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INTRODUCTION 
 
 
 
Why do we choose to support the candidates we do in national elections? 

Everyone has some idea about what values and attributes their ideal 
candidate should have, but widely divergent ideas and philosophies can 
make that candidate hard to identify. This task is further complicated by a 
profound and growing partisan divide in America, which suggests that any 
vote not cast for your party’s chosen candidate is somehow a betrayal of 
your principles… principles based more in cultural, even tribal considerations 
than economic ones.  

This book describes economics as they relate to American politics, but 
in a larger context examines how we choose the candidates we support and 
whether our criteria for those choices reflect our self-interests. In practical 
terms, the right-mindedness of our national leadership operates on a 
situationally driven spectrum, considerably more responsive to the timing 
and placement of action than to partisan dogma. I would submit that an 
informed understanding of one’s economic self-interest may be a more 
reliable tool for choosing a candidate than party affiliation alone.  

Perhaps the most vigorously argued topic in modern politics, the 
economy is consistently cited as the top issue in national elections. The idea 
that economic literacy matters in elections is not in dispute, but a quick 
Google search of economics polls suggests that complaining about the 
economy enjoys a much higher priority than actually understanding it. 
While conditions immediately preceding a Presidential election have shown 
a strong predictive effect on the outcome, an inability to connect the causes 
and effects of economic policy can render voters incapable of understanding 
the consequences of their votes. No single approach has all the answers, and 
honest, coherent, and valid, arguments can be made at all points along the 
economic policy spectrum. Unfortunately, the same can be said for 
dishonest, incoherent, and invalid arguments. 

Social media can be a rich source of information about the economy. 
With the introduction of social media to the political process, economic 
policy discussions are appearing with increasing frequency on more and 
more media platforms, which suggests a heightened awareness of 
economics among the general public. Platforms are updated by millions of 
users worldwide in real time, often reacting to events as they are unfolding. 
The problem with this is that people who are not particularly well versed in 
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economics can easily fall prey to logical-sounding misinformation. The 
pervasiveness of social media presents an excellent opportunity for 
widespread distortion of economic concepts, providing a powerful means to 
potentially deceptive and manipulative ends. A recent survey shows that 62 
percent of U.S. adults get their news from social media, but that news stories 
originating from questionable sources are more widely shared on Facebook 
than news stories from credible ones.1 Gigabytes of information, instantly 
available on any topic imaginable, have overcome our collective instinct to 
carefully distinguish reasonable, logical information from that which, 
however appealing to our native egocentrism, lacks adequate evidence or 
the rational foundation to warrant our support. This creates conditions for 
well-intentioned acts like voting to be based on what people think is fact 
rather than what is actually fact.  

Influential organizations with agendas different from those of the voting 
public seldom get their way in a democracy by openly pursuing their 
interests, so they will often try to seek legitimacy for their arguments by 
claiming their favored policies are in the public interest. Not surprisingly, 
research has long held that the arguments of political actors are not 
determined by material fact, but socially constructed to inspire outrage or 
trust depending on the politician’s objective.2 A valid defense against 
calculated disinformation about the economy, then, might begin with a 
deliberate education on the subject and employing a thought process that 
seeks evidence, analyzes concepts and reasoning, and requires the 
justification of assumptions before drawing conclusions.  

In its most elegant form, economics is the study of cause and effect 
focusing on the individual and group behaviors of economic agents and how 
an economy actually works. As a predictive tool, however, economics has 
been somewhat hit-or-miss for at least two reasons. First, most economic 
theories rely heavily on the assumption of homo economicus, an invention 
of John Stuart Mill intended to represent the rational economic man who 
pursues productivity for his own interest.3 As a fundamental premise, the 
assumption that all human beings employ rational thought when 
determining their self-interest is obviously and deeply flawed. The second 
reason is that even a small change in only a few variables can make 

 
1 Gottfried, J. & Shearer, E. (2016). “News Use across Social Media Platforms 
2016.” Pew Research Center. 
2 Social Theory of International Politics. Cambridge University Press. 
3 Mill, J. S. (1836) “On the Definition of Political Economy, and on the Method of 
Investigation Proper to It” London and Westminster Review. 
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projections impossibly complex. In 1981, Sir Michael Berry4 tried to 
forecast the path of a snooker ball after impact with another snooker ball. 
Figuring out where the ball would go after the first impact was simple. 
Predicting the second impact was more complicated, but still quite possible. 
By the ninth impact, prediction was a significant undertaking. To correctly 
forecast the ball's path at that point, one would have to account for the 
gravitational pull of individuals standing near the snooker table. To predict 
the 56th impact, one would have to include the effect of every single particle 
in the universe. For regular people hoping to make sense of economic 
choices, a more effective strategy might be to abandon efforts to see the 
future, focusing instead on understanding the interaction of production, 
trade, and the use of consumables to better informs their choices.  

An economy exists to produce and provide people with the goods and 
services they need to live and do what they want to do. Professor Lionel 
Robbins of the London School of Economics rendered what is perhaps the 
most accepted and encompassing definition: “Economics is the science 
which studies human behavior as a relationship between given ends and 
scarce means, which have alternative uses.”5 While this statement leaves 
room for economic outcomes to be interpreted through a partisan prism, the 
study of economics is not itself partisan. In a world of scarcity where all 
resources are finite, economics seeks only to allocate them in a way that will 
satisfy as many needs and wants as possible. Assignment of partisan intent 
is not a necessary step to understanding cause and effect relationships in 
economics. One might argue it is has the opposite effect. 

The privilege of voting comes with the right to choose your candidate 
by any means you deem appropriate. Some choose to vote along party lines, 
rejecting any ideas that may be new or unfamiliar. Some focus on 
researching issues, hoping to find a candidate with litmus test positions 
aligning with their own. Still others rely on an evaluation of evaluating 
personal lives, speculating on which candidate seems more Presidential. 
Regardless of screening criteria employed, it is, ultimately, a personal 
choice. My hope in writing this book is to offer a possible alternative 
screening criterion; recognizing the nature of economic policy and how it 
does or does not support your self-interest. 

Recognizing the nature of an economic proposal does not require a 
mastery of economics, nor is it particularly enhanced by an extensive 
understanding of policy. What it does require is a basic grasp of two specific 

 
4 Berry, M. (1981) Regularity and Chaos in Classical Mechanics, Illustrated by 
Three Deformations of a Circular Billiard. European Journal of Physics.  
5 Robbins, L (1932). An Essay on the Nature and Significance of Economic Science. 
Macmillan Publishing. 
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types of context, structural and historical. That is the purpose of this book; 
to establish structural and economic context, provide a clear framework for 
understanding how economic policy might affect you, and supporting your 
right to vote in a way that actually coincides with your self-interest. 

This book is written in three parts. The first part establishes structural 
context by defining terms and describing economics at the systems and 
theory levels, and the influence of international trade. The second part 
establishes historical context, describing partisan evolution from the 
country's inception to the present and aligning it with America's economic 
progression during that time. The second part includes Presidential 
economic approaches from the Carter administration through the Obama 
administration. The third part establishes an analysis framework by which 
the nature of economic policy can be quickly and accurately discerned. My 
sincere hope is that this book will help readers to effectively contextualize 
political-economic policy offered in national elections, cut away arguments 
that do not hold up to scrutiny, and assign value judgments as they see fit 
from an informed perspective. Bear in mind, however, that in a social 
climate dominated by normative rhetoric, the injection of positive statement 
can be uncomfortable for those heavily invested in what they think they 
already know. The wise individual treads lightly, speaks kindly, and keeps 
his own counsel when it comes to pointlessly incendiary rhetoric.  



PART ONE:  

STRUCTURAL CONTEXT 





CHAPTER 1 

ECONOMIC SYSTEMS 
 
 
 
An economic system is an organized method by which a state or nation 

allocates its resources, goods, and services in the national community. There 
are approximately 20 distinct economic systems active in the world today, 
plus countless mixed systems employing subsets of larger systems and 
systems that are particular to goods, services, techniques of production, or 
even socially mandated moral rules.6 All of these systems, however, can be 
broadly categorized under four general types: traditional economic systems, 
command economic systems, market economic systems, and mixed 
economic systems.  
 

Traditional Economic Systems 

The traditional economic system is the world’s most ancient economic 
system, and large portions of the world still operate their economies by this 
model. Areas operating under a traditional economic system tend to be rural, 
second- or third-world, largely agrarian, or reliant on hunting, fishing, and 
gathering. Currency systems are limited or non-existent, so barter and trade 
are most often used in place of money. Most goods and services produced 
are fully consumed by the community, so there is rarely a surplus. Every 
producing member of a traditional economy has a specific and pronounced 
role, and these communities tend to be both close-knit and socially isolated. 
Because they are distrustful of outside influence, they may also have 
reduced access to technology and advanced medicine. 

There are advantages to the traditional economic system in certain parts 
of the world. Each person in a traditional economy understands what they 
are supposed to do and what their responsibilities are. Everyone is aware of 
available resources and how they will be distributed among the group, and 
each person understands what they will receive for doing their jobs and 
participating.  

 
6 Brown, P. & Garver, G. (2009). Right Relationship: Building a Whole Earth 
Economy. Oakland: Berrett-Koehler. 



Chapter 1 
 

8

The downside to a traditional economy, however, is complete reliance 
on local hunting, fishing, gathering, and farming. Something as simple and 
common as a shift in the weather could destroy crops or trigger a migration 
of animals and fish, leaving the community without the tools they need to 
survive. 

Command Economic Systems 

In a command economic system, the bulk of the economy is controlled 
by a centralized power. In the USSR (now Russia), for example, economic 
decisions writ large were made and controlled by the central government, 
which was the centerpiece of Communist philosophy. Because the 
government is such a core component in this type of economy, it is involved 
in everything from planning to distributing resources. An effective command 
economy is capable of creating a healthy supply with its resources and can 
reward its people with affordably priced goods and services. Competition 
does not play a significant role, however, because the government usually 
owns all critical industries, including utilities, transportation, banking, and 
broadcasting.7  

Reaching back to the Sir Michael Berry example mentioned in the 
introduction, it is exceedingly difficult for centralized planners to provide 
for everyone’s needs, and centralized planning does not allow for any failure 
in critical sectors. Moreover, in the absence of competitive markets the 
government has no basis for calculating demand. Prices are established 
based on historical data and guesses. This is the reason command economic 
systems must often resort to the rationing of critical goods. Finally, there is 
a lack of innovation because there is no requirement for producers to take 
any risk. As a result, workers are forced to pursue jobs the government 
deems appropriate or resort to activities unsanctioned by the official 
economy.  

Market Economic Systems 

In a market system economy (sometimes called a free market economy), 
producers act out of self-interest to determine how resources are allocated, 
what goods are produced, and who buys those goods. The market economic 
system is sometimes said to be synonymous with Capitalism, but that is not 
strictly correct. Capitalism is a variation on market economics focused on 

 
7 OECD. (2017). State-Owned Enterprises in Russia - Presentation at the OECD 
Roundtable on Corporate Governance of SOEs. 
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wealth creation, capital ownership, and ownership of the factors of 
production, whereas a free market system more is focused on the exchange 
of wealth, goods, and services.8 Both versions function quite differently 
than a command economy, where the central government keeps any profits. 
The government does not interfere in a pure market economy, so all profits 
go to the producers.9 At present, there are no economies in the world that 
include all market economy characteristics, such as private property rights, 
capital accumulation rights, wage paid labor, voluntary exchange, a market-
driven pricing system, and competitive markets. The United States 
considers itself a market economy, but the government still controls fair 
trade, government programs, regulation of business practices, and 
protection against monopolies. In a market economy, there is a separation 
between the government and the market that prevents the government from 
becoming too powerful, while at the same time keeping their interests 
aligned with those of the markets. 

There are significant advantages to a market economy. Consumers pay 
no more for goods and services than the highest price the market can bear, 
and successful producers only produce goods and services that yield profit. 
For this reason, there is a lot of incentive for innovation and entrepreneurship. 
Because businesses must be competitive to survive, they seek only the most 
efficient use of their factors of production. Businesses also invest heavily in 
research and development because there is a strong incentive for innovation. 
Companies are focused on competing for profit that results from producing 
better and better products for consumers.  

Free market economies also have a downside, however. Due to the 
fiercely competitive nature of free markets, businesses tend to be less 
concerned about social responsibility or making accommodation for 
disadvantaged individuals like the elderly or disabled. Because the market 
economy is driven solely by self-interest, economic needs take priority over 
social and human needs like healthcare for those with limited access due to 
funds. Another drawback is the potential for monopolies, when unchecked, 
cornering markets on critical goods, creating unacceptable income 
inequality, and eventually descending into oligarchy.10 

 
8 Scott, R. (2006). The Political Economy of Capitalism. Harvard Business Review. 
9 Pure market economies are sometimes called "laissez-faire," a system where 
transactions between private parties are free from government interference like 
regulation, privileges, tariffs, and subsidies. Laissez-faire is French for "let do," but 
in this context means "let go." 
10 Streeck, W. (2014). How Will Capitalism End? New Left Review. 
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Mixed Economic Systems 

A mixed economy combines different types of economic systems. The 
economic system under which we operate in the United States is a cross 
between a market economy and command economy. With the most 
common types of mixed economies, the market is mostly free of 
government ownership except for a few key areas such as transportation or 
sensitive industries like defense. In the United States, the government is also 
involved in the regulation of private businesses. The idea behind the specific 
mix of economy in the United States is to incorporate the best features of 
both systems – the innovation and entrepreneurial spirit of the market 
economy creates growth, and the centralized control and accountability 
provides the social safety-net programs traditionally associated with 
command economies. The United States is not alone in this philosophy, as 
almost every country in the world with beneficial external trade 
relationships operates under a mixed economic system to some degree.  

The mixed economic system as practiced here has many advantages. 
There is less government intervention than in a command economy, which 
means private businesses can run more efficiently and cut costs more 
expeditiously than a government entity might. The United States pursues a 
mixture of market and command economies that allows the government to 
intervene on market failures, force the break-up of large companies when 
they abuse monopoly power, and levy taxes on harmful products like 
cigarettes as a way to reduce the potential negative externalities of 
consumption.11 The government can also use taxation to redistribute wealth 
and income, reducing the perception of economic inequality. 

As with other economic systems, the mixed economy is not immune to 
criticism. The ongoing argument in the United States, for instance, is 
whether there is too much government intervention or not enough. A 
significant drawback to the mixed economy is the government's role as 
kingmaker, deciding which companies are "too big to fail" and trading 
assurances for bail-outs. Similarly, state-run industries like housing, certain 
sectors of energy, and healthcare are often subsidized by the government to 
the point that they run into heavy debt because they are unable to compete 
in the market without assistance.12 

 
11 A negative externality is a cost that is suffered by a third party as a result of an 
economic transaction. 
12 “Homeowner Subsidies”, Federal Reserve Bank of Cleveland, February 23, 2011. 
“Oil companies have a rich history of U.S. subsidies”, Kim Geiger and Tom 
Hamburger, Tribune Washington Bureau, May 25, 2010. “Obamacare Subsidies and 
Your Eligibility”, Kimberly Amadeo, www.thebalance.com, May 07, 2019. 
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Socialism vs. Capitalism 

An extensive exploration of economic systems is outside the purview of 
this book, so I will narrow focus to the economic systems currently under 
political discussion at the national level in the United States. The evolution 
of economic philosophy will be covered in more detail later, but for the 
immediate discussion let us stipulate that the United States currently 
operates under a mixed economic system including elements of both 
command economics (Socialism variant) and market economics 
(Capitalism variant), heavily skewed toward Capitalism.  

Socialism 

What is currently being proposed by a growing number of national-level 
politicians is a shift from where we are now to a position closer on the 
spectrum to a command economy, described as "Democratic Socialism." 
Democratic Socialism advocates political democracy paired with social 
ownership of the means of production, supported by a de-centralized but 
planned Socialist economy.13 While Democratic Socialism represents an 
economic philosophy closer to the command system than the market 
system, it differs from a pure command economy in that it does not assert 
direct control over an individual’s labor. Planners do not dictate where a 
person can work, or at what profession.14 It is important to note, however, 
that this particular distilled version of Socialism is not intended to be an 
economic end state. Democratic Socialists seek a systemic transformation 
of the economy from Capitalism to full Socialism over time through 
governmental means.15 

 From the Democratic Socialist perspective, Capitalism is inherently 
incompatible with liberty, equality, and solidarity, so their long-term 
objective is to replace it completely. Liberty, equality, and solidarity can 
only be realized through a full transition to Socialism. 

Capitalism 

While there are still vestiges of hard-core Capitalism alive and well both 
globally and in the upper echelons of Wall Street, restrictions imposed by 

 
13 Busky, D. (2000). Democratic Socialism: A Global Survey 
14 Kovalev, V. (1991). Toward a Modern Economic Conception of Socialism. 
Problems of Economics. 
15 Eatwell, E. & Wright, A. (1999). Contemporary Political Ideologies: Second 
Edition. London: Bloomsbury Academic.   
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the Sarbanes-Oxley Act of 200216 and the OECD17 have triggered a shift 
toward more compassionate practices. American Capitalism has begun to 
evolve into a version of the market economy where corporations take 
responsibility for ensuring the embrace of community and people-oriented 
business models. Prominent business leaders and experts are calling for 
Capitalism to move beyond the profit-at-all-costs paradigm toward a kinder, 
gentler variety that places communities and people above the mindless 
pursuit of profit.18 Under this evolved version of Capitalism, private 
property ownership, capital accumulation rights, wage-paid labor, voluntary 
exchange, and a market-driven pricing system remain desired conditions, 
but the nature of competitive markets is softened to add compassion, social 
value creation, and social responsibility to the philosophical baseline.19 

While the approaches of Capitalism and Socialism are quite different in 
terms of practice, neither can be described as innately evil. They are both 
just ideas, seeking solutions based on different perspectives. Both seek 
compassion and prosperity, but with different methods and priorities. 
Democratic Socialism embraces an egalitarian approach, while Capitalism 
pursues meritocracy as the better path. Either or both can have devastating 
consequences when manipulated by nefarious actors, so a clear 
understanding of how mischief can be made under either system is a critical 
factor in mitigating the second and third order effects of that mischief.20  

Economic Systems Analysis 

The study of economic systems includes how various agencies and 
institutions within those systems are connected. Also important is how 
information flows between them, and how social relations within each 
system function. The analysis of economic systems traditionally focuses on 
comparisons and dichotomies between market economies and planned 
economies and in this case, distinctions between Capitalism and 

 
16 Overton, B. (2002). The Sarbanes-Oxley Act of 2002. Executive Compensation 
Update. 
17 Organization for Economic Co-operation and Development. 
18 Fatehi, K., & Baimuratov, U. (2012). Capitalism of the Future. International 
Journal of Commerce & Management. 
19 Simpson, A., Pina e Cunha, M., & Rego, A. (2015). Compassion in the Context 
of Capitalistic Organizations: Evidence from the 2011 Brisbane Floods. Journal of 
Business Ethics.  
20 A second order effect is a consequence. A third order effect is the consequence of 
a second order effect. 
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Socialism.21 A comparison of resource allocation methods, ownership of the 
means of production, and ideology, therefore, may generate some thought 
about which ideas are more in line with your self-interests. 

Resource Allocation 

In economics, resource allocation assigns available resources to various 
uses. Not all uses can be entertained, however, because resources are limited 
by scarcity. Systems engaging in resource allocation are characterized by 
the institutional means through which those resources are delivered, 
encompassing not only the laws of a system’s authoritative domains, but the 
habits, ethics, and customs of its society as well. As a consequence, 
economic systems tend to align with those institutions. Scarcity requires 
answers to basic questions such as what to produce, how to produce it, who 
gets what, and how to sustain production for the future. Both economic 
systems address scarcity with varying degrees of success, depending on the 
circumstances under which they are operating and the stated (and sometimes 
unstated) priorities of each system.22 

Resource Allocation under Socialism 

What distinguishes Socialism is government ownership and control over 
key industries and resources. These typically include transportation, energy, 
and communication because Socialism generally views these industries and 
their associated resources as the ones most likely to be abused under private 
ownership. Government ownership and control of resources and industries 
under Socialism, then, necessitates centralized control of resource allocation 
decisions. These decisions are taken through deliberate, centralized planning 
efforts to address the system's needs. While planning under Socialism is 
generally less centralized than under a full command economic system like 
Communism, detailed plans are critical to the allocation of resources 
because there are no market exchanges from which to determine demand. 
Such planning lacks the efficiency of incentives found in free markets, but 
is intended to protect critical industries that might otherwise fail.23  

 
21 Rosser, M. & Barkley J. (2003). Comparative Economics in a Transforming 
World Economy. Boston: MIT Press. 
22 Montegue, A. (2011). Resources Allocation in Capitalist and Socialist Systems 
Like Russia and the USA. Unpublished.   
23 SOCIALISM, AmosWEB Encyclonomic, AmosWEB LLC, 2000-2019.  
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Socialist resource allocation relies on the idea that expert technocrats 
can manage an economy better than market forces can. While Venezuela is 
everyone’s favorite Socialist punching bag right now, Venezuela’s 
economy is a poor example for comparison to the U.S. because its depth and 
breadth are far less intense in terms of resource allocation. China and the 
USSR are really the only two examples of command style Socialist 
economies large enough be analogous to the United States, and both wound 
up migrating back toward market economies because of the immense 
complexity of trying to plan a large economy. Although experience is not a 
consistent predictor of future economic performance, it is well established 
that neither the Chinese nor Soviet regimes fared well, at least in part 
because of the immense complexity and lack of versatility inherent to 
planning large scale economies.24 As of 1992, China has successfully 
shifted to a mixed version of State Capitalism characterized by public 
ownership and state-owned enterprises25, but the Soviet economy wound up 
collapsing when Perestroika injected chaos into their command economic 
system. Soviet leaders decided on the state's overarching social and 
economic goals, and to achieve these goals Communist Party officials had 
to maintain control over all of the country's social and economic activities. 
Central planners prepared preliminary plans for the economy and delivered 
them to senior level commissars, who administered them as law. For the 
plan to work, supply had to roughly equal demand. With no way to 
determine demand and a reluctance to adjust plan-mandated prices, 
however, Soviet planners wound up resorting to what came to be known as 
“planning from the achieved level," meaning that each year’s plan was last 
year’s plan with minor adjustments.26 Because these plans enjoyed the 
compulsory status of law, commissars had no option but to fulfill them as 
written. The inability to respond to gaps between the plan and reality made 
effective execution extraordinarily challenging, if not impossible. When 
private ownership reforms in 1988 allowed localized cultural identities and 
priorities to supersede national economic interests, the Soviet economy 
could not withstand the shock.27 The structural integrity of centralized 

 
24 Rosefielde, S. (2007). The Russian Economy: From Lenin to Putin. Malden: 
Blackwell Publishing.  
25 Ding, X. (2009). China: Socialism, Capitalism, Market: Why Not? Where Next? 
The Socialist Market Economy: China and the World. 
26 Gregory, P. (2018) Why Socialism Fails. Hoover Institute. 
27 Brooks, K. (1988). The Law on Cooperatives, Retail Food Prices, and the Farm 
Financial Crisis in the U.S.S.R.  University of Minnesota, Department of 
Agricultural and Applied Economics. 
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control shattered, and in 1991 the USSR fragmented into 15 separate 
states.28  

Resource Allocation under Capitalism 

Under Capitalism, the interaction of supply and demand for each 
commodity determines what is produced and how much, and price levels 
directly reflect the scarcity of a given resource at the level of execution. 
Individual producers decide resources allocation according to consumer 
behavior, and those resources are typically owned by private individuals and 
firms. What is produced, how much is produced, how it is produced, and for 
whom it is produced are decentralized decisions made by individuals acting 
independently. Individuals and firms are motivated to maximize profit and 
minimize cost based on self-interest, so they allocate resources at their 
disposal to support that. There is little need for government intervention 
under this system because the economy itself is a self-regulating, self-
adjusting mechanism. The government still provides certain public goods 
such as defense, the legal system, and protection of property rights, but 
allows markets to operate freely. Having to compete to remain viable and 
generate a profit automatically yields efficiency, so producers have a strong 
incentive to allocate their resources appropriately. 

Ownership of the Means of Production 

In economics, the means of production are physical and non-financial 
inputs used to produce economic value. These could include raw materials, 
facilities, machinery, or tools used in the production of goods and services.29 

 In simple terms, the means of production is the combination of two 
inputs. One input is the instruments of labor, which might include tools, 
factories, or infrastructure. The other is the subjects of labor, which consists 
of natural resources and raw materials. Producers work on subjects of labor 
using instruments of labor to create a good or service for consumption.30 In 
a broader sense, "means of production" can also include "means of 
distribution," possibly including stores, the internet, and railroads. 

 
28 Cohen, F. & Vanden Heuvel, K. (1989). Voices of Glasnost: Interviews with 
Gorbachev's Reformers. New York: W. W. Norton & Company. Dembinski, P. 
(1991). The Logic of the Planned Economy: The Seeds of the Collapse. Oxford: 
Clarendon Press. 
29 Henslin, J. (2002). Essentials of Sociology. Berkshire: Taylor & Francis. 
30 Evans, M. (1975) Karl Marx, London: England. 
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Ownership of the Means of Production under Socialism 

There are many varieties of Socialism with no single definition 
encapsulating them all, but social ownership of the means of production is 
a common thread. Under Socialism, ownership of the means of production 
is described as publicly-owned, collectively- or cooperatively-owned, or 
citizen-owned with the idea that any surplus produced accrues to society at 
large. The concept of social ownership manifests through the government 
itself, which is theoretically empowered by the workers, who are integrally 
united by industrial trade unions.31 The actual arrangement, then, is closer 
to the idea that the government owns and operates the means of production 
on behalf of the people. Socialists see shared ownership of resources and 
central planning as supporting a more equal distribution of goods and 
services, leading to a more equitable society. In a Socialist system, all legal 
production and distribution decisions are made by the government. The state 
provides everything, from food to healthcare, and the government is the sole 
authority for determining output and pricing levels for goods and services.32 

Ownership of the Means of Production under Capitalism 

Under Capitalism, private citizens and firms own the means of production. 
Privately owned enterprises like factories, offices, and land apply raw 
materials and equipment by hiring workers (who individually own their 
ability to provide labor and can freely exchange it for wages) and use their 
means of production to produce goods and services. Individuals or firms 
work in their own interest to maximize profit, and the producer is entitled 
to any surplus generated.  

Ideology 

Ideology can be an elusive concept. Although this discussion is about 
economics in the context of where each ideology falls on a politically 
defined spectrum, associated political strategies can sometimes appear to 
conflict with ideologically established economic principles. An ideology is 
really just a collection of ideas about what is considered to be the best form 
of government (e.g., autocracy or democracy) and the best economic system 
(e.g., Capitalism or Socialism), but it starts to get confusing when the same 

 
31 Klimina, A. (2017). The Lost Promise of Democratic Socialism in Russia. Journal 
of Economic Issues. 
32 Burawoy, M. (2009). Working in the Tracks of State Socialism. Capital & Class. 
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word applies to both an ideology and one of its central ideas. Both Socialism 
and Capitalism, for example, can each individually refer to an economic 
system or to the ideology which supports that economic system. 

Socialist Ideology. 

Socialist ideology claims the inherent moral and economic superiority 
of an economy that organizes activity through planning instead of market 
forces because production orients toward needs satisfaction rather than 
profit accumulation. Socialists argue that Capitalism actually undermines 
democracy because they perceive opportunities and resources distributed 
based on merit to be distributed unfairly. They further argue that this 
systemic unfairness ruins communities and slows human development. 
Socialism eliminates these problems by democratizing, humanizing, and 
rationalizing economic relations, transcending Capitalism itself by 
replacing its central features (private property, markets, and profits) with 
Socialist alternatives (social ownership of property, centralized planning, 
and production for use). 

How concepts like social ownership and planning realize in practice, 
however, is a matter of dispute even among Socialists. One difference 
concerns the proper role of markets in a Socialist economy. Democratic 
Socialists, for example, argue that the use of markets is compatible with 
core Socialist values.33 Others argue that to be a Socialist is to reject the 
anarchy of the market in favor of a planned economy. What form this 
planning should take is another major area of dispute, with some Socialists 
endorsing fully centralized planning and others proposing a radically 
decentralized, participatory alternative.34 

Capitalist Ideology 

Capitalism is the economic system, the social system, and the mode of 
production35. Distribution and exchange occur under a market economy, and 
the right of individuals and corporations to trade in goods, services, labor, 
and land is largely undisputed.  

 
33 Anderson, G. & Herr, K. (2007). Encyclopedia of Activism and Social Justice. 
SAGE Publications. 
34 This entire section was shamelessly lifted from the Internet Encyclopedia of 
Philosophy (https://www.iep.utm.edu/socialis/) with little editing. Brilliantly 
rendered. 
35 Everything that goes into the production of the necessities, including productive 
forces and social structures. Not to be confused with “means of production”. 
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Capitalism has been the world's dominant economic philosophy since 
the end of Feudalism in the middle ages, providing the primary mechanism 
for industrialization everywhere. It rose to prominence along with 
mercantilism from the 16th to the 18th centuries and laissez-faire economies 
in western society. The capitalist mode of production can also exist within 
political ideologies under different social structures, such as Liberal 
Democracy or Fascism.36 

In free market forms of Capitalism, markets are used extensively with 
minimal or no regulation over pricing mechanisms. In a mixed economy 
skewed toward Capitalism, markets play a dominant role but are regulated 
to some extent by the state to mitigate market failures, promote social 
welfare, conserve resources, and fund centralized requirements like national 
defense and public safety.37 

Capitalists argue that economic freedom supports political freedom. If 
the government owns the means of production and sets prices, it invariably 
leads to a powerful state, which in turn creates an imperious bureaucracy 
extending into other areas of life. Firms are incentivized to be efficient and 
produce goods which are in demand, creating pressures to cut costs and 
avoid waste. When firms and individuals are incentivized to be innovative 
and work hard, conditions are set for economic expansion. This leads to an 
increase in growth and improved living standards for society as a whole.38 

Summary 

As major components of the economy, Capitalism and Socialism are the 
two primary systems under political discussion at the national level in the 
United States today. Their distinctions are many, but the fundamental 
difference between Capitalism and Socialism lies in the degree of 
government control over the economy.  

The Socialist economic model relies heavily on centralized economic 
planning, utilized to ensure conformity and to encourage equality of 
opportunity and economic outcome. Because the government takes full 
responsibility for planning the economy, competition between firms is not 

 
36 Liberal Democracy is a political ideology and a form of government in which 
representative democracy operates under the principles of classical liberalism. 
Fascism is a political ideology that exalts nation and often race above the individual 
with a centralized autocratic government headed by a dictatorial leader. 
37 Reisman, G. (1998). Capitalism: A Complete Understanding of the Nature and 
Value of Human Economic Life. Ottowa: Jameson Books. 
38 Albert, M. (2000). Moving Forward: Programme for a Participatory Economy. 
Chico: AK Press. 
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a relevant market force. This can result in a lack of innovation because there 
is no requirement for producers to take any risk because they have no 
freedom to fail. 

Capitalist economies rely on free market conditions to drive innovation, 
create wealth, and regulate corporate behavior. Government intervention 
becomes superfluous because the economy itself is a self-regulating, self-
adjusting mechanism. Market forces allow for the freedom to fail, which 
incentivizes firms to cut costs, avoid waste, and produce goods which are in 
demand. 
 





CHAPTER 2 

ECONOMIC THEORIES 
 
 
 
Economic theories are ideas and principles that attempt to describe how 

economic systems work internally. They exist to provide substantive 
explanations of cause and effect, supported by an organized body of 
accepted knowledge and applied to observed economic phenomena. 
Economic theory differs from economic law in that economic law seeks 
only to establish cause and effect relationships among variables. Economic 
law fails to provide explanations of these relationships, so economic theory 
provides those explanations and a framework for making predictions about 
the consequences of any change in variables. 

The economic system under which we operate in the United States is a 
mixture of market and command economies, heavily skewed toward 
Capitalism. Absent any Bolshevik-style revolution followed by a bloody 
civil war, however, any substantive change with regard to who owns the 
means of production and how resources are allocated in the United States 
seems unlikely. Because this book is about voting in a manner consistent 
with your own best economic interests, I will limit the discussion in this 
chapter to the major economic theories traditionally associated with free 
market Capitalism: Classical theory and Keynesian theory. 

Economic Theories of Capitalism 

As a variant of market economics, Capitalism functions on the 
interaction between aggregate supply and aggregate demand. The ongoing 
argument is whether Say’s Law (supply creates its own demand) or the Law 
of Demand (demand creates its own supply) is the appropriate perspective 
for establishing the most accurate cause and effect relationships. Does 
supply drive demand or does demand drive supply? 

Say’s Law represents the centerpiece of Classical theory, sometimes 
referred to as supply-side economics. The Law of Demand represents the 
same for Keynesian theory, sometimes referred to as demand-side 
economics. The single greatest distinction between the two theories is that 
a Keynesian believes consumers and their demand for goods and services 
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are the primary drivers of the economy, while a Classicist believes 
producers with a willingness to create goods and services drive the economy 
by setting conditions for economic growth. These two theories can be 
comparatively described (though not always contrasted) in terms of how 
they form and administer tax and regulatory policy, monetary policy and 
fiscal policy, and by the orientation of their economic perspective.  

For this comparison, I will rely on terminology consistent with the 
following definitions: 

Tax policy comprises the choices made by the government as to what 
taxes to levy, in what amounts, and upon whom. Unlike market exchanges, 
taxation does not require consent and is not directly tied to any service 
rendered. The government uses taxation to discourage or incentivize certain 
activities and enforces collection through implicit or explicit threats of 
force.  

Regulatory policy either mandates or limits the discretion of individuals 
and agencies, or otherwise compels certain types of behavior. Regulatory 
policy is generally most effective when good behavior can be easily defined 
and bad behavior can be easily detected, regulated, and punished with fines, 
confiscation, or sanctions.  

While the definitions of tax policy and regulatory policy are straightforward, 
the distinction between monetary policy and fiscal policy may be less 
intuitive. Monetary policy and fiscal policy are the most universally 
recognized tools used to influence a nation's economic activity. Their effects 
can be combined to shift aggregate demand to the left or the right as 
required. Monetary policy is the management of interest rates and the total 
supply of money in circulation. In the United States, this function is 
executed by a quasi-independent, centralized banking institution known as 
the Federal Reserve. Fiscal policy is a collective term that encompasses 
taxing and spending actions of the government, jointly executed by the 
legislative and executive branches. Fiscal policy is an umbrella term for the 
intended effects of tax, regulatory, and monetary policy, and is described as 
active or passive.  

Finally, the terms “supply-side economics” and “demand-side economics” 
are more specifically descriptive of their respective theoretical constructs 
than the terms “Classical theory” and “Keynesian theory." In the interest of 
clarity, the term supply-side economics shall equate to Classical theory and 
the term demand-side economics shall equate to Keynesian theory for the 
remainder of this chapter. 
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Supply-side economics 

Supply-side economics explains the relationships described by Say’s 
Law. Supply-side policies are intended to increase aggregate supply by 
expanding productive capacities, while concurrently improving the quantity 
and quality of land, labor, capital, and entrepreneurship for optimal 
economic effect. The central idea in supply-side economics is that 
economies function most efficiently when everyone is allowed to pursue 
their self-interest in an environment of free and open competition. The 
government facilitates this environment through the effective administration 
of policy, but does not directly interfere with market operations.  

Supply-side tax and regulatory policy 

Supply-side tax policy advocates the reduction of taxes to incentivize 
businesses to expand. Tax cuts allow businesses to retain more of their 
earnings, which they can use to hire workers, invest in equipment, and 
produce more goods and services. Businesses also realize more profit from 
their operations. Tax cuts for individuals increase the dollars earned per 
hour worked and incentivizes them to either remain productive in their 
current vocations or pursue entrepreneurial interests. Consumers benefit 
from a greater supply of goods and services at lower prices, and the resulting 
rise in demand drives increased employment levels. Supply-side tax policies 
can be risky, however, because unless the government enforces spending 
cuts of one dollar to every dollar of lost tax revenue, deficits can quickly 
soar out of control. 

Incentives resulting from tax cuts are significantly enhanced with the 
synergistic application of deregulation. Deregulation removes or reduces 
restrictions on growth opportunities for businesses, which in addition to the 
direct effect of removing obstacles to current productivity, allows 
businesses more freedom to explore new opportunities. Deregulation has a 
similar effect to tax cuts in that it frees up capital by reducing costs 
associated with compliance.  

Supply-side monetary and fiscal policy 

As mentioned before, monetary policy is primarily concerned with 
managing interest rates and the total supply of money in circulation. Supply-
side economics focuses on growth, so in the absence of atypical inflationary 
pressures, supply-side monetary policy is by default expansionary. The 
Federal Reserve increases the money supply, but not by arbitrarily printing 
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money. It creates supply by purchasing debt, which is essentially the same 
thing as lending money. When the money supply increases, the cost of 
money (interest rate) naturally adjusts downward to achieve market 
equilibrium. For example, suppose a business has a steady 4% return on 
investment. If interest rates are at 5%, there is no circumstance where it 
makes financial sense for that business to borrow money. If interest rates 
are at 3%, however, borrowing money makes sense because that one percent 
spread can be used to invest in expanded capacity and production. A 
reduction in interest rates, then, increases the pool of qualified borrowers so 
that the additional money supply comes into circulation. 

Supply-side fiscal policy takes the form of an effect, the passive result 
of successful formation and administration of tax, regulatory, and monetary 
policy. Labor markets expand because reductions in personal income tax 
incentivize people to seek work. Expanding businesses invest more in 
employee training, education, and benefits, which improves employability 
and productivity over the long term. Capital spending on infrastructure 
provides the capacity needed for businesses to flourish, and when combined 
with lower corporate tax rates and deregulation tends to attract additional 
overseas investment.  

Supply-side economics perspective 

Perhaps the most defining characteristic of supply-side economics is its 
long term orientation. The fundamental idea is that free markets are elastic 
and responsive, operating and adjusting based on the natural flow of inputs 
and outputs. Supply-side advocates believe that self-regulation is far simpler 
and more efficient than any government intervention could possibly be. 
When the market for a particular good becomes over-saturated (more supply 
than demand), downward pressure is naturally exerted on price levels until 
they reach a point where more people are willing to purchase. When this 
increase in demand meets the supply level, markets clear and return to 
equilibrium. When the market for a particular good experiences scarcity 
(more demand than supply), upward pressure is naturally exerted on price 
levels until they reach a point where fewer people are willing to purchase. 
When this decrease in demand meets the supply level, markets clear and 
return to equilibrium. Because markets are naturally elastic, the government 
should only intervene to preserve property, life, and individual freedom. In 
all other circumstances, the natural laws that govern market forces and 
economic processes should be allowed to proceed unhindered. 


