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Imagine a situation where you purchase an ice cream 
on a warm day. The supplier incurs virtually all 
the costs of making the ice cream, while you as the 

consumer experience all of the benefits (the pleasure 
of eating it). In these situations, markets tend to work 
more effectively.

Now imagine a very different type of purchase — 
the decision to have a vaccine jab. The benefit to the 
individual is the reduced likelihood of becoming ill. 
However, unlike the decision to purchase the ice cream, 
other people not directly involved in the transaction 
also gain. Their chances of becoming ill decline as the 
person who chooses to have the jab is less likely to 
spread the disease. In other words, there are external 
benefits to third parties. This is an example of a positive 
externality in consumption.

Benefits to society
A recent study in the USA tried to estimate the social 
benefits of influenza vaccinations. It found that a one-
percentage point increase in the vaccination rate would 
lead to 795 fewer deaths per year and 14.5 million fewer 
hours of absence from work per year due to illness.

In monetary terms, this means that each influenza 
vaccine generates at least $63 in social benefits due to 

less deaths and $87 due to lower absences from work. 
The research also finds that the majority of these 
returns come from the external as opposed to the 
private benefits.

As Covid-19 appears to spread more easily than 
influenza and causes worse symptoms in some people, 
the externalities are likely to be even larger.

Incentives
If the external benefits do not enter fully into an 
individual’s own cost/benefit calculation when 
deciding whether to have a vaccine jab (they focus on 
the private benefits), then the market will not produce 
a desirable outcome. From a society viewpoint, people 
simply do not have strong enough incentives to get a 
jab and demand falls below the socially desirable level.

Governments often intervene in the market by 
subsiding the costs of the vaccine and in many cases 
the monetary price is zero (people are eligible for 
free jabs). However, demand may still fall below the 
socially desirable levels as the non-monetary costs 
(the inconvenience/time of making an appointment, 
the discomfort from having a jab and concerns about 
potential side effects) outweigh the perceived private 
benefits. For example, in a survey of 70,000 people 
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The market  
for vaccines
The double externality problem
The total benefit to society from an individual having 
a vaccine jab are the private benefits to the individual 
plus any external benefits to third parties. How 
large are they in reality? Jon Guest takes a look
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Questions
1 Are there any differences between the private 

and social benefits of (a) social distancing and 
(b) isolating after a positive test for Covid-19?

2 Can you make an economic case for paying 
people to have a Covid-19 vaccine?

3 Explain why pharmaceutical companies 
might focus on producing therapeutic drugs 
for treating diseases rather than preventive 
vaccines.

4 Suggest some polices that might help 
incentivise pharmaceutical companies to 
develop new vaccines. 

Weblinks 

UK government press release on the funding 
and manufacture of a UK Covid-19 vaccine: 
www.tinyurl.com/y3joqeyp

Guardian report on potential vaccine refusal rates  
in the UK: www.tinyurl.com/y4bwevyb

Should people be paid to take the Covid-19 vaccine? 
www.tinyurl.com/yyyft6v5
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carried out by University College London, 20% of the 
respondents stated that they were likely to refuse a free 
Covid-19 vaccine.

Do other externalities exist?
When one firm creates an innovative good like a vaccine, 
other firms are often able to either copy or learn from 
this new knowledge without having to incur the same 
outlays. In other words, one firm pays the majority of 
the research costs of developing a successful vaccine 
while others capture some of the benefits, i.e. by using 
the knowledge to produce the same or a similar vaccine. 
There are external benefits in production.

Vaccines tend to involve comparatively large 
research and development costs, whereas it is relatively 
inexpensive to manufacture doses once it gains 
regulatory approval. This increases the size of these 
potential externalities in production.

If the innovator is unable to capture all of these 
external benefits, then the market does not provide 
strong enough incentives for firms to invest in the levels 
of research required to produce the socially desirable 
number of vaccines. Once again, it is possible to make 
a case for some type of government intervention.

The Covid-19 vaccine
In the case of the Covid-19 there does not appear to 
have been a shortage of organisations willing to invest 
in the research — there are more than 240 vaccines in 
development around the world. This is partly due to 
government intervention/support that has come in two 
key areas.
• Direct grants to help finance the research costs of 

developing a vaccine. For example, in March 2020, 
the UK government awarded grants of £10.5 million 
to fund six new research projects on developing and 
testing vaccines for Covid-19.

• Advance market commitment (pre-ordering). This 
provides organisations with some guarantees about 
the expected revenue and so encourages them to 
finance research. For example, the UK government 
has signed deals with six different suppliers to 

pre-order 340 million doses of the vaccine. The 
largest single pre-order is for 100 million doses of 
the vaccine being developed by AstraZeneca and 
Oxford University. Other pre-order deals have been 
signed with BioNTech/Pfizer, Janssen, Novavax, 
GSK/Sanofi and Valneva.
Another reason why so many organisations 

might be willing to finance the research to develop a 
Covid-19 vaccine is potential reputation effects. The 
positive media coverage may boost their sales of other 
medicines and so increase profits.
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