
Chapter 3 | Allocation and Economic Systems 
 
Idea for the comic strip: allocation is never neutral: deciding where resources go also determines who benefits, 
who waits, and whose needs are prioritized. 

A.​ The Four Basic Economic Questions 
 
Consider a small municipality in the Philippines that receives ₱150 million from the national government. At first, 
the amount may appear substantial. Yet the municipality faces many competing needs. Roads require repair, 
classrooms are overcrowded, health facilities need equipment, farmers need irrigation and post-harvest support, and 
low-lying communities need flood-control measures. 
 
The local government cannot finance every project at once. It must decide whether to prioritize urgent social 
services or investments expected to generate benefits over many years. It must also determine whether projects 
should be implemented through private contractors, public agencies, local workers, or more mechanized methods. 
These decisions affect not only cost and speed, but also employment, quality, environmental impact, and 
accountability. 
This is an example of economic allocation: the process of distributing scarce resources among competing uses. 
Allocation takes place at every level of the economy. Households divide income among food, housing, transport, 
education, healthcare, and savings. Businesses divide resources among labor, equipment, technology, inventories, 
and expansion. Governments divide public funds among infrastructure, social services, agriculture, national security, 
environmental protection, and the administration of public institutions. 
 
Allocation decisions are not purely technical. They reflect social priorities, political pressures, institutional rules, 
and differences in power. A road project may strengthen long-term economic activity but delay improvements in 
healthcare. Support for farmers may improve food security but leave fewer resources for other sectors. The central 
question is therefore not simply what society can afford, but which needs will be addressed first and who will 
participate in deciding. 
 
Economists organize these decisions around four basic questions: 

1.​ What should be produced?  
2.​ How should it be produced?  
3.​ For whom should it be produced?  
4.​ How should resources be allocated? 

 
 

 
 
 

 



 
1.​ What should be produced? 

 
The first question pertains to how a society with limited resources prioritizes goods and services. A country 
cannot invest equally in agriculture, manufacturing, tourism, healthcare, education, housing, transport, energy, 
and environmental protection. Increasing support for one activity usually means reducing or postponing 
another. 
Consider a coastal municipality in Palawan. It may invest in tourism by improving ports, roads, sanitation, and 
visitor facilities. Alternatively, it may support fishing, irrigation, agricultural processing, or ecosystem 
protection. Each option can produce benefits, but each also has an opportunity cost. 
 
The question also shapes a country’s long-term development path. A country that mainly exports raw materials 
may earn foreign exchange but remain vulnerable to commodity-price movements and may create relatively 
few high-value jobs. By contrast, investment in manufacturing, processing, technology, and skills can create 
stronger links among domestic industries. 
 
In making a decision on what to produce, it is important to consider not just the income that will be generated 
today. An important consideration is the kind of economy society wants to build for the future. 
 

2.​ How Should It Be Produced? 
 

Once a good or service has been selected, society must determine how it will be produced. The choice may 
involve labor-intensive or machine-intensive methods, local or imported inputs, public or private 
implementation, and conventional or environmentally sustainable technologies. 
 
When government builds public housing, for example, it must decide whether to use local construction 
materials, how much machinery to employ, who will manage the project, and which standards will guide 
design and construction. A labor-intensive approach may create more jobs but take longer. A more mechanized 
approach may be faster and cheaper but employ fewer workers. 
 
Production choices also have social and environmental consequences. A method that minimizes private cost 
may create pollution, unsafe working conditions, or long-term maintenance problems. The relevant economic 
question is therefore not simply which method is cheapest, but which method produces the greatest public 
value after all major costs are considered. 
 

3.​ For Whom Should It Be Produced? 
 

The third question concerns distribution. Even when an economy produces enough goods and services in total, 
access may remain unequal. People with higher incomes usually have greater purchasing power, while 
low-income households may struggle to obtain food, healthcare, housing, transportation, or education. 
 
Distribution may depend on ability to pay, need, legal entitlement, geographic location, political influence, or 
public policy. During the COVID-19 pandemic, for example, government had to decide how financial 
assistance would be divided among poor households, displaced workers, transport workers, informal workers, 
and small-business owners. 
 
This question is therefore closely tied to equity. It asks not only who receives a good or service, but who is 
excluded and why. 
 



 
 
4.​ How Should Resources Be Allocated? 

 
The fourth question concerns the institutions through which economic decisions are made. Markets allocate 
resources through prices and exchange. Governments allocate resources through budgets, laws, taxes, 
regulations, subsidies, and public services. Communities may allocate land, forests, fisheries, or water through 
collective rules and customary practices. 
 
The quality of allocation depends on the institutions involved. Corruption, weak regulation, poor information, 
and limited transparency can distort outcomes. Even a well-designed policy may fail when agencies lack 
technical capacity or accountability. 
 
Allocation is therefore not simply about dividing resources. It is also about authority: who decides, according 
to what rules, using what information, and subject to what forms of public scrutiny. 
 



 



 
 
 
 
 
 



B. Efficiency vs. Equity 
After deciding what to produce, how to produce it, for whom it will be produced, and how resources will be 
allocated, societies still face another important question: 

 
What makes an economic decision good? 

 
One possible answer is that resources should be used efficiently. Another is that benefits and opportunities should be 
distributed fairly. These two goals are described as efficiency and equity. 

 
Efficiency 
 
Efficiency means using scarce resources in a way that produces the greatest possible benefit while avoiding 
unnecessary waste. An economy is more efficient when it can produce more useful goods and services with the same 
amount of land, labor, capital, time, and technology. Efficiency may also mean achieving a particular objective at the 
lowest reasonable cost. 
 
For example, a rice farm that adopts better irrigation, improved seeds. Suitable machinery may increase its harvest 
without expanding its land area. A public-transport system that reduces waiting time, congestion, and fuel use may 
allow more passengers to reach their destinations using fewer resources. 
 
Efficiency, however, should not be understood as simply choosing the cheapest option. A low-cost project may later 
require expensive repairs. A factory may lower production costs by polluting a river or exposing workers to unsafe 
conditions. In such cases, some of the costs have merely been transferred to communities, workers, government, or 
future generations. A more complete assessment of efficiency therefore considers the full social cost of an economic 
decision, not only the immediate cost paid by the producer or government agency. 
 
What is full social cost?  
 
For example, a factory may produce goods cheaply, but its true social cost may also include air and water pollution, 
health problems among nearby residents, unsafe working conditions, traffic congestion, and environmental damage. 
These costs may not appear in the factory’s accounting records, yet society still bears them. 
 
The same applies to public projects. A road may create economic benefits, but its full social cost may include 
displaced households, damaged ecosystems, additional maintenance expenses, increased flooding in nearby areas, or 
corruption and overpricing. 
 
Considering the full social cost means counting not only the money directly spent on a decision, but also the 
economic, social, and environmental costs imposed on workers, communities, taxpayers, and future 
generations. This is why the cheapest option is not always the most efficient. It may only appear cheap because 
some of its costs are transferred to others. 
 
Equity 
 
Equity refers to fairness in the distribution of opportunities, resources, benefits, and burdens. Equity does not 
always mean giving everyone exactly the same amount. People and communities begin from different conditions 
and face different levels of need. Treating everyone identically may preserve existing inequalities rather than correct 
them. 



For example, providing the same amount of educational support to every school may appear equal. But a school 
without enough classrooms, teachers, books, or internet access may require more support than a well-equipped 
school. Giving additional resources to the more disadvantaged school may therefore be more equitable. 
 
Equity asks questions such as: 
 

●​ Who receives the benefits of economic activity?  
●​ Who bears the costs?  
●​ Who has access to essential services and opportunities?  
●​ Do people have a fair chance to improve their lives?  
●​ Are disadvantaged groups receiving enough support to overcome barriers?  

 
These questions are important because economic growth can occur even when its benefits are concentrated among a 
small part of the population. 
 
Do Efficiency and Equity Always Conflict? 
 
Efficiency and equity are often presented as competing goals. In some situations, improving one may appear to 
reduce the other. A government subsidy may make food, transportation, or electricity more affordable, but it also 
requires public funds that could have been used elsewhere. A highly mechanized production method may lower 
costs and raise output, but it may also reduce employment. Higher taxes may finance public services and social 
protection, but poorly designed taxes may discourage investment or encourage avoidance. These are genuine 
trade-offs.  
 
However, efficiency and equity do not always conflict. Many policies can promote both. Public education improves 
access for children from low-income families while also building skills and raising future productivity. Preventive 
healthcare protects vulnerable households and can reduce the future cost of treating serious illnesses. Public 
transportation improves mobility for people who cannot afford private vehicles while also reducing congestion and 
lost working time. 
 
Social protection can also support efficiency. When poor households receive enough assistance to keep children in 
school, obtain healthcare, and maintain adequate nutrition, the policy does more than redistribute income. It 
strengthens human capabilities and can improve long-term productivity. This means that equity should not be 
viewed merely as a cost imposed on the economy. In many cases, unfairness itself creates inefficiency. When people 
lack access to education, healthcare, credit, transportation, or secure livelihoods, society fails to use their abilities 
and potential fully. 

 
When Equity Can Improve Efficiency 
 



Inequality can prevent resources from reaching the people who could use them most productively. A capable student 
may be unable to finish school because the family cannot afford transportation or school expenses. A small farmer 
may be unable to purchase better seeds because formal credit is inaccessible. A worker may be unable to accept a 
better job because reliable childcare or transportation is unavailable. In these situations, the economy loses possible 
skills, production, income, and innovation. Policies that remove such barriers may improve fairness while also 
increasing economic performance. 
This is why investments in education, healthcare, nutrition, housing, transport, and social protection can be 
understood as both equity measures and productivity-enhancing investments. Governments do not have to choose 
between efficiency and equity. Policies can be designed well enough to achieve one goal without unnecessarily 
weakening the other. 
 
When Trade-Offs Remain 
 
Some policy choices still require difficult decisions. Suppose the government wants to keep rice affordable for 
consumers. Allowing more imports may increase supply and lower prices, but domestic farmers may receive lower 
farmgate prices. Supporting farmers through subsidies, credit, irrigation, or price protection may preserve rural 
livelihoods, but these measures require public spending and may raise the cost of rice. 
 
There may be no policy that completely removes every cost. The task is to identify the trade-offs honestly and 
determine how the burdens can be reduced or shared more fairly. 
 
The following should be considered in formulating sound policies: 

●​ How large are the expected benefits?  
●​ What are the full economic, social, and environmental costs?  
●​ Which groups gain?  
●​ Which groups may be harmed?  
●​ Can those who bear the costs be protected or compensated?  
●​ Is there another policy that can achieve the same objective more fairly or efficiently?  

 
Efficiency, Equity, and Public Policy 
 
Governments constantly balance efficiency and equity when designing taxes, budgets, regulations, subsidies, and 
public services. Reducing business taxes may encourage investment, but it may also reduce funds available for 
health, education, and infrastructure. Providing free or subsidized services may expand access, but poor targeting or 
weak implementation may waste resources. Regulating prices may protect consumers temporarily, but if prices are 
set too low, producers may reduce supply. 
 
The outcome depends not only on the policy objective but also on institutional design. A social program may be 
both fair and efficient when beneficiaries are properly identified, services are delivered reliably, and outcomes are 
monitored. The same program may become costly and ineffective when it suffers from leakage, exclusion, 
corruption, or weak administration. Efficiency and equity are therefore connected to governance. Even a 
well-intentioned policy may fail when institutions cannot implement it properly. 



 
 



 

C. Economic Systems: How Societies Organize the Economy 
 
Every society must answer the same basic economic questions: What should be produced? How should it be 
produced? For whom should it be produced? And how should resources be allocated? What differs is how societies 
organize the institutions that answer these questions. 

 
An economic system is the set of rules, institutions, ownership arrangements, and decision-making processes that 
guide production, distribution, and consumption. It determines the relative roles of households, businesses, 
governments, communities, and markets in allocating resources. Economists often describe four broad types of 
economic systems: (1) traditional economy; (2) market economy; (3) command economy; and (4) mixed economy.  

 
These categories are useful as simplified models. Actual economies rarely fit perfectly into only one type. Most 
combine markets, government action, community practices, private ownership, public ownership, and social 
institutions in different proportions.  

 
1. Traditional Economy 

In a traditional economy, economic decisions are strongly influenced by customs, inherited practices, community 
rules, and social relationships. People may produce food, tools, clothing, or other goods using methods passed down 



across generations. Production may be intended mainly for household consumption, exchange within the 
community, or customary obligations rather than for sale in a large commercial market. 

 
In some Indigenous and rural communities, land, forests, fishing grounds, or water may be managed collectively. 
Access may be guided by customary rights, kinship, community membership, or rules intended to protect resources 
for future generations. Traditional arrangements may support social cooperation, cultural continuity, and sustainable 
resource management. They may also limit individual choice when inherited roles or customs restrict people’s 
occupations, access to property, or participation in decisions. 

 
It is important not to assume that traditional systems are either automatically fair or automatically inefficient. Their 
outcomes depend on the specific customs, power relationships, and institutions within the community. 

 
Key Idea: In a traditional economy, allocation is guided mainly by custom and community rules rather than by 
prices or centralized government planning. 

 
2. Market Economy 
 
In a market economy, many decisions about production and distribution are made through voluntary exchange 
between buyers and sellers. Businesses decide what to produce by responding to consumer demand, expected costs, 
and the possibility of profit. Consumers decide what to purchase based on preferences, needs, prices, and purchasing 
power. Prices help communicate information about scarcity and demand. 

 
When demand for a product rises, its price may increase, encouraging businesses to produce more. When demand 
falls, producers may reduce output or leave the market. Competition can encourage firms to lower costs, improve 
quality, and introduce new products. Markets can therefore coordinate the decisions of many individuals without 
requiring one central authority to direct every transaction. 
 
However, markets do not automatically produce efficient or fair outcomes in every situation. People with greater 
income have more purchasing power and therefore greater influence over what businesses produce. Essential goods 
such as healthcare, housing, education, water, and electricity may remain inaccessible to people who cannot afford 
them. 

 
Markets may also fail to account for costs imposed on others. A firm may earn profits while polluting a river, 
contributing to congestion, or exposing workers to unsafe conditions. These costs are part of the full social cost of 
production, even when they do not appear in the firm’s expenses. Market outcomes may therefore require laws, 
regulation, taxation, public services, and social protection. 
 
A market-oriented economy is illustrated by countries such as the United States, where private firms and 
consumers make most production and purchasing decisions through markets. However, even strongly 
market-oriented economies regulate businesses, collect taxes, provide public services, and operate social programs. 
They are therefore not purely market economies. 
 
Key Idea: Markets can coordinate production efficiently through prices and exchange, but they do not guarantee 
fairness, universal access, or environmental protection. 

 
3. Command Economy 
 
In a command economy, the government or a central planning authority makes most major decisions about 
production and allocation. 



The state may own or control major industries, land, factories, utilities, and financial institutions. Planning agencies 
may determine what goods should be produced, how much should be produced, what prices should be charged, 
where resources should be directed, and which groups should receive particular goods and services. 

 
Central planning can allow a government to mobilize resources quickly for national priorities. It may be useful 
during wars, public emergencies, severe shortages, or large-scale development campaigns. A government can direct 
production toward food, housing, healthcare, transport, or defense even when these activities are not immediately 
profitable. 

 
Command systems may also pursue greater equality by controlling prices and distributing essential goods according 
to need. However, centralized planning faces serious information and incentive problems. Government planners may 
lack accurate information about changing consumer needs, local conditions, production costs, and available supplies. 
This can result in shortages of some goods and surpluses of others. 

 
When producers face little competition or have weak incentives to improve quality and productivity, innovation may 
also slow. Concentrated government control can create opportunities for bureaucracy, favoritism, and abuse when 
decision-makers are not transparent or accountable. 
 
A command economy is most closely associated with countries such as North Korea, where the state controls major 
industries and directs much of production and distribution. Historically, the former Soviet Union also relied heavily 
on central planning. Command systems may mobilize resources quickly, but they often face problems involving 
shortages, weak incentives, and limited consumer choice. 

 
Key Idea: Central planning can coordinate resources toward major social goals, but it may also suffer from weak 
information, limited incentives, and concentrated power. 

 
4. Mixed Economy 
 
Most modern economies are mixed economies. They combine market exchange with government regulation, public 
services, taxation, social protection, and, in some cases, public ownership. In a mixed economy, private businesses 
may produce most consumer goods and services. Prices and competition guide many decisions. Government sets 
rules for labor, safety, competition, environmental protection, finance, and consumer welfare. 
 
Government may also provide goods and services that markets tend to underprovide or distribute unequally, 
including public education, healthcare, roads, public transportation, flood control, national defense, and social 
protection. The Philippines is organized largely as a mixed economy. Private firms operate in agriculture, 
manufacturing, retail, tourism, telecommunications, finance, and other industries. Government collects taxes, 
regulates economic activity, provides public services, supports vulnerable groups, and invests in infrastructure. 
 
A mixed economy does not automatically achieve a perfect balance between markets and government. The quality 
of the system depends on how well its institutions function. Weak regulation may allow monopolies, pollution, 
unsafe work, or abusive pricing. Poorly designed government intervention may create waste, corruption, shortages, 
or political favoritism. Public services may remain inadequate when funding is insufficient or implementation is 
weak. 

 
Key idea: The choice is not whether government or markets should control the economy. Instead, we should ask 
which decisions are best coordinated through markets, which require government action, and what institutions are 
needed to make both work responsibly? 

 



 
Comparing the Four Systems 
 
The four systems differ mainly in who makes economic decisions and how resources are allocated. In traditional 
systems, custom and community institutions play the largest role. In market systems, prices, private ownership, and 
exchange guide decisions. In command systems, government planning directs production and distribution. Mixed 
systems combine these mechanisms. 
 
No system is completely free of institutions or power. Markets operate within laws, property rights, contracts, and 
regulatory systems. Governments depend on information from households, businesses, workers, and communities. 
Traditional systems may also interact with national governments and commercial markets. 
 
Economic systems should therefore be evaluated based on their actual outcomes.  Important questions include: 

●​ Do they produce goods and services efficiently?  
●​ Do they provide access to essential needs?  
●​ Do they protect workers, communities, and the environment?  
●​ Do they encourage innovation and productivity?  
●​ Are decision-makers transparent and accountable?  
●​ Who benefits from the way the system is organized?  
●​ Who is excluded or left behind?  

 
Markets, Government, and Institutions 

 
Both markets and governments exist in a mixed economy. The critical part is how their roles are designed. Markets 
are often effective at coordinating ordinary production and exchange, especially when many firms compete and 
consumers have meaningful choices. Government intervention becomes more important when markets produce 
pollution, monopoly power, severe inequality, unstable employment, or inadequate access to essential services. 
 
Government itself can also fail. Public programs may suffer from corruption, weak implementation, political 
interference, poor targeting, or lack of accountability. This means that economic performance depends not only on 
choosing between the market and the state. It depends on building institutions that make both more effective, fair, 
and accountable. 
 
Key idea: The success of an economic system depends less on its label than on the quality of its institutions, the 
distribution of power, and its ability to balance efficiency, equity, and public accountability. 

 
The Philippines as a Mixed Economy 
 
The Philippine economy combines private enterprise with substantial government involvement. Markets influence 
the production and prices of most food, clothing, consumer products, technology, housing, and commercial services. 
Businesses respond to demand and compete for customers. Government performs functions that markets cannot 
reliably provide on their own. It funds public schools and hospitals, regulates utilities, enforces labor and 
environmental laws, provides social protection, and manages national security. 
 
Government also intervenes when market outcomes create serious social costs or exclude large parts of the 
population. Programs such as public education, PhilHealth, 4Ps, agricultural support, and public transportation are 
intended to expand access and reduce inequality. The challenge of mixed economies is in balancing private initiative 
and public responsibility. That requires examining whether markets are competitive, whether regulations are 



enforced, whether public funds are allocated according to development needs, and whether institutions are protected 
from corruption and political capture. 

 

Let’s Review! 

●​ Every society must answer four basic economic questions: what to produce, how to produce, for whom 
to produce, and how resources should be allocated.  

●​ These decisions are shaped not only by scarcity, but also by values, institutions, political priorities, and 
differences in power.  

●​ Efficiency means using scarce resources to create the greatest possible benefit while avoiding unnecessary 
waste.  

●​ A full assessment of efficiency should include the social costs imposed on workers, communities, 
taxpayers, the environment, and future generations.  

●​ Equity concerns fairness in the distribution of opportunities, benefits, and burdens. It does not always mean 
giving everyone the same amount.  

●​ Efficiency and equity do not always conflict. Investments in education, healthcare, transport, nutrition, and 
social protection can improve fairness while also strengthening long-term productivity.  

●​ Economic systems differ in how they organize production and allocation. Traditional systems rely mainly 
on customs and community rules, market systems on prices and exchange, command systems on central 
planning, and mixed systems on a combination of markets and government.  

●​ Most real-world economies are mixed economies. Their performance depends greatly on the quality of 
institutions, the distribution of power, and the accountability of both public and private decision-makers. 

Key Takeaway 
 
Every society must decide what to produce, how to produce it, who will benefit, and how scarce resources will be 
allocated. These choices are not purely technical. They reflect values, institutions, political priorities, and differences 
in power. 
 
Good economic decisions require both efficiency and equity. Resources should be used productively, but the full 
social costs of decisions must also be considered. Benefits, opportunities, and burdens should be distributed fairly, 
especially when some groups begin with fewer resources or face greater barriers. 
 
Economic systems provide different ways of organizing these choices, but no system is perfect. In practice, most 
economies combine markets, government action, and community institutions. Their success depends on how 
transparent, accountable, and capable these institutions are. 
 
The key economic motivation is how to use limited resources in a way that creates broad benefits, protects the 
public interest, and leaves no group unfairly burdened or excluded. 
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