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Objective

Build the skills to answer exam questions on resource allocation in different eco-
nomic systems AR ZFA G PR R E — market, planned and mixed 7737 .
11¥%l. JEH economies, and the price mechanism {1 #&41i.

You must be able to:

o describe market, planned and mixed economies
« explain the three functions of the price mechanism (signalling, incentive, rationing)

« analyse and evaluate the strengths and weaknesses of each system
1 Worked examples

B Systems and the price mechanism

Market Mixed Planned
firms own resources; private + public government owns and
prices decide; sectors both decide; decides what, how
little government almost every country and for whom

Exam: real economies are mixed — the question is how far market vs government decides

Market economy < mized economy < planned (command) economy

o Market economy i34 %: prices and private owners decide; planned 1|4
¥ the government decides; mixed JEAZ43F: both (almost every real country).

o Price mechanism f}#&# ] does three jobs: signalling {55 (shows where
resources are wanted), incentive E{Jij (rewards producers to supply more), ra-
tioning fit % (shares out a scarce good).
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signalling — shows where incentive — rewards
resources are wanted producers to supply more

rationing — shares
out a scarce good

The price mechanism: signalling, incentive and rationing

Answer shapes: AO1 + AO2 + AO3 (analysis) + AO4 (a supported judgement in
context).

2 Practice

2.1 Define the term market economy. 2]
2.2 State the three functions of the price mechanism. [3]
2.3 State one strength and one weakness of a planned economy. 2]
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3 Exam-style questions

3.1 In a market economy, a rising price acts as an incentive because it: 1]

E% A signals where resources are wanted
cib B rewards producers, so they supply more
C shares out a scarce good

D reduces consumer demand

3.2 Explain how the price mechanism allocates resources in a market economy. 6]
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3.3 Discuss whether a mixed economy allocates resources better than a pure market
economy. [12]
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