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Some Basics of Medicine Economics:
1. Rationale for Patents

Ideal of Market-based Economies: 

n Competition drives prices to marginal cost (MC)

n Patents grant limited monopoly to innovators, to enable price 
above MC (P > MC), to recoup fixed costs of R&D 

n Optimal patent length/breadth: balance 



2. Affordability/Access: Insurance and 
Reimbursement Affect Pricing + Patent Value

n Public +Private Insurance (e.g. NHS) pays for most medicines

n Insured patients are financially protected and price-insensitive 
=> producers raise prices unless payers limit reimbursement

n Payers ex-USA limit reimbursed 



COVID Medicines:1. Testing Established Drugs: 
Patents, Regulations and Incentives Matter

n Testing existing drugs requires only Ph. II/III trials

n But financial incentives may be weak except for biologics

n Patentability of new attributes, formulations is allowed in US => 
“evergreening” concerns, esp. for biologics

n E.g. Enbrel patents expire 2028 in US vs. 2015 in EU

n FDA Data Exclusivity is most effective bar to generics entry,  but

n US: 5 yrs. for small mols. vs. 12 yrs. for biologics;     EU: 10 yrs

=> Weak incentives to adapt older small mol. drugs for COVID 

=> Public trials may be needed + outlicense to generic producers
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n R&D costs are relatively modest: Covid-19 pathways known; 
known compounds can be adapted; Regulatory fast-track

n Volume:  potentially large, depends on indication + off-label use

n Price/reimbursement based on standard formulae:

n Incremental health gain (QALYS) + medical costs averted
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n R&D costs relatively modest: Existing vaccines/techniques 
adapted quickly to address this virus + regulatory fast-track 

n



HICs: Reducing Threshold on Cost-per-QALY 
for Value-based COVID Vaccine Price

n Assuming annual, universal vaccination: COVID vaccine will 
pose ongoing new budget challenge for health payers…. But

n Decline in GDP + huge other demands on public budgets => 

n Higher opportunity cost => lower threshold + prices optimal

n R&D incentives for high-volume vaccines will remain 

n



Less Developed Countries (LDCs): Voluntary 


