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Switching pharmaceuticals from 
prescription (Rx) to over-the-
counter (OTC) status can prolong 
brand revenues beyond patent ex-

piry and has recently proven to be a suc-
cessful strategy.

The past year has seen several high-pro-
file switches, such as GSK’s weight-loss 
drug orlistat (Alli), Nycomed’s heart-
burn treatment pantoprazole (Europe 
only), Schering Plough’s Zegerid OTC 
(omeprazole/sodium bicarbonate; heart-
burn), and Boehringer Ingelheim’s Flo-
max Relief (tamsolusin) for benign pros-
tatic hyperplasia (UK).

The strategies for maximizing commer-
cial success in the OTC arena differ 
substantially from those generally used 
for prescription pharmaceuticals. Differ-
ences in stakeholder roles, viable distri-
bution channels and distribution margin 
regulations contribute to the distinction 
between appropriate strategic approaches 
for the Rx and OTC markets.

This article outlines opportunities and 

common pitfalls for successful OTC 
pharmaceutical price setting and man-
agement, addressing issues that arise 
throughout the distribution chain and 
up to the point of sale.

Figure 1 displays the key distribution 
chain factors to be considered for the 
successful pricing of Rx pharmaceuticals 
that are switched to OTC status.

Differences in worldwide 
legal distribution 
environments
One of the most important differences 
between the Rx and OTC markets is the 
relevance of different distribution chan-
nels. For the purposes of this article we 
will use the term “drugstores” to refer 
to large chains selling a wide range of 
goods. We will use the term “pharma-
cies” to refer to the continental European 
concept of a pharmacy – usually a small-
er business with the primary purpose of 
selling prescription and OTC medicines.

While the distribution channels for Rx 
drugs are essentially uniform across Eu-
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Figure 1: Framework of key factors across the distribution chain

rope and the US, regulations for OTC 
drug distribution differ markedly be-
tween countries. 

In Germany, Austria, Belgium, France 
and Spain, OTC pharmaceuticals may 
not be sold in drugstores or supermarkets 
but are instead limited to pharmacies. 
Conversely, in countries such as the US, 
the UK and the Netherlands, there are 
few legal limitations when it comes to 
OTC drug distribution. 

The key sales channels for OTC phar-
maceuticals in the US are retail drug-
store chains and supermarkets. Likewise, 
drugstore chains have high market shares 
in the distribution of OTC drugs in the 
UK and the Netherlands.

However, even in markets with less re-
stricted distribution environments, 
so-called pharmacy-only, or behind-
the-counter (BTC), classifications can 
effectively limit the possible distribution 
channels. Typically, drugs that require 
the advice of qualified personnel are 
classified as “pharmacy-only.” One such 
example is Flomax (tamsulosin HCI) in 
the UK, a drug for urinary symptoms 
related to an enlarged prostate. In most 
countries, national laws limit distribu-
tion of these types of drugs to pharma-
cies only.

Figure 2 on the next page provides an 
overview of the legally viable distribution 
channels and different drug classification 
categories in the US, Japan and selected 
European markets. The overview is sort-
ed in descending order from most liberal 
to most restricted.

Decision process at  
the point of sale
In countries with predominant or exclu-
sive distribution of OTC pharmaceuti-
cals through pharmacies or for products 
that are categorized as pharmacy-only/
BTC drugs, the influence of the phar-
macist is oftentimes a decisive factor in 
the consumer’s final drug choice. Thus, 
thorough mapping of the interaction and 
decision processes between pharmacists 
and consumers is key to understanding 
price elasticity for an OTC drug in these 
markets.

Pharmacists influence consumer choic-
es through direct recommendations 
about how to treat their conditions or 
symptoms. Because pharmacists’ under-
standing of product characteristics and 
benefits is more developed than that of 
consumers, pharmacists are usually less 
price sensitive than their customers, al-
though they may face some incentives 
related to profit margins. 

Educating pharmacists on the differ-
entiating factors of a new OTC drug 
through the pharmacy sales force typi-
cally increases the quantity of their rec-
ommendations for the product and fur-
ther diminishes their sensitivity to price.

Consumers who actively seek advice 
from pharmacists, druggists or physi-
cians and trust their recommendations 
are likely to be less sensitive to price, as 
shown in Figure 3 on page 4. Determin-
ing the share of consumers who actively 
seek or are receptive to pharmacist or 
physician advice is crucial to aggregating 
the individual price response functions 
of each stakeholder group into a single 
price-response curve.

Conversely, in markets where OTC 
pharmaceuticals are predominantly dis-
tributed through drugstores or super-
markets that involve little customer-to-
pharmacist interaction, utilization is 
driven by decision criteria directly rel-
evant to the consumer.

In contrast to a pharmacist-mediated 
buying situation, in non-pharmacy retail 
outlets, patients normally choose prod-
ucts on their own. Past treatment experi-
ence, direct-to-consumer advertising and 
potential recommendations from phy-
sicians create a relevant set of products 
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Figure 1 displays the key distribution chain factors to be 
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cals that are switched to OTC status.
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Figure 2: Overview of legally permitted distribution channels and OTC classifications; x=viable/exists

from which to choose. This relevant set 
frames the price comparators which the 
consumer will have in mind when mak-
ing his choice. In a self-service buying 
environment, the alternatives available 
on the shelf can further widen the rel-
evant set of price comparators, which are 
the key benchmarks for consumers’ psy-
chological price thresholds at the time of 
purchase.

Typically, heavy users (those with fre-
quent symptoms or chronic conditions) 
will have much better price knowledge 
compared to occasional users. Thus, 
depending on the target patient popula-
tion, typical customer ability to gauge 
prices will differ. Only perceived con-
sumer selling prices — those that the 
consumer recalls from past purchasing 
experiences or those which the consumer 
sees on the shelf — are relevant compar-
ators for new purchasing decisions.

In this context, OTC pharmaceuticals 
are similar to many other consumer 
products. In particular, uninformed con-

sumers tend to focus less on pack sizes 
and volume than on the actual retail 
selling price per pack. Although cost-per-
pill information is displayed on most US 
pharmacy shelves, European customers 
rarely perform these calculations. Thus, 
optimizing retail pack price in conjunc-
tion with pack size offers considerable 
profit upside in Europe.

The influence of physicians on patients’ 
decision making and price sensitivity in 
the OTC arena can vary substantially by 
both indication and country. In Germa-
ny, so-called “Green Prescriptions” facili-
tate physician recommendation of OTC 
pharmaceuticals. This type of “prescrip-
tion” is particularly employed for drugs 
exempt from reimbursement by sickness 
funds, such as antihistamines.

Conversely, in several Mediterranean 
countries, patients expect physicians to 
prescribe them a treatment and are hesi-
tant to take a recommendation for an 
OTC drug instead. Consequently, phy-
sician influence on OTC drug choice is 

less relevant in these markets because 
patients do not generally view an OTC 
recommendation as an acceptable out-
come of a doctor’s appointment. The 
preference both for going to the doctor 
rather than the pharmacy and for receiv-
ing a prescription rather than an OTC 
recommendation is driven in part by low 
or nonexistent co-pays for Rx drugs in 
these countries.

The magnitudes of Rx co-payments 
are relevant cost thresholds in all mar-
kets, particularly for patients who have 
a choice between Rx and OTC medica-
tions. For example, a patient with heart-
burn has a choice between both Rx and 
OTC proton pump inhibitors: esomepra-
zole (Nexium) is currently only available 
as a prescription, whereas low dosages 
of off-patent omeprazole (e.g. Prilosec/
Losec), pantoprazole (e.g. Pantozol/Pro-
tonix) or lansoprazole (e.g. Lanzor/Pre-
vacid) have been switched to OTC status 
in many markets.

Both the transaction costs (time and ef-
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Netherlands, there are few legal limitations when it comes 
to OTC drug distribution. The key sales channels for OTC 
pharmaceuticals in the US are retail drugstore chains 
and supermarkets. Likewise, drugstore chains have high 
market shares in the distribution of OTC drugs in the UK 
and the Netherlands.

However, even in markets with less restricted distribution 
environments, so-called pharmacy-only, or behind-
the-counter (BTC), classifications can effectively limit 
the possible distribution channels. Typically, drugs that 
require the advice of qualified personnel are classified as 
“pharmacy-only.” One such example is Flomax (tamsulosin 
HCI) in the UK, a drug for urinary symptoms related to an 
enlarged prostate. In most countries, national laws limit 
distribution of these types of drugs to pharmacies only.

Table 1 provides an overview of the legally viable distri-
bution channels and different drug classification catego-
ries in the US, Japan and selected European markets. The 
overview is sorted in descending order from most liberal 
to most restricted. 
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Table 1: Overview of legally permitted distribution channels and OTC classifications; x= viable/exists

Decision process at the point of sale
In countries with predominant or exclusive distribution of 
OTC pharmaceuticals through pharmacies or for products 
that are categorized as pharmacy-only/BTC drugs, the 
influence of the pharmacist is oftentimes a decisive 
factor in the consumer’s final drug choice. Thus, thorough 
mapping of the interaction and decision processes between 
pharmacists and consumers is key to understanding price 
elasticity for an OTC drug in these markets. 

Pharmacists influence consumer choices through direct 
recommendations about how to treat their conditions 
or symptoms. Because pharmacists’ understanding of 
product characteristics and benefits is more developed 
than that of consumers, pharmacists are usually less 
price sensitive than their customers, although they may 
face some incentives related to profit margins. Educating 
pharmacists on the differentiating factors of a new OTC 
drug through the pharmacy sales force typically increases 
the quantity of their recommendations for the product 
and further diminishes their sensitivity to price. 

Consumers who actively seek advice from pharmacists, 
druggists or physicians and trust their recommendations 
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fort) of obtaining prescription drugs 
and the co-payments associated with Rx 
pharmaceuticals drive consumer demand 
and willingness-to-pay for OTC drugs. 

On the other hand, low co-payments for 
Rx pharmaceuticals in countries with 
well-developed healthcare systems, such 
as France, create a barrier to uptake and 
willingness-to-pay for OTC drugs. In 
order to optimize profits, manufactur-
ers who offer both Rx and OTC brands 
of a compound must be aware of poten-
tial cannibalization effects in both direc-
tions. 

Understanding cross-price elasticity and 
the thresholds at which patients will 
switch between an Rx medication and its 
OTC version is crucial to profit optimi-
zation for both brands.

Influence of distribution 
mediators’ pricing and 
margin policies on 
successful OTC pricing
In contrast to many Rx markets, nei-
ther distribution margins nor final retail 
selling prices are fixed for OTC drugs; 
manufacturers can only recommend a 
retail price. Marketing and promotional 
activities in retail outlets as well as price/
margin policies of players in the distribu-
tion chain may alter the price consumers 

eventually pay. This adds yet another lay-
er of complexity to OTC price strategies 
because it obscures the price positioning 
originally pursued by the manufacturer.

Divergent permanent prices between re-
tail outlets or price promotions that are 
not coordinated between manufactur-
ers and retailers are a risk to long-term 
profits, as lower retail prices may increase 
pressure on ex-factory prices.

Particularly in countries with more lib-
eral distribution environments (see Fig-
ure 2) on page 3, supermarket, drugstore 
and pharmacy chains are likely to exert 
their negotiating power to reduce source 
prices. Even in more regulated markets 
such as Germany, pharmacies have start-
ed to collaborate with the goal of in-
creasing pressure on manufacturer prices 
and margins.
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are likely to be less sensitive to price, as shown in Figure 
2 (next page).  Determining the share of consumers who 
actively seek or are receptive to pharmacist or physician 
advice is crucial to aggregating the individual price-
response functions of each stakeholder group into a single 
price-response curve. 

Conversely, in markets where OTC pharmaceuticals 
are predominantly distributed through drugstores or 
supermarkets that involve little customer-to-pharmacist 
interaction, utilization is driven by decision criteria directly 
relevant to the consumer. 

In contrast to a pharmacist-mediated buying situation, 
in non-pharmacy retail outlets, patients normally choose 
products on their own. Past treatment experience, direct-
to-consumer advertising and potential recommendations 
from physicians create a relevant set of products from 
which to choose. This relevant set frames the price 
comparators which the consumer will have in mind when 
making his choice. In a self-service buying environment, 
the alternatives available on the shelf can further widen 
the relevant set of price comparators, which are the key 
benchmarks for consumers’ psychological price thresholds 
at the time of purchase.  

Typically, heavy users (those with frequent symptoms or 

chronic conditions) will have much better price knowledge 
compared to occasional users. Thus, depending on the 
target patient population, typical customer ability to gauge 
prices will differ. Only perceived consumer selling prices 
— those that the consumer recalls from past purchasing 
experiences or those which the consumer sees on the shelf 
— are relevant comparators for new purchasing decisions.

In this context, OTC pharmaceuticals are similar to many 
other consumer products.  In particular, uninformed 
consumers tend to focus less on pack sizes and volume 
than on the actual retail selling price per pack. Although 
cost-per-pill information is displayed on most US 
pharmacy shelves, European customers rarely perform 
these calculations. Thus, optimizing retail pack price in 
conjunction with pack size offers considerable profit 
upside in Europe.

The influence of physicians on patients’ decision-
making, and price sensitivity in the OTC arena can vary 
substantially by both indication and country. In Germany, 
so-called “Green Prescriptions” facilitate physician 
recommendation of OTC pharmaceuticals.  This type 
of “prescription” is particularly employed for drugs 
exempt from reimbursement by sickness funds, such as 
antihistamines. 
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Figure 2: Characteristic price-response functions in OTC pharmaceutical price research (conceptual)

Figure 3: Characteristic price-response functions in OTC pharmaceutical price research (conceptual)

Lesson 1: Know your distribution 
environment by country and prod-
uct type. This will help to identify 
the relative influence of different 
stakeholders. In many markets, 
relying only on consumer research 
will lead to sub-optimal prices.
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The risks of retail price erosion are evi-
dent in the UK: Since the deregulation 
of pharmacy licensing, many pharmacies 
operating in the UK have joined to form 
chains. Some of these are operated by 
large European pharmaceutical wholesal-
ers such as Phoenix, Celesio and Alliance 
Boots. Other sales outlets that offered 
related product lines prior to the deregu-
lation, including the British supermarket 
chain Sainsbury, have also started to sell 
OTC drugs in the UK.

Following the price deregulation of these 
items in 2001, many of the large non-
pharmacy outlets slashed OTC prices 
by up to 50 percent. At first, pharma-
cies and pharmacy chains did not fol-
low suit, but their OTC sales dropped by 
6% in the first year, and by 2.6% in the 
second. Supermarkets sold considerably 
more products, but the steep price cuts 
outweighed the increases in volume and 
they posted no revenue gains on OTC 
drugs. In 2004, the pharmacy chains 
retaliated by taking aggressive price cuts. 
Total revenue on OTC products plum-

meted for both sides, with no meaning-
ful increase in customer volume.

As is evident from the above example, it 
can be quite difficult to control end-user 
prices for OTC products. Consequently, 
manufacturers must consider the ability 
for retailers to change retail prices at will 
in their pricing, rebate and trade term 
systems. It is essential for OTC manu-
facturers to establish consistent prices 
and strict performance parameters in 
their trade terms, including contractual 
and non-contractual agreements. 

These parameters should differ by:

• Brand strength/ competitive position-
ing

• Sales channel or customer group 
(wholesalers, small regional co-oper-
atives, chain stores, leading pharma-
cists, mail-order companies, etc.)

Depending on the individual manufac-
turer’s objectives, customers can be re-

warded when pre-defined efficiency or 
marketing-related goals are achieved. For 
instance, supply chain costs can be cut 
by applying efficiency parameters such as 
logistics terms and cash discounts. Fur-
thermore, market benefits such as prod-
uct line bonuses and advertising subsi-
dies can be granted to wholesalers and 
pharmacies for activities that specifically 
support sales of OTC products.

Lesson 2: Monitor and steer re-
tail prices to the extent allowable 
by local law. A pricing, rebate and 
trade term system that is aligned 
with the manufacturer’s efficiency, 
marketing and pricing targets will 
help prevent profit-jeopardizing 
price erosion in retail outlets, sup-
port brand and price positioning, 
and strengthen the manufacturer’s 
position in negotiations with stake-
holders in the distribution chain.


