Hand Sanitisers and Price Gouging

Paul Murphy € @paulmurphy_TD - Mar 9 v
A tenner for small 90ml bottle of hand sanitizer!
Thatis €110 a litre.

We need price controls to stop this profiteering by suppliers and retailers.

If you see other examples, please send them on to us using this form:
actionsprout.io/9FA829

During the recent pandemic, traditional and social media highlighted examples of retailers
who raised prices of certain products (hand sanitisers, face-masks etc). This is often termed
“price gouging”. This can lead to calls such as the tweet above for the government to impose
price controls (setting a maximum or minimum price on goods and services).

This article from Citizens Information Ireland outlines the current state of price controls in
Ireland.


https://www.citizensinformation.ie/en/consumer_affairs/consumer_protection/pricing/pricing_of_goods_and_services.html

Economists often use the supply-and-demand model to analyse markets for goods and
services. How can the supply-and-demand model be applied to the market for hand
sanitisers to explain the rise in prices?




Research Activity

This website camelcamelcamel.com allows users to track the prices of products listed on
Amazon over time. Search for other products that may have seen large increases in
demand during the pandemic and related ‘lockdowns’. Does the data support the theory of
increased demand (with limited supply) leading to price rises at particular times? Here are
some examples to begin with:

Hot Tub

Home Gym
Office chair



https://camelcamelcamel.com/
https://camelcamelcamel.com/product/B00NB3P98G?context=search
https://camelcamelcamel.com/product/B0764JNG73?context=search
https://camelcamelcamel.com/product/B00IFHPVEU?context=search

Watch this video which presents the case for allowing the price mechanism to function freely
as a way to efficiently distribute goods and services in a market. There are questions
embedded in the video at different points.

https://edpuzzle.com/media/5f6212c95e0f3240c81b378d

When reports of hand sanitiser shortages began to emerge, a number of gin and whiskey
distilleries switched production from alcohol to hand sanitiser, as reported here. Returning
to the supply-and-demand model used earlier illustrate and explain what effect this might

have on the market for hand sanitisers?

It is reported in the piece that Listoke Distillery have provided this sanitiser at cost-price
without seeking excess profit. How does this align with economic theory about the
behaviour of firms in a market?



https://edpuzzle.com/media/5f6212c95e0f3240c81b378d
https://www.newstalk.com/news/thinking-outside-box-louth-distillery-moves-gin-hand-sanitiser-985075

Even though social media highlighted some instances of retailers increasing prices of hand
sanitiser or similar items many retailers didn’t raise prices as the laws of supply and demand
might predict. What might help explain this? This article written by Richard Thaler outlines
some possible reasons.

Richard H. Thaler is the 2017 recipient of the Nobel Memorial Prize in Economic Sciences
for his contributions to behavioral economics. Thaler studies behavioral economics and
finance as well as the psychology of decision-making. According to his personal website “he
investigates the implications of relaxing the standard economic assumption that everyone in
the economy is rational and selfish, instead entertaining the possibility that some of the
actors in the economy are sometimes human.”

The Law of Supply and Demand Isn’t Fair
Richard Thaler
nytimes.com/2020/05/20/business/supply-and-demand-isnt-fair.html

For an economist, one of the most jarring sights during the early weeks of the coronavirus crisis in the
United States was the spectacle of bare shelves in sections of the supermarket.

There was no toilet paper or hand sanitiser. Pasta, flour and even yeast could be hard to find in the
early weeks of social distancing, as many people decided to take up baking. Of far greater concern,
hospitals could not buy enough of the masks, gowns and ventilators required to safely treat Covid-19
patients.

What happened to the laws of supply and demand? Why didn’t prices rise enough to clear the market,
as economic models predict?

A paper that | wrote with my friends Daniel Kahneman, a psychologist, and Jack Knetsch, an economist,
explored this problem. We found that the answer may be summed up with a single word, one you
won’t find in the standard supply-and-demand models: fairness. Basically, it just isn’t socially
acceptable to raise prices in an emergency. We asked people questions about the actions of
hypothetical firms. For example: “A hardware store has been selling snow shovels for $15. The morning
after a blizzard the store raises the price of snow shovels to $20.”

Fully 82 percent of our respondents judged this to be unfair. The respondents were Canadians, known
for their politeness, but the general findings have now been replicated and confirmed in studies around
the world.

Most companies implicitly understand that abiding by the social norms of fairness should be part of
their business model. In the current crisis, large retail chains have responded to the shortages of toilet
paper not by raising the price but by limiting the amount each customer can buy. And Amazon and eBay
prohibited what was viewed as price gouging on their sites.



https://faculty.chicagobooth.edu/Richard.Thaler/index.html
https://www.nytimes.com/2020/05/20/business/supply-and-demand-isnt-fair.html

We have seen similar behavior after hurricanes. As soon as a storm ends, there is typically enormous
demand for goods like bottled water and plywood. Big retailers like Home Depot and Walmart
anticipate this, sending trucks loaded with supplies to regions just outside the danger zone, ready to be
deployed. Then, when it is safe, the stores provide water for free and sell the plywood at the list price
or lower.

At the same time, some “entrepreneurs” are likely to behave differently. They see a disaster as an
opportunity and so will fill up trucks with plywood near their homes, drive to the storm site and sell
their goods for whatever price they can get.

It is not that large retailers are intrinsically more ethical than the entrepreneurs; it is simply that they
have different time horizons. The large companies are playing a long game, and by behaving “fairly”
they are hoping to retain customer loyalty after the emergency. The entrepreneurs are just interested
in a quick buck.

Fairness norms help explain the breakdown of supply chains of medical equipment in the coronavirus
crisis. Hospitals normally use buying associations that make long-term deals with wholesalers to provide
essential supplies. The wholesalers generally want to preserve these relationships and realize that now
would not be a good time to raise prices. Often, they are contractually obligated to supply items at
prices negotiated before a spike in demand.

One current example is the N95 face mask. At the onset of the pandemic, hospitals had long-term
contracts to buy them for about 35 cents each, an executive at a New York hospital told me. When the
need for the masks surged, these suppliers were not allowed to raise the price, even if inclined to do so.

But others along the supply chain could make big profits by diverting masks to anyone willing to pay top
dollar. That left hospitals in a bind. As the coronavirus spread in New York, the executive’s hospital
searched frantically for masks, eventually paying an overseas supplier $6 each, for hundreds of
thousands of them, when the regular stock was desperately short.

When anyone tries to reap big profits in an emergency like this, it can look ugly. Consider the case of
two brothers who began buying hand sanitiser, masks and other scarce commodities on March 1, the
day of the first announcement of a Covid-19 death in the United States. After they sold some of their
merchandise at big markups on Amazon and eBay, these outlets cut them off. Eventually, after
considerable adverse publicity, the brothers decided to donate their supplies.

Notice that the brothers were making markets more “efficient,” by buying low and selling high. If
instead of arbitraging coronavirus supplies they had sold shares of airline and hotel companies and
bought shares of Netflix and Zoom, they would simply have been considered smart traders. But while



https://www.nytimes.com/2020/03/14/technology/coronavirus-purell-wipes-amazon-sellers.html

smart trading may be fine for investments, it is not considered fair when it involves essential goods
during a pandemic.

One can argue that this social norm is harmful in that it prevents markets from doing their magic. For
example, Tyler Cowen, the George Mason University economist, has said he wishes it were OK to raise
prices for coronavirus essentials.

“Higher prices discourage panic buying and increase the chance that the people who truly need
particular goods and services have a greater chance of getting them.”

But which people “truly need” N95 masks? What is the right allocation of masks among well-endowed
private hospitals, poorly funded voluntary community services, nursing homes and food processing
plants? Supply and demand would tell us that the masks should simply go to the buyer who was willing
and able to pay the most for them. But fairness tells us this can’t be the only consideration.

As a practical matter for businesses, big and small, that want to keep operating for the long haul, it
makes good sense to obey the law of fairness. If the next shortage is meat and a store owner realizes
that there is only one package of pork chops left, it would be unwise to sell it at auction to the highest
bidder.

Richard H. Thaler is a professor of economics and behavioral science at the Booth School
of Business at the University of Chicago. Follow him on Twitter: @R_Thaler




Considering the data/information and the economic concepts that apply to the issue
outline the arguments for and against the introduction of price controls in certain
situations. You could use the Economics as a way of thinking resource to evaluate the
issue.

For:

Against:



https://www.scoilnet.ie/fileadmin/user_upload/Economics_as_a_way_of_thinking.pdf

In reflecting on this issue and the economic arguments involved consider the following:

- Is there some new knowledge/understanding you have gained and how is this new
knowledge/understanding important?

- Have new questions been raised?

- Have your opinions on these issues changed in any way?




