity means that Brazilian 
leaders often must work with rival politicians to achieve their goals. 

Brazil is a large country with a large workforce and a rich supply 
of natural resources. This combination of factors offers promise for 
the future. Yet Brazil also struggles with modernization, environ-
mental issues, economic growth, and income inequality. 

 Comparing and Contrasting How are the governments of 
Mexico and Brazil similar and different?

The United Kingdom and Japan
Democracy’s most common form of government is the parliament-
ary system, in which the legislature is the most powerful branch. In 
addition to making laws, the parliamentary legislature chooses the 
chief executive—a prime minister or a premier—from its own 
membership. Parliamentary systems often feature multiple parties, 
and even small parties may have some role in government. 

The United Kingdom and Japan are typical examples of nations 
with parliamentary systems. Their governments have characteristics 
in common, but they also have key differences. 

The United Kingdom’s Government 
The United Kingdom, which includes Great Britain and Northern 
Ireland, is the source of many of our basic concepts of modern 
democratic government. Over the centuries, documents such as the 
Magna Carta and the English Bill of Rights limited the king’s 
powers and protected the rights of the English people. 

Unlike the United States and some other nations, the United 
Kingdom’s government is not based on a single written constitution. 
The government has developed over centuries into its current form. 

ACADEMIC 
VOCABULARY 
comprise to be 
made up of

Australia’s Government 
Like the United Kingdom 
and Japan, Australia has 
a parliamentary system 
headed by a prime minister. 
Australia was once part of 
the British Empire and its for-
mal head of state is still the 
British monarch, although 
today Australia is indepen-
dent. Australia’s constitution-
al division of power is similar 
to that of the United States, 
with much power given to 
state governments. 
Applying Information Given 
Australia’s history as a British 
colony, why do you think its 
division of power is more like 
that of the United States?
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United Kingdom & Japan: Locate It
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The United Kingdom is a constitutional monarchy with a unitary 
government. Unlike federal systems, unitary systems are those in 
which local governments have only the powers given to them by the 
central government. The head of state is the hereditary monarch, 
but today the role of monarch is largely ceremonial. Power is held 
by the legislature, known as Parliament, and by the prime minister.

Parliament and the Prime Minister Parliament consists of two 
houses: the House of Lords and the House of Commons. Most 
members of the House of Lords are chosen by political parties or 
are members of the British nobility who have inherited their seats. 
The House of Lords has a limited role in lawmaking, although it 
does serve as the highest court of appeal in the United Kingdom’s 
judicial system. The House of Commons is the main legislative 
body. Members are elected by the British people for terms that last 
up to five years. All British citizens age 18 or older may vote.

The seats in Parliament are typically held by a number of 
political parties. The 2005 elections, for example, saw 12 different 
parties elected to Parliament. As a result, parties often join together 
to form a coalition, or a temporary alliance for political purposes.

The leader of the party or coalition that holds the majority in 
Parliament is the prime minister. He or she serves as the nation’s 
chief executive and can be a powerful figure—after all, the prime 
minister represents the majority party or coalition. At the same 
time, he or she depends on Parliament’s support. The majority party 
or coalition can force a prime minister from office by choosing 
another leader. If a coalition breaks apart—from internal conflict, 
for example—the prime minister may be forced out as well. 

United Kingdom
• Parliamentary, unitary system of government
• No single written constitution
•  Legislature (Parliament) has two houses: 

House of Commons and House of Lords
•  Monarch is head of state; prime minister is 

chief executive

Key British Leaders Since 
parliamentary systems such 
as the United Kingdom’s 
ensure that the legislative 
and executive branches 
are controlled by the same 
party, a forceful leader can 
accomplish much. William 
Gladstone in the late 1800s 
and Margaret Thatcher in the 
late 1900s are examples of 
prime ministers who drove 
the policy-making efforts of 
their governments.  
Applying Information Why 
can a leader have great 
power in a parliamentary 
system?

Japan
• Parliamentary, unitary system of government
• Constitution enacted in 1947
•  Legislature (the Diet) has two houses: House 

of Representatives and House of Councillors
•  Emperor is head of state; prime minister is 

chief executive

Comparing the United Kingdom and Japan

Houses of Parliament, 
London National Diet 

Building, Tokyo
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Japan’s Government 
Japan’s government underwent enormous change following the 
nation’s defeat in World War II. Under the guidance of the United 
States, which occupied Japan in the postwar years, the former 
empire enacted a new democratic constitution in 1947. This 
constitution still shapes Japan’s government today. 

Like the United Kingdom, Japan has a unitary system of 
government and a bicameral legislature. Japan’s legislature is called 
the Diet. The Diet consists of the House of Representatives and the 
House of Councillors. Japanese voters—any person age 20 or 
older—elect candidates to most seats in the Diet, but some seats are 
distributed based on the share of the popular vote each party 
receives. This means even small parties can have seats in the Diet. 

The head of the Japanese government is the prime minister. He 
or she is chosen from the majority party or coalition in the House 
of Representatives. As in the United Kingdom, the prime minister 
depends on the support of the legislature to remain in power.

The head of state in Japan is the emperor. As with the United 
Kingdom’s monarch, the emperor’s position is largely ceremonial.

 Comparing In what ways is Japan’s government similar to that of 
the United Kingdom?

Emerging Democracies
Democratic governments are more widespread today than at any 
other point in human history. In recent years, human rights and 
prodemocracy movements have led to change in many nations as 
people have sought to overthrow authoritarian regimes and 
establish democratic governments. 

Yet democracy places many demands on people. As you have 
read, the United States has faced challenges to live up to its own 
democratic ideals in the years since the nation was founded. The 
world’s emerging democracies face similar challenges and struggles 
as they shape their democratic futures.

Latin America 
Latin America was once dominated by European powers. In the 
early 1800s, revolutionary leaders such as Simon Bolívar started 
independence movements, inspired by the American Revolution and 
by the democratic values and principles expressed in the Declaration 
of Independence and the French Declaration of the Rights of Man 
and of the Citizen. Their dreams of democracy went largely 
unfulfilled. When European nations were forced to leave the region, 
many Latin American countries came under the control of wealthy 
landowners—including some Americans—or authoritarian leaders. 

Democracy and Iraq One of 
the goals of the 2003 U.S.-led 
invasion of Iraq was to replace 
Iraq’s authoritarian government 
with a democracy. Violence in 
Iraq has complicated this plan. 
How can plans to promote 
democracy develop problems? 

Go online to begin a 
Webquest on the challenge 
of democracy in Iraq.
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In recent years, many countries in the region, such as Argentina, 
Chile, and Bolivia, have moved toward establishing constitutional 
democracies. In Guatemala, a lengthy civil war led to the establish-
ment of democracy in 1996. In other places, such as Colombia, the 
struggle for democracy is ongoing. These nations are in different 
stages of democratic development, but they all must overcome their 
history of authoritarianism and protect their fragile democracies.

Africa
The story of Nigeria, which you read in the Case Study, is common 
in Africa. The continent spent decades under European control, and 
a number of African nations won their independence only after 
World War II. By the end of the 1960s, most of these newly 
independent nations had adopted authoritarian governments. Many 
of these countries have since struggled to establish democracies.

South Africa is among Africa’s democratic success stories. Before 
the 1990s, South Africa’s white minority dominated the country in a 
system of racial segregation and oppression known as apartheid. The 
end of apartheid and the establishment of democracy led to the 
historic 1994 election of Nelson Mandela as South Africa’s first 
black president. South Africa still faces challenges, including 
economic growth, global competitiveness, and high rates of HIV 
and AIDS infections, but the transition to democracy is promising.

Asia  
Several countries in Asia have also made the difficult transition 
from colony to independent democracy. As in Africa and Latin 
America, Asian countries such as Indonesia and the Philippines have 
experienced periods of authoritarian rule. 

The Southeast Asian country of Cambodia also fits this pattern. 
Along with its neighbor Vietnam, Cambodia won independence 

Democracy has spread throughout the world in recent 
decades. Today many nations once ruled by authoritar-
ian regimes are working to build stable constitutional 
democracies.

The Growth of Democracy
Chilean voters elected Michelle Bachelet as the nation’s 
first female president in January 2006.
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Under Cambodia’s constitutional monarchy, King 
Norodom Sihamoni holds only symbolic power.

from French colonial rule in the 1950s. A Communist group known 
as the Khmer Rouge took control of the country in 1975, having 
gained power during the turmoil caused by the Vietnam War. Led by 
Pol Pot, the Khmer Rouge murdered more than 1 million 
Cambodians in an attempt to destroy the influences of modern life.

Vietnam forced Pol Pot from power in Cambodia in 1979, but he 
led a guerrilla campaign in a civil war that raged throughout the 
1980s. Eventually, with international support, Cambodia 
established a constitution in 1993. Today Cambodia is a constitu-
tional monarchy with a democratically elected parliament.

 Summarizing Give examples of emerging democracies in 
Latin America, Africa, and Asia.

Reviewing Ideas and Terms 
 1. a. Describe What are the two customary roles of the 

president in a presidential system? 
  b. Make Generalizations What basic features do 

democratic nations share?
 2. a. Recall What system of government do Mexico 

and Brazil have?
  b. Compare and Contrast What challenges do Mexico 

and Brazil face?
 3. a. Recall What system of government do the United 

Kingdom and Japan have?
  b. Compare and Contrast How do small political par-

ties play a role in the United Kingdom and Japan?
 4. a. Describe What has happened following the end of 

colonial rule in many parts of the world?
  b. Elaborate Why do you think democracy is difficult 

for newly independent nations to establish?

Critical Thinking
 5. Contrast Which system of government, presidential 

or parliamentary, is more likely to permit a small 
political movement to be involved in government? 
Explain your answer. 

 You answered the following 
questions at the end of the Case Study. Now that you 
have completed Section 1, think about and answer 
the questions again. Then compare your answers with 
your earlier responses. Are your answers the same or 
are they di� erent? 
 6. How did democracy cause change within Nigeria?
 7. What signs give reason for hope for Nigeria’s political 

future?
 8. What system of government does Nigeria have 

today?

Section 1 Assessment

Evo Morales was elected president of Bolivia in 2005, 
becoming Bolivia’s first indigenous president.
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Choosing a System 
of Government
What system of government is best for an 
emerging democracy?

A nation emerging from a period of authoritarian rule or control by 
another country must decide which form of democratic government to 
establish. Using what you learned in Section 1, complete the simulation 
to make a decision about whether to establish a presidential system or a 
parliamentary system in a fictional nation.

Roles
 Interim president, who will 

serve as the convention’s 
moderator

 Delegates to the 
constitutional convention

 The Situation
In the nation of Centralia, a group of delegates has gathered at a consti-
tutional convention. The delegates’ purpose is to form a strong and 
stable democratic government for their country, which has suffered from 
years of civil war.

Background 
 For years, Centralia was ruled by a series of dictators. 

 Civil war broke out two decades ago. During the war, there were multiple factions 
involved in the fighting.

 During the civil war, Centralia did not have an effective central government. Instead, 
areas of the country were controlled by competing warlords.

 The civil war ended several months ago. Since then, Centralia has been governed by an 
interim president.

 The interim president called the constitutional convention and will serve as moderator. 

 The delegates to the convention have been elected from all different parts of Centralia.

 Centralia has few established political parties. 

 There are many different ethnic groups in Centralia.

SIMULATION
S
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Use your Student 
Casebook to complete 

the simulation.
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 The Convention
All delegates agree that a democratic system is necessary, but some 
delegates favor a presidential system and others support a parliamen-
tary system. They will debate the issue at the convention.

 Delegates who favor a presidential system believe that Centralia needs a strong 
central government to unite the nation and fight the warlords.

 Delegates who favor a parliamentary system worry that establishing a strong 
president will lead to a return of authoritarian rule.

 The interim president supports the idea of the presidency—and hopes to become 
president. The interim president will moderate the discussion at the convention.

 All delegates have an opportunity to raise points and to debate ideas presented.

 The Decision
After debate and discussion, the delegates must vote on whether to 
support a presidential or a parliamentary plan. They must consider 
questions such as the following:

 What are the biggest threats to the success of democracy in Centralia?

 What are the strengths and weaknesses of a presidential system?

 What are the strengths and weaknesses of a parliamentary system? 

 How do conditions in Centralia right now affect the suitability of one or another 
type of government?

 Debriefing
After the delegates vote, consider Nigeria’s choice of a parliamentary 
system of government after gaining independence. Do you think 
Nigeria made the right decision?

SYSTEM STRENGTHS WEAKNESSES

Presidential • Strong leader
• Separation of powers with 

checks and balances

• One party controls executive branch
• Possible conflict between executive 

and legislative branches

Parliamentary • Multiple parties have power
• United executive and 

legislative branches

• Encourages political factions
• Few checks on executive or 

legislative powers

PRESIDENTIAL AND PARLIAMENTARY SYSTEMS:
STRENGTHS AND WEAKNESSESSTRENGTHS AND WEAKNESSES

legislative branches legislative powers
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Reading Focus 
Democracy has spread throughout the world in recent 
decades, but some countries are still under the rule of 
authoritarian governments. Citizens in these countries have 
little control over their own government and, in some cases, 
over their very lives.

 Totalitarian Rule in North 
Korea  Learn about life under North Korea’s 
authoritarian government.

 Learn about 
essential features of authoritarian systems, 
including past governments in the Soviet 
Union, Chile, Italy, and Germany, and 
contemporary governments in China and 
Saudi Arabia.

 Overthrowing a Dictator  
Use your knowledge to determine how best to 
remove a dictator from power.

Authoritarian Governments

At top, a massive statue of 
Kim Il Sung, North Korea’s first 
leader, towers above children 
in Pyongyang, the capital. The 
government often holds large 
political rallies, as in the photo 
at right, in which soldiers 
stand in front of a display 
formed by thousands of chil-
dren holding up colored cards.

Use your Student 
Casebook to take notes 

on the section and to 
complete the simulation.

498   CHAPTER 15

9-12_SNLAESE451381_1502   498 7/19/10   9:54:39 PM



CASE STUDY

Totalitarian Rule in 
North Korea

North Koreans live under the authoritarian rule of Kim 
Jong Il, their so-called “Dear Leader.” Kim dominates all 
aspects of life in his nation of 23 million people.

A Totalitarian Dictatorship
North Korea’s official name is the Democratic 
People’s Republic of Korea. Its constitution 
establishes democratic processes, and all North 
Koreans age 17 and up are eligible to vote. In 
reality, though, North Korea is about as far from 
a democracy as one can imagine. 

North Korea was formed in the aftermath of 
World War II when the United States and the 
Soviet Union split Korea into two regions. North 
Korea, which was occupied by the Soviet Union, 
established a government based in part on the 
Soviet Communist system. Kim Il Sung was the 
nation’s first president. 

Kim Il Sung was a totalitarian dictator who 
sought control over all aspects of North Korean 
life. Kim controlled government, education, and 
the media. He told North Koreans what to do 
and what to think, and he built a cult of 
personality that encouraged adoration of his 
carefully constructed public image. 

After Kim Il Sung’s death in 1994, North 
Korea’s calendar was changed to begin with the 
year of Kim’s birth. An official period of 
mourning lasted for three years, during which 
time North Koreans could be punished for not 
expressing adequate grief over Kim’s death. 
Today his preserved body lies in state for public 
viewing.

Kim’s son Kim Jong Il took power after his 
father’s death. Like his father, Kim Jong Il rules 
as a totalitarian dictator with his own cult of 
personality. His rule is fully supported by the 
North Korean military.

An Isolated Nation
North Korea has long been closed off from much 
of the rest of the world. Its secretive government 
allows little contact with people from other 
nations, and much of what the outside world 
knows about North Korea comes from citizens 
who have escaped the country. 

North Korea is infamous for its abuses of civil 
and human rights. Although the constitution 
protects citizens’ right to vote, North Korean 
elections list only one candidate for each open 
position: the candidate chosen by North Korea’s 
ruling political party, the Korean Workers’ Party. 
Anyone who criticizes the government is subject 
to imprisonment and torture. Some 200,000 
political prisoners are reportedly held in North 
Korean jails.  

Many North Koreans live in extreme poverty. 
Although the government spends heavily on the 
military, a combination of failed economic 
policies and natural disasters has led to between 
2 and 3 million deaths from starvation since the 
mid-1990s. The collapse of the Soviet Union, a 
major supporter of North Korea, also harmed 
the nation. Today North Korea’s largest trading 
partners are China and South Korea.

In spite of its serious economic problems, 
North Korea rarely accepts much foreign aid. In 
addition, its efforts to develop nuclear weapons 
have harmed its diplomatic relations with other 
nations, most notably after its leaders announced 
a successful test of a nuclear weapon in 2006. In 
the fall of 2007, however, North Korea agreed to 
end its nuclear program by the end of the year in 
return for fuel and economic aid.

 1. How does the North Korean constitution’s promise of demo-
cratic processes match with reality?

 2. What role does the cult of personality surrounding North 
Korea’s leader play in the country’s system of government?

 3. Why is North Korea isolated from other nations?

What Do You Think?
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Authoritarian Systems
An authoritarian system of government such as North Korea’s is 
one in which all power rests with a single leader or a small group. 
Citizens are expected to follow all government decisions and 
policies. They have no way to influence or change the government.

Authoritarian governments sometimes maintain the appearance 
of democratic rule. For example, they may hold elections and have a 
written constitution. But these displays of democracy are nothing 
more than exhibitions to deceive the nation’s people or outside 
observers. As you read in the Case Study, elections in North Korea 
do not offer voters any choices. In Nazi Germany under Adolf 
Hitler (1933–1945) and in the Soviet Union under Joseph Stalin 
(1928–1953), constitutions did not prevent leaders’ abuse of power. 

Types of Authoritarian Systems
Authoritarian systems come in many forms. One form of authori-
tarian government is a theocracy, which is a government that is ruled 
by religious leaders. That is, the nation’s leaders believe that 
government authority rests with God or some divine power rather 
than with the people. Iran is an example of a modern-day country 
that has some theocratic features. While Iran does have an elected 
president, the country’s supreme leader is Ayatollah Ali Khamenei, a 
Muslim cleric who serves for life.

The most common form of authoritarian government is a 
dictatorship. Dictators often take power by overthrowing a previous 
government. For example, Idi Amin, the former dictator of Uganda, 
led a military takeover of the government in 1971. Cuba’s Fidel 
Castro used force to gain power in 1959. Other dictators may first 
gain power through legitimate elections, as Adolf Hitler did.

Some authoritarian governments develop into totalitarian 
systems. Totalitarianism is authoritarian rule that controls nearly 

Authoritarian rulers have great power over their people. Rarely limited by laws 
or constitutions, they often control nearly every aspect of life in a country.

Authoritarian Rulers

Feudalism Life in medieval 
Europe was governed by feu-
dalism, an authoritarian sys-
tem in which lords gave land 
to vassals who served them. 
In the related economic sys-
tem manorialism, peasants 
farmed a lord’s land in return 
for protection and land of 
their own. Most peasants 
were serfs, legally required to 
stay on the manor on which 
they worked.  
Applying Information How 
did feudalism influence 
economic and human rights 
policies? 
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every aspect of public and private life in a country. In a 
nation with a totalitarian government, such as the Soviet 
Union under Stalin or North Korea under Kim Jong Il and 
his predecessors (1948–present), there are no areas in 
which ordinary citizens can exercise freedom of choice. The 
government controls everything—all economic planning, 
all organizations, all media, all industry, and so on. Often, 
totalitarian governments enforce a cult of personality 
surrounding the nation’s ruler. For example, portraits and 
statues of the leader decorate public areas, or streets and 
towns are named after the leader.

Features of Authoritarian Systems
Although the forms of authoritarian systems vary, they all 
share certain features. In authoritarian systems, ordinary 
citizens have limited political and economic freedoms. 
Their civil rights and human rights are rarely recognized or 
protected, and they may not be able to effectively take part in 
government or express their views openly. Authoritarian rulers often 
use force to put down opposition, such as human rights or 
prodemocracy movements demanding change. 

Authoritarian governments are not limited by law. In the United 
States, the Constitution governs what government can and cannot 
do. Authoritarian rulers, however, may simply change or ignore con-
stitutions or laws that restrict their power. Before Saddam Hussein 
of Iraq was overthrown in a 2003 U.S.-led invasion, for example, he 
used torture and violence against his political opponents, even 
though torture was officially banned under Iraqi law.

Authoritarian systems have obvious disadvantages for ordinary 
citizens. At the same time, authoritarian power can help a 
government face an emergency or make rapid changes to a society. 

 Summarizing What are the types and features of authoritarian 
governments? 

Characteristics 
of Authoritarian 
Systems
• Citizens have few or no protections for civil 

rights or human rights.

• Citizens cannot effectively take part in 
government.

• Citizens cannot express their views freely.

• Rulers often use force to put down 
opposition.

• Rulers are not limited by law.

Army officer Idi Amin ruled Uganda 
from 1971 to 1979.

Muslim cleric Ayatollah Ali Khamenei 
is the supreme leader of Iran.

Saddam Hussein ruled Iraq from 
1979 to 2003.
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 2 The Soviet Union and China
In the second half of the 1900s, two authoritarian nations rose to 
world prominence. The histories of the Soviet Union and China give 
insight on the nature of authoritarian governments.

The Soviet Union
In 1917 the people of Russia overthrew their ruler, Czar Nicholas II. 
Five years later, revolutionaries led by Vladimir Lenin formed a new 
country called the Soviet Union. Lenin and his followers believed in 
communism—an economic and political system in which 
government owns all property and controls economic planning.

The structure of the Soviet government reflected Communist 
ideas. The Soviet constitution did not limit government power or 
protect basic rights such as free speech, and it allowed only one 
political party: the Communist Party of the Soviet Union (CPSU). 
The CPSU was headed by the Central Committee, which in turn 
elected the smaller Politburo, the chief decision-making body. The 
Politburo was headed by the general secretary, the Soviet leader.

Joseph Stalin became the new Soviet leader in 1928, several years 
after Lenin’s death, and called for the government to make all 
economic decisions. Intent on controlling every aspect of daily life 
and crushing all opposition, Stalin worked to turn the Soviet Union 
into a totalitarian state. Millions of Soviet citizens were killed or 
imprisoned if they were thought to be disloyal to Stalin. At the same 
time, heroic portraits of Stalin decorated public places throughout 
the Soviet Union, creating an idealized image of the dictator. 

Stalin died in 1953. Later Soviet leaders eased some restrictions 
but continued to limit freedoms in the Soviet Union and other 
nations under their control. Yet Soviet power ultimately weakened. 
As discussed in Chapter 14, political and economic reforms in the 
1980s led to the collapse of the Soviet government in 1991. 

China
The People’s Republic of China was established in 1949. Like the 
leaders of the Soviet Union, Chinese leader Mao Zedong created an 
authoritarian Communist system, imprisoning or killing those who 
spoke out against his policies. He quickly put in place Soviet-style 
five-year plans for industrial development. Early efforts had some 
success, but widespread food shortages led to the deaths of tens of 
millions of Chinese by 1961. Later, in 1966, Mao began the 
Cultural Revolution, a violent effort to rid China of its pre-
Communist customs, beliefs, and culture. 

China after Mao As in the Soviet Union after Stalin’s death, Mao’s 
death in 1976 saw a gradual retreat from many of his policies. Deng 
Xiaoping eventually became China’s leader and slowly introduced 

Democracy in the Former 
Soviet Union The breakup 
of the Soviet Union seemed 
to represent a victory for 
democracy. Some former 
Soviet republics have flourish-
ing democracies, but others 
have had difficulty putting 
their authoritarian past behind 
them. How has democracy 
fared in Russia and the other 
former Soviet republics? 

Go online to begin a 
Webquest on democracy 
in the countries of the 
former Soviet Union.

9-12_SNLAESE451381_1502   502 7/19/10   9:57:27 PM



CASE STUDY LINK

REAL - WORLD
EXAMPLE

COMPARATIVE POLITICAL AND ECONOMIC SYSTEMS   503

many economic and a few political reforms. There were limits to 
what Chinese officials would allow, however. In 1989 the Chinese 
government violently crushed a peaceful prodemocracy student 
demonstration in China’s capital, Beijing, in what became known as 
the Tiananmen Square Massacre.

China’s leaders today are balancing authoritarian rule, economic 
growth, and slow political reform. China continues to limit its 
citizens’ basic freedoms and rights, including free speech and 
religious freedoms, and the government exercises strict control over 
the media and the Internet. Political protesters can be jailed. 

China’s Government Today As in the Soviet Union, China’s 
Communist Party (CCP) effectively rules the country, with high-
ranking CCP members holding all powerful government and 
military positions. The CCP meets every five years to hold a 
national congress and elect a Central Committee of about 350 
people. In turn, the Central Committee elects the Politburo, a small 
committee that holds decision-making power. The Politburo is led 
by the general secretary, who, in recent decades, has also served as 
China’s president. Currently, Hu Jintao holds both positions. 

China
A 1971 propaganda poster 
contrasts with prodemocracy 
demonstrators confronting 
Chinese troops in Tiananmen 
Square, Beijing, in 1989.

The Problem of Taiwan After 
the Communists took over 
China, the defeated Chinese 
government fled to the 
nearby island of Taiwan. 
Today the United States has 
close ties to Taiwan, which is 
now democratic, but Taiwan’s 
desire for full independence 
from China has complicated 
this relationship. 
Applying Information Why 
might Taiwan’s desire for 
independence from China 
harm its relationship with the 
United States?

Soviet Union
In a 1932 poster, Joseph Stalin gazes over Soviet 
farmland. In a photo taken the same year, Soviet 
political prisoners build a canal in northern Russia.  

In China and the Soviet Union, 
propaganda differed sharply 
from the reality of life under an 
authoritarian government.

Propaganda and Reality in China and the Soviet Union
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The Chinese government consists of two main bodies, the State 

Council and the National People’s Congress. The State Council is 
China’s chief executive body and is headed by the premier, who is 
chosen by the president. The National People’s Congress consists of 
representatives elected for five-year terms by local people’s 
congresses throughout China. While the Congress has the constitu-
tional power to make laws and elect the president, in practice it 
simply carries out State Council and CCP decisions.

 Comparing and Contrasting How is China’s government similar 
to and different from the Soviet Union’s government?

Other Authoritarian Nations 
Recent history includes many authoritarian governments. Some, 
including Chile’s government during most of the 1970s and 1980s 
and governments in Italy and Germany during World War II, are no 
longer in power. Others, like Saudi Arabia’s government, still exist.

Chile Today Chile is a democratic nation, but its history includes 
several periods of authoritarian rule. The most recent authoritarian 
period began in 1973, when the Chilean military, with U.S. support, 
overthrew the country’s Socialist leader, Salvador Allende, and 
General Augusto Pinochet came to power. Pinochet’s government 
committed widespread human rights abuses. Thousands of Chileans 
who opposed Pinochet were killed or tortured. 

Eventually, however, Pinochet loosened his iron grip on Chile. In 
1988 he allowed voters to determine whether he would continue in 
power. They rejected his rule in favor of open elections. Since that 
time, Chile’s president has been elected by the people.

Fascist Italy and Nazi Germany The early 1920s saw the rise of the 
Italian dictator Benito Mussolini, who promoted a philosophy he 
called fascism. Fascism placed the glorification of the state above all 

504   CHAPTER 15

Pinochet’s Chile
At right, a woman stands with images 
of people allegedly tortured or killed 
by the Chilean government under Gen-
eral Augusto Pinochet, shown below.
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else, including individual needs. Mussolini sought to develop a self-
sufficient economy and used threats, violence, and propaganda to 
establish a totalitarian dictatorship. His desire to build a powerful 
empire caused Italy’s entrance into World War II, but Italy’s 
battlefield defeats led to Mussolini’s overthrow in 1943. 

Italy had entered World War II on the side of another fascist 
regime: Adolf Hitler’s Nazi Germany. Hitler’s version of fascism 
included racism and anti-Semitism, or hostility toward or prejudice 
against Jews. During World War II, the Nazis murdered 6 million 
Jewish men, women, and children. Millions of other people were 
killed by Hitler’s armies before Germany was defeated in 1945.

Saudi Arabia Saudi Arabia is an example of a modern authoritarian 
nation. The nation holds no regular elections and has no political 
parties. The Saudi government is headed by a monarch who is 
chosen by the ruling family from among its members. The monarch 
has near-absolute power, including the right to ratify legislation, to 
select high-ranking government officials and judges, and to act as 
the nation’s highest court of appeals. The Saudi monarch, however, 
is bound to follow the Qur’an, the sacred text of Islam, and the 
laws of that faith. 

The government keeps strong control over the Saudi economy—
which is largely reliant on the oil industry—and spends heavily on 
social programs and the military. Human rights groups express 
concern about human rights abuses in Saudi Arabia, but Saudi 
Arabia is one of the strongest U.S. allies in the Middle East, in part 
because of U.S. dependence on Saudi oil production.

 Making Inferences Why do you think that many authoritarian 
governments are no longer in power?

Reviewing Ideas and Terms 
 1. a. Describe What are the features of an authoritarian 

system of government?
  b. Explain How can a government have democratic 

features such as elections yet still be authoritarian?
 2. a. Define Write a sentence explaining the meaning 

of the term communism.
  b. Compare and Contrast Compare and contrast the 

efforts of Joseph Stalin and Mao Zedong to gain and 
keep political power.

  c. Predict China’s government limits citizens’ rights 
and strictly controls the media. How might human 
rights movements or the free flow of information 
lead to political change within China?

 3. a. Describe How did Pinochet rule Chile?
  b. Summarize In what ways is Saudi Arabia’s govern-

ment authoritarian?

Critical Thinking
 4. Draw Conclusions Why do you think that the United 

States openly supports and works with some author-
itarian governments? Should it do so?

 You answered the following 
questions at the end of the Case Study. Now that you 
have completed Section 2, think about and answer 
the questions again. Then compare your answers with 
your earlier responses. Are your answers the same or 
are they di� erent?
 5. How does the North Korean constitution’s promise of 

democratic processes match with reality?
 6. What role does the cult of personality surrounding 

North Korea’s leader play in the country’s system of 
government?

 7. Why is North Korea isolated from other nations?

Section 2 Assessment

Germany’s Changing 
Government When Adolf 
Hitler took power in 1933, 
the German legislature 
passed laws that essentially 
abolished the constitution 
and turned the nation into 
an authoritarian state. After 
World War II, Germany 
was partitioned into two 
countries, Communist East 
Germany and democratic 
West Germany, much as 
Korea was divided in two 
after the Korean War. 
Germany was reunited in 
1990 and today has a demo-
cratic parliamentary govern-
ment based on the 1949 
West German constitution. 
Analyzing Information How 
has Germany’s government 
changed since 1933?
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SIMULATION

Overthrowing a 
Dictator
What is the best way to get rid of a tyrant?

Even in an authoritarian system, the people sometimes can have great 
political power. Using what you have learned in Section 2, complete the 
simulation to determine the best way to remove a dictator from power.

Roles 
 Prodemocracy activists who 

oppose Mendoza’s dictator

 Officers in the Mendoza army 
who oppose the ruler and 
who control roughly half of 
the country’s armed forces

 Leaders of Mendoza’s major 
religious organizations who 
have protested the dictator’s 
human rights abuses

 Historian with knowledge of 
recent uprisings against 
dictators

 The Situation
Citizens of Mendoza, a fictional island nation, are meeting secretly to 
decide how to force Mendoza’s authoritarian dictator from power.

Background 
 Mendoza is a poor country. Many people live in the capital city, but the rest are 

scattered among dozens of islands.

 The country has a long history of democracy and is an ally of the United States.

 For years, a small Communist rebel group has sought to overthrow the government.

 The current ruler, Edward Gray, was first elected 10 years ago to a four-year term as 
president. The election was fair and democratic.

 Midway through his term, Gray used the excuse of Communist rebel attacks to declare a 
national emergency and to give himself dictatorial powers.

 Gray’s authoritarian rule has included mass arrests of his political opponents and the 
torture and assassination of opposition leaders.

 The U.S. government has strongly condemned Gray’s actions.

 The Crisis 
International pressure finally forced dictator Edward Gray to agree to 
hold new nationwide elections for the office of president. Neutral 
election observers believed that Gray’s opponent easily won the election, 
but Gray nevertheless claimed victory and declared that he would remain 
in power.

 After Gray’s announcement that he had won the election, large public protests 
immediately broke out in Mendoza’s capital city.

 Some members of the military took part in the protests.

 Military forces loyal to Gray violently crushed the protest.

Use your Student 
Casebook to complete 

the simulation.
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 The Decision
Opposition leaders—including prodemocracy activists, army officers, 
and religious leaders—are meeting secretly to discuss overthrowing 
Gray. A majority vote will determine their actions. A historian at the 
meeting can give advice based on how past uprisings in other countries 
have succeeded or failed. The leaders must consider questions such as:

 Should they lead an armed uprising against Gray?

 Should they work for international economic and political pressure against Gray, 
hoping to force him to step down or hold a fair election?

 Should they appeal for assistance from the United Nations?

 Should they seek to convince the military to overthrow Gray?

 Would the military and the public support or resist an uprising?

COUNTRY (DATE) METHOD OUTCOME

Haiti (1994) A U.S.-led military force replaced the 
military dictatorship with elected 
leader Jean-Bertrand Aristide.

• A period of instability and unrest followed Aristide’s 
return to Haiti.

• Haiti still struggles to establish a democracy.

Liberia (2003) Civil war led to the resignation of 
dictator Charles Taylor under strong 
pressure from the United States.

• The country held successful democratic elections in 
2005.

Myanmar (2007) Buddhist monks and prodemocracy 
activists took part in widespread pro-
tests against the military dictatorship.

• The military cracked down on the protestors, kill-
ing an unknown number of people and ending the 
demonstrations.

Egypt (2011) Eighteen days of demonstrations 
ended Hosni Mubarak’s 30-year 
 presidency, leaving 846 civilians 
dead.

• Protesters’ demands of social and political reform 
were met, which brought a new level of freedom to 
Egyptian society.

• Interim military leaders dissolved the Egyptian 
parliament, and elections were held to elect a new 
government.

Libya (2011) Libyan rebels aided by NATO forced 
Muammar Gaddafi from power after he 
failed to put down a popular uprising.

• Anti-Gaddafi forces formed an interim government 
and planned democratic elections.

RECENT EXAMPLES OF UPRISINGS AGAINST DICTATORSRRECENT EXAMPLES OF UPRISINGS AGAINST DICTATORS

failed to put down a popular uprising.

OUTCOME

A U.S.-led military force replaced the A U.S.-led military force replaced the 

activists took part in widespread pro-
tests against the military dictatorship.

Muammar Gaddafi from power after he 

 Debriefing
After the people at the secret meeting agree upon their course of 
action, write a detailed explanation of the group’s reasoning. What 
was the thinking behind the decision?

COMPARATIVE POLITICAL AND ECONOMIC SYSTEMS   507

9-12_SNLAESE451381_1502.indd   507 4/19/2012   4:00:51 AM



S
E

C
TI

O
N

 3

Economic Systems
Reading Focus 
Economic systems can be characterized by three basic types: 
traditional, market, and command. Nearly all nations today 
have mixed economies, meaning they have some 
combination of traditional, market, and command features.

 A Changing India Learn 
about the impact of recent economic 
changes in India.

 Learn about 
the world’s different economic systems.

 Negotiating a Trade 
Agreement Use your knowledge to 
negotiate a trade agreement between two 
fictional countries.

India’s rapid economic 
growth in recent years has 
led to the rise of a middle 
class and to a booming 
construction industry.

Use your Student 
Casebook to take notes 

on the section and to 
complete the simulation.
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A Changing India

India has the second-largest population in the world. It 
has long been troubled with high poverty rates, but in 
recent decades sectors of the Indian economy have 
undergone dramatic change and rapid growth.

Independence and Beyond
India was under the colonial domination of the 
British for well over 100 years. The British used 
India’s large population as a market for their 
own manufactured goods, deliberately preventing 
Indian industry from developing and competing 
with British businesses. After years of struggle, 
India finally won its independence in 1947.

After independence, the Indian people faced a 
difficult economic situation. The country was 
very poor. Most Indians relied on agriculture, 
forestry, or fishing to earn a living, and industry 
made up just 10 percent of the economy. 

In order to encourage economic growth, 
India’s leaders favored socialist policies. Socialism 
is a system in which government owns or controls 
key parts of the economy. In theory, socialism 
allows government to directly control the 
economy and to spread wealth more equally 
among the people.

India’s government made all major economic 
decisions and soon took control of key industries, 
including railroads, steel, aircraft manufacturing, 
and more. In other industries, the government set 
strict rules and regulations.

India and the Free Market
At first, the government’s policies did help the 
country’s economy to grow. But when economic 
growth rates slowed in the 1960s and 1970s, 
many Indians blamed India’s complicated system 
of government ownership and regulation. 

Beginning in the 1970s, India began to take a 
new approach to its economy, moving away from 

socialism and toward an economy based more 
on free markets. Little by little, government 
reduced its direct control over industries and the 
economy, giving individuals and businesses the 
freedom to make more of their own economic 
decisions. This strategy worked. Certain sectors 
of India’s economy grew quickly in the 1980s.

These economic changes accelerated in the 
1990s. Among the many reforms made by the 
Indian government was the lowering of barriers 
to trade with other countries, including tariffs, 
or taxes on imported goods. The growth of free 
trade has meant more competition with foreign 
companies, and Indian businesses have been 
forced to become more efficient in the production 
of goods and services in order to compete with 
foreign countries. India also began to encourage 
more foreign investment. Foreign investors soon 
started building businesses in India, providing 
jobs and helping the Indian economy grow.

The result of these new policies has been 
dramatic. By 2000 the Indian economy was 
booming and the nation had a quickly growing 
middle class—people with enough money to buy 
consumer goods such as televisions and cell 
phones.

India’s move toward free-market policies has 
brought many benefits to certain segments of its 
population, but India still has many challenges 
to face. Nearly 30 percent of the population lives 
in poverty. India’s infrastructure—its transporta-
tion and communications systems, water and 
power lines, and other basic facilities and 
services—can barely meet the nation’s needs. 
Still, the country’s economic future looks solid. 

 1. How did British colonialism affect Indian industry?
 2. Why did India choose socialist policies after independence?
 3. How has the Indian economy responded to the move toward 

free-market policies?

What Do You Think?
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Key Terms 

factors of production
traditional economy
market economy
command economy
mixed economy
capitalism
laissez-faire
socialism
proletariat
bourgeoisie

Making Economic Decisions 
Economics is the study of how people produce, distribute, and 
consume goods and services. Different economic systems create and 
distribute goods and services in different ways, but every economy 
requires certain basic resources. The basic resources that make up 
an economy are called the factors of production. The four main 
factors of production are land and natural resources, labor, capital, 
and entrepreneurship. Entrepreneurs, people who display entrepre-
neurship, put together combinations of other factors of production 
to create something of value.

How do the factors of production work? Consider this example: 
a farmer uses tools to grow crops on a farm. In this example, the 
farmer represents labor, the tools represent capital, and the farm 
represents land. The farmer has combined the three main factors of 
production to create goods and services, or, in this case, crops.

When deciding how to use resources to provide goods and 
services, all societies must address three basic economic questions: 

A society or country answers these questions through its 
economic system. In a traditional economy, people answer the basic 
questions by custom. People choose what to produce, how to 
produce it, and who to produce it for based on what people in their 
community have always done. This economic system is rare today. 

Another type of economic system is the market economy. In a 
market economy, individuals and businesses make most economic 
decisions. They base their choices on their own understanding of the 
needs and wants of others. In a command economy, on the other 
hand, the government makes most economic decisions. 

ACADEMIC 
VOCABULARY 
factor an element 
that contributes to a 
result or outcome

The World’s Largest 
Economies The United States 
is the world’s largest national 
economy, with a gross 
domestic product (GDP) 
estimated at over $14 trillion 
in 2010. India has the fourth-
largest national economy, 
with an estimated 2010 GDP 
of just over $4 trillion.
Applying Information In 
terms of GDP, what are the 
world’s 10 largest national 
economies?

 What should be produced? 

 How should it be produced?

 For whom should it be produced?
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Each of these economic systems takes a distinct 
approach to such goals as freedom, efficiency, and 
fairness. Today most countries combine elements of 
traditional, market, and command economic systems 
into what is called a mixed economy.

 Identifying the Main Idea How do different 
economic systems influence nations’ economic decisions?

Mixed Economies 
There are three main types of mixed economies: 
capitalist, socialist, and communist. Capitalist 
economies are closest to the market economy model 
while communist economies are closest to the 
command economy model. Socialist economies fall 
between the market and command models.

Capitalist Economies 
Capitalism is familiar to Americans because it is the 
system on which the U.S. economy is largely based. 
In capitalism, people and businesses make most economic decisions. 

Capitalism in Theory Philosopher Adam Smith is the founder of 
capitalist theory. In The Wealth of Nations (1776), Smith promoted 
a concept known as laissez-faire, which is French for “to let alone.” 
Smith’s laissez-faire theory called for minimal government 
involvement in economic affairs.

In a capitalist economy, individuals and businesses own the 
factors of production. They act in their own interest, and no central 
government authority tells them what to do. Capitalism, in theory, 
also promotes efficiency through competition. The economic 
pressures of a capitalist system push people to make better products 
at lower prices. While not everyone can win in this environment, 
capitalists believe the overall effect is good for most people.

Capitalism in the United States In reality, no country takes a truly 
laissez-faire approach to the economy. The U.S. government 
routinely acts to influence the economy and regulate markets. For 
example, the U.S. government created the Federal Reserve System to 
serve as the nation’s central bank. In charge of this system is the 
Federal Reserve Board, which is able to influence the U.S. economy 
by controlling the supply of money and adjusting interest rates. The 
U.S. government has also created agencies to regulate markets. Two 
of these agencies—the Consumer Product Safety Commission and 
the Food and Drug Administration—oversee businesses to ensure 
the safety of the goods people buy.

ECONOMIC 
SYSTEM

FEATURES

Traditional Individuals make economic deci-
sions based on custom or habit.

Market Individuals and businesses make 
most economic decisions based 
on their understanding of others’ 
needs and wants. 

Command Government makes most
economic decisions.

Mixed System combines traditional, 
market, and command economies.

TYPES OF ECONOMIC 
SYSTEMS

ECONOMIC FEATURES

SYSTEMS
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Recent Developments In recent years, the United States and many 
other countries have moved to reduce government involvement in 
international trade and encourage global competition. Free trade 
agreements such as the North American Free Trade Agreement 
(NAFTA), signed by the United States, Mexico, and Canada in 
1994, reduce government-imposed barriers to international trade. 
The World Trade Organization (WTO) helps countries work toward 
free trade. Most of the world’s nations belong to the WTO, but 
some opponents of free trade argue that it benefits wealthy 
developed nations at the expense of less developed nations.

Socialist Economies
Some countries have command economies in which the government 
exercises a great deal of control. In recent years, many of the 
world’s command economies have been socialist. Socialism is an 
economic and political system in which the state controls most 
productive resources—factories, land, and so on. One of the key 
goals of socialism is to distribute a nation’s wealth throughout 
society for the benefit of the majority of its citizens. 

Marx and Socialism The founder of modern socialism was German 
political and economic theorist Karl Marx. During the mid-1800s, 
Marx and fellow German Friedrich Engels wrote important works 
that criticized capitalism. Under capitalism, Marx argued, the 
proletariat, or working class, was treated unfairly by the bourgeoisie, 
or the people who own the means of production in a capitalist 
system. Capitalism, he believed, placed too strong an emphasis on 
profit. Marx advocated the overthrow of the capitalist system by 
force, arguing that socialism would best protect workers’ rights.

Adam Smith is the founder 
of capitalist theory.

Economic officials meet at an international trade conference.

In a capitalist system, 
individuals and business-
es make most economic 
decisions. Governments 
may take certain actions 
to regulate or otherwise 
control the economy, 
but capitalists generally 
believe that individual 
freedom, competition, 
and free trade will best 
lead to efficiency and 
economic growth. What is 
the government’s role in 
a capitalist system?

Capitalism

The expansion 
of global trade 
has created a 
significant new 
challenge for the 
United States: how 
to properly balance 
free trade’s ben-
efits for Americans, 
such as low-cost im-
ported goods, and 
free trade’s nega-
tive effects, such 
as the loss of jobs.
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Socialism and Democracy Socialist nations today are generally 
democratic. Unlike pure socialism, which seeks to eliminate 
capitalism, these social democracies use state regulation and social 
services to ease any economic injustices caused by capitalism.

The United Kingdom is an example of a social democracy. In the 
U.K., as in the United States, individuals and businesses own most 
of the means of production and make most economic decisions. 
However, the U.K. government plays a greater role than the U.S. 
government in ensuring the individual and social welfare of its 
citizens. For example, U.K. citizens are entitled to health care that is 
mostly paid for by the government. U.K. workers are also granted 
more rights under the law than workers in the United States.

Mexico is another country that has socialist economic features. 
As in the United States, individuals and businesses may own 
property and make many economic decisions. Additionally, as in the 
United Kingdom, the Mexican government provides social services, 
such as subsidized health care, to its citizens. In Mexico, though, the 
government runs some major industries that would be run by 
private companies in the United States. For example, Mexico’s oil 
and gas industry is controlled by a government-run company.

Advantages and Disadvantages Critics of socialism point out that 
comprehensive social programs often lead to high taxes. In turn, 
high taxes discourage workers and companies from producing more 
efficiently. Furthermore, critics argue, the economic controls of 
socialism discourage private economic development and innovation.

Defenders of socialism argue, however, that the inequalities of 
capitalism harm the greater good and that it is fairer to provide 
everyone with their basic needs. Economic democracy, they believe, 
should go hand-in-hand with political democracy.

Socialism

The Gospel of Wealth  
Capitalists often believe that 
private enterprise or chari-
ties should provide the basic 
social services that socialist 
governments provide. In the 
late 1800s and early 1900s, 
for example, American steel 
tycoon Andrew Carnegie 
believed that wealthy people 
had a duty to help the rest of 
society. He called this philos-
ophy the Gospel of Wealth.
Applying Information How 
does Carnegie’s philosophy 
differ from socialist theory?

Karl Marx is the founder of 
modern socialism.

In the U.K., health care is largely funded by the government.

In a socialist system, the 
government controls most 
productive resources and 
makes most economic deci-
sions. Many socialists believe 
that government is responsible 
for the welfare of its citizens 
and should provide them with a 
range of basic social services. 
What is the government’s role 
in a socialist system?
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Although China has made a number of market reforms, many Chinese 
workers still work in state-run factories.

Communist Economies
Like socialism, communism developed from the ideas of Karl Marx. 
Communism is an economic and political system in which the 
government owns all property and controls economic planning. 
Unlike a socialist democracy, however, Communist nations have 
authoritarian governments. 

Marx and Communism Marx was convinced that the proletariat—
the workers—would rise up in a violent revolution against the 
bourgeoisie, overthrowing the capitalist system. After this 
revolution, he believed, a global society would emerge in which 
there were no class distinctions and government would slowly 
wither away. Marx used the term Communist to describe this 
classless society. 

The Soviet Union The Soviet Union was the first Communist nation, 
and its leaders adopted many of Marx’s ideas. The state took 
control of many businesses and of the means of production. The 
Communist Party held complete political power and made decisions 
about all aspects of the Soviet economy.

Economically, communism brought mixed results. Under the 
protection of the government, the economy underwent rapid indus-
trialization and the Soviet military became one of the two most 
powerful militaries in the world, along with that of the United 
States. But the inefficiencies of central planning and the increasing 
costs of military competition with the United States eventually 
destroyed the Soviet economy. By the 1980s, widespread shortages 
of food and consumer goods led to increasing public unhappiness 
with the government. As you have read, the inability of the 
government to meet the needs and wants of its people helped 
destroy the Soviet empire.

Communism
In a Communist system, the govern-
ment owns or controls all areas 
of the economy. Unlike a socialist 
democracy, however, a Communist 
nation has an authoritarian govern-
ment that has complete control over 
the nation’s economy, politics, and 
society. What is the government’s 
role in a Communist system?

Communism 
Today Communism of the 
type followed in the Soviet 
Union and Mao Zedong’s 
China is rare today. Only a few 
countries, such as North Korea 
and Cuba, still have govern-
ment-controlled economic 
planning and rigid one-party 
Communist rule. 

Go online to begin a 
Webquest on 
communism in the 
twenty-first century.
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China After Communist China was established in 1949, its early 
attempts at central planning had mixed results. Beginning in the late 
1970s, however, China’s authoritarian government began to slowly 
reform the economy, moving away from communism and giving 
businesses new freedom to make economic decisions. Eventually the 
government allowed foreign investors and international companies 
to enter the Chinese market.

Today, China’s economy continues to move away from 
communism. However, the Chinese government is still heavily 
involved in the nation’s economy. As of 2010, 70 percent of China’s 
gross domestic product was produced in the private sector, while 30 
percent was produced by government-run industries. Furthermore, 
China’s government is still firmly under Communist Party control. 

Advantages and Disadvantages Communism shares some of the 
advantages and disadvantages of socialism. After all, communism is 
essentially just an extreme authoritarian form of socialism. One 
advantage is that a command economy may allow countries to 
develop their economies quickly, as in the Soviet Union and China. 

Recall, though, that economic competition can be helpful. 
Without competition, there is little reason to create new and better 
products. As a result, poor product quality is a common problem in 
command economies. The shortage of consumer goods can be 
another issue, as central planners are carrying out a larger economic 
plan in which consumer desires often have little influence on 
economic decisions.

 Comparing and Contrasting How are capitalism, socialism, and 
communism alike and different? 

Reviewing Ideas and Terms
 1. a. Recall What are the three basic economic ques-

tions that all countries must answer?
  b. Contrast What are the differences among tradi-

tional, market, command, and mixed economies?
  c. Evaluate Why might a traditional economy not 

work well in a modern, complex society like our 
own?

 2. a. Recall Are most of today’s economic systems 
traditional, market, command, or mixed?

  b. Compare and Contrast Compare and contrast 
socialism and communism. 

  c. Elaborate Why might some people prefer to live 
and work in a capitalist economic system? Why 
might others prefer a socialist system?

Critical Thinking
 3. Draw Conclusions Explain how a command economy 

and the absence of competition might affect work-
ers in a government-run automobile factory in a 
Communist nation.

 You answered the following 
questions at the end of the Case Study. Now that you 
have completed Section 3, think about and answer 
the questions again. Then compare your answers with 
your earlier responses. Are your answers the same or 
are they different? 
 4. How did British colonialism affect Indian industry?
 5. Why did India choose socialist policies after 

independence?
 6. How has the Indian economy responded to the 

move toward free-market policies?

Section 3 Assessment
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Agreement
What role does free trade play in an economy?

Even nations with very different economic and political systems often work 
together to encourage trade. Using what you have learned in Section 3, 
complete the simulation to make a decision about a trade agreement. 

Roles
 Moderator, a representative 

from the Global Trade 
Council

 Trade representatives of 
Atlantica, a democratic 
nation with a highly 
developed capitalist economy

 Trade representatives of 
Pacifica, a Communist nation 
with a less-developed 
centrally planned economy 
that has recently begun to 
make substantial free-market 
reforms

 The Situation 
Representatives of two fictional nations, Atlantica and Pacifica, are 
meeting to negotiate a free trade agreement, with each country trying to 
ensure the economic well-being of its own people. Under the agreement, 
the two countries would trade most goods and services without trade 
barriers, such as tariffs. The negotiations are led by a moderator, a repre-
sentative from the fictional organization Global Trade Council.

Background

Atlantica

 Atlantica has the larger economy of 
the two nations. It imports many 
products from foreign countries.

 Atlantica has placed tariffs on some 
goods, such as agricultural products, 
in order to protect its own key 
industries from competition. 

 Atlantica has many laws that are 
designed to ensure fair treatment of 
its workers and protection of the 
environment. These restrictions help 
make Atlantica’s products more 
expensive than those produced in 
many other countries.

Pacifica

 Pacifica has historically imported few 
products.

 Pacifica has an enormous workforce 
with a very low standard of living. 

 Pacifica needs foreign investment to 
grow its economy and has recently 
encouraged such foreign investment. 

 Pacifica has few protections for its 
workers or the environment. 

Background

Atlantica Pacifica

Use your Student 
Casebook to complete 

the simulation.
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 The Discussions
The two countries have negotiated a proposed trade 
agreement. Now trade representatives from each country 
must meet separately to discuss the proposal. 

Trade representatives from each country need to decide 
whether their nation will approve the agreement or request 
changes. If trade representatives want any changes to the 
agreement, they must discuss those changes. During their 
discussions, trade representatives should consider the 
Background information on the previous page, the Proposed 
Trade Agreement in the box at right, and the following 
questions:

 What kinds of trade conditions and barriers are reasonable for both 
countries?

 What does each nation stand to gain or lose with this agreement?

 Should a country approve an agreement that does not address all of its 
concerns?

 The Decision
After each side has decided whether or not it will approve 
the trade agreement, the two nations should come together 
to make an official decision. Led by the moderator, each 
country should present its position. If both sides approve the 
agreement as written, the negotiations are complete. If either 
nation requests changes, it must get the approval of the other 
side before the agreement can be modified. If the sides are 
unable to agree, the negotiations have failed. 

 Debriefing
After trade representatives finish their negotiations, write a detailed 
explanation of the decision. Did the negotiations succeed or fail? What 
was each side’s reasoning for its decision? 

Proposed Trade Agreement 
between Atlantica 
and Pacifica

1. Tariffs on motor vehicles, electronics, 
textiles, and agricultural products will 
end immediately. All other tariffs will 
be phased out over the next 10 years.

2. Intellectual property rights (patents, 
copyrights, and trademarks) will be 
protected.

3. Each nation will enforce only its own 
environmental laws, not those of the 
other country.

4. Pacifica will not establish a minimum 
wage for its workers.

5. Atlantica-based companies can open 
factories and businesses in Pacifica.

6. Labor unions may not be organized in 
Pacifica-based businesses owned by 
Atlantica companies.

7. Atlantica workers will not receive any 
guarantees that their jobs will be 
protected.
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Connecting Online Comprehension and Critical Thinking
SECTION 1 (pp. 486–495)
 1. a. Review Key Terms For each term, write a sentence explaining its 

signifi cance or meaning: authoritarian, coalition.
 b. Compare How does the role of a chief executive differ in presiden-

tial and parliamentary systems of government?
 c. Evaluate Identify a benefit and a drawback of both the presiden-

tial and the parliamentary systems of government.

SECTION 2 (pp. 498–505)
 2. a. Review Key Terms For each term, write a sentence explaining its 

signifi cance or meaning: totalitarianism, communism.
 b. Compare and Contrast Compare and contrast the authoritarian 

governments of the Soviet Union and China. How are they similar? 
How are they different?

 c. Predict Chinese leaders are trying to balance authoritarian rule, 
economic growth, and slow political reform. Given the events that 
took place in the Soviet Union during the late 1980s and early 
1990s, do you think there will be any significant changes to China’s 
government in the next five years? in the next 20 years?

SECTION 3 (pp. 508–515)
 3. a. Review Key Terms For each term, write a sentence explaining 

its signifi cance or meaning: market economy, command economy, 
mixed economy, capitalism, socialism.

 b. Contrast How do capitalism and socialism differ?
 c. Evaluate How does the role of government in the U.S. economy 

compare to the role of government in the economies of the United 
Kingdom, Mexico, and China?

Chapter Review

Quiz and Review 
GOV 101
Examine key concepts in 
this chapter.

ONLINE QUIZZES
Take a practice quiz for each 
section in this chapter.

Activities 
eActivities
Complete Webquests and 
Internet research activities.

INTERACTIVE FEATURES
Explore interactive versions
of maps and charts.

KEEP IT CURRENT
Link to current events in 
U.S. government.

Partners
American Bar Association
Division for Public Education
Learn more about the law, your 
rights and responsibilities.

Center for Civic Education
Promoting an enlightened and 
responsible citizenry committed 
to democratic principles and 
actively engaged in the practice 
of democracy.

Online Textbook 
ONLINE SIMULATIONS
Learn about U.S. government 
through simulations you can 
complete online.

STUDENT CASEBOOK 
Take notes electronically on 
Interactive Chapters.
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Go online for 
review and 
enrichment 
activities 
related to this 
chapter.

FOCUS ON WRITING

Expository Writing Expository writing gives information, explains why or 
how, or defines a process. To practice expository writing, complete the assign-
ment below.

Writing Topic: The Effectiveness of Different Political and Economic 
Systems

 4. Assignment Based on what you have read in this chapter, write a para-
graph that ranks the effectiveness of different political and economic 
systems. You may wish to use the criteria of protection of human rights 
or promoting the common good as the basis for your decision. What 
other criteria would you use to evaluate different political and economic 
systems?
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