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Assess Your Knowledge

Answers to these questions can be found on

What are the main types of economic systems?

How does a market economy work?

What role does the government play in a command economy?
How are goods and services shared in different systems?

Why do countries use mixed economic systems?

Definition of an Economic System

An economic system is the way a society organizes its economic activities: production,
distribution, and consumption. Production uses resources to create goods and services.
Distribution controls the flow of output from producers to consumers. Services go
directly to consumers. Goods move through intermediaries—producers, wholesalers,
and retailers—before reaching the final user.

Because of resource scarcity, every society must decide what to produce, how much to
produce, how to produce, and how to distribute goods and services. The economic
system directs natural, human, capital, and entrepreneurial resources to meet consumer
demands. It consists of the laws, institutions, and customs that govern production and
distribution to satisfy societal needs.

Criteria for Assessing Economic Systems

An economic system determines how scarce resources are utilized. Assessing an
economic system requires clear criteria that measure the efficiency of resource use.
The primary objective is to establish whether the system makes optimal use of available
resources. This evaluation relies on economic variables alone. Political factors, though
relevant, remain outside the scope of this analysis. Focusing exclusively on economic
criteria allows for a precise examination of resource allocation, free from
noneconomic influence.
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1. Wealth Creation

One crucial criterion for judging an economic system is its ability to create wealth and
promote economic growth. A strong economic system uses limited resources efficiently
to increase output, which raises consumption and improves the standard of living.
Successful economic systems strengthen the economy, resulting in greater prosperity
and better lives for citizens. They aim for sustainable development, which uses resources
to meet current needs without reducing the ability of future generations to meet theirs.

2. Full Employment

An efficient economic system aims for full employment. Full employment does not mean
that every worker or resource receives immediate use, but it requires a low level of
unemployment. Companies rarely operate at full capacity, and some workers take time
to find suitable jobs. Full employment refers to a situation where only frictional
unemployment exists. An economic system should operate at or near this level.

3. Stable Prices

In any economic system, price levels change, but extreme changes remain undesirable.
Inflation arises when the average price level increases, which lowers purchasing power
and may reduce the standard of living. Deflation, a decline in the average price level,
leads to business losses and job cuts. Price stability—defined as a low and predictable
inflation rate—is a desirable feature of any economic system.

4. Efficiency
Efficiency in economics refers to the optimal use of resources to achieve the best possible
results. Several types of efficiency apply to economic systems.

Technical Efficiency

Technical efficiency requires production of a given output with the minimum input.
When some resources remain idle, technical inefficiency results. An economic system
that reaches technical efficiency maximizes productivity and reduces waste.

Allocative Efficiency

Allocative efficiency occurs when resource distribution reflects consumer preferences.
In a competitive market, this happens when the price of a good equals its marginal cost.
This allocation ensures that output matches what consumers value most.

Distributive Efficiency
Distributive efficiency concerns the allocation of goods and services to those who need
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them most. It draws from the idea of diminishing marginal utility—additional
consumption yields less satisfaction. Distributive efficiency may require income
redistribution from wealthier groups to those with greater needs. While some economists
reject this approach, it rests on the view that reallocation can raise overall social welfare.

Social Efficiency

Social efficiency accounts for both private and social costs and benefits. It arises when
total social benefits exceed total social costs. Economic decisions under social efficiency
prioritize net gains for society—factoring in environmental harm or public health effects.
For example, pollution control may impose high short-term costs but yield long-term
social benefits.

Efficient economic systems use resources to meet societal needs and wants, raise
overall welfare, and support sustainability.

5. Equitable Distribution of Income

Although no universal rule defines equity in income distribution, most approaches
suggest that income should reflect individual contribution. John Rawls and others defend
income inequality when it motivates valuable work. Still, an economic system that
generates extreme disparities fails to meet equity expectations.

Assessing an economic system involves judgment across five areas: wealth creation,
full employment, price stability, efficiency, and income distribution. These criteria
indicate whether a system uses resources wisely and improves social outcomes.

Resource allocation

Having identified the criteria for assessing an economic system, we can now examine
the types of economic systems observed in the 20th and 21st centuries. Before that
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turning to these systems, it is essential to explain the mechanisms determine resource

allocation. We previously identified four types of resources, and now we must explore

how these resources are used.

questions

organized by an economic system?
3. What does price stability mean in an

economic system?

text?

income distribution?

Reading comprehension

1. What are the three main economic activities

2.  Why must every society make decisions
about what and how much to produce?

4. How is allocative efficiency defined in the

5. What does the passage say about equity in

Resource allocation refers to the
way a society uses its resources.
This process depends on the
ownership of resources and the
mechanisms used in the distribution
of their use. Each economic system
applies different methods of
resource allocation, and these
differences define the nature of the
economic system. In modern times,
three primary types of economic
systems have emerged—traditional
economy, market economy, and
planned economy. Let us examine
the characteristics of each of these
economic systems. Each economic
system addresses the following
questions: what is produced, how

much is produced, how it is produced, and who receives how much of what is produced.

Traditional Economic Systems

In a traditional economic system, the ownership and allocation of resources are
determined by custom and tradition. The most important resources, for example, land

and animals, are owned communally. In many Indigenous communities in North

America, land serves as a communal resource. The community decides how to use the

land, designating areas for farming, hunting, or spiritual purposes. Similarly, among the
Maasai people of East Africa, cattle are vital resources and are owned collectively.

Decisions about cattle grazing and distribution are made according to longstanding

traditions and communal agreements.

© 2025 Addisan Publishing. All rights reserved.

162



The production of goods and services in traditional societies is governed by established
roles and practices. Among the Inuit of the Arctic, hunting and fishing practices are
passed down through generations, with specific roles assigned to different family
members. Men might be responsible for hunting seals and whales, while women process
the meat and make clothing from the animal skins. These roles are defined by tradition
and adapted to the harsh Arctic environment.

Within the family unit, labor is typically divided based on age and gender. In many
agrarian societies, for instance, in rural India, men handle plowing and planting, while
women manage household tasks and food preparation. Children are also given specific
duties based on their age and abilities, contributing to the family's productivity. Among
the San people of the Kalahari Desert, goods —meat, gathered fruits, and handmade
tools— are exchanged directly without the use of money. This barter system relies on
mutual trust and established relationships within the community.

Traditional economies can rest on various subsistence activities. The Yanomami people
of the Amazon rainforest practice slash-and-burn agriculture, hunting, and gathering to
sustain their community. Similarly, the Sami people of Northern Europe engage in
reindeer herding, which is central to their economy and culture. These examples illustrate
how traditional economic systems rely on customs and traditions to manage resources,
organize production, and distribute goods and services. These systems are rooted in the
cultural heritage and values of the societies that practice them.

A market economy

A market economy is characterized by privately owned resources and resource allocation

determined by market forces, notably supply and demand. The primary goal of production in
this system is to maximize profits. While most resources are privately owned, the government

retains control over some assets and regulates certain activities. In a market economy, profit
maximization drives production decisions. Profits are calculated as the difference between total
revenue and total costs:

Profits = Total revenue — Total costs

Most countries today—for example, Canada, the United States, and members of the
European Union—operate under market economies.
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Advantages of a Market Economy

1. Efficient Resource Allocation
Market economies allocate resources based on supply and demand, which results in efficient
resource use. Prices act as signals for producers and consumers and direct decisions that
improve resource allocation. In the COVID-19 pandemic, the rapid shift in consumer demand
toward personal protective equipment (PPE) and remote work tools led to an increase in output
and fast distribution. Companies—3M, for example—expanded production of N95 masks in
response to rising demand. This response shows how price signals redirected resources
efficiently.2. Innovation and Technological Advancement

The profit motive in market economies encourages businesses to adopt new methods and
develop new technologies. Auto makers progress in electric vehicle technology and autonomous
systems reflect the influence of profit incentives on innovation. Their commitment to
technological advancement reshaped the automotive sector and pushed it toward more
sustainable solutions.

3. Consumer Choice
Market economies provide consumers with a wide variety of goods and services. Competition
among businesses offers products that match consumer preferences at competitive prices.
The streaming industry—Netflix, Amazon Prime, Disney+, HBO Max—illustrates this variety,
with each platform that deliver distinct content to satisfy different audiences.

4. Economic Growth
The drive for profit stimulates investment, entrepreneurship, and efficient use of resources.
These forces increase productivity, raise incomes, and improve living standards. The rapid
rise of the tech industry, especially in Silicon Valley, illustrates this growth dynamic.
Companies—Apple, Google, Facebook—innovate continually, expand employment, and
generate large volumes of economic activity.

5. Flexibility and Adaptability
Market economies adjust quickly to shifting conditions. Businesses respond to changes in
demand, innovative technologies, and external shocks. The transition to remote work in the
COVID-19 pandemic demonstrated the adaptability of market economies. Companies—
Zoom, Slack—grew rapidly and supplied essential tools for communication and
collaboration, and met new market demands effectively.

These examples highlight how the strengths of a market economy appear in concrete
outcomes—efficiency, innovation, consumer choice, growth, and responsiveness to change.
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Weaknesses of a Market Economy

Just as the strengths of a market economy stem from the profit-driven motivation of production,
1ts weaknesses arise from the same foundation. Below are some weaknesses of the market
economy in Canada.

1. Unemployment

The profit motive encourages companies to reduce costs, with wages among the largest
expenses. This pressure has led to the adoption of automation and advanced technologies, which
in turn has caused job losses across various sectors. In manufacturing, greater reliance on
robotics has displaced many workers. Companies—for example, General Motors—have
introduced automated processes in Canadian plants, which have caused layoffs and cut
opportunities in traditional roles.

2. Cyclical Changes

The dynamic nature of a market economy creates both technological progress and recurring
business cycles. Canada has experienced several booms and downturns, linked to global shifts
and technological advances. The 2008 financial crisis, for example, triggered a recession in
Canada, raised unemployment, and exposed fragile sectors—real estate and banking in
particular—to systemic stress. These fluctuations produce periods of instability that affect
income and employment.

3. Inequitable Distribution of Income

Income inequality remains a persistent problem in market economies. Canada reflects this
pattern. The top 10 percent of earners in Canada receive a far larger share of national income
than the bottom 60 percent. The gap is especially wide in Toronto and Vancouver, where high-
income groups have accumulated considerable wealth, while others face flat earnings and
rising housing costs. The concentration of wealth among the richest Canadians worsens social
and economic disparities.

4. Social Inefficiency

Although market economies reach economic efficiency, their focus on cost minimization and
profit maximization produces harmful outcomes for society. In Canada, environmental
degradation linked to industrial activity reflects this problem. The oil sands sector in Alberta, for
instance, has drawn criticism for its environmental effects: emissions, water contamination,
and land degradation. Despite the sector’s economic output, these external costs damage
communities and ecosystems.

5. Wastage of Resources in a Market Economy

Overproduction of Certain Products
In market economies, firms pursue profit and produce more than markets can absorb when they
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expect strong demand. This overproduction creates waste. The fashion sector illustrates this
dynamic. Fast fashion brands—for example, H&M and Zara—release new collections
quickly and frequently accumulate unsold goods. Much of this inventory is discarded or
destroyed. A similar pattern appears in the auto industry. In 2019, major automakers
overproduced sedans in response to outdated demand projections, even as buyers shifted to
SUVs and trucks. This misallocation wastes materials, labor, and capital.

Production of Harmful Products

Market economies allow the production of goods that harm consumers and society because firms
prioritize profit over public health. Tobacco products remain a clear case. Despite strong
evidence that smoking causes cancer and heart disease, companies such as Philip Morris
continue to sell cigarettes on a global scale. The social costs—healthcare burdens, early
deaths, and lost productivity—far exceed corporate earnings.

The mass production of single-use plastics reveals the same logic. Firms manufacture plastic
bottles, wrappers, and bags because of low cost and high return. Yet these products pollute land
and oceans, threaten marine species, and raise health risks. The environmental harm created
through this strategy underscores how short-term profits can undermine long-term
sustainability.

Excessive Spending on Advertising in a Market Economy

In a market economy, competition drives companies to spend substantial amounts on advertising
to capture consumer attention and build brand loyalty. This focus on advertising exceeds the
actual cost of producing the goods under promotion. In the tech sector, firms maintain large
advertising budgets. Apple, a leader in electronics, reportedly spends billions annually on
marketing campaigns for products for example, the iPhone, far above the cost of producing
each unit. The soft drink industry shows a similar pattern. Coca-Cola and PepsiCo consistently
allocate large shares of their budgets to advertising. In 2021, Coca-Cola spent around $4 billion
on marketing, a figure much higher than the cost of producing its beverages. These examples
show how advertising can absorb an excessive share of resources, raise costs, and divert funds
from productive uses.

Negative Consequences of Advertisement: The Ideal Body Image

Advertisements in the beauty, fashion, and fitness sectors promote unrealistic physical ideals.
Companies link their products to narrow and unattainable standards of beauty, which push
consumers—especially women—toward artificial ideals. The beauty industry, represented by
brands such as L’Oréal and Victoria’s Secret, uses slim, flawless models to promote its
products. These portrayals cause widespread body dissatisfaction, lower self-esteem, and
harmful behavior, for example, disordered eating. Unrealistic beauty standards harm mental
and physical health and pressure consumers to buy products that promise impossible
transformations.
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Creation of Unsatisfied Wants

Advertising also creates demand for non-essential goods, which leads to unfulfilled desires.
Companies launch new trends and product updates, which generate a sense of inadequacy. In
electronics, especially the smartphone sector, consumers feel the need to replace functional
devices. Apple’s yearly release of new iPhone models, paired with heavy promotion, creates the
perception that older models are obsolete. Consumers accept that perception even when their
devices still function well. The fast fashion sector follows a similar pattern. Companies release
frequent collections to stimulate purchases, even when buyers already own sufficient clothing.
This pressure traps consumers into a cycle of consumption without satisfaction, based on the
illusion that newer products provide happiness or social approval.

Planned Obsolescence in a Market Economy

Planned obsolescence is a major flaw in market economies. Companies design products with
shortened life spans to generate repeat purchases. This strategy boosts sales but creates resource
waste and environmental damage. Electronics firms—for example, Apple and Samsung—
release new models every year. These devices resist repair, and software updates may reduce
the performance of older models. This tactic forces consumers to replace rather than repair. In
household appliances, firms such as Whirlpool and General Electric have faced criticism for
parts that fail prematurely. Consumers must replace products rather than fix them.

Planned obsolescence generates widespread waste. Rare earth metals and other critical inputs
enter the disposal stream. Recycling options remain limited. This pattern misuses resources and
worsens environmental degradation. The production—consumption—disposal cycle exhausts
inputs and increases pollution. Firms pursue profit, not efficient resource use.

Short life spans intensify overproduction, raise consumer costs, and expand environmental
harm. This strategy shows the failure of market economies to prefer sustainability over profit.

Excessive Resources Used for Packaging

In a market economy, firms use excess packaging to attract buyers, protect goods, or build brand
identity. These methods consume unnecessary materials and worsen environmental damage. In
the food and beverage sector, bottled water producers—for example, Evian and Nestlé—apply
multiple layers of plastic. These layers serve marketing goals rather than protection. Luxury
brands in cosmetics follow the same strategy. Perfumes sold under names like Chanel or Dior
arrive in oversized boxes with plastic and paper components that exceed necessity. This excess
raises costs, drains petroleum-based materials, and burdens landfills.

Depletion of Natural Resources

The profit motive in market economies leads to rapid extraction of natural resources. These
pressures harm the environment and limit future options. In fisheries, global operators reduce
fish stocks—tuna and cod in particular—through industrial overfishing. Firms prioritize
short-term profits over ecosystem preservation. The oil and gas sector follows a similar model. In
Alberta’s tar sands, companies extract fossil fuels at high rates. This process depletes reserves
and produces deforestation, air contamination, and polluted waterways. These examples show
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how unchecked market systems exhaust critical resources and undermine long-term economic
prospects.

Emphasis on Material Acquisition and Dissatisfaction

Market economies place a strong emphasis on material acquisition that encourage individuals to
define success and happiness through the possession of goods. This focus results in
dissatisfaction, as consumers constantly seek more or newer products to achieve fulfillment,
producing a cycle of consumption without long-term contentment. Advertising and marketing
campaigns intensify this pressure by linking personal worth to luxury items, modern technology,
or fashionable clothing. Apple and Louis Vuitton, for example, emphasize the social status
attached to their products. Consumers exposed to these messages may feel pressure to acquire
the latest iPhone or a luxury handbag, only to experience short-lived satisfaction. This culture of
consumption creates feelings of inadequacy, as people attempt to follow current trends and
acquire innovative technology. The result is a cycle of unmet desires and disappointment.

Deliberate Destruction of Agricultural Products

In market economies—for example, Canada and the United States—governments and firms
have destroyed agricultural products to manage oversupply and stabilize prices. These decisions
lead to waste, even when food insecurity remains widespread. A stark case occurred in the
COVID-19 pandemic in 2020. Supply chains broke down, and demand for some food products
collapsed. U.S. hog farmers slaughtered and discarded millions of pigs because processing plants
had closed or operated below capacity. Without adequate infrastructure to process and distribute
meat, the animals were euthanized and discarded. This example reveals the scale of waste that
may result from profit-centered systems.

A historical parallel appeared in the 1930s. Under the Agricultural Adjustment Act, American
farmers received orders to destroy crops, wheat in particular, to reduce supply and raise prices.
Large quantities of food were burned or left to rot, even as millions of people experienced
hunger in the Great Depression. The policy aimed to stabilize agricultural markets, yet it exposed
a contradiction between economic priorities and social needs.

In Canada, similar outcomes emerged in 2020. Meat processing disruptions forced farmers to
cull thousands of pigs. Dairy producers received instructions to discard millions of liters of milk
after restaurant demand collapsed. These products held value, but without profitable outlets, they
were lost. While Canadians faced food insecurity, surplus food were discarded to prevent
price declines. These examples from Canada and the United States demonstrate how profit-
driven systems destroy resources in the name of market balance, even when basic needs
remain unmet.

These cases underscore the problems of a market economy in Canada—unemployment,
economic volatility, unequal income distribution, and social inefficiency—all stemming
from the pursuit of profit over human need.
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Planned or socialist economy

A planned economy is characterized by government ownership of most resources, with resource

. . allocation determined through
Reading comprehension central planning. The primary

motivation for production in this

questions system is to meet social needs rather
1. What determines how resources are allocated than to maximize profit. Before

in different economic systems? 1989, the Soviet Union and several
2. How do traditional economic systems decide Eastern European countries followed

who gets what, and what roles individuals a socialist economic model. Today,

only four countries maintain a
perform?

planned economy—China,

3. What are two major strengths of a market .
Vietnam, Cuba, and North Korea.

economy mentioned in the reading?

4. How does planned obsolescence lead to Advantages and Disadvantages of
environmental problems in market a Planned Economy
economies? A planned economy, like any other,

5. Why were agricultural products destroyed in offers both benefits and limitations.

Canada and the U.S. during the COVID-19

pandemic?
Advantages of a Planned

Economy
1. Full Employment of Resources

One objective of a planned economy

is full employment. Because the

government controls most resources,

it can direct labor to various sectors

to provide jobs for all. Although the
government may succeed in supplying employment, it rarely allocates resources efficiently. Still,
a planned economy offers the advantage of assigning workers through centralized plans, across
five-year periods. In these periods, the government pursues specific production targets and
assigns labor according to qualifications and sectoral needs.

2. Economic Stability

A planned economy attempts to match supply with demand across all sectors and reduce the
uncertainty and disorganization found in market economies. In market systems, firms and
workers lack full knowledge of conditions elsewhere in the economy. This absence of
coordination may cause inflation, unemployment, or shortages. For example, a car
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manufacturer may face production delays without information about spare part supplies,
or workers may remain unemployed without awareness of open positions. In contrast,
planners in a state-controlled economy possess comprehensive data, which enables them to
reduce mismatches between production and consumption and limit macroeconomic volatility.

3. Equitable Distribution of Income

A planned economy typically promotes a more equitable income distribution. Since the state
controls most resources, earnings tend to be more uniform across the workforce. While
inequality persists—for example, senior officials may receive access to private services or
exclusive benefits—the income gap between managers and workers remains narrower than in
market economies. This model reduces extreme income disparities and promotes greater social
cohesion.

4. Social Efficiency

A planned economy allows the government to evaluate the social impact of all economic
activity. Centralized control of resources gives planners the ability to reduce harmful external
effects. If an activity causes more social costs than benefits, the state may reduce or eliminate it.
In contrast, productive activities that contribute to public welfare receive support. Governments
may also address employment for people with disabilities, advance gender equity in
staffing, and equalize access to administrative roles and compensation. In theory, this
approach maximizes net social benefit through coordinated action.

The disadvantages of a planned economy

A planned economy, like a market economy, presents several disadvantages. The strengths and
weaknesses of any economic system stem from its inherent features. Many of the advantages
mentioned earlier also give rise to forces that produce drawbacks.

1. Lack of Incentives

In a planned economy, the government controls most resources, and individuals do not own
property or capital. This arrangement removes incentives to improve production methods or
develop new products. Government planning dictates output, which prevents individuals or
groups from pursuing independent ideas. Limited access to resources and the requirement to
follow state priorities restrict innovation. Without private ownership or market-driven goals, the
economy lacks creativity and entrepreneurship.

2. Technical Inefficiency

Planned economies aim to meet social objectives, one of which is full employment. The
government assigns jobs to meet numerical targets, not to match labor demand or skill
requirements. This results in underemployment. Workers may receive jobs but contribute less
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than their capabilities allow. The result is misallocated labor, reduced productivity, and waste of
human capital.

3. Limited Consumer Choices

Governments in planned economies determine which goods and services are necessary, based on
their assessment rather than consumer demand. Planners may conclude that one basic version of
a product suffices, even when people desire variety. This mismatch between production and
consumer preference limits choice. Since firms face no competition and workers receive fixed
pay regardless of output quality, producers lack incentives to improve products. As a result,
consumers encounter fewer options and lower quality goods.

4. Low Economic Growth

As discussed earlier, central planning restricts incentives. Without motivation to innovate, firms
rarely introduce new products, adopt advanced technologies, or revise production methods. This
stagnation leads to slow economic growth. A planned economy typically fails to sustain high
productivity or investment rates over time.

Historical evidence supports this view. In the early years of the Soviet Union’s planned
economy, the country recorded high growth. In the 1950s and 1960s, the Soviet Union expanded
rapidly and advanced in science and technology. The launch of Sputnik in 1957 and Yuri
Gagarin’s space flight in 1961 symbolized this progress. Many economists attribute this growth
to the country’s low starting point. Once the Soviet Union reached a middle-income level,
growth slowed. The absence of incentives, innovation, and competition limited long-term
performance. These patterns reveal a structural weakness in economies where the government
owns and allocates resources.

Some economists argue that China has avoided this problem by combining planning with market
elements. Starting in the late 1970s, Deng Xiaoping introduced reforms that integrated market
incentives into the planned economy. From 1978 to 2010, China’s GDP grew at an average
annual rate of about 10 percent. This period involved rural reform, the creation of Special
Economic Zones to attract foreign investment, and the gradual expansion of private enterprise.
The state focused on infrastructure and heavy industry, while market forces promoted
innovation, efficiency, and entrepreneurship.

This hybrid approach—state direction combined with market responsiveness—supported
rapid growth, reduced poverty, and transformed China into the world’s second-largest
economy. China developed a more flexible and resilient economic model because it retained
centralized control over strategic sectors and permitted markets to guide resource use in other
areas. From 2020 to 2023, China’s average GDP growth rate reached 5.5 percent. The country
faced global shocks, for example, the COVID-19 pandemic, trade disputes, and internal

restructuring, but maintained its hybrid model. This model continues to guide economic
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expansion and improve living standards. China’s example suggests that combining market
mechanisms with planning may offer an alternative to both pure market and pure planned
systems.

No Pure system

This discussion illustrates that no perfect economic system exists. Each type presents advantages
and disadvantages, but the most important consideration remains the net benefit to a country’s
citizens. Although we examined the role of government and the market in the two dominant
modern systems—market and planned economies, the reality is that no pure form of either
system exists. In a market economy, the government owns certain resources and participates
in the economy through direct and indirect means. In a planned economy, market forces
retain influence, though to a limited extent.

In all countries today, both government and market contribute to economic decisions. The
primary difference between economic systems lies in the degree of state participation. In a
market economy, state involvement remains limited. In a planned economy, state involvement
dominates. Even in the most capitalistic model—the United States—the federal government
owns enterprises. For example, the U.S. government controls Amtrak, the Tennessee Valley
Authority (TVA), and the United States Postal Service (USPS), which functions as an
independent federal entity. Alongside these federally owned firms, state governments manage
their own enterprises.

State governments operate diverse services—state lotteries, public universities, and
healthcare facilities. For instance, the Long Island Power Authority (LIPA) in New York
distributes electricity. The University of California runs hospitals and healthcare networks. In
Virginia, the Virginia Alcoholic Beverage Control Authority oversees alcohol distribution. These
examples show that both federal and state governments in the United States own and manage
enterprises to provide services and generate public revenue.

Canada also displays substantial government ownership through federal Crown corporations.
These government-owned entities offer critical services. Canada Post delivers mail nationwide.
The Canadian Broadcasting Corporation (CBC) provides news and entertainment. VIA Rail
Canada operates intercity rail service, and the Canada Mortgage and Housing Corporation
(CMHC) supports housing markets and affordability.

Provincial governments in Canada also manage major firms. Hydro-Québec, for instance,
generates and distributes electricity and ranks among the largest hydroelectric producers in the
world. In British Columbia, BC Hydro operates as a major electricity supplier.
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Over time, Canada has privatized several Crown corporations. Air Canada, once state-owned,
entered full private ownership in the 1980s, though the government retains a small share. Petro-
Canada, originally a Crown corporation created to secure domestic control of oil, became a
private company in the 1990s. The Canadian National Railway (CN) transitioned from public to
private ownership in 1995 and now

: : trades publicly.
Reading comprehension PubiEy

Government ownership of land in
Canada remains high. Around 89

1. What distinguishes a planned economy from a market

economy in terms of ownership and motivation? . .
Y P percent of land is classified as

2. Why does a lack of private ownership in planned Crown land—about 8.9 million

. . . 2 o i ]
economies reduce innovation and entrepreneurship? square kilometers—mainly under

3.  How did China’s economic reforms after 1978 provincial control. British Columbia
combine planning and market incentives to boost manages about 94 percent of its
growth? territory as Crown land. Ontario

4. Describe two examples of government-owned holds around 87 percent. The federal
enterprises in Canada and their roles. government administers about 41

5.  Identify the main reason the text gives for why no percent of land in the northern

territories, which include
Indigenous-designated areas. This
level of ownership reflects the state's

country operates under a pure economic system.

role in managing vast territorial and
natural resources.

These examples show that both federal and provincial governments in Canada maintain a strong
economic role. They provide essential services, adapt enterprises through privatization when
necessary, and manage vast land resources to support public priorities.

Planned economies—for example, China, Vietnam, Cuba, and North Korea—also contain
elements of market activity. China’s market presence stands out as especially strong. These
cases confirm that no country operates under a pure model. All economies today are mixed.

China provides clear examples of private enterprise within a planned economy. The Alibaba
Group, Huawei, and Tencent all operate as privately owned firms. Alibaba manages e-
commerce, internet, and technology services. Huawei leads in telecommunications infrastructure.
Tencent focuses on software, gaming, and artificial intelligence.

Cuba contains private firms as well. Almacenes Universales SA provides logistics services.
Bucanero SA produces beer. Coralsa operates across several sectors, including food distribution.
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Vietnam also features major private companies. VinGroup dominates real estate, retail,
healthcare, and education. Masan Group works in consumer goods and natural resources. FPT
Corporation specializes in information technology and business services.

Even in North Korea, where economic control remains strict, private firms exist. Examples
include Kwangmyong Computer Company, Koryo Tours, and Pugang Pharmaceutical Company.
These enterprises reflect a gradual shift toward limited private-sector activity.

Understanding how these mixed economies operate helps clarify the interaction between state
control and market activity. No country maintains a purely socialist or purely capitalist
structure. China’s hybrid model—planned direction combined with market forces—produced
the most sustained high rate of economic growth in recorded history and improved living
standards for a large population.

In truth, no pure market economy or purely planned economy exists. All economies are mixed.
The core distinction lies in how much control the government exerts and how dominant the
market becomes.

The Role of the Government in a Market Economy

In market economies, the government intervenes both directly and indirectly. The degree of
government participation in the economy varies from country to country because of historical
and political factors. One way to assess the government's role in the economy is to measure the
share of GDP attributed to government expenditures. The table below presents the public
sector’s contribution to GDP in selected market economies, Canada among them.

The table provides a comparison of the proportion of government expenditures as a share of
GDP for G7 countries. These shares reflect varying levels of government involvement in each
country's economy. The United States reports the lowest share, which reflects a smaller
government role in the economy compared to other G7 countries. This can be attributed to its
historical emphasis on free market principles and limited government intervention. Canada and
Japan show moderate levels of government spending. Canada's expenditure reflects its
commitment to social programs like healthcare, which is publicly funded. Japan's spending is
influenced by its social safety nets and the need to support an aging population.

The United Kingdom and Germany report higher shares, a sign of strong public sectors. The

UK's National Health Service (NHS) and extensive welfare programs contribute to its

significant government spending. Germany's expenditure is driven by its comprehensive

social insurance system, which includes pensions, healthcare, and unemployment benefits.
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France and Italy have the highest government expenditure shares. These countries
traditionally have extensive social welfare systems and public services. France's high public

spending is associated with its strong social protection programs and public sector

employment. Italy's spending is similarly influenced by substantial welfare provisions and

public debt servicing.

Differences in government expenditure shares among these countries can be explained by

variations in social policies, demographic challenges, public sector size, and historical
economic philosophies. High spending in some countries is driven by extensive social safety

The share of military spending out of total
government spending among G7 countries in

2023
Military
CIL Spending (%)

Italy 2.5
France 3.5
Germany 4.2
United

Kingdom 32
Japan 5.9
Canada 7.3
United States 13.3

Source SIPRI (Stockholm International Peace Research

Institute), 2024.

nets and public services, while
others prioritize market driven
approaches with lower government
intervention. These figures highlight
the diverse approaches G7 countries
take towards managing their
economies and addressing social
needs.

We observe considerable differences
in the share of government spending
allocated to military expenditures
among G7 countries, as shown in
Table 3.2.

The United States allocates the
highest proportion of its government
budget to military spending, driven

by its global military commitments, extensive defense infrastructure, and strategic aim to
maintain military superiority. Canada follows. This reflects its role in NATO and
international defense alliances. Japan's expenditure is influenced by regional security
concerns, particularly threats from North Korea and China. The United Kingdom balances its
responsibilities as a NATO member and its nuclear deterrent capabilities with its military

budget. Germany's spending reflects a historical context post World War II and a focus on

economic stability, though recent geopolitical tensions have prompted increases in defense
budgets. France maintains nuclear capabilities and participates in international operations

while balancing defense with social welfare. Italy allocates the smallest share, a choice
driven by its emphasis on economic and social problems rather than military needs. These
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differences highlight the varying social priorities, historical contexts, and political objectives
of G7 countries.

The reasons for government intervention in a market economy

The government intervenes in the economy for the following reasons.

Market failure
Protection of consumers
Protection of workers
Fine tune the economy

b=

Let us now examine each of these reasons for government invention and economy.

Market failure
Market failure occurs when the market mechanism fails to allocate resources efficiently, so
that the marginal social benefit (MSB) of a good does not equal the marginal social cost
(MSC). This imbalance results in underproduction or overproduction of goods and services
and reduces overall social welfare. Several factors cause market failure: market power,
externalities, information asymmetry, irrational behavior, and incomplete markets.

1. Market Power

Market power allows firms to influence prices and limit competition, which results in
allocative inefficiency. In Canada, telecommunications companies—Bell, Rogers, and
Telus, for example—operate in an oligopoly. These firms control a large share of the
market and can set prices above competitive levels. Canada’s wireless rates rank among the
highest globally, because of limited competition. This concentration of market power distorts
prices and reduces consumer choice. It illustrates how inefficient resource allocation
arises when firms operate without competitive constraints.

2. Externalities

Externalities occur when the costs or benefits of an economic activity affect third parties who
are not directly involved in the transaction. Both negative and positive externalities are
prevalent.

o Negative Externalities A prominent example is the oil sands industry in
Alberta. The extraction and processing of bitumen result in significant environmental
externalities, for example, greenhouse gas emissions, deforestation, and water
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pollution. These external costs fall on society rather than on the firms themselves—a
burden that harms public health and damages the environment. The federal
government has implemented measures like carbon pricing to internalize these
externalities. Canada’s carbon tax, introduced in 2019, aims to make firms
account for the social costs of their carbon emissions, a policy that reduces
pollution and brings private and social costs into balance.

o Positive Externalities Higher education in Canada generates positive
externalities. The benefits of an educated workforce extend beyond individual
graduates to society, through increased productivity, innovation, and reduced crime
rates. To encourage more individuals to pursue higher education, the Canadian
government provides grants and student loans. The Canada Student Grants
Program (CSGP) subsidizes postsecondary education for lower-income students,
a measure that helps maximize the social benefits of education.

3. Information Asymmetry

Information asymmetry occurs when one party in a transaction has more or better information
than the other, which can lead to market failure. In Canada, the healthcare and insurance
industries are particularly vulnerable to this issue. For example, in the life insurance market,
policyholders may have more information about their health status than insurers. This can lead
to adverse selection, where those with higher health risks are more likely to purchase life
insurance, driving up premiums for everyone. To mitigate this, the Canadian government
regulates insurance markets to ensure transparency and protect consumers. Canada's Food
and Drug Act enforces labeling requirements on food and pharmaceutical products, a
measure that gives consumers access to accurate information and reduces information
asymmetry.

4. Irrational Consumer Behavior

Behavioral economics has shown that consumers make irrational decisions due to cognitive
biases, which can lead to suboptimal outcomes. In Canada, irrational consumer behavior is
evident in the underutilization of registered retirement savings plans (RRSPs) and tax-free
savings accounts (TFSAs). Despite the clear long term financial benefits, many Canadians fail
to maximize contributions to these accounts, likely due to short term biases or procrastination.
To address this, the Canadian government encourages saving for retirement through automatic
payroll deduction systems and provides tax incentives. These policies nudge individuals toward
better financial decisions that mitigate the impact of irrational behavior.

5. Incomplete Markets

Incomplete markets occur when certain goods or services that could benefit society are
underprovided or unavailable due to market inefficiencies. In Canada, the absence of adequate
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insurance products for natural disasters, such as floods or earthquakes, represents an

incomplete market. Many homeowners, particularly in high-risk areas, cannot easily access
flood insurance. To address this gap, the federal government, along with provincial

governments, has developed the National Disaster Mitigation Program (NDMP), which aims to

reduce the impacts of natural disasters and encourages the development of insurance products

to protect against such risks.

Government Intervention to Correct Market Failures

When markets fail, government intervention is necessary to match the MSB with the MSC that
improves social welfare. Examples of government interventions in Canada include

e Regulation Environmental regulations in Canada, such as the Canadian Environmental
Protection Act (CEPA), limit pollution and ensure that companies internalize the costs of

their environmental impact.

Reading comprehension

1. What does Table 3.2 reveal about Canada’s
military spending compared to other G7 countries?

2. Why is market power in the Canadian telecom
sector considered a form of market failure?

3.  How does the Canadian government attempt to
correct irrational consumer behavior in retirement
savings?

4. In what way does the National Disaster Mitigation
Program respond to incomplete markets?

5.  Explain how externalities affect resource

allocation, using Canada’s oil sands as an example.

. Taxation The carbon
pricing system is a critical
example. It ensures that firms and
individuals pay for the social cost
of greenhouse gas emissions, a
policy that promotes cleaner energy
use and lowers Canada’s carbon
footprint.

o Subsidies The Canadian
government provides subsidies to
industries with positive externalities,
such as the renewable energy sector.
Through programs like Canada’s
Clean Energy Fund, subsidies
encourage investment in solar,
wind, and hydroelectric projects, a
strategy that reduces reliance on
fossil fuels.

e Public Goods The Canadian government provides essential public goods, such as
national defense, public healthcare (through Medicare), and basic infrastructure (roads,
public transit). These services are funded through taxation and are nonexcludable and
non-rivalrous, meaning they benefit all Canadians and would be underprovided in a

purely market-driven economy.

Market failures occur when factors like market power, externalities, information asymmetry,

irrational behavior, or incomplete markets prevent the efficient allocation of resources. In
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Canada, government intervention is critical to addressing these failures to ensure resource use
reflects the broader interests of society. Whether through regulations, taxes, subsidies, or
public goods, government action corrects inefficiencies and improves social welfare in ways the
market alone cannot deliver.

Government Intervention in Consumer Protection

In a market economy like Canada’s, the government intervenes to protect consumers through
various regulatory measures. These interventions ensure that products sold are safe, fairly priced,
and accurately represented to consumers. Several government agencies, laws, and mechanisms
are involved in protecting consumer rights and maintaining a fair marketplace.

1. Ensuring Product Safety and Transparency

Companies selling products in Canada must meet strict health and safety standards set by
federal bodies, namely the requirement to provide clear and accurate information about their
products. The Canadian Food Inspection Agency (CFIA) enforces regulations on food, plants,
and animal products to ensure they are safe for consumption and appropriately labeled. For
instance, the CFIA mandates that food products must clearly list ingredients, nutritional
information, and allergens.

The CFIA also conducts regular inspections and has the authority to issue recalls if products fail
to meet safety standards. In 2022, for example, the CFIA recalled several food products that were
contaminated with E. coli and Salmonella. The recall protected consumers from serious health
risks. Such proactive measures illustrate the government’s role to uphold safety standards for
products in the market.

2. Preventing Anti-Competitive Practices and Price Collusion

The Canadian government also protects consumers from unfair pricing through the Competition
Bureau, which enforces the Competition Act. The Act prohibits anti-competitive practices—for
example, price fixing, bid rigging, and market division. These practices raise prices and limit
consumer choice. A well-known case occurred in 2017, when the Competition Bureau acted
against several major grocery chains: Loblaw Companies, Sobeys, Metro, and Walmart, along
with suppliers Canada Bread and Weston Foods. These firms had conspired to raise bread prices
for over a decade. This conduct harmed consumers through artificially inflated prices. In
response, Loblaw admitted its involvement and offered $25 gift cards to affected customers.
Other parties faced legal consequences. The case shows the government’s role to prevent
monopolistic behavior and to preserve market competition.

3. Combatting Misleading Advertising
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Misleading advertising is illegal under both federal and provincial laws in Canada. The
Competition Bureau enforces truth-in-advertising regulations to ensure that companies provide
accurate information about their products and services. False claims, whether related to health
benefits, environmental impacts, or product performance, are scrutinized to protect consumers
from deceptive marketing.

A major example is the Volkswagen emissions scandal in 2016. Volkswagen Group Canada
was fined $2.1 billion for falsely advertising its diesel vehicles as environmentally friendly,
when in fact, they were equipped with software designed to cheat emissions tests. This scandal
highlighted how government intervention is crucial in holding companies accountable for
deceptive practices. Another instance occurred in 2017, when the Competition Bureau fined
Omni Healthcare $1.5 million for promoting weight-loss supplements with unsubstantiated
claims. The crackdown on false health claims illustrates the Bureau’s commitment to protecting
consumers from deceptive marketing that could pose financial and health risks.

4. Consumer Complaint Platforms and Oversight

In addition to direct government oversight, platforms like the Better Business Bureau (BBB)
offer consumers a way to file complaints against businesses. The BBB monitors business
practices and works to resolve disputes between consumers and companies and provide an
important resource for consumer protection. Although the BBB is a non-governmental entity, it
serves as a valuable intermediary, particularly in disputes related to unfair practices or
unresolved customer issues.

5. Role of the Media in Protecting Consumers

The media also plays a significant role in protecting consumers through its function as a
watchdog on corporate behavior. Investigative journalism can expose hidden malpractices—
price gouging, unsafe labor conditions, or deceptive advertising. For example, media
coverage of the Volkswagen emissions scandal brought the issue to public attention. This
exposure pressured regulators to act quickly. A similar pattern emerged in the COVID-19
pandemic. Several retailers inflated prices on essential goods—for example, hand sanitizer
and masks—and faced public backlash and regulatory scrutiny.

Government intervention in Canada ensures that consumers are protected from unsafe products,
unfair pricing, and deceptive advertising. The Canadian Food Inspection Agency ensures that
food and other consumer products are safe, while the Competition Bureau actively prevents
anti-competitive practices and misleading advertising. Platforms like the Better Business
Bureau allow consumers to seek redress, and the media serves as an additional check on
corporate misbehavior. These measures form a comprehensive framework that maintains
fairness and transparency in the Canadian market and promote consumer trust and welfare.
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Government intervention to protect workers’ rights

The Canadian government plays a vital role in protecting the rights of workers through legal
provisions and regulatory frameworks. These protections ensure that workers have a safe and fair
work environment and receive proper compensation for their labor. Below are areas where the
government intervenes to safeguard workers' rights

1. Right to Form Unions and Collective Bargaining

Canadian workers have the legal right to form unions without interference from employers.
Unions play a critical role in negotiating wages, working conditions, and benefits on behalf of
workers. The right to unionize is protected under the Canada Labour Code, which prohibits
employers from engaging in anti-union activities such as intimidation, threats, or retaliation. A
notable example occurred in 2017, when workers at a Tim Hortons franchise in Winnipeg,
Manitoba, attempted to unionize due to concerns over wages and working conditions. The
employer was found guilty of anti-union behavior, including intimidation, and the Manitoba
Labour Board intervened to ensure workers' rights to organize were upheld.

2. Workplace Safety and Non-Discrimination

Employers in Canada are required by law to provide a safe work environment. This is overseen
by agencies such as Workplace Health and Safety Committees and Provincial Labour
Ministries, which ensure compliance with safety regulations. The government enforces policies
that prevent workplace injuries and illnesses, and employers must follow strict safety
guidelines to protect workers. The Occupational Health and Safety Act mandates these
protections and allows workers to refuse dangerous work without fear of job loss.

Federal and provincial laws protect workers from discrimination based on ethnicity, religion,
race, sexual orientation, gender, physical appearance, and other protected characteristics. This
includes protections under the Canadian Human Rights Act, which ensures equal treatment in
employment and prohibits discriminatory practices by employers.

3. Wage Protections and Minimum Wage

Each province and territory in Canada sets a minimum wage rate that employers must pay
workers receive fair compensation for their labor. For example, as of 2024, the minimum wage
in Ontario is set at $16.55 per hour, while in British Columbia, it is $16.75 per hour. These
rates are regularly updated to keep pace with inflation and cost-of-living increases.

4. Vacation Pay and Statutory Holidays

In addition to minimum wage protections, Canadian workers are entitled to vacation pay and
statutory holidays. Workers generally accrue vacation pay as a percentage of their earnings. For
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example, most provinces provide workers with vacation pay equal to at least 4% of their gross
wages for the first few years of employment, which increases to 6% after a set number of years.
Employees in Canada are also entitled to paid public holidays. For example, in Quebec, there
are eight statutory holidays: New Year's Day, Canada Day, and Christmas. If an employee
works on a statutory holiday, they are entitled to be paid at double their regular rate of pay.

5. Overtime Pay

Workers in Canada are generally entitled to overtime pay if they work more than the standard
workweek, which is typically 40 hours. Overtime pay is calculated at 1.5 times the regular
hourly rate. Union contracts may negotiate different terms, but government regulations ensure
that workers are fairly compensated for extra hours worked. These rules are enforced by
provincial labor boards to ensure that employers adhere to legal standards.

6. Severance Pay

If an employee is laid off or fired without just cause, they are entitled to severance pay. The
amount of severance pay is generally calculated based on years of service and salary, with the
typical rate being 4% of annual salary per year of service. For example, in Ontario, the
Employment Standards Act mandates that employees receive severance if they have worked for
a company for more than five years and the company has an annual payroll of $2.5 million or
more. This severance pay is intended to provide financial support while workers transition to
new employment.

7. Workers' Compensation for Injuries

If a worker is injured on the job, they are entitled to compensation through provincial workers'
compensation programs. These programs provide wage replacement, medical benefits, and
rehabilitation services for workers who suffer from work-related injuries or illnesses. For
instance, in Ontario, the Workplace Safety and Insurance Board (WSIB) ensures that workers
receive appropriate compensation for injuries sustained while performing their job duties.
Workers’ compensation is designed to protect both the financial well-being of workers and the
accountability of employers in maintaining safe work environments.

8. Protection from unjust termination

Workers who are unjustly terminated have the right to file complaints with their provincial
labor board or seek legal recourse through the courts. If a worker is fired without just cause,
they can pursue compensation or reinstatement through formal legal channels. An example is
the Employment Standards Act in Ontario, which stipulates that workers cannot be terminated

without proper notice or severance, depending on the circumstances of their dismissal.
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9. Recent developments remote work and flexibility

In recent years, workers in Canada have gained increased flexibility in their work
arrangements, including the right to request remote work. In the COVID-19 pandemic, many
employers adopted remote work policies, and some of these arrangements have continued as
part of the modern workforce. Remote work options provide employees with better work-life
balance, reducing commuting time and allowing for greater flexibility. For example, some
provinces have updated their labor laws to include provisions for flexible work hours or remote
working options to accommodate changes in the workforce.

The Canadian government actively protects workers’ rights through a comprehensive legal
framework that covers everything from union formation and collective bargaining to workplace
safety and fair compensation. Workers benefit from vacation pay, overtime pay, severance in
cases of unjust termination, and protections against discrimination. The government also
ensures that workers injured on the job receive compensation and that workplaces meet safety
standards. These protections, enforced by federal and provincial labor boards, safeguard the

Reading Comprehension

1.  Why does the Canadian government provide subsidies to the renewable energy sector?
How does the Competition Bureau help protect Canadian consumers from anti-competitive practices?
In what situations are Canadian workers entitled to severance pay, and how is it calculated?

2
3
4.  What protections does Canadian law offer against workplace discrimination?
5

Describe the role of the Better Business Bureau in resolving consumer

rights of workers in Canada and promote fairness in the workplace.

Finetuning the Economy
In a market economy, fluctuations in economic activity—known as business cycles—are
inevitable. These cycles consist of periods of high economic growth (booms) followed by
downturns (recessions), where unemployment typically rises. To mitigate the negative
consequences of these cycles, the federal government uses a combination of fiscal and
monetary policies to stabilize the economy and to reduce fluctuations over time.

Expansionary Policies in Recessions
In economic downturns, the government implements expansionary fiscal and monetary
policies to stimulate growth and reduce unemployment. Fiscal policy involves increasing
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government spending or cutting taxes to boost aggregate demand, while monetary policy
typically involves lowering interest rates to encourage borrowing and investment.

A recent example of this occurred in the 2008 financial crisis. In response to a global
recession, the Canadian government introduced the Economic Action Plan, which included
a broad range of stimulus measures such as infrastructure spending, home renovation tax
credits, and business tax cuts. This intervention helped to create jobs, stimulate spending, and
stabilize the economy. The Canadian government spent approximately $60 billion on
stimulus programs, which aided in the recovery and avoided more severe economic damage.

o Monetary Policy Example The Bank of Canada played a crucial role in
stabilizing the economy in the 2008 recession by lowering the policy interest rate
to 0.25% to encourage borrowing and investment. This expansionary monetary
policy helped increase liquidity in the economy and ease the credit crunch that
had frozen global financial markets.

2. Contractionary Policies to Control Inflation
When the economy overheats—characterized by high demand and rising prices—the
government employs contractionary policies to control inflation. These measures
include raising interest rates and reducing government spending to cool down the
economy and lower price levels.

A classic example of this occurred in the early 1980s, when the Bank of Canada
significantly raised interest rates to combat double-digit inflation. Inflation peaked at 12.9%
in 1981, and the central bank responded by raising interest rates to over 20%, which
successfully brought inflation under control. However, this aggressive policy also contributed
to a recession.

More recently, in 2022, Canada faced rising inflation due to a combination of supply chain
disruptions, increased demand post-COVID, and global energy price shocks. The Bank of
Canada responded by raising the policy interest rate from 0.25% at the start of the year to
4.25% by the end of 2022. Inflation peaked at 8.1% in June 2022 but has since fallen to
2.7% as of June 2024, showing the effectiveness of contractionary monetary policy in
controlling inflation. However, this rapid rate of increase also led to higher mortgage costs
and slower economic growth.

3. Government Response to Natural Disasters
Beyond regular economic cycles, governments intervene to address the economic
disruptions caused by natural disasters. These interventions involve direct spending on
recovery and rebuilding efforts.

For instance, after the devastating 2013 floods in Alberta, the federal government provided
over $2 billion in disaster relief funding to help affected communities recover. This
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assistance included support to rebuild infrastructure, to compensate individuals and
businesses for property damage, and to restore public services. These interventions help
communities recover and prevent long-term economic fallout.

Emergency Interventions in Unprecedented Crises

The COVID-19 pandemic presented an unprecedented crisis that required extraordinary
government intervention to stabilize the economy and provide support to individuals and
businesses. The government implemented both fiscal and monetary measures to mitigate the
economic damage caused by widespread lockdowns.

o Canada Emergency Response Benefit (CERB) To support individuals who lost
their income due to the pandemic, the Canadian government introduced CERB,
which provided eligible Canadians with $2,000 per month from March 2020 to
October 2020. This financial lifeline was critical for millions of workers,
particularly those in sectors hardest hit by the pandemic, such as tourism,
hospitality, and retail.

o Canada Emergency Wage Subsidy (CEWS) To prevent mass layoffs, the
federal government launched the CEWS, which subsidized up to 75% of
employee wages for eligible businesses. This program helped employers retain
workers in periods of low demand, a measure that preserved jobs and allowed
businesses to recover more rapidly once restrictions ended. By the end of the
program, the government had spent nearly $100 billion on wage subsidies.

o Monetary Policy In COVID-19 The Bank of Canada also played a role in the
pandemic by lowering the policy interest rate to 0.25% to stimulate borrowing
and support economic activity. Additionally, the central bank engaged in
quantitative easing (buying government bonds) to increase liquidity in financial
markets and ensure businesses could access credit in the crisis.

The Canadian government plays a critical role in stabilizing the economy in periods of
recession, high inflation, natural disasters, and unprecedented crises like the COVID-19
pandemic. Through expansionary fiscal and monetary policies, the government stimulates the
economy in downturns, as seen in the 2008 financial crisis and the COVID-19 pandemic.
Conversely, in periods of high inflation, contractionary policies—such as the Bank of
Canada's interest rate hikes in 2022—help control inflation, albeit at the cost of slower
growth. Additionally, government assistance in the aftermath of natural disasters, such as the
2013 Alberta floods, demonstrates how federal intervention is essential for ensuring long-
term economic stability and recovery. These measures showcase the government's ability to
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fine-tune the economy and minimize the negative impacts of economic fluctuations on

Canadian society.

Income inequality

Income inequality refers to the uneven distribution of income across a population, which can

have major economic, social, and political consequences. Several indicators assess income

inequality—the Gini coefficient, income share data, and changes in median income.
When applied to Canada, these measures reveal trends in inequality and the role of

public policy in reducing disparities.

Major Indicators for Assessing Income Inequality

1. Gini Coefficient

The Gini coefficient is a widely used measure of income inequality. It ranges from 0 to 1,
where 0 represents perfect equality (everyone earns the same income), and 1 represents

Reading Comprehension

1. Why did the Canadian government implement
expansionary fiscal and monetary policies during
the 2008 financial crisis?

2. How did the Bank of Canada respond to rising
inflation in 2022, and what were the
consequences of this policy?

3. In what way did the federal government assist
communities after the 2013 Alberta floods?

4. Explain the purpose of the Canada Emergency
Wage Subsidy (CEWS) and its impact on
employment during the COVID-19 pandemic.

5.  What is income inequality, and how is it

commonly measured in Canada?

perfect inequality (one person earns
all the income). In Canada, the Gini
coefficient rose from 0.29 in 1980 to
0.33 in 2023, a shift that signals a
rise in income inequality over the
past few decades. This upward trend
shows growing disparities between
the wealthiest Canadians and those
with lower incomes. While a
coefficient of 0.33 remains moderate
by global standards, it still points to
increasing inequality, particularly in
urban centers like Toronto and
Vancouver.

As stated earlier, income inequality
in Canada, as measured by the Gini
coefficient and other indicators, has
increased over the past few decades.
The wealthiest Canadians continue
to accumulate a disproportionate

share of income and assets, exacerbating the economic divide. However, the Canadian
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government has implemented various policies to address this growing inequality through
progressive taxation, social welfare programs, minimum wage increases, investments in
education, and affordable housing initiatives. These efforts aim to create a more equitable
society by providing financial support and opportunities to all Canadians and to reduce
the negative consequences of income inequality.

The Gini coefficient is a widely used statistical measure of income inequality. It provides a

numerical representation of how evenly income is distributed within a country, with 0

representing perfect equality and 1 representing maximum inequality. The Gini coefficient

helps to quantify inequality and allows for comparisons across countries or over time. A

rising Gini coefficient suggests growing inequality, while a falling Gini coefficient indicates
that income distribution is

Table 3.3 Gini Coefficient of the G7 countries becoming more equitable.

Country Gini Coefficient (after Scandinavian countries like
Norway and Sweden consistently

taxes)
score low on the Gini coefficient, a
Germany 31.9 result that reflects relatively equal
Japan 320 income distribution. In contrast,
countries for example, the United
France 32.4 States and South Africa, report
Canada 333 higher (.}11’11 co§fﬁ01ents, ‘fl slgn of
greater inequality. The Gini
Italy 33.8 coefficient serves as a useful tool
United 35.1 for un(i'erst.angu;g1 1n;:0;ne ;
Kingdom Inequality 1n both relative an

absolute terms. It helps
politimitekeSsatnsl researchers assess3hd success of economic policies designed to reduce
inequality.

These Gini coefficients reflect the degree of income inequality after taxes and transfers, with
higher values indicating greater inequality. The data shows that among G7 countries, the
United States has the highest level of inequality, while Germany and Japan have relatively
lower levels.

2. Income Share Distribution
Another indicator is the distribution of income among different segments of the population,
broken down into quintiles or deciles. In Canada, the top 10% of earners control a
disproportionate share of total income. According to the latest data, the top 10% of
Canadians earned approximately 34.7% of the total national income in 2023, while the
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bottom 50% of earners took home less than 20% of the income. This disparity reflects the
concentration of wealth among higher-income households, a pattern that deepens
inequality.3. Median Income Growth

Median income growth helps assess whether income gains are evenly distributed across
society. If median income grows slowly or stagnates while top incomes rise rapidly,
inequality worsens. From 2015 to 2023, the median income of Canadians grew by
approximately 1.5% annually, a pace that fell behind the growth of higher incomes.
These incomes rose more quickly because of factors like increased stock prices and
property values. This disparity illustrates the widening gap between middle-income and
high-income earners in Canada.

4. Wealth Inequality

While income inequality focuses on earnings, wealth inequality measures the distribution of
real estate, investments, and savings. In Canada, wealth inequality is more pronounced than
income inequality, largely driven by the concentration of property ownership and financial
assets among the wealthiest Canadians. In 2023, the top 20% of Canadian households owned
nearly 70% of the country's total wealth, while the bottom 40% controlled less than 3% of the
wealth. This imbalance has been exacerbated by rising housing prices, particularly in major
cities.

Poverty A multidimensional problem

Poverty is a condition where individuals or groups lack the financial resources to attain a
minimum standard of living. It is characterized by the inability to satisfy absolute needs,
which are essential for survival and include shelter, food, clothing, basic education, and
basic healthcare. Poverty not only affects the material well-being of individuals but also

restricts their access to opportunities, rights, and full participation in society.

There are two primary types of poverty

o Absolute Poverty This refers to a fixed standard of minimum needs necessary for
physical well-being, usually based on an income level or access to resources. The
absolute poverty line is the level of income required to fulfill these basic needs.
Individuals and households who fall below this threshold are classified as poor. The
absolute poverty line is consistent across countries and does not change over time. For
example, the World Bank defines extreme absolute poverty as living on less than $2.15

per day (adjusted for purchasing power parity as of 2022).
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Relative Poverty This is defined in relation to the economic status of other members of the
society. It means that individuals are poor compared to others in their community or
country. Relative poverty varies across societies and over time, a condition that depends

on societal standards of living and economic disparities within a region or country.

The manner in which basic needs are fulfilled depends on the level of economic
development that a country has achieved. In more economically developed nations, the cost
and standards associated with meeting these needs are typically higher. The cost of living—
which includes the prices of essential goods and services—varies from region to region and
from country to country. Consequently, the amount of income needed to satisfy basic needs

also varies.

To determine who is poor and who is not, it is essential to establish a poverty line. This
line represents the minimum level of income required to meet basic needs and is a crucial
tool for poverty assessment. Since the cost of living differs geographically, the poverty line
must be adjusted to reflect these variations. This means that the poverty line is not a
universal figure but one that varies from region to region and from country to country.
Individuals and households who fall below the poverty line are classified as poor. This
classification helps governments and organizations identify target groups for aid and
development programs. Recognizing that the poverty line varies due to differences in
economic development and cost of living is vital for accurately assessing poverty levels and

implementing effective poverty alleviation strategies.

Poverty is a complex and multifaceted issue influenced by economic, social, and political
factors. It limits people's choices and opportunities and reduces their ability to participate
fully in society. Addressing poverty requires a comprehensive understanding of its
definitions and the factors that determine access to basic needs. When policymakers
consider both absolute and relative measures of poverty, they can design more

effective interventions that address root causes and improve quality of life.

Table 3.4 below shows the level of the poverty line for each of the G-7 countries. Table 3.4

presents the 2022 poverty lines for G-7 countries, measured as annual income in USD.
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Examining these thresholds offers insight into the economic conditions and social welfare
policies of these leading nations. Significant differences exist among the G-7 countries.
Japan has the lowest poverty line, while Canada has the highest. European nations—
France, the United Kingdom, and Germany, for example—report poverty lines that are
relatively close, a pattern that suggests similarities in their cost of living and economic

standards.

These variations are probably due to differences in cost of living, wage levels, and social
welfare systems. Japan's lower poverty line might reflect a lower cost of living or different
societal norms regarding poverty. In contrast, Canada's higher threshold could be attributed
to a higher cost of living or more comprehensive social support programs. Factors like

purchasing power parity and wage distribution most likely influence these figures as well.

Table 3.4 Poverty Line in 2022 in G-7 The disparities suggest that each
Countries country faces unique economic
(Annual Income in USD) challenges and has specific policy

priorities. Higher poverty

thresholds may indicate a need for

greater income to meet basic living
Country Poverty Line standards, influencing social
assistance programs and economic
planning.
Japan 11,300
Ttaly 12,000 Differences in how each country
defines and measures poverty,
United States 14,580 along with factors like exchange
Beniae 14.676 rates, can affect the comparability
- of these figures. Cultural
United )
iinlor 15,500 perceptions of poverty and
Germany 15.807 economic Wellibeing may allso
vary. The varying poverty lines
Camatan Iglee among G-7 countries reflect their
Source OECD Poverty Indicators, 2023. diverse economic environments

and approaches to social welfare.
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These differences highlight the importance of considering national contexts when

comparing poverty thresholds internationally.

Having examined the different
poverty lines among the G-7 Table 3.5

countries in Table 3.4, we will now The Poverty Rate in 2021 Among
explore the incidence of poverty G-7 Countries

within these nations in Table 3. 5 The Poverty Rate in 2021

Table 3.5 presents the poverty rates
in 2021 among G-7 countries. The

Poverty Rate
(%)

Country

rates provide insight into the social
and economic health of these

advanced economies and reflect the Canada
effectiveness of their social welfare France
and income distribution policies.

Italy has the highest poverty rate, Vetpati
while Canada has the lowest. France Germany
and Germany fall in the middle with United
moderate poverty levels. The United States
States and the United Kingdom have United
higher poverty rates than their Kingdom
European counterparts, a difference Italy

that reflects variations in their
social safety nets.

Italy stands out with the highest Source OECD Data, 2023.
poverty rate, contrasting with

Canada’s much lower rate. This

suggests that Canada’s social policies may be more effective in mitigating poverty, while
Italy might face structural economic challenges that exacerbate income inequality. These
variations are probably due to different levels of social welfare spending, labor market
conditions, and policies that redistribute income. For example, Italy's higher poverty rate
could stem from weaker employment opportunities and less robust social safety programs,
whereas Canada's lower rate reflects stronger social support systems.

The data points to the need for some G-7 nations to reassess their approaches to tackling
poverty, particularly those with higher rates. Differences in how countries define and
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measure poverty, as well as economic conditions, likely influence these figures.
Methodological differences, such as how income and living standards are calculated, may
also affect comparability. The poverty rates highlight distinct challenges and policy priorities
across the G-7 nations, a pattern that reveals different approaches to social and economic
issues.

The poverty rate depends on the overall level of income, along with economic and social
policies that affect income distribution, and hence the incidence poverty. While higher
average income correlates with lower poverty rates, this is not always the case. Table 3.6
presents the per capita income of G-7 countries in 2023.

Table 3.6 shows the per capita income in 2022 for G-7 countries; it provides a useful context
for understanding the relationship between income levels and poverty rates discussed earlier.
Despite the United States having the highest per capita income, it also exhibits one of the
higher poverty rates among G-7 nations. This suggests that while average income is high,
income inequality might be a factor contributing to a higher incidence of poverty in the US.
In contrast, Canada, which has the second-highest per capita income, shows a much lower
poverty rate. This could be attributed to stronger social safety nets and more redistributive
economic policies.
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Italy and Japan, with the lowest per
Table 3.6 Per Capita Income Among G-7 capita incomes, also have higher

Countries in 2022 poverty rates, as noted in previous

discussions. Italy’s lower per capita

Pec Capita income in 2022 . . .
P income likely exacerbates its rate of

poverty, reflecting structural

C Per Capita Income economic problems such as slower
ountry ]
(USD) growth and higher unemployment.
Japan’s moderate poverty rate,
despite its lower income, may
Italy 41,881

indicate stronger social cohesion or
Japan 42,490 cultural factors that mitigate the
effects of lower average income.

France 47,723
; Countries like France and Germany,
United . . . .
Ki 48,520 with per capita incomes in the mid-
ingdom

range, show moderate poverty rates.
Germany SA This balance might be due to more
robust social welfare systems, which

Canada 55,049 help to reduce the impact of lower
- income on poverty levels.

United 80,035

States

The data underscores that while
Source World Bank Data, 2023. higher per capita income correlates
with lower poverty, the distribution of income, social policies, and labor market conditions
play crucial roles. Countries like the United States, where wealth is concentrated among few
individuals, tend to have higher poverty rates despite high average income levels.
Meanwhile, countries with lower per capita incomes but stronger social safety nets, like

Japan and France, are better able to mitigate poverty.

The table highlights the complex interplay between income levels and poverty, where wealth
alone does not guarantee lower poverty rates. Economic policies that promote equitable
distribution of wealth and ensure adequate social protection are critical in reducing poverty,
as seen in countries like Canada and Germany.

As was mentioned previously, an indicator that is used to measure income inequality is the
Gini coefficient. The Gin coefficient varies between zero and one, where 0 equals perfect
equality and one equals perfect and equality.

© 2025 Addisan Publishing. All rights reserved.

193



Consequences of High income Inequality

Reading comprehension
Why is the Gini coefficient used to assess
income inequality, and what does Canada’s
score of 0.33 in 2023 indicate?
How does wealth inequality in Canada differ
from income inequality, according to the data
in 2023?
In what way does Table 3.5 illustrate the
relationship between poverty rates and social
welfare policies among G7 countries?
What does the data in Table 3.6 suggest about
the relationship between per capita income
and poverty rates in countries like the United
States and Canada?

Explain two major consequences of high-

High levels of income inequality can produce negative economic, social, and political

consequences. From an economic
perspective, high inequality can
reduce overall growth. When a large
share of the population has limited
disposable income, consumption
falls, and demand for goods and
services weakens. On the social
side, income inequality limits
access to essential services and
perpetuates poverty across
generations. Politically, it can
generate instability. Marginalized
groups may lose confidence in
existing political institutions and

income inequality for a country’s political or

withdraw from participation.
economic stability.

In Brazil, high levels of income

inequality have contributed to social

unrest and political instability. The
country's economic growth has been hindered by the vast gap between its wealthy elite and
the rest of the population. This has led to calls for economic reforms and redistributive
policies to bridge the income gap.

The consequences of high income inequality are far-reaching, a condition that affects not
only the economy but also the social and political fabric of a country. Addressing inequality
is therefore not only a moral imperative but also a requirement for long-term stability and
growth.

Government Efforts to Address Income Inequality in Canada

Recognizing the economic and social risks associated with high income inequality, the
Canadian government has implemented several policies aimed at reducing the gap between
high and low earners. These efforts focus on progressive taxation, social welfare programs,
and investments in education, housing, and wages.

1. Progressive Taxation
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Canada employs a progressive income tax system, where higher-income earners pay a larger
percentage of their income in taxes. The top marginal income tax rate in 2023 is 33% for
individuals earning more than $235,675. Revenue from these taxes is redistributed through
social programs that support lower-income individuals and families.

Canada Child Benefit (CCB) Introduced in 2016, the CCB provides tax-free monthly
payments to eligible families with children under 18, based on household income. In 2023, the
CCB lifted over 435,000 children out of poverty, a result that established it as a vital tool to
reduce child poverty and to support low- to middle-income families.

2. Social Welfare Programs

The Canadian government provides various social welfare programs to support low-income
individuals, particularly the elderly. The Canada Pension Plan (CPP) and Old Age Security
(OAS) offer basic income to retirees, while the Guaranteed Income Supplement (GIS) provides
additional financial assistance to low-income seniors.

these programs play a significant role in reducing income inequality among seniors. In 2022, the
OAS and GIS combined helped reduce senior poverty rates, a policy that ensures most retirees
in Canada have access to a basic income even without sufficient savings from their working
years.

3. Minimum Wage Increases

Provincial governments across Canada have increased minimum wages in recent years to
improve the earnings of low-wage workers. For example, Ontario raised its minimum wage to
$15.50 per hour in 2022, while British Columbia increased its minimum wage to $16.75 per
hour in 2023. These increases help ensure that more Canadians earn a living wage, which helps
reduce income disparity, particularly for workers in sectors like retail and hospitality.

4. Education and Job Training

Access to education is a critical factor in reducing income inequality, as higher education leads
to better job opportunities and higher income. The Canadian government has invested in
education through programs like Canada Student Loans and Canada Student Grants to expand
access to post-secondary education for low- and middle-income students. In 2023, over $5
billion in student grants and loans were disbursed to allow thousands of students to attend
college or university who would not otherwise have had the means to do so. Provincial
initiatives—for example, Ontario’s OSAP program—support federal efforts to lower
education costs for low-income families.

5. Affordable Housing Initiatives
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The National Housing Strategy, launched in 2017, aims to address housing affordability by
creating and repairing affordable housing units across Canada. With a budget of $72 billion
over 10 years, this initiative focuses on reducing homelessness and improving housing access
for low-income households. As of 2023, over 100,000 affordable housing units have been
created or repaired under the strategy, providing much-needed relief for Canadians struggling
with rising housing costs, particularly in urban areas where property values have soared.

Income inequality in Canada, as measured by the Gini coefficient and other indicators, has
increased over the past few decades. The wealthiest Canadians continue to accumulate a
disproportionate share of income and assets that has deepened the economic divide. In
response, the Canadian government has introduced a range of policies that aim to narrow this
gap—progressive taxation, stronger social welfare programs, higher minimum wages,
expanded access to education, and more affordable housing. initiatives. These efforts aim to
create a more equitable society by providing financial support and opportunities to all
Canadians to mitigate the negative consequences of income inequality.

Government Intervention in the Economy through Infrastructure

Definition of Infrastructure

Infrastructure refers to the physical systems and facilities that are crucial for the functioning of
an economy, such as transportation networks (roads, bridges, ports, and airports), energy systems
(electric grids, pipelines, and power plants), water supply, sewage, and telecommunication
networks. These systems enable the efficient production, transportation, and distribution of
goods and services, as well as providing essential services to households and businesses. Well-
developed infrastructure forms the backbone of economic activity helps industries to operate
smoothly, goods can reach markets, and services can be delivered to consumers.

Canadian Examples of Infrastructure

1. Transportation Infrastructure

The Canadian government has made significant investments in improving the country’s
transportation infrastructure. One project is the Trans-Canada Highway, the longest national
highway in the world, spanning over 7,800 kilometers. It facilitates trade and the movement of
goods across the country, connecting major cities and ports. Another example is the Port of
Vancouver, Canada's largest port, handling over $275 billion in goods annually. This port is
essential for both domestic trade and international exports, which makes it a critical piece of
infrastructure for Canada's economy.
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2. Energy Infrastructure

Canada’s energy infrastructure is integral to its role as a global energy producer. Two major
projects, the stone Pipeline and the Trans Mountain Pipeline Expansion, facilitate the transport of
crude oil from Alberta’s oil sands to refineries and export terminals. The stone Pipeline runs
from Hardisty, Alberta, transporting crude oil southward through Saskatchewan, Manitoba, and
several U.S. states; Montana, South Dakota, and Nebraska, before connecting to refineries in the
U.S. Midwest and the Gulf Coast. This pipeline plays a role in exporting Canadian crude oil to
U.S. markets an in supporting both Canadian and U.S. energy needs.

The Trans Mountain Pipeline Expansion transports crude oil and refined products from
Edmonton, Alberta, to the Westridge Marine Terminal in Burnaby, British Columbia, on the
Pacific coast. The expansion significantly increases the pipeline’s capacity and allows more
Canadian oil to be exported to international markets, particularly in Asia. By providing access to
tidewater, the Trans Mountain Pipeline helps diversify Canada’s oil exports beyond North
American markets.

Both projects are essential to supporting Canada's energy sector. They contribute significantly
to national GDP and employment because they allow for the efficient transport and export
of crude oil.

3. Public Transit

In urban areas, the government has invested in public transit infrastructure to improve mobility
and reduce congestion. For example, the Ontario Line in Toronto, a new subway project, is part
of'a $28.5 billion public transit expansion plan aimed at reducing traffic congestion and
improving access to public transportation. Similarly, Montreal’s Réseau express métropolitain
(REM), a light-rail system, is expected to significantly improve commuter access across the
greater Montreal area.

4. Digital Infrastructure

The Canadian government has also prioritized expanding broadband internet access to rural and
remote areas. The Universal Broadband Fund, launched in 2020, is a $2.75 billion investment
aimed at connecting 98% of Canadians to high-speed internet by 2026. This digital
infrastructure is crucial for enabling remote work, online education, and digital business
operations, which have become increasingly important in the modern economy.

Importance of Infrastructure for the Economy
1. Facilitating Trade and Economic Growth
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Infrastructure is essential to support trade, both within Canada and across international borders.
Efficient transportation systems—highways, ports, and airports, for example—make possible
the movement of goods across regions and countries. For instance, the Port of Vancouver is
crucial for Canada's export economy. It allows Canadian natural resources—timber, grains, and
minerals—to reach global markets. A well-connected transportation network lowers logistical
costs for businesses and strengthens trade. This activity promotes economic growth.

2. Supporting Productivity

Infrastructure directly affects the productivity of an economy by reducing transaction and
transportation costs for businesses. Reliable energy infrastructure ensures that industries can
operate efficiently, while water supply and sewage systems are necessary for maintaining
public health and business operations. For example, the stone Pipeline reduces transportation
costs for Canadian oil producers. It enables them to compete more effectively in global
markets. Well-maintained infrastructure enables businesses to expand, improve their
operations, and increase productivity, leading to higher economic output.

3. Job Creation and Economic Stimulus

Investment in infrastructure projects also serves as an economic stimulus because it creates jobs
and increases demand for construction materials and services. Major infrastructure projects—the
Ontario Line subway extension and the Trans Mountain Pipeline, for example—have
created thousands of direct and indirect jobs and added to both local and national employment.
These projects also generate economic activity in related industries—manufacturing,
engineering, and construction.

4. Attracting Investment

Countries with modern, reliable infrastructure are more likely to attract both domestic and
foreign investment. Investors seek locations where transportation, energy, and digital systems
are efficient and capable of supporting large-scale operations. Canada's strong infrastructure,
particularly in sectors like energy and transportation, makes it an attractive destination for
multinational corporations. The Government of Canada’s Infrastructure Plan, with over $180
billion in funding over 12 years, is designed to enhance infrastructure and, by extension, attract
long-term investment in the economy.

5. Enhancing Quality of Life

Infrastructure improves the quality of life by providing essential services such as clean water,
energy, transportation, and digital connectivity. Investments in public transit, healthcare
facilities, and housing make cities more livable and sustainable, which in turn supports the
well-being of the workforce and boosts overall economic productivity. For example, the
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National Housing Strategy aims to address housing shortages by investing in affordable

housing and supporting the construction of new units, improving living conditions for low- and
middle-income Canadians.

Infrastructure is critical for the function and expansion of any economy. In Canada, the

government’s investment in transportation networks, energy systems, public transit, and digital

infrastructure plays a central role in driving economic growth, raising productivity, and
improving quality of life. Through initiatives like the Trans-Canada Highway, the Universal
Broadband Fund, and major transit projects, Canada’s infrastructure enables trade, attracts

investment, and creates jobs. Strong infrastructure serves as the foundation of a healthy

economy because it allows goods and services to be produced, distributed, and consumed
efficiently.

Reading comprehension

Why has the Canadian government adopted a
progressive taxation system, and how does it help
reduce income inequality?

How does the Canada Child Benefit (CCB)
contribute to poverty reduction among families with
children?

In what way does the Trans Mountain Pipeline
Expansion support Canada’s role in global energy
markets?

What role does the Universal Broadband Fund play
in addressing digital inequality in Canada?

Explain how infrastructure investment contributes to
both economic growth and job creation in Canada.

Public Goods and Government
Intervention in the Economy

One significant reason for
government intervention in the
economy is the need to provide
public goods. These are goods and
services that the private sector is
either unable or unwilling to provide
efficiently due to their unique
characteristics. Public goods are
defined by two main features they
are non-excludable and non-
rivalrous. This means that once a
public good is provided, it is
impossible or impractical to prevent
anyone from using it, even if they
have not contributed to its cost (non-
excludability), and one person's use
of the good does not reduce the

availability of that good to others (non-rivalry). Because private businesses cannot easily
charge users or exclude non-payers, they lack incentives to supply these goods, which results in

market failure. Thus, the government intervenes to make essential goods and services
available to everyone.

National defense is a prime example of a public good in Canada. The Canadian Armed Forces
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protect the country from external threats and maintain the safety and sovereignty of its
citizens. Since everyone in Canada benefits from this protection regardless of tax contribution,
defense is considered non-excludable. It is also non-rivalrous—one person’s security does not
diminish the protection available to others. The private sector cannot exclude non-paying
citizens from national security, and the enforcement costs would be prohibitive. Therefore, the
government finances and provides defense through taxation to guarantee universal access to
national security.

Similarly, police services represent another essential public good provided by the government.
In Canada, law enforcement agencies maintain public order, enforce laws, and respond to
emergencies. Like national defense, police services are both non-excludable and non-rivalrous.
Everyone benefits from the presence of police in society, and one person’s use of these services
does not prevent others from accessing them. If law enforcement were left to private firms,
those unable to pay for protection would remain vulnerable, which would create an unequal and
unsafe society. When governments provide these services directly, they make basic safety
and security available to all citizens, regardless of income—conditions necessary for a
functional economy and stable society.

The cost of excluding non-payers from public goods is another reason the government must
intervene. In the case of national defense or public safety, the costs of enforcing exclusion
would be prohibitively high for private firms. It is neither practical nor ethical to allow only
those who pay to benefit from defense or policing while leaving others unprotected. This
creates what economists call the free-rider problem, where individuals can benefit from a good
without paying for it, further discouraging private provision. In such scenarios, only the
government, which can finance these goods through compulsory taxation, can provide them
efficiently. This ensures that everyone contributes to and benefits from essential services that
form the backbone of societal stability.

Public goods also include services that are non-rivalrous, meaning that one person’s
consumption does not diminish the availability or quality of the good for others. For example,
broadcast television is non-rivalrous; many people can watch the same broadcast without it
reducing the experience for anyone else. Similarly, lighthouses are non-rivalrous because one
ship’s use of the lighthouse's signal does not prevent other ships from benefiting. These goods
are typically provided by the government because, although they are widely used, the cost of
preventing non-payers from accessing them would be high and inefficient. The government
ensures that non-rivalrous goods are accessible to all, providing critical services that support
the functioning of the broader economy.

As indicated earlier, non-excludable goods are those where it is not possible to prevent people
from using the good, even if they haven’t paid for it. An example of this is clean air. Everyone
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can breathe clean air, and there is no way to stop individuals from benefiting from it. Public
street lighting is another example—once the lights are installed on public roads, everyone
passing by benefits from them, regardless of whether they contribute to the costs. The private
sector would struggle to profit from such goods, as it is impossible to charge individual users
for something they cannot be excluded from. The government, by stepping in, ensures that non-
excludable goods like clean air and public street lighting are provided to all, supporting public
health, safety, and economic activity.

The provision of public goods is essential for the smooth functioning of the economy.
Infrastructure such as roads, bridges, and digital networks are public goods that facilitate trade,
reduce transaction costs, and enable businesses to operate efficiently. Public goods like national
defense, police services, and public health provide the necessary stability and security for
economic activity to thrive. Without government intervention to provide these goods, the
private market would fail to supply them at the scale required for a modern, functioning
economy. The role of the government in providing public goods thus ensures that society's
most essential services are accessible to everyone, fostering a more equitable, productive, and
stable economy.

Public goods are essential to the well-being of society and the strength of the economy. Their
non-excludable and non-rivalrous nature prevents efficient provision through private markets,
which makes government intervention necessary. When the government funds and delivers
public goods—national defense, policing, and public health—it addresses the free-rider
problem and makes these essential services available to all. This provision promotes safety,
stability, and economic growth. In supplying public goods, the government plays an
indispensable role that sustains both social order and economic performance.

Government Intervention to Maintain Law and Order in the Economy
The government plays a crucial role in maintaining law and order, a condition essential for the
smooth operation of a market economy. One form of intervention involves the creation of
institutions that regulate and oversee various aspects of economic activity. Institutions—the
judicial system, regulatory bodies, and law enforcement agencies—uphold legal rules and
create a structured and predictable environment for businesses and individuals. For example, in
Canada, the Competition Bureau enforces laws that promote competition and prevent
monopolistic practices, which helps keep the market fair and efficient. Without institutions to
uphold these standards, markets would descend into disorder, and economic actors would limit
their activity because of the absence of protection and fairness.
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In addition to creating institutions, the government establishes the "rules of the game" through
laws and regulations that govern economic transactions. Rules related to property rights,
intellectual property, and anti-corruption practices provide businesses with the stability
required to operate and compete. Canadian businesses, for instance, rely on the Intellectual
Property Office to protect inventors’ rights, which makes possible innovation and investment
in research and development. By defining and enforcing clear rules, the government
provides the predictability essential for long-term planning and sustained economic growth.

Law and order are essential to the production of goods and services because businesses rely on
stable environments to plan, produce, and distribute their products. Government intervention
reduces risks—theft, fraud, and disruption—and protects the economy. In Canada, the
Royal Canadian Mounted Police (RCMP) and other law enforcement agencies work to prevent
criminal activities that could threaten business operations. The judiciary also plays a role in
resolving disputes between businesses or between businesses and consumers. This system
provides fair and transparent resolution of conflicts, which supports economic stability and
encourages growth.

Another important government role is enforcing contracts, the backbone of economic
transactions. Businesses and individuals enter into contracts to buy and sell goods and services,
invest, and form partnerships. Without contract enforcement, parties would hesitate to engage
in complex or long-term transactions due to concerns about agreements being dishonored. If a
supplier fails to deliver goods, for example, the legal system allows the affected party to seek
compensation or contract enforcement. In Canada, the judiciary ensures that both parties in a
contract are protected, fostering trust and encouraging greater economic activity and
investment.

Finally, the government safeguards the integrity of institutions, a function critical to the
stability of the economy. The Bank of Canada, for instance, manages monetary policy, controls
inflation, and stabilizes the currency. Without strong oversight of financial institutions, markets
could become unstable and trigger economic crises, as seen in the 2008 global financial
collapse. The government’s role in maintaining institutional performance prevents market
failures and supports steady economic operation. Institutions like workplace health and safety
boards also enforce rules that protect employees and help create a fair and productive labor
market.

Government intervention to maintain law and order is foundational for the operation of a
market economy. The government creates institutions, sets rules, enforces contracts, and
maintains the performance of core systems to provide the framework within which economic
activity can thrive. These actions establish the stability and trust required for businesses and
individuals to produce goods, conduct trade, and invest in the future.
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Characteristics of the Canadian Economy

The Canadian economy operates as a market economy (or capitalist economy), where most
resources and production are privately owned and controlled by individuals and companies.
Approximately 80% of Canada’s economic output comes from the private sector, while the
remaining 20% is generated by public sector enterprises and government activities. This
significant portion of private ownership reflects the core principles of a market-based system,
where supply and demand primarily determine the allocation of resources. The public sector's
role includes government services, public infrastructure, and essential industries—healthcare
and education, for example—which demonstrates the mixed nature of the economy.

Oligopoly in the economy
One notable feature of the Canadian economy is that it is dominated by a small number of large
corporations, particularly in sectors like manufacturing, banking, and high-tech. In the banking
sector, the "Big Five" banks—Royal Bank of Canada (RBC), Toronto-Dominion Bank (TD),
Bank of Nova Scotia (Scotiabank), Bank of Montreal (BMO), and Canadian Imperial Bank of
Commerce (CIBC)—control most financial services, with a combined market share exceeding
80%. Similarly, in the telecommunications and high-tech industries, companies like Rogers
Communications, Bell Canada, and Telus dominate, shaping the competitive landscape. In
manufacturing, major companies such as Magna International and Bombardier are players. This
concentration of corporate power highlights the oligopolistic tendencies within the Canadian
economy, where a small number of firms exert substantial influence over entire industries.

Foreign domination
The manufacturing sector in Canada is significantly influenced by foreign ownership,
particularly by American and European firms. Foreign multinational companies control a
considerable portion of manufacturing output, especially in sectors like automotive and
aerospace. For example, General Motors and Ford operate major manufacturing plants in
Ontario, while European aerospace giant Airbus has a substantial presence through its
acquisition of the Bombardier CSeries jet program. This high degree of foreign ownership
underscores Canada's reliance on global corporations for industrial production and investment,
a characteristic that distinguishes it from economies with more domestic control over sectors.
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Canada’s Dependence on Natural Resources
One of the defining characteristics of the Canadian economy is its heavy reliance on natural
resources. Canada holds abundant reserves of oil, natural gas, minerals, timber, and freshwater.
These resources play a significant role in the country’s economic output and contributed
approximately 16% of Canada’s GDP in 2023. The oil and gas sector—particularly crude oil
extraction from Alberta’s oil sands—stands among the largest contributors and generates a
substantial share of national income. In addition, the mining sector remains critical. Canada
ranks among the world’s top producers of commodities such as gold, nickel, and potash.
The forestry sector also contributes meaningfully, especially in provinces like British Columbia
and Quebec, where timber and wood products form the backbone of local economies.

Natural resources also account for a significant portion of Canada’s exports. In 2023, natural
resource exports represented about 47% of the country’s total merchandise exports. The oil and
gas sector dominates these exports, with Canada being the fourth-largest exporter of crude oil
in the world, largely driven by demand from the United States, Canada’s largest trading
partner. Beyond energy, mining products like gold, copper, and iron ore are exported to
markets in Asia and Europe. The forestry sector also plays a critical role in exports, particularly
softwood lumber, which is shipped to the U.S., China, and other countries. These exports not
only support the domestic economy but also strengthen Canada’s position as a player in global
trade.
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In addition to their direct contributions to GDP and exports, natural resources generate a
substantial share of government tax revenue. The federal and provincial governments collect

revenue through resource royalties, taxes, and fees applied to extraction and production. In

2022, natural resource-related income totaled about $25 billion, with a large share coming from

Reading comprehension questions

Why are public goods like national defense
and street lighting typically provided by the
government rather than private firms?
How does the Canadian government
maintain law and order to support the
functioning of a market economy?

In what way does foreign ownership
influence Canada’s manufacturing sector?
What economic roles do natural resources
play in Canada’s GDP, exports, and
employment?

Discuss why the Canadian economy is
considered a mixed economy rather than a
purely market-driven one.

oil and gas production in Alberta
and Saskatchewan. These funds
support public services,
infrastructure projects, and social
programs across the country, which
makes the resource sector a critical
source of government income. For
example, the provincial government
of Alberta depends heavily on oil
and gas revenues to finance
healthcare, education, and
infrastructure development.

Natural resources also make a
substantial contribution to
employment in Canada. The
resource sector directly employed
over 950,000 Canadians in 2023,
representing nearly 5% of the total
workforce. The oil and gas industry,
mining, and forestry sectors remain
major employers, especially in
resource-rich provinces—Alberta,
Saskatchewan, British Columbia,

and Newfoundland and Labrador. In addition to direct employment, these industries support

thousands of indirect jobs across equipment manufacturing, transportation, and related services.
In rural and northern communities, resource industries act as the primary source of employment
and provide the economic foundation that supports local stability.

Natural resources underpin Canada’s economic prosperity. They drive growth in GDP, exports,
government revenue, and employment. As one of the world’s top exporters of energy and
minerals, Canada’s economy continues to depend on the responsible and efficient use of its vast
natural resource base.
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Although Canada is a predominantly market-driven economy, government intervention plays
an essential role for various reasons, as outlined earlier. The government regulates industries to
ensure fair competition, provides public goods like healthcare and education, enforces labor
laws, and supports economic stability through monetary and fiscal policies. For example, the
Bank of Canada actively manages monetary policy to control inflation and stimulate economic
growth when needed, while the federal government invests in infrastructure projects to create
jobs and support long-term growth. These interventions address market failures, provide social
welfare, and maintain overall economic stability.

Given the substantial involvement of both the private and public sectors, the Canadian economy
is best described as a mixed economy. While most resources and industries operate under
capitalist, market-driven principles, the government plays an active role in regulation and support
to maintain smooth and equitable economic performance. This balance between private
enterprise and government intervention shapes the unique structure of the Canadian economy. It
combines the efficiency of market forces with the stability and social equity that result from
government oversight.

Conclusion

No market economy operates without direct or indirect government intervention. The
government directly participates in the economy by owning companies such as Canada Post,
the CBC, Canadian National Railway, and a portion of Air Canada. Prior to the 1990s, the
Canadian government owned even more companies than it does today. As outlined, the
government also intervenes indirectly in the economy for various reasons. In conclusion, there
1s no market economy free from government intervention, either direct or indirect.

Summary Points from Chapter 3

1. Learning Objectives
o Understand criteria for assessing economic systems.
o Discuss basic functions and different types of economic systems (traditional,
capitalist, socialist).
o Analyze the strengths and weaknesses of these systems.
o Characterize the Canadian economy and its mix of market and government
interventions.

2. Definition of an Economic System
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o

An economic system is the structure through which a society organizes its
production, distribution, and consumption of goods and services, addresses ng

resource scarcity and determines how to allocate resources.

3. Ciriteria for Assessing Economic Systems

o

@)

Wealth Creation Systems should efficiently use resources to grow the economy
and improve living standards.

Full Employment Strive for low unemployment rates.

Stable Prices Prevent extreme inflation or deflation.

Efficiency Optimize resource use through technical, allocative, distributive, and
social efficiency.

Equitable Income Distribution Balance fairness and incentives for services.

4. Resource Allocation

@)

Economic systems manage resource distribution through ownership and market
mechanisms.

The major types of economic systems are traditional, market, and planned
economies, each with distinct ways of determining what is produced and
distributed.

5. Traditional Economic Systems

o

o

Resources are allocated based on custom and tradition.
Communal ownership and direct roles in subsistence activities (e.g., Indigenous

communities or the Maasai people).

6. Market Economy

o

Private Ownership Resources are mainly privately owned, and production is
driven by profit.

Advantages Efficient resource allocation, innovation, consumer choice,
economic growth, and adaptability.

Weaknesses Can result in unemployment, cyclical instability, income

inequality, and social inefficiencies (e.g., environmental degradation).

7. Weaknesses of the Market Economy in Canada

o

o

o

o

Unemployment Job losses due to technological advances.
Cyclical Instability Periodic booms and busts.
Income Inequality Widening income gap, especially in urban areas.

Social Inefficiency Environmental costs in industries like Alberta’s oil sands.
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10.

11.

12.

13.

14.

15.

Planned Economy
o Government Ownership The state controls resources and production.
o Advantages Full employment, economic stability, equitable income
distribution, and social efficiency.
o Weaknesses Lack of incentives, technical inefficiency, limited consumer
choice, and slower economic growth.
No Pure System
o No economy is purely market-based or planned. All economies are mixed, with
varying degrees of government intervention (e.g., China blends planning with
market forces).
Government Spending as % of GDP
o Varies among G7 countries, reflecting different levels of government
intervention. Canada is mid-range compared to the U.S. (lower) and France/Italy
(higher).
Market Failures and Government Intervention
o Market failures arise from monopolies, externalities, information asymmetry,
irrational consumer behavior, and incomplete markets.
o Canadian Examples High wireless rates (oligopoly), Alberta oil sands
(negative externalities), and insurance market gaps (incomplete markets).
Government Intervention in Consumer Protection
o Enforces product safety and truthful advertising (e.g., CFIA regulations,
Competition Bureau cases like bread price-fixing and Volkswagen emissions
scandal).
Protection of Workers’ Rights
o Legal protections include union rights, workplace safety, minimum wage,
overtime pay, vacation pay, severance, and compensation for work injuries.
Fine-Tuning the Economy
o Expansionary Policies Government intervenes in recessions (e.g., Economic
Action Plan in 2008 crisis).
o Contractionary Policies Control inflation by raising interest rates (e.g., Bank of
Canada in 2022 to curb inflation).
Income Inequality

o Gini Coefficient Canada's inequality has risen (0.33 in 2023).
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o Wealth Concentration The top 10% of earners hold disproportionate income
and wealth.
o Government Efforts Progressive taxation, social welfare programs, minimum
wage increases, and affordable housing policies aim to reduce inequality.
16. Government Intervention in Infrastructure
o Definition Essential physical systems for economic activity (e.g., roads,
pipelines).
o Canadian Examples Trans-Canada Highway, stone and Trans Mountain
Pipelines, and digital infrastructure expansion (Universal Broadband Fund).
17. Public Goods
o Definition Goods that are non-excludable and non-rivalrous, such as national
defense and police services, which the government provides due to market
failures.
18. Government Role in Maintaining Law and Order
o Government establishes institutions, rules, and enforcement mechanisms
essential for economic stability, contract enforcement, and functions (e.g., the
judiciary and the RCMP).
19. Characteristics of the Canadian Economy
o Market-Based 80% private, 20% public sector.
o Oligopoly Dominated by a few large firms in banking, telecommunications, and
manufacturing.
o Foreign Ownership High in manufacturing (e.g., General Motors, Airbus).
o Natural Resources Significant share of GDP, exports, government revenue, and
employment.
20. Mixed Economy
o While Canada operates primarily as a market economy, government intervention

is crucial in various areas, making it a mixed economy.

1. The main role of an economic system involves:

A. Reducing taxes and promoting investment
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B. Limiting government spending
C. Organizing production, distribution, and consumption
D. Increasing political participation

2. Resource scarcity is addressed through systems that:

A. Maximize exports only

B. Reduce prices for all goods

C. Promote consumption over production

D. Allocate goods by deciding what, how, and for whom to produce

3. Among the following, the one not used to evaluate economic systems is:
A. Full employment

B. Wealth creation

C. Low taxation

D. Stable prices

4. Efficiency in economics involves:

A. Increasing the number of government jobs

B. Optimizing resources via technical and social measures
C. Exporting more than importing

D. Reducing consumer choice

5. Income distribution is considered equitable when it:
A. Eliminates income taxes

B. Restricts benefits to high-skilled workers

C. Concentrates wealth among the top earners

D. Balances fairness with incentives to work

6. A proper classification of economic systems identifies:

A. Traditional as profit-based; market as communal; planned as custom-driven

B. Planned as consumer-driven; market as centrally planned

C. Traditional as custom-based; market as profit-driven; planned as centrally managed
D. Market as centrally managed; traditional as price-based; planned as role-based

7. Customs and tradition influence resource use primarily in:
A. Price-based economies

B. Government-run economies

C. Communities with communal ownership

D. Profit-maximizing firms

8. Efficient allocation through supply and demand is a feature of:
A. Government-controlled pricing

B. Systems that eliminate inequality

C. Market-driven economies

D. Communal ownership models
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