
www.hoddereducation.co.uk/economicreview

OCTOBER 2020

Next page

As the Covid-19 pandemic spread to the UK 
in February/March 2020, there was public 
outrage when some sellers started to charge 

much higher prices for many essential goods such as 
hand sanitiser, toilet paper, pasta, flour, bread and 
beans. One seller on Amazon listed a 600 ml bottle of 
anti-bacterial gel for £129, while others were offering 
facemasks for 2,000% above their average retail price 
prior to the pandemic.

What is price gouging?
This rather pejorative term appears in the media 
when a seller substantially raises the price of a good 
in response to an immediate and dramatic increase 
in consumer demand. What makes a price increase 
substantial, excessive or unfair? Many people argue this 
is where it cannot be justified by any changes in costs 
and the seller’s profit margin (the mark-up of price over 
cost) rises significantly. Emergencies, crises or natural 
disasters often cause these sudden increases in demand 
for essential goods, leading to claims of price gouging 
against various suppliers.

Demand during the pandemic
The current Covid-19 crisis provides a good example, 
where the demand for essential goods such as hand 

sanitisers and facemasks grew very rapidly in just a 
few days in March 2020. Between mid-March and 
April the UK competition regulator, the Competition 
and Markets Authority, received 21,000 complaints 
of excessive pricing. It responded by asking the 
government to introduce new legislation. In June 2020, 
the consumer group Which? argued that the reaction 
of the UK government was too slow and trailing 
behind that of other countries. For example, over 
30 US states have laws that prohibit price gouging in 
times of emergency. In March, the Greek government 
introduced ‘acceptable price margins’ for a range of 
essential items and issued fines of €113,500 on firms 
which exceeded these margins.

Should the UK government 
introduce new legislation?
The following statement was put to a panel of expert 
economists in May 2020:

Laws to prevent high prices for essential goods in 
short supply in a crisis would raise social welfare.

Only 23% agreed while 25% disagreed and 33% were 
uncertain.

What arguments or economic reasoning might cause 
so many economists to disagree with the statement?
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Profiteering or 
market efficiency?
Price gouging during the Covid-19 crisis
What makes a price increase substantial, 
excessive or unfair? Jon Guest 
explores the phenomenon of price 
gouging during a time of crisis
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Questions
1 Using a demand and supply diagram, explain 

why the price of some essential goods 
increased so dramatically in the early months of 
the pandemic. How does the elasticity of supply 
influence your answer? 

2 Discuss some of the potential disadvantages of 
introducing laws to limit price increases.

3 Outline some positive consumption externalities 
when people purchase and use facemasks/
hand sanitiser. If these are significant, can 
you make an economic case for government 
intervention in the market?

Weblinks 

Which? report on price gouging:  
www.tinyurl.com/yy7qu79o

UK government news story on pricing practices 
during the pandemic: www.tinyurl.com/reobssq
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Allowing the prices of essential goods to rise 
substantially provides sellers with stronger incentives 
to produce more. For example, existing suppliers may 
find it profitable to add night shifts, hire more workers 
and rent more premises if the extra revenue from the 
higher prices outweigh the extra costs. Firms currently 
supplying other goods may find it more profitable to 
switch production methods so they can start selling 
essential items. Any legislation that prevents prices 
from rising will weaken these incentives.

It also encourages overbuying by consumers. 
Those that are fortunate to arrive at a shop shortly 
after a delivery of essential goods may purchase more 
than they really need because of concerns over future 
availability. Higher prices deter this panic buying 
and hence reduce the chances of a future shortage. 
Therefore, many economists argue that allowing prices 
to rise rapidly helps the market to allocate resources in 
the most socially desirable way.

Limiting purchases
For all of the real-world examples of price gouging, 

many firms did not raise the price of essential goods 
when demand suddenly grew. Facing shortages, they 
chose instead to place limits on the quantity customers 
could purchase. Online marketplaces such as Amazon 
and eBay began blocking or removing millions of 
listings, while eBay also limited the sale of certain 
essential goods such as hand sanitisers to a list of 
trusted businesses.

Why did so many sellers not respond in ways 
predicted by the demand and supply model? One 
possibility is concerns over the potential impact of large 
price increases on their business reputation and future 
consumer loyalty. Evidence suggests that many people 
believe it is neither fair nor socially acceptable for firms 
to raise prices in response to surges in demand caused by 
a crisis. If consumers believe a firm is behaving unfairly, 
they may decide to shop elsewhere in the future.

Supporting research
Some interesting research finds evidence to support 
this idea. Two economists analysed the prices of hand 

sanitiser and facemasks on Amazon during the early 
months of the pandemic. They found that continuing 
sellers (i.e. those businesses/individuals who sold the 
items on Amazon prior to the pandemic) tended to 
raise prices by significantly less than first-time sellers. 
The fear of reputational loss appears to deter many 
firms from price gouging. 

This evidence led economists to make the following 
policy suggestion: governments should introduce laws 
that prohibit new sellers from charging higher prices 
than existing sellers during a crisis.

Claims of price gouging and potential policy 
responses will continue to lead to lively debates.
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