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In a capitalist system, the country’s 

trade and industry are controlled by 

private owners for profit. Corporations, 

manufacturers, small businesses, and 

banks operate through this system as 

free companies.  

In the many forms of socialist systems, the state controls 

both the market and production. For example, an extreme 

form of socialism, called 

communism, does not allow 

any private ownership. The 

government controls the entire 

economy.

What Is Capitalism?

Capitalism comes from the word 

capital, meaning a saved stock of wealth, 

which refers to money or anything that 

represents a possession. 

Long ago, things were traded for money, 

allowing people to buy more things. Eventually, some 

people figured out tricks to make more money. They 

lent their money to people who later returned it with an 

additional sum, the interest. People with money would 

also buy goods to sell for more money than they had spent. 

People who try to make more money with 

their money are called capitalists. The 

economic and political system based on 

this private ownership of capital and 

free production and commerce is called 

capitalism. 

A woman with her capital: cattle

Wall Street, New York City

Greek coins

The word capital 
comes from the Latin 
caput meaning head.

Art showing China's communist 
flag and money

Adam Smith (1723-1790),
author of The Wealth of 

Nations, the first modern 
work of economics
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Nations and Systems

The accumulation of wealth, the 

creation of banking and financial 

instruments, and the increased trade 

between countries in the past century 

have contributed to the slow but steady 

development of a worldwide capitalist system. 

The capitalist system has grown independently from the 

state but has always interacted with it. Nowadays, because 

of communication and global trade, there is a world 

capitalist system in which every nation participates, to a 

greater or lesser degree. 

The Growth of Capitalism 

Each nation has its own political 

organization for government, called 

the state, which organizes the 

life in that nation and defines the 

economic system. 

In the 21st century, most of the 

world’s nations live under a global 

capitalist system, even though 

some nations are capitalist and others are not. 

Communist Vietnam, for example, trades 

with capitalist countries throughout the 

world.

Accumulating gold

The United Nations headquarters
with flags of its members

A bank teller 
helping a customer

Flags of the nations of the 
world

The state defines the 
economic system.

 Interaction 
between countries
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Some people believe that capitalism 

is a blessing that will solve poverty 

because of its ability to create wealth 

and allow individuals to seek it. For 

others, capitalism is evil. It is a system that creates a few 

millionaires and millions of poor people.

So is socialism the happy medium? With 

socialism, goods are distributed based 

on quality and quantity of work. This 

means that unlike communism, there is still 

incentive to work. 

Many non-socialist countries are adding socialist influences 

to certain areas such as health care. Their systems are 

all different, but countries such as Norway, Finland, and 

Sweden give back to their people through education and 

health care. Some people view 

these as excellent public services. 

However, many others do not like 

the high taxes that come with this 

system.

Capitalism and Communism

In the 19th and 20th centuries, communist 

ideals challenged capitalism. 

Capitalism proposed a free economy 

ruled by the individuals with little 

intervention from the state. Communism 

suppressed all individual and private 

business, leaving the state in charge. 

Now, in the 21st century, we can see that communist 

countries ended far behind capitalist countries. Millions of 

people living in communist countries have a low standard 

of living.

Doctors providing 
health care through 
socialized medicine

Capitalism and Socialism

Street vendors in 
communist Laos

Street vendors in 
capitalist America

Capitalism or Socialism?

School children in Norway 

Small business 
owners in charge of 
their own company
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Comprehension Questions

1.  What does capital mean?
 (a)   Trading money
  (b)  A saved amount of wealth
  (c)  The economic head
  (d)  Free production

2.  Which system wants total 
ownership and control by the 
government?

 (a)  Communism
  (b)  Socialism
  (c)  Capitalism
  (d)  All of the above

3.  Which system allows people 
to freely take risks to own 
and invest?

 (a)   Communism
  (b)  Socialism
  (c)  Capitalism
  (d)  All of the above

4.  Which system believes in 
taking care of its citizens 
but allowing people to have 
businesses?

 (a)    Communism
  (b)  Socialism
  (c)  Capitalism
  (d)  Stock markets

5.  Where are shares traded?
 (a)   A shareholder
  (b)  The share trader
  (c)  In businesses
  (d)  The stock market

6.  Which may be a problem with a 
capitalist system?

 (a)   It can create gaps between the 
rich and poor.

  (b)  It can lead to corruption.
  (c)   It can lead to abuse of the 

environment.
  (d)  All of the above

7.  Which may be a problem with a 
communist system?

 (a) Many people remain poor.
  (b)  The state makes all decisions.
  (c)   Individuals can’t own property.
  (d)  All of the above

8.  What is a new method of measuring 
an economy?

 (a)  Wealth
  (b)  Happiness
  (c)  Poverty
  (d)  Health services

9.  Nowadays which system is the most 
common?

 (a)   Communism
  (b)  Socialism
  (c)  Capitalism
  (d)  The stock market

10.  A socialist influence on education 
would be … paying for education. 
(a)  individual parents

  (b)  children
  (c)  high taxes
  (d)  rich people

Key1. (b)  2. (a)  3. (c)  4. (b) 5. (d)  6. (d)  7. (d)  8. (b)  9. (c)  10. (c)
Glossary

	 bribe  to pay money or give an expensive gift to officials for   
  favors

	 communism  a political system where the government controls  
  the economy for the benefit of all

	 dynamic  full of ideas, energy, and enthusiasm

	 eco-friendly  not harmful to the environment

	 endeavor  an attempt to do something

	 entrepreneur  a person who organizes and operates a business,  
  taking on greater than normal risks in order to do so

	 free enterprise  the system in which private business operates in  
  competition and free of state control

	 interest  money paid for the use of a borrowed amount

	 share  one of the equal parts into which a company’s capital is  
  divided, entitling the holder to a proportion of the profits

	 socialism  a political system focused on ensuring the weaker and  
  poorer people in society are taken care of

	 state  a nation as an organized political community under one  
  government.

	 stock market  a place where shares of pubic companies are   
  traded

	 tax  money collected by a government from its citizens

	 welfare  aid in the form of money or necessities for those in need
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