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Inside Economics is a publication of the Nebraska Council on Economic Education, a not-for-profi t organization founded in 1963 to promote 
and improve economic literacy in Nebraska schools. We feel that an understanding  of key economic concepts is vital for all  citizens in order to 
live, work and make informed decisions in our modern economy. We sponsor and conduct high-quality pre-service, in-service and post-graduate 
courses designed to provide an understanding of important economic concepts to K – 12 teachers throughout Nebraska, so that teachers can then 
bring these concepts to their classrooms. Topics covered include monetary policy, taxation, spending, infl ation, the environment, growth, conserva-

tion, trade and energy, to name a few.

Prices Communicate - Price Controls Censor
[Editor’s note: Everyone wants to see victims of natu-
ral disasters recover from their losses as quickly and ef-
fectively as possible; however, sometimes actions taken 
with the best of intentions can lead to more problems than 
progress.]

Economists are sometimes thought of as lacking 
compassion because they oppose government 
policies popularly believed to help people in 
need, but there is no serious evidence that econ-
omists are less compassionate than non-econo-
mists. My guess is that economists are at least 
as charitable and compassionate as others. True, 
economists sometimes oppose well-intentioned 
policies that many people view as helpful. This 
is not evidence, however, that economists lack 
compassion. Far more likely, economists sim-
ply have a different understanding of the most 
effective ways to help those in need. As a result, 
economists oppose some popular policies be-
cause they sincerely believe those policies harm 
the very people they are supposed to help.

Let’s consider one of the most popular price 

controls—legislation which outlaws charging 
high prices for goods following a natural disaster. 
If price controls don’t make sense in this situa-
tion, they almost never will. Almost everyone ex-
presses outrage at “price gouging” and supports 
government price controls to protect disaster vic-
tims. Yet most economists oppose price controls, 
even after natural disasters.

It’s not that economists have no concern for the 
victims. Quite the opposite. Economists oppose 
such price controls precisely because they are 
concerned with the well-being of the victims of 
these disasters. Indeed, economists care enough 
to have tried to understand the consequence of 
price controls, and have concluded that these 
controls actually reduce the help natural disaster 
victims receive from outside suppliers and from 
each other.

Price Communication

Fundamentally, economists oppose price con-
trols because these controls interfere with the 
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way market prices allow people to 
communicate. When a good is in 
short supply (consumers want more 
of it at the prevailing price than is 
available), the most effective way 
for them to communicate to those 
who are in the best position to re-
duce the shortage is through market 
prices. When there is a shortage of a 
good, its market price increases and 
informs suppliers that more of the 
good should be made available and 
motivates them to make more avail-
able. The higher price also informs 
consumers that the good should be 
used sparingly, and motivates them 
to use it only for the most important 
uses. This price communication is 
the best hope for victims of disas-
ters to receive the cooperation from 
suppliers and from each other need-
ed to alleviate shortages as quickly 
and effi ciently as possible.

Given this understanding of the 
communicative power of market 
prices, economists see price con-
trols as a form of censorship. Cen-
soring communication is harmful, 
and censoring price communication 
is no exception. And the harm is par-
ticularly great following natural di-
sasters, because censorship through 
price controls prevents victims from 
communicating their need for help 
in the most effective way possible. 
Let’s consider some examples.

Lumber to New Orleans

Not long after Hurricane Katrina 
devastated New Orleans, I was giv-
ing a talk in Alabama and mentioned 
the need for victims of Katrina to 
communicate through market pric-
es. During questions and comments, 
a gentleman in the audience told a 
story about his son, a building con-
tractor outside Montgomery, who 

had started constructing the house 
he and his wife had dreamed of for 
years. The foundation had been laid 
and the lumber was being delivered 
as Katrina hit. Instead of using that 
lumber to frame his new house, 
however, he shipped it to New Or-
leans. The news he responded to 
wasn’t what he saw on television, 
but the high price of lumber in Lou-
isiana he heard about from fellow 
contractors—informing him that his 
lumber was more valuable in New 
Orleans than in Montgomery.

Was the Montgomery contractor an 
unscrupulous profi teer who harmed 
victims of Hurricane Katrina by tak-
ing advantage of their plight? In re-
ality, he was no more unscrupulous 
than those who sell their labor or 
their house to those who are will-
ing to pay the most for them. And 
he clearly didn’t harm the hurri-
cane victims - Katrina did that. He 
helped them by providing lumber 
that they needed and were willing to 
pay a higher price for - but a price 
lower than it would have been if he 
and others hadn’t quickly shipped 
lumber to New Orleans. Certainly 
the contractor did far more good 
for the victims of Katrina than 
did those who sat around express-
ing contempt for “price gougers.” 

True, some people helped the hur-
ricane victims for nothing by send-
ing supplies to New Orleans. These 
people should be commended. But 
their help was small in comparison 
to the help given by suppliers from 
all over the country who responded 
to higher prices by supplying more 
of those things Katrina’s victims in-
dicated (through higher prices) that 
they most needed. After all, if peo-
ple had donated suffi cient supplies 
of the goods most needed in Loui-
siana after the hurricane, the price 
of those goods would not have in-
creased, and there would have been 
no “price gouging” to complain 
about.

Those who express contempt for 
people who sell products to natural-
disaster victims at high prices should 
look closer to home for someone 
to criticize. Their criticism (based 
on not thinking carefully about the 
role of market prices) and the pub-
lic opinion it refl ects and infl ames, 
provoke politicians to impose price 
controls that muzzle those crying 
out for help. For example, Geor-
gia, where I live, has a “price goug-
ing” law forbidding suppliers from 
charging, “one penny more than 
they charged the day before the di-
saster struck.” This law was favor-
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ably mentioned, with no hint of iro-
ny, in an Atlanta newspaper article 
reporting that building contractors 
and construction supplies from sev-
eral states had poured into Atlanta 
immediately after it suffered mas-
sive tornado damage a few years 
ago. Does anyone seriously believe 
that this help would have poured in 
from far away if the “price gouging” 
law had been rigorously enforced, 
or that the help was not reduced by 
the threat of that enforcement?

Shaving versus Saving Food

Victims of a natural disaster need 
to communicate with one another 
in ways that can be done effectively 
only through market prices. Every-
one in the stricken area will value 
the products being made available, 
but those products should go to 
those who can put them to the best 
use—who value them the most. 
Price controls prevent this from 
happening by censoring price com-
munication among victims. A friend 
of mine, who lived in

Charleston, South Carolina when 
Hurricane Hugo hit in 1989, saw 
fi rsthand the harm done by this cen-
sorship. Electricity was out for over 
a week in Charleston, and people 
were anxious to get gas powered 
electric generators. Unfortunately, 
local hardware stores had fewer than 
people wanted and were unable to 
get more because of price controls. 
But there was another problem with 
the price controls—one that ben-
efi ted my friend’s father, though at 
great cost to others.

My friend’s father preferred shaving 
with his electric razor, since he dis-
liked having to lather up to shave. 
Fortunately for him, he was a good 
friend of the owner of a local hard-
ware store that had two electric gen-

erators in stock. Since the owner of 
the hardware store couldn’t legally 
sell the generators for more than the 
price determined by the “price goug-
ing” law, it made no difference to 
him whether he sold to my friend’s 
father, which he did, or anyone else. 
Unfortunately, grocery stores in 
town desperately needed electricity, 
and quickly, to prevent thousands of 
dollars’ worth of food from spoil-
ing. Without price controls, one of 
these stores would have effectively 
communicated, through offering a 
higher price, its need for generators 
that it (and its customers) valued far 
more than my friend’s father did. 
One person would have had to give 
up the convenience of using an elec-
tric razor, but hundreds of his neigh-
bors would have persuaded him, 
through offering a high price for the 
generator, that their desire for fresh 
food was more important.

Without price controls, of course, 
grocery stores could have quickly 
secured electric generators, by com-
municating through market prices 
with suppliers outside the disaster 
area. This might have priced my 
friend’s father out of the market for 
a generator, but that would have 
been compelling evidence that he 
valued a generator less than the gro-
cery stores and their customers did.

Conclusion

Natural disasters don’t create easy 
situations, but they do provide a 
vivid example of the unintended 
harm caused by price controls. 
Yes, some people might temporar-
ily charge high prices without price 

controls, but with price controls, the 
alternative is that there would exist 
unacceptable scarcities of essential 
goods affecting far too many people 
for far too long. Higher prices are 
necessary to communicate needs, 
move supplies quickly to affected 
areas and temporarily ration avail-
able supplies. Well-intentioned as 
price controls may be, they invari-
ably slow the recovery process. Of 
course, governments do not need 
natural disasters to justify under-
mining social cooperation and well-
being by dictating prices. All they 
need is a well-intentioned, unin-
formed public. Governments have a 
long history of imposing price con-
trols on a wide range of goods and 
services. And they will continue to 
do so until it becomes more widely 
appreciated that price controls are a 
particularly harmful form of censor-
ship. 
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