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Understanding Microecononies

~ icroeconomics” . branch of econom-
ics that deals with small units, inclu-
- ding individual companies and small
groups of consumers. Economics is concerned
with the allocation (4 &) of scarce means
among competing ends. People have a variety
of objectives, ranging from the satisfaction of
such minimum needs as food, clothing, and
shelter, to more complex objectives of all
kinds, material, aesthetic (# &), and spirit-
ual. However, the means available to satisfy
these objectives at any point in time are limit-
ed by the available supply of factors of produc-
tion (labor, capital, and raw materials) and
the existing technology. Microeconomics is
the study of how these resources are allocated
to the satisfaction of competing objectives. It
contrasts with macroeconomics®, which is
concerned with the extent to which the availa-
ble resources are fully utilized, or increase
over time, and related issues. It is not always
possible to make a distinction between micro-
economics and macroeconomics.

Components of Microeconomics
The central components of microeconom-
ics are demand . supply, and market equilib-

rium® . Demand refers to how individuals or
households form their demands for different
goods and services. Supply refers to how firms
decide which and how many goods or services
they will supply and what combination of  fac-
tors of production they should employ in sup-
plying them. Market equilibrium refers to how
markets enable these supplies and demands' to
interact. Other important subsections of micro-
economic theory include welfare economics® and
public finance” (see Supply and Demand).

Demand

Microeconomics builds on certain simplifying .
assumptions(fg3%) concerning the behavior of con-
sumers and producers. For example, the theory of
consumers’ demand (how consumers make pur-
chase decisions) assumes that consumers are ra-
tional, that is, they want to make the decision that
will give them the greatest satisfaction, known as
maximizing their utility” . The optimal choice for
a consumer, therefore. is that choice among the
available options that will enable him or her to
maximize utility. The options available to the con-
sumer are determined by his or her purchasing
power (a function of income and access to capital,
including credit) . and the prices of the goods and
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services available. Given the information available
concerning these options, the consumer’s utility-
maximizing choice will depend on his or her pref-
erence patterns (how the consumer believes that
the different combinations of goods and services
will affect his or her total utility) .

The microeconomic theory of consumers’
demand is designed to demonstrate, on the ba-
sis of the minimum acceptable psychological
assumptions, how a consumer’s utility-maximi-
zing choice will be affected by changes in any
of these determinants — purchasing power,
the prices of the goods and services available,
and preference patterns.

The individual is not assumed to be simply
a consumer. In order to acquire purchasing
power in the form of income, an individual
must sell his or her labor. One basic choice an
individual must make, therefore, is between
income and leisure. An individual’s optimal
decision.is the one where marginal utility® (the
additional benefit of an additional unit of a
good or service) of income and leisure equals
the price of labor -— the wage.

However, one factor that the consumer
must take into account in saving and consump-
tion decisions, as in all other decisions, is the
risk involved. One branch of microeconomic
theory, therefore, deals with optimal choice
under-conditions of uncertainty(k sz 4 ); this
branch, which has links with game theory(##
#), is used by the insurance industry.

Supply

The theory of supply explains the behav-
ior of economic agents acting in their capacity
as producers. Here, the basic assumption is
that firms attempt to maximize profits. This
corresponds to the basic assumption of demand
theory that consumers attempt to maximize
utility. However, this simplifying assumption

is far less widely applicable than its demand
theory counterpart. This is partly because
firms are controlled by managers whose objec-
tives may not be limited to the maximization
of the firms’ profits. Managers may be moti-
vated by other considerations. such as their
own salaries, bonuses, power. and prestige(
#), which may depend on the firm’s size and
acquisitions as much as on its profitability. In
the longer term, however, sharcholders can
exert their influence to induce(sii . %) firms
to maximize long-term profits.

Even assuming a simple profit-maximiza-
tion model for the firm, there are still many
obstacles to finding a simple model of the de-
termination of supply of any commodity. In
the short run, the profit-maximization as-
sumption leads to fairly clear predictions con-
cerning the size of a firm’s output and the way
the firm would employ different factors of
production, at least under conditions of per-
fect competition®. Reasonable assumptions
can be made as to the general relationship be-
tween the factors of production and a firm’s
output. This relationship is called a produc-
tion function and corresponds to the relation-
ship in demand theory between the consumption
of any good and the consumer’s marginal utility.

Supply theory also provides a basis for
short-term predictions concerning the way that
firms vary their demand for factors of produc-
tion in response to changes in the relative
prices of these factors.

While supply theory can provide reliable ex-
planations and predictions of short-run behavior
by firms, predictions are more difficult once. be-
yond the period in which capacity is assumed to
be more or less fixed. In the longer term. the
variables introduced by potential change signifi-
cantly complicate the prediction process.

By taking consumers’ components from
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demand theory and putting them together with
firms’ supply components from supply theory,
it is possible to construct models of how mar-
kets operate. Such models may - in spite of
their simplifying assumptions — give very
good predictions of the short-term reaction of
supply and demand to changes in any of their
underlying determinants.

Although the model of the firm under con-
ditions of perfect competition is the starting point
of the theory of supply in microeconomics, it is
generally accepted that markets are not usually
characterized by perfect competition, but by im-
perfect competition of one form or another.
Some markets may be more or less complete mo-
nopolies, in which only one producer supplies the
entire market for a particular product. Other
markets are dominated by a handful of major
suppliers; they are oligopolies (% * &£ & % ).
Many markets exhibit the characteristics of im-

perfect competition. although they are not domi-
nated by one or a few suppliers.

Market Equilibrium

The third major component of microeco-
nomic theory is the theory of how markets op-
erate to bring about an equilibrium between
demand and supply. This theory describes how
markets operate under different degrees of
competition. This is not too difficult in markets
with a pure monopoly. but such cases are rare.

The three components of microeconomics
— demand. supply. and market equilibrium
— provide a foundation for almost any branch
of economics. An income tax might discourage
the supply of labor and a profits tax might dis-
courage the level of investment. Similarly, the
main theorems of welfare economics rely on
microeconomic assumptions concerning the
workings of markets.

Notes

. A G 8 iR R A A,
@ macroeconomics
@ market equilibrium T 3% ¥ 85,
@ welfare economics @A ZFHF,
® public finance B EBE,
® known as maximizing their utility
TR (B ROR X,

@ marginal utility RFR&A . BPEHF—ALLEHERIMSHARFHHA.
® perfect competition T4 %4, —HRROFTHEIHX,
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Multiple Choices:

1. What is the goal of microeconomics?
A. Allocate resources to satisfy competing objectives.
B. Predict demand.
C. Predict supply.
D. All above.
2. What will affect a consumer’s utility-maximizing choice?
A. Purchasing power.
B. The prices of the goods and services available.
C. Preference patterns.

D. All above.

3. What are the three foundation components of microeconomics?
A. The theory of demand. B. The theory of supply.
C. The theory of market equilibrium. D. Ali above.

True or False:
(L] 1. Thereis a clear distinction between microeconomics and macroeconomics.

(.-} 2. Supply theory can provide reliable explanations and predictions of long-run behavior
by firms.

[__} 3. The theory of market equilibrium has something to do with game theory.
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(Free Mail May Be a Good Deal, Even I Ft Fas a Fidden Price

— but is it really a good deal? For the
right user, yes. But there’s no such thing as a
free cyber-lunch. Though you won’t pay cash
for these accounts, you’ll still pay. The price
tag for free e-mail: viewing ads on-screen as
you sift (it 3%) through your messages. And
there are other potential drawbacks, too,
from privacy questions to reliability(e §# &4
£) cOncerns.

Whatever the drawbacks, the concept is
clearly taking hold. For road warriors who
want to read messages as they travel, or for
novices(# %) looking for an easy-to-use elec-
tronic mailbox, free e-mail is attracting le-
gions of (x #4g A ) users.

The concept is attracting some big names.
too. Microsoft Corp., for instance, agreed
late last month to pay an estimated $ 300 mil-
lion to $ 400 million in stock to acquire Hot-
mail Corp., a free e-mail network catering to
some 10 million users.

Should you bite? Here’s what you should
know to answer that question, as well as how
to choose among competing services.

What is free e-mail , anyway?

Free e-mail services give you an address
and a mailbox. As with any e-mail account,
you can beam messages back and forth to any-
one on the Internet.

With most e-mail, though, users need to
load or set up special software on their com-
puter, and then dial into an on-line service to
retrieve the mail. But with free e-mail, users
don’t need the special setup; they retrieve and
send mail directly from a Web page.

That means you need Web access — mak-
ing “free” somewhat of an exaggeration for
most people. Even though Hotmail, Yahoo
Mail and their competitors give you the e-mail
account at no charge, most individual users
can’t get there without paying $ 20 a month
for Web access to an on-line service like
America Online Inc. or an Internet service
provider like AT&T Corp. s WorldNet.

But as Internet usage continues to grow,
that could change. More and more, corpora-
tions offer Web access to employees. Web
browsers” are popping up in schools, libraries
Providers of free
e-mail are betting that access will become in-

and other public places.
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creasingly pervasive, expanding the audience
for these accounts. And even those who al-
ready have an e-mail address (whether it’s an
account at work or one included with one of
those § 20-a-month packages) may find some
utility in adding one or more extra mailboxes
to their collection.

Why would I need one?

The easy answer is they're easy. That’s
especially true when compared with most In-
ternet mail setups. Usually you need to con-
figure e-mail software, cither a stand-alone
package such as Qualcomm Inc.’s Eudora Pro
or the e-mail components built into the brows-
ers distributed by Netscape Communications
Corp. and Microsoft.

But with free e-mail, you simply link to
the service, fill out a sign-up form and then e-
mail away. That makes it a perfect no-risk in-
troduction to the Internet.

“Free, quick and easy. That says it all,”
says Ruth Bennett, president of a senior-
citizens’ computer club in Hazelwood, Mo.
“Many of our group are not interested in the
Internet, but they love being able to tell
grandchildren good night wherever they are. ”

Another popular use is one the services
don’t brag much about. Many Web surfers are
finding free e-mail accounts useful in manag-
ing “spam” junk maijl® by making the e-mail
address a secondary one that they won’t mind
canceling. “Whenever I have to fill out some-
thing on-line, I just use that address,” says
Kurt Ebner, referring to the Yahoo Mail ac-
count he has created to supplement his “offi-
cial” company address.

And for frequent travelers, free e-mail
may offer a way to leave that laptop(&ick &
%) at,home.: With free e-mail, if you can find

a Web browser, you can check your mail.
Julie Blunden, a regional director for Green
Mountain Energy Resources. an electricity
supplier based in South Burlington. Vt., loves
the freedom of leaving her laptop behind.

So what’s in it for them?

Why are Web sites so anxious to give
away e-mail service? Ad revenue is the most
obvious answer. Free e-mail accounts typically
show one or more ads on each new Web page
that you call up — your mailbox window, the
individual messages and the blank screens used
to create new e-mail.

Web publishers have invested heavily in
news, sports and other categories of what Net
mavens( 4+ %) like to call “content”, all in
hopes of attracting eyeballs to view ads. The
more compelling the content. the more poten-
tially lucrative the advertising opportunity.
E-mail, then, is content that users themselves
provide — and usually find compelling.

“Our No. 1 goal as a business is to grow and
retain our user base®,” says Joe Kraus, co-
founder and senior vice president of Excite Inc.,
a Redwood City, Calif., Web directory. *“We
feel e-mail is critical to user retention.” In other
waords, keep them coming back to check their e-
mail and they’ll probably use the other parts of
the service as well — thereby shoring up the ad
revenue throughout the site.

Other publishers and marketers are ho-
ping e-mail can serve as a draw for repeat vis-
its. For instance, American Express Co. has
teamed up with free e-mail provider USA. Net
Inc. of Colorado Springs, Colo., to launch
AmExMail. And iVillage Inc., a Web-site
producer in New York, pitches a free e-mail
account at its parenting-advice site, Parent
Soup.
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Passage 2 Free Mail May Be a Good Deal, Even If It Has a Hidden Price .

7 .

What are the drawbacks?

It depends on your perspective. If you're
used to thinking of television as “free”, igno-
ring the cost of watching the ads. then this
isn’t all that different.

But you’ll also have to mull the old adage
(#%): You get what you pay for. Some users
complain these free services are overloaded at
times, turning a quick check of the mailbox
into a slow and tedious wait. You can com-
plain to the service if you want, but your
gripes(i.#%) may not carry the weight of those
from a paying customer.

Privacy and security are also concerns.
Free e-mail services use password protection
and other security measures to keep anyone
but you from reading your mail. But because
they’re accessible from the Web, they may be
vulnerable to attacks that a corporate system,
safely ensconced (# r& #) behind a firewall,
could withstand.

Finally. How image-conscious are you?
To some, an address at a free e-mail service
may mark you as a “newbie(@##%)”, a new-
comer to the Net. Also, a lot of “spam” junk
mail seems to come from free e-mail services.
(Actually, most of the time the spammers

have forged those addresses to help cover their

tracks.) If you're going to use free e-mail for
something business-related, you’ll need to ask
yourself; Do I really want to share the same
apparent address as someone pitching sex sites
and get-rich-quick schemes via e-mail?

What should I look for?
Because so many of the sites offering free

e-mail are simply slapping their brand on the
services of WhoWhere? USA. Net and a few
others, there just isn’t all that much variation
to worry about. If a site you visit frequently
offers free e-mail. consider going with that
service just for the sake of convenience.

Look also for a good set of features. Ad-
dress books, the ability to send and reccive
computer files as attachments. folders for sto-
ring related messages and filters to screen and
organize mail are all important options. You'll
also want to read the user agreement carefully
to check the service’s privacy policy?. (Most
free e-mail providers say they don’t sell your
address or the information you give them, but
they do compile your information into an ag-
gregate report for advertisers. )

Also, don’t forget to check the service of -
ten when you first sign up to get a sense of its
reliability. If the site is down often or seems
slow, you’ll want to switch.

What’s next?

The true convenience of most free e-mail
systems is that they’re Web-based. You don’t
need to carry your computer or your files around
with you — everything is stored at one central
location, and any Web browser can serve as your
conduit (&) to that information.

“Your whole world. your digital being, is
in that computer in front of you, but it’s really
inconvenient,” says Mr. Shelton. “You have
to lug the thing everywhere you go. But if you
could duplicate that hard drive (# &) on the
Internet somewhere and know you could use it
from whatever machine you sat down at,
you'd throw your computer away.”
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Multiple Choices:
1. What’s the “price” for free e-mail?
A. Payment in the future. B. Viewing advertisement.
C. Taxes. D. There is no price.
2. Why do people use free e-mail?
A. Free. B. Quick. C. Easy. ~ D. All above.
3. What is the first priority of free e-mail companies?
A. Charging their users. B. To grow and retain their user base.
C. Sending ads to their users. D. All above.

True or False:

[} 1. One will pay nothing to use free e-mail.
[} 2. There is no drawback of using free e-mail.
[} 3. All of people are in favor of free e-mail.
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Midwesterners (Feel Piqued at the Pump

Soaring Gas Prices Prompt a Debate: Is It Gouging or the Government?

he heartland of America, where
sport-utility vehicles rule the road and
L everyone from farmers to big-city
commuters depends on cheap gas, is having a
flashback to the nightmare days of oil-price
shocks and gas lines, and Washington is get-
ting worried.

In Detroit, the Motor City, service sta-
tions on many busy corners ran out of gas late
last week, in scenes reminiscent (4 A B 48 -
#) of the oil crises” of the 1970s and 1980s.
In Chicago and Milwaukee, motorists moan
about pump prices that are now the highest
anywhere in the lower 48 states.

The price of a gallon of premium unlead-
ed gas was nearly $2. 50 this weekend in
downtown Chicago. In Michigan. average gas
prices leapt 27.1 cents last week, setting two
records: one for the largest weekly jump since
the American Automobile Association of
Michigan began tracking gas prices in 1973,
and the other for the highest statewide gas av-
erage — $2.01 for self-serve unleaded fuel.

Just a year ago, gasoline prices in the re-

gion averaged about half that much.

“How many four-letter words can I use?”
asked Lionel Robin, a textile salesman, as he
pumps gas into his 1992 Jaguar Vandenplas at
a Chicago-area Amoco station Friday. “You
eat through $ 10 bills like it’s nothing.”

The surge in fuel prices across the Mid-
west, capped last week by spot shortages in
the Detroit area, arises from a convergence(#
4) of problems: an ill-timed( R &8t % 45) pipe-
line break in Michigan; snags in producing and
distributing the clean-burning gas that is re-
quired as of June 1 to meet federal clean-air
mandates” ; and the campaign by the Organi-
zation of Petroleum Exporting Countries to
raise world crude-oil prices.

These factors may all be temporary,
economists and industry officials say. But Mid-
westerners are fuming, auto-industry executives
are fretting, and federal and state officials are
vowing action against price gougers” .

On Friday. President Clinton expressed con-
cern about the Midwest gasoline crunch during an
interview on the NBC “Today” program, and
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late Friday, thc Federal Trade Commission® said
it is launching a formal investigation into gasoline
prices. The commission is expected to vote with-
in several days whether to subpoena( ki) specific
business records.

Calls for investigations into possible price
gouging by refining companies have infuriated
oil-industry officials. “Our companies are damn
mad about this,” says Edward Murphy, the A-
merican Petroleum Institute’s general manager
for refining and marketing. “We have been un-
fairly maligned(i#+# ), and consumers have been
ill-advised about what is going on.”

Meanwhile, soaring prices are sending
ripples throughout the Midwest economy.
Sales of gas-guzzling motor homes are begin-
ning to slow after booming through the 1990s.
Farmers, already battered by low grain
prices, are seeing the cost of fueling things
such as their tractors skyrocket.

At corner gas stations, eye-popping out-
lays for a fill-up are starting to rattle the
region’s what-me-worry attitude toward gas-
guzzling rides — potentially bad news for
Detroit’s Big Three auto makers.

For weeks, as gasoline prices have
climbed, executives of Detroit’s Big Three au-
to makers have argued that sales of their high-
profit sport-utility vehicles wouldn’t be hurt
significantly because supplies were plentiful,
and flush consumers could handle the extra
dollars for a fitl-up.

Now, industry -officials are conceding
that $ 2-a-gallon gasoline could make a differ-
ence. In an internal memo written last week,
General Motors Corp. s chief market analyst
Paul Ballew noted that “on the margin, truck
sales appear to have been affected in the Mid-
west, where prices have been highest.” Mr.
Ballew said that decline isn’t likely to have a
significant impact on the nationwide shift

from cars to trucks.

Larry White, general manager of Marty
Feldman Chevrolet in the Detroit suburb of
Novi, Mich. , said he generally sells 20 to 25
Suburbans and Tahoes a month. He said the
dealership® has only sold three so far in June.
If the trend continues, he said. the dealership
might order 25 of the big SUVs in September
instead of 30.

“That’s a good possibility, but it’s too
early to tell,” he said.

The possibility that gas prices could trip the
booming Midwest economy just in time for the
presidential election has gotten Washington’s
attention. ?

Democrats are worried that presidential
candidate Al Gore might get tagged with at least
some of the blame for high gasoline prices. In
Milwaukee recently, the vice president promised
a “full investigation” into whether “price gou-
ging” was to blame for high gas prices. Political
concerns were likely a motivation for President
Clinton’s weighing in on the issue.

The debate in Washington over rising
Midwest gasoline price is best framed by the
views expressed by two key Illinois politicians.
Democratic Sen. Dick Durbin accuses oil com-
panies of price gouging, while Republican
Gov. George Ryan blames regulations by the
Environmental Protection Agency® that man-
date more expensive, cleaner gas. Gov. Ryan
has called on the government to scale back
those standards until the current crisis passes.

Government agencies dispute that new re-
quirements are at fault. Environmental Pro-
tection Agency Administrator Carol Browner
and Secretary of Energy Bill Richardson have
asked the FTC for an “expedited” review of
gasoline prices, and Ms. Browner said admin-
istration officials and a bipartisan group of
lawmakers intend to meet with representatives

uo()uuwuuuuuuuuuuuuuuuuDUUuuﬂ00‘!..0...00...'...0.0000..000..‘

0 0 8 8 UL wu L bu



o000 OGO OO0 O
”l‘"’5‘00..............'........0...0

o

oo

"neeCcoOEOeOBLC NN a0 0N

Passage 3

Midwesterners Feel Piqued at the Pump « I1 -

from the oil refiners again this week.

Mecanwhile. a group of senators led by
Democratic Scn. Chuck Schumer of New York
and GOP Scn. Susan Collins of Maine are push-
ing another strategy for relieving gasoline supply
problems by releasing crude ol from the
government’s strategic petroleum reserve .

Why have fucl prices taken off in the

- Midwest? In Detroit. a break in the Wolver-

inc pipcline earlier this month was the biggest
factor. The line, which runs from the Chicago
arca to Detroit. was reopened on Friday at
about 80% of capacity, but not before it
caused several Mobil stations to close because
of lack of supply. An Exxon Mobil Corp.
spokesman in Dallas said the company was
coping with the shortage by sending in truck
tankers from Pittsburgh.

But the causes of the high prices that have
plagued Chicago, Milwaukee and St. Louis go

HNotes

deeper.

As of June 1. Midwestern states had to
switch to a new. cleaner-running formula for
gasoline. [t is more difficult for refiners to make
the new reformulated gasoline for the Midwest
market than it is for thc East Coast. because the
Midwest is using ethanol( 2 &) to meet federal re-
quirements for oxygen content. On the East
Coast. refiners use an additive called MTBE to
make the federally mandated blend.

Refiners say blending gas with ethanol is
a costly business.

Industry officials also blame gasoline patents
granted to Unocal Corp. for causing some gaso-
line producers to stay away from making the new
lower-emission formulations. One patent has al-
ready been upheld on appeal.

The result; Gasoline supply in the region is
only 47 million barrels. 20% below last year,
according to the American Petroleum Institute.
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