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Dear Professor Fels,
Re. The Inquiry into Price Gouging and Unfair Pricing Practices

Thank you for your invitation to prepare a submission for the Australian Council of Trade Union’s
Inquiry into Price Gouging and Unfair Pricing Practices, investigating the root causes of price gouging,
identifying the sectors most impacted and the mechanisms by which it affects consumers, as well as
the connection between dwindling living standards and increasing corporate profits.

Catholic Religious Australia (CRA) is the peak body that represents more than 150 Catholic Leaders of
Religious Institutes and Societies of Apostolic Life who are resident in Australia. Our religious
congregations comprise of 4,800 Catholic religious women and men. Our members and their lay
colleagues work in education, health care and social services and work with many vulnerable groups
and individuals in Australian society.

CRA understands price gouging to be: “the practice of sellers pricing goods or services at a level
significantly higher than what is objectively considered acceptable, reasonable or fair,” normally
occurring in response to sudden increases in demand or decreases in supply.! In our submission to the
Senate Select Committee on the Cost of Living in May 2023,2 CRA identified that supply shortages of
goods and services have been occurring because of a perfect storm of conditions, including the impacts
of the COVID-19 pandemic, severe weather and natural disaster events in Australia and globally, and
the war in Ukraine, all of which have greatly inflated the associated price of goods and services both
internationally and nationally.® However, CRA also pointed out that this inflation is not only a natural
result of supply shortages caused by temporary global events, but that it is also being driven by
profiteering corporations and businesses.*

Profit-Price Inflation

Several economists globally®, including Fabio Panetta, member of the Executive Board of the European
Central Bank, ® have stated that inflation would not have been driven so high if major corporations and
businesses were not turning enormous profits during this period of a cost of living crisis. Indeed,
research from the Australia Institute’s Centre for Future Work has stated that 69% of excess inflation
(above the RBA’s 2.5% target) since the end of 2019 has arisen from higher unit corporate profit
margins.” This was predominantly seen in the mining sector, whereby gross corporate operating profits
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rose by 89% between end-2019 and end-2022 as a result of vast increases in prices charged to
purchasers for fossil fuels, pushing Australian inflation beyond the RBA’s target range following COVID
lockdowns. Subsequently, over half of all corporate profits in the Australian economy now belong to
the mining sector.®

Centre for Future Work has stated that we are also witnessing substantial gains in corporate profits in
wholesale trade, manufacturing, transportation, and other strategic sectors, whereby businesses have
been able to use supply chain disruptions and resultant consumer demand, coupled with oligopolistic
market power, to raise prices above production costs.’ Data from Deakin University has shown that
the average cost of food items in Australia has increased across the board, including staple items such
as breads, cereals and fruits, in the 12 months to July 2023, with some products up by 40 per cent.°
This has occurred while Coles has reported a 4.8% increase to its full-year profit, to $1.09 billion, and
Woolworths’ net profit increased 4.6% to $1.62bn for the full financial year, with close to a 20% rise in
earnings flowing from its Australian supermarkets - double the margins of overseas equivalents, such
as UK chain Sainsbury’s.’* Qantas has reported a $2.4bn profit (before tax) for the last financial year,
compared to an $860mil loss the previous year,'? while Australia's largest lender, Commonwealth Bank,
have reported a $10.2 billion profit, representing a 5% increase over the last financial year.:?

This report from the Australia Institute’s economists, Greg Jericho and Jim Stanford, was rubbished at
the time of publishing,'* but the RBA board in the minutes of its June meeting subsequently conceded
that in fact, “some firms were indexing their prices, either implicitly or directly, to past inflation. These
developments created an increased risk that high inflation would be persistent, which would make it
more difficult to keep the economy on the narrow path.”** The Organization for Economic Cooperation
and Development (OECD) also reported in June, after an analysis of 8 countries (including Australia)
and the Euro Zone, that higher unit profits have been the principle driver of recent inflation in several
of those countries (including Australia).®
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In question therefore is whether or not these profiteering businesses are unethically abusing the
pandemic and inflationary period to drastically increase the profit from sales, beyond what is
reasonable or fair for the Australian consumer.

Is Price Gouging Unethical?

The Australian Competition and Consumer Commission (ACCC) state that businesses are generally able
to set their own prices, and that prices that people think are too high, known as price gouging, or a
sudden increase in price are not illegal.l” The ACCC therefore has no statutory power to regulate
pricing, and no general laws prohibiting price gouging of essential goods have been introduced in
Australia.’®

Indeed, a seller might significantly increase their prices for a multitude of legitimate reasons, including
in response to a crisis whereby they may be offsetting increased supply costs. On the other hand,
businesses may practice price gouging with the sole aim of maximising profit. Some economists argue
that this is acceptable, as having unrestrained shifts in prices in response to market demand
guarantees the most responsible allocation of resources - those who most value a good or service will
always pay the stipulated price. Further, they propose that it also enables the formation of meaningful
prices and indicates need.'® Economist Jim Stanford has spoken of an ideological bias in Australia that
profit is assumed to be a legitimate “reward” to businesses that efficiently supply the market with
something valuable.?

While CRA believes that free markets have the potential to serve as an outlet for human creativity and
promote the efficient provision of goods and services, unless economic structures and policies are
oriented towards the common good, equitable access to fundamental goods and opportunities can be
denied and the dynamism of the economy quashed. When capital is concentrated in the hands of
private banks, investors/owners, or managerial elites, who practice anti-competitive behaviour, the
market is no longer supporting the responsible allocation of resources or providing space for creativity
and innovation.

The Hon Dr Andrew Leigh MP, Assistant Minister for Competition, Charities and Treasury, using 2016
data drawn from IBIS World Industry reports 2016, referred to market concentration in Australia as a
“cradle-to-grave affair, running from baby food to funeral services.” The problem with oligopolies, or
market concentration, according to Leigh, is that they lack incentive to carry out research and
development; produce new products; or pay their employees fairly.2! He says that while increased
market power leads to more producer surplus, however this surplus is not shared with shop floor
employees, instead benefiting only shareholders and top executives at the expense of consumers,
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increasing inequality.?? A recent report by the Australia Institute, Inequality on Steroids: The
Distribution of Economic Growth in Australia,?® has found this to be the current reality of the Australian
market. Between 2009-2019, 93% of the gains from Australia’s economic expansion went to the top
tenth of income recipients, largely represented by oligopolies of Australian businesses and
corporations. This means that a mere 7% of the benefits was received by the bottom 90%, highlighting
an entrenched inequality in the Australian economy. The profits gained by Australian businesses and
corporations through price gouging are not “trickling down” to the everyday Australian, who is having
to pay exorbitant costs for basic goods, or forgo these goods altogether. Professor Ross Garnaut goes
so far as to say that economic systems in which incomes, wealth and economic power are highly
concentrated erode democracy.?*

Further, Kumar and Stauvermann have highlighted that in addition to economic barriers to market
entry, barriers to would-be competitors can include political corruption or lobbying, whereby major
producers have the political power to establish significant barriers.? This may well have been the case
recently whereby Qantas lobbied the government against allowing Qatar Airways, who it sees as a
competitor, to expand its flights into Australia, a move that former Qantas chief executive Alan Joyce,
claimed would “distort” the local aviation market. The government's subsequent decision to reject
Qatar's application is how being examined in a Senate Inquiry.?® Qantas is also under question for
charging persistently high prices for its tickets, with Mr Joyce having been summonsed to appear
before a Senate Inquiry into the cost-of-living crisis in late August.?’

Who is suffering from Price Gouging and Unfair Pricing Practices?

Recent research from the Salvation Army shows that tens of thousands of Australians are experiencing
extreme poverty, struggling to afford basic living necessities, with half of respondents surveyed (50%)
unable to afford essential healthcare, 52% skipping meals to save money, and 75% experiencing
housing stress.?®

Hardest hit by the current cost of living crisis, according to the RBA’s April 2023 Financial Stability
Review, are those on lower incomes, including many renters, and relatively recent borrowers who have
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larger debts (relative to income); smaller businesses; and some building construction firms.? Young
People (Millenials and Gen Z) are financially struggling,*® with the recent ‘Community Attitudes Survey’
by the Smith Family finding that 1 in 6 young people are currently experiencing poverty, with an
expectation that the cost of living crisis will cause this figure to worsen over the next year.3! Other
demographics disproportionately impacted include women, especially single women who are elderly
or with children,3? and those on government concessions, including people living on JobSeeker, Youth
Allowance, the Aged Pension and Parenting Payment, who are reporting malnutrition, inability to
afford essential medication and the imminent threat of homelessness.?? 3*

Suggested Reforms

Assistant Minister for Competition, Charities and Treasury, The Hon Dr Leigh MP, has called for
competition reform to shape a more dynamic economy, announcing in August that the Albanese
Government is undertaking a review of competition policy settings to help build a more dynamic and
productive economy.?* He has outlined issues to be considered, including merger reform proposed by
the ACCC, and providing advice on competition issues raised by new technologies.

Professor Ross Garnaut, in his 2023 Bannerman Competition Lecture, acknowledged that while greater
competition can reduce prices of a product and therefore contribute to lower inflation and greater
equity in income distribution, he cautioned that sometimes greater competition is not always possible
or that removal of an oligopoly through application of competition policy would impose costs that
exceed the benefits. In such a case, he has suggested that the achievement of the common good can
then be met through restructuring of taxation to increase its incidence on rents and reduce its
incidence on competitive activity.?® This, he feels, would create a more equitable distribution of the
tax burden and would eliminate a number of innate distortions in the current system of corporate
income taxation.*’

Dr. Mark Giancaspro has cautioned against the introduction of anti-price gouging laws in Australia that
go to the extreme of price freezes or capped price increases, as these would prevent prices from
indicating need, and if set too low, could encourage bulk buying or hoarding that results in shortages.
Instead, he suggests that anti-price gouging law should be based on an ‘unconscionability’ standard,
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that prohibits ‘excessive’ price increases, offering the courts flexibility in evaluating the pricing
practices of sellers and all relevant facts and circumstances.>®

Conclusion

While the substance of these suggested reforms differ, they do all acknowledge that price gouging and
other anti-competitive behaviour, engaged in by market oligopolies, needs to change. CRA likewise
believes that price gouging for unethical reasons, as outlined above, needs to be addressed, and not
allowed to, or even be facilitated to, continue as per current ACCC legislation. While oligopolies of
businesses reap enormous profits that may boost the Australian economy, everyday Australians are
struggling to make ends meet and cannot afford basic necessities. This is an economy that is inherently
unjust.

We thank you again for the opportunity to make this submission.
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