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INTRODUCTION

Today, the need for economic knowledge is great at all lev-

els —  from the state to various market institutions, from leg-

islative to executive governing bodies, from academic econo-

mists to medical students.

The federal project “Export of Education” is aimed at in-

creasing by 2024 the number of foreigners studying in organi-

zations carrying out education for higher education programs 

to 425 thousand people through infrastructure development, 

implementation of state support for the development of the 

export of Russian education, increasing the demand and com-

petitiveness of Russian education. Russian medical teaching 

is traditionally in demand among international students.

The main task of the textbook is to form a modern type of 

economic thinking and behaviour among multicultural stu-

dents studying in Russia in medical specialties based on the 

knowledge about the structure and functions of a market 

economy, the logic, and efficiency of economic processes, the 

principles of making optimal economic decisions, the legal 

and ethical foundations of the functioning and interaction of 

economic subjects.

The creation of this textbook is caused by the need to ac-

quaint students not only with fundamental economic con-

cepts but also with modern theories of real directions that 

have been formed at present in economics. This approach is 

necessary to improve the structure of teaching economic dis-

ciplines in medical schools.
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10 The implementation of this approach has led to some fea-

tures that distinguish this textbook from a large number of 

educational economic literature.

Firstly, a feature of this textbook is the specificity of teach-

ing economics for students of medical universities, presenting 

the material in a simple and accessible form, with specific sit-

uations illustrating the significance of the theoretical provi-

sions of economic theory, which makes it possible to use them 

for analysis concerning health care. This approach is designed 

to guide students to independently understand the problems 

of the economy in general and the economics of health care in 

particular.

Secondly, the textbook was written in the context of the 

modernization of the healthcare and education sectors. 

The principal place in modernization is occupied by the is-

sues of improving the quality of medical education. Today, 

there is a growing tendency to involve doctors of all special-

ties and nurses in the management of health care resources, 

who must have extensive knowledge in the field of econom-

ics. An essential role in the training of modern-level special-

ists belongs to the textbook, which allows students, future 

specialists, to systematize knowledge and independently un-

derstand economic problems and propose solutions. The au-

thors of the book set themselves the task of improving the 

quality of teaching economic disciplines for students of medi-

cal universities.

Thirdly, in the textbook, the general theoretical aspects 

of economic problems are complemented by their function-

al analysis using graphs. This provides a scientific under-

standing of economic phenomena and laws, allows students 

to comprehend economic practice critically, identify the prin-

ciples of rational management, scientifically substantiate the 

economic and social policy of the state.

Fourthly, this textbook can be called targeted since it is in-

tended for students of medical universities, where econom-

ic training has a certain specificity, includes fewer hours of 

study and a greater focus on practical problems. To activate 

the independent work of students, their creative attitude to 
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the subject, control questions are given after each topic. The 

textbook can be used as a source of theoretical material and 

a practical guide for independent work.

The tutorial is organized in a logical sequence. All topics 

can be conditionally divided into several parts. The first part 

of the textbook includes tasks about the subject and method 

of economic science, the formation, and development of eco-

nomic theory, the main directions of modern world econom-

ic thought.

The second part includes tasks that reveal the general 

foundations of a market economy, the mechanism of market 

functioning. The third part is related to the characteristics of 

economic processes at the micro-level. The fourth part is de-

voted to macroeconomic problems, the national economy as 

a whole, the content of the state’s economic and social policy.

The material presented in the textbook complies with fed-

eral state educational standards for higher education.

The textbook was prepared by the Department of 

Economics and Management of the First Moscow State 

University I. M. Sechenov (Sechenov University).



UNIT 1

SUBJECT AND METHODOLOGY 
OF ECONOMICS

The subject, functions, and methods 

of economic science. Basic economic 

terms: wants and resources. The 

main issues of the economy. The 

economic system of society: subjects 

and objects. 

The Subject, Functions, and Methods 
of Economic Science 

Economic activity is immanent to human society. People to 

live are to produce goods using resources. Before goods are 

consumed they are to be distributed and, in many cases, ex-

changed.  Producing, distributing, exchanging, and consum-

ing, people behave according to their self-interests and are 

engaged in economic relations.

Every science has its field of study or its subject mat-

ter. The subject tells us what we study. The vision of the sub-

ject of economic theory has been continuously changing 

through time.

In its early days, economic theory had been developed as 

the political economy of wealth. Scientists concentrated on 

the search for the sources of national wealth. Mercantilists 

focused on trade as the primary source of wealth. The clas-

sical political economy turned towards production. Yet 
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14 there was a principal distinction between the position of the 

physiocracy and the English classical school. Physiocrats 

(F. Quesnay) emphasized the role of agriculture and consid-

ered only agricultural production as the source of wealth. As 

to the English classics (A. Smith, D. Ricardo), they stressed 

the dominating role of industrial production and the accumu-

lation of capital. Ricardo also paid great attention to the dis-

tribution of wealth.

A bit separately, there stands the position of a French 

economist Jean Sismondi. He considered the growth of na-

tional wealth not in absolute terms only but relative to the 

growth of the population and the size of consumption. He 

emphasized the role of consumption as the determinant of 

production and distribution.

It should be noticed that some economists shared the view 

on political economy as a science about national wealth and 

national economy even in the XIX–XX centuries (V. Rosher, 

K. Buchner —  Germany).

Different from the political economy of wealth, Marxism 

represents the political economy of labour. Marxism says 

that economic theory does not study production per se or 

growth and distribution of wealth. The subject of economic 

theory is the type of economic relations that people are en-

gaged in while producing, distributing, exchanging, and con-

suming goods and services. Economic relations form eco-

nomic systems. According to Marxism, political economy 

studies the laws of the genesis, evolution, and economic sys-

tems change. Marxism as a theory is a highly logical system 

of categories that describes the capitalist system from the po-

sition of the working class. The whole theoretical construc-

tion is based on the labour theory of value and the theory 

of surplus-value. At the end of the XIX century, there hap-

pened a radical turnover in the economic paradigm. Before, 

scientists were interested in the causal analysis, trying to an-

swer such questions as “What is value and what is the price? 

What is the capital and what is profit?” etc. The new gen-

eration of economists (mainly neoclassical schools) want-

ed to know how to make capital and profit grow. Instead of 
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the theory of value, there was developed a theory of price. 

Mathematical methods: graphs, marginal notions, differ-

entiation were used to find the optimal price and output, 

maximize profit, and minimize costs. The economic analy-

sis became not causal but functional, pursuing rather prag-

matic aims. Political economy acquired a new name —  eco-

nomics —  to show that it has nothing to do with political 

and ideological issues. A new paradigm, speaking frank-

ly, was not free from ideology. That was the ideology of the 

bourgeoisie.

A new definition of the subject of economic theory was 

given by A. Marshall. According to him, economics studies 

the normal activity of human society; it studies wealth and 

an individual: incentives to action and motives to counterac-

tion. Marshall stresses the behavioural character of econom-

ics. If Marxism spoke about big social groups (classes), their 

economic interests, and behaviour, Marshall would pay at-

tention to an individual consumer and an individual produc-

er. Economics had to explain the motives of rational individu-

al behaviour in the situation of scarce resources.

Contrary to the microeconomic analysis of Marshall, the 

Keynesian paradigm focused on the macroeconomic issues 

and the economic role of the government.  The theory was 

not only abstract but included prescriptions for government 

economic policy.

The monetarist paradigm concentrated on money and 

monetary policy. Institutionalism studies a broad set of insti-

tutes that characterize psychological, ethical, juridical, tech-

nological, social phenomena.

Despite a wide variety of economic schools and dif-

ferent views on economic theory, there is a certain main-

stream. It refers to economics and defines it as study-

ing how individuals and societies choose to use the scarce 

resources that nature and previous generations have 

provided.

This definition is not the single one. In the famous text-

book “Economics” by P. Samuelson, there are at least eight 

definitions of the subject of economics.
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16 To sum up, let us say that whatever the definition of its 

subject is, economics helps to understand different econom-

ic systems and people's economic behaviour within those 

systems.

Why Is It Important to Study Economics?

Economics influences our daily life. Every other moment we 

confront lots of economic problems, and we are faced with 

the necessity of making economic decisions of our own. So, 

we study economics to understand society better. You cannot 

hope to understand how a society functions without basic 

knowledge of its economy. It is not surprising that many sci-

entists, such as Adam Smith, David Ricardo, Karl Marx, John 

M. Keynes, and others tried to make sense out of what was 

happening in society. Who was building factories and why? 

What determined the level of wages paid to workers? What 

would happen in the future, and what should happen?

So, the study of economics is an essential part of the study 

of society.

We also need economics to understand world affairs. Some 

countries are rich and some poor; some of them are indus-

trially developed and some not. Why is it so? What are the 

trends in international trade and capital flows? What is an 

exchange rate, and what are its determinants? Economics 

help to answer these questions.

It is also essential to study economics because it is the ba-

sis of all other economic sciences. It is impossible to study fi-

nance, accounting, insurance, banking, etc., without learning 

the basic economic categories. Moreover, some noneconom-

ic sciences have developed their economic sub-branches: 

economic geography, economic sociology, economic history, 

econometrics, etc.

It is necessary to study economic theory because it is 

a sort of methodology. Economic theory teaches how to 

learn society in general and interpret economic and social 
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phenomena; economics gives a set of instruments for humani-

tarian studies.

Economic theory is critical as a basis of economic policy. 

Government policy can hardly be efficient if not based on 

a good economic doctrine. A proper theory can help to en-

courage economic growth and solve economic problems. 

Thus, the Keynesian concept was actively and successfully 

implemented in the post-war period (1950–the 1960s) to re-

cover and restructure the European economies.

We need economics to be an informed voter. When we 

participate in the political process, we are voting on issues 

that require a basic understanding of economics. For exam-

ple, what will be the results of the price liberalization, if the 

national economy is highly monopolistic? Should the gov-

ernment squeeze inflation to encourage production or should 

it stimulate production to stop inflation? It is essential that 

people would vote consciously.

Last but not least is the necessity to study economics 

to learn a way of thinking. First, one should realize the ba-

sic concepts of economics. The critical problem is the prob-

lem of scarcity and choice. We are limited in time: there are 

only 24 hours in a day. Every given sum of money is limit-

ed. Economic resources are limited as well. You cannot have 

everything at the moment, so you are to make a choice. You 

cannot eat an apple and still have it. If you attend a lecture, 

you miss the possibility going to a cinema, or playing foot-

ball, or working at a factory at the same time. If you spend all 

your daily income on cakes, you cannot buy books that day. If 

a nation uses a certain quantity of metal to produce a tractor, 

it cannot use that same metal to make a tank. Thus, people 

are forced to make choices.

“Scarcity” and “choice” are the keywords in the definition 

of economics as a science. Economics is behavioural science. 

It studies how people make choices.

How do people make choices? Economics suggests that 

people behave rationally and that their choices are reason-

able. Rationality means that possible costs and benefits are 
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18 compared. Making his choice, an individual wants to maxi-

mize his benefits and minimize his losses.

It is essential to understand that everyone is seeking bet-

ter profit opportunities. So, there is competition. As a result, 

profit opportunities are eliminated almost instantaneously. 

Such an economy is called an efficient market. The common 

language way of expressing the concept of efficient markets 

is “there is no such a thing as a free lunch”. There is a story 

about two people walking along, one an economist, one not. 

The non-economist sees a five hundred rouble bill on the 

sidewalk and says, “There is a five hundred rouble bill on the 

sidewalk”. The economist replies, “That is not possible. If 

there were, somebody would already have picked it up”.

Summarizing all above, one can say that we should study 

economic theory because it is:

• a humanitarian and behavioural science;

• a methodology;

• a basis of all other economic sciences;

• a basis of economic policy;

• a basis of the economic way of thinking.

Economics is a surprisingly broad discipline. It has deep 

roots in social philosophy and has many special fields of in-

quiry. These include economic history, international econom-

ics, public economics, urban economics, econometrics, indus-

trial organizations, comparative economic systems, labour 

economics, financial economics, environmental economics, 

the history of economic thought, etc.

There are two major divisions of economics: microeconom-

ics and macroeconomics.

Microeconomics look at the individual unit —  the house-

hold, the firm, the industry. Microeconomics examines the 

functioning and the decisions that individual businesses and 

consumers make.

Macroeconomics looks at the whole, the aggregate. It 

concerns the national economy in general. Macroeconomics 

examines the factors that determine the national output, na-

tional product, national income, national employment, etc.
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For example, microeconomics deals with how many cars 

are produced and how much steel is produced; macroeco-

nomics describes the total industrial output. Microeconomics 

calculate the optimal number of employees in a firm, or 

the number of doctors in a nation (it refers to a single in-

dustry —  medical services), while macroeconomics tells 

the total employment and unemployment level in the 

national market.

The Method of Economics

The method of science says how its subject is studied. The 

method includes the instruments, tools, and devices to do 

theoretical research.

In economic studies, scientists use positive and normative 

approaches, descriptive and abstract methods, inductive and 

deductive reasoning, analysis and synthesis, verbal and math-

ematical models.

A positive approach or positive economics attempts to un-

derstand behaviour and the operation of economic systems 

without making judgments about whether the outcomes are 

good or bad. It strives to describe what exists and how it 

works. It says what it is.

The statement “Unemployment rate reached 5% last year” 

is positive because it just describes the unemployment rate 

being as high as 5%. No attitude is shown to this fact, and no 

prescription is made.

Normative economics looks at the outcomes of the eco-

nomic behaviour and asks if they are good or bad and wheth-

er the results can be made better. Normative economics in-

volves judgments and prescriptions for preferred courses of 

action. It says what should be. Most normative questions in-

volve positive questions.

The statement “Government should create new work-

ing places, as the unemployment level is too high” is norma-

tive. Undoubtedly, the author disapproves of the situation in 
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20 the labour market and wants the government to take active 

measures against unemployment.

Positive economics is often divided into descriptive eco-

nomics and economic theory.

Descriptive economics is the compilation of data that 

describes phenomena and facts. Such data appear in the 

Statistical Abstract (or Statistical Yearbook) of a nation.

The economic theory attempts to generalize about data 

and interpret them.

Descriptive and theoretical methods are very similar to the 

historical and logical methods, correspondingly. For exam-

ple, if a scientist describes the development of capitalism in 

England, saying what and when happened, that will be a his-

torical description. It fulfils a crucial role as it shows all the 

specific characteristics of that process in a particular coun-

try. But if one wants to describe the typical features and gen-

eral trends of the development of capitalism, then the logical 

method is to be used. The logical method should cut off all na-

tional peculiarities and focus on the essential and immanent 

features, whether England, Germany, or the US. The analyti-

cal approach does not pay attention to nonsignificant details 

but emphasizes the quintessence.

A formal statement of a theory is called a model. The mod-

el can be in a verbal form that is just described with words. 

Today economic models are primarily developed in a math-

ematical form. Modern economics is often criticized for the 

excessive formalization of the economic theory. All mod-

els simplify reality by stripping part of it. They are abstract. 

Scientific abstraction is a vital important instrument of re-

search. Critics often point to abstraction as a weakness. Most 

economists, however, see abstraction as real strength. The 

easiest way to see how abstraction can be helpful is to think 

of a map. Like maps, economic models are abstractions that 

strip away detail to expose only those aspects of behaviour 

important to the question being asked. The principle that ir-

relevant detail should be cut away is called the principle of 

Ockham’s razor after the fourteenth-century philosopher 

William of Ockham.
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Using abstractions, be careful not to oversimplify, especial-

ly when a theory is to help formulate actual government pol-

icy. Politicians and economists should remember about the 

political and social reality.

Scientific research involves analysis and synthesis. In 

chemistry, biology, physics, scientists can split the object they 

study into parts and investigate each fragment separately. 

In economics, such splitting can be done only in mind with 

the help of abstraction. The mental splitting of a phenome-

non into elements to see what it is made of is called analy-

sis. The analysis helps to separate one structural part from all 

others, distinguish one factor from all other factors that in-

fluence the process, and study it separately. Doing this, we 

use the device of ceteris paribus, or “all else equal”, or “oth-

er things being the same”.  This is the central assumption 

used in economics. Without that assumption, it is impos-

sible to make any serious analysis, as it is impossible to un-

derstand the role of all the factors at one time or the na-

ture of all structural components of a complicated system 

simultaneously.

As a result of the analysis, economists get abstract partial 

knowledge. But the reality is much richer. So, synthesis is ap-

plied to get the complete mental picture of reality. Synthesis 

is the act of combining separate things or ideas into a com-

prehensive whole. Abstract partial pieces of knowledge are 

combined. As a result, economic knowledge becomes more re-

alistic and more thustworthy.

The process of developing a theory is based on induction 

and deduction. Induction is the process of observing regu-

lar patterns from raw data and drawing generalizations from 

them. The backward movement is called deduction. The de-

ductive method begins with hypotheses which are then test-

ed against real-world facts. Sherlock Holmes was a great mas-

ter of deduction.

To test a theory actual facts, natural scientists use experi-

ments widely. While controlled experiments are complicated 

in economics, social scientists use other ways to do this. One 

of the easiest is to observe the behaviour of groups of similar 
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22 people under different circumstances. Sometimes the effects 

of separate factors can also be identified statistically.

Induction and deduction, analysis, and synthesis are 

known since Aristoteles; these methods form the basics of the 

so-called formal logic. Many generations of economists used 

methods  on formal logic.

Dialectical logic is also known since the ancient past 

(Zenon, Aristoteles, Plato). A great contribution to dia-

lectics was made by Decartes, Spinoza, Rousseau, Diderot. 

Dialectics reached its peak in the workings of G. W. Hegel 

(German philosopher, 1770–1831). Dialectics was first ap-

plied to economic research by K. Marx. Marx developed ma-

terialistic dialectics and applied them to study economic sys-

tems and human society in general. The dialectical logic uses 

a system approach and considers all the phenomena in their 

inter-relationship and development. Development happens 

due to the internal (immanent) contradictions of a system 

that lead through quantitative changes to a new quality (new 

phenomenon). From this perspective, an economic system is 

studied in its genesis, evolution, transition to a new quality, 

or a new economic system. Dialectical logic played a signifi-

cant role in the development of economic theory.

Cautions and Pitfalls to Straight Thinking

Scientific research in general and economic thinking, in par-

ticular, is not simple and easy. People often make logical mis-

takes or attempt to think straight. Below the most typical 

pitfalls are described.

The fallacy of composition.  Once there was a well-

known saying in the USA: “What is good for General Motors 

is good for America”. That is a typical example of a logical 

mistake called the fallacy of composition. It is assumed that 

what is true for a part (a single company) is necessarily true 

for the whole. But that is not correct.

Consider some examples. Strengthening the rouble against 

the dollar is good for importers as imported goods become 
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relatively cheaper in terms of roubles. Still, it is not cor-

rect to conclude that a strong rouble is good for all the na-

tion. A strong rouble makes Russian exports more expensive 

to foreigners and undermines Russian good's international 

competitiveness. The second illustration: if a profit tax is in-

creased, it is good for the federal budget, but it is bad for pro-

ducers. Vice versa, a low-profit tax encourages firms to invest 

and expand, but the budget revenues will decrease, and bud-

get expenditures will be cut.

So, what is true for an individual or part is not necessarily 

true for the group or whole. Theories seem to work well when 

applied to individuals or households often break down when 

applied to the whole.

“After this, therefore because of this” fallacy. Theories of-

ten make statements about cause and effect. It can be quite 

tempting to look at two events in sequence and assume that 

the first caused the second to happen. This is not always the 

case. This common error is called “The post hoc, ergo prop-

ter hoc”, or “after this, therefore because of this” fallacy. This 

logical error can be illustrated with the following joke. A me-

teorologist predicts rain in the afternoon. His friend does not 

believe that and argues that the sun is so bright and there is 

not a single cloud in the sky. The meteorologist replies: “It 

will certainly rain because I forgot to take an umbrella, my 

son goes to a picnic with his class, my wife appointed a five-

o'clock tea in the garden”. The keyword that helps to under-

stand the logical error is “because”. The rain is not the result 

of forgetting an umbrella. Nor the rain can be caused by hav-

ing tea in the garden. There is no cause-effect relationship be-

tween a picnic and rain, even if it starts raining after one goes 

out-of-doors.

Correlation and causation. Very close to the “post hoc” 

fallacy is the often-erroneous link between correlation and 

causation. Two variables are said to be correlated if one of 

them changes when the other one changes. But correlation 

does not mean causation. The two events or two variables 

may not be linked as cause and effect at all. For example, 

big cities have high crime rates and also have lots of schools. 
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