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The OTC/consumer healthcare industry faces numerous challenges which threaten the profitabil-
ity of manufacturers. In this article, the authors outline actions that manufacturers of Over-the-
Counter medications and consumer healthcare products should take to achieve profit growth. 
Based on findings from in-depth interviews conducted with OTC industry executives, as well as 
pricing research findings in the consumer healthcare industry, this article will examine how man-
ufacturers can improve their bottom-line. Ram Subramanian is a director (ram.subramanian@
simon-kucher.com), Dan Greenwald is a consultant (dan.greenwald@simon-kucher.com), and 
Matt Adkins is a senior consultant (matt.adkins@simon-kucher.com) at Simon-Kucher & Partners.

Three Ways OTC Manufacturers  
Can Boost Their Bottom-line

Figure 1: Rx-OTC switch/ 
New OTC approvals in the US 
(2000 – 2010)

Manufacturers of OTC medications need to 
find new ways to drive additional growth and 
profitability
The OTC/consumer healthcare industry faces numerous chal-
lenges which threaten the profitability of manufacturers. National 
retailers have more power than ever to negotiate lower prices. 
Competition from private label brands continues to intensify: in 
2011, private-label OTC brands sales grew 8.7% and accounted 
for over a quarter of the overall OTC market.1 

Rx-OTC switches and the launch of innovative new OTC prod-
ucts typically drive market growth for the OTC industry but such 
new launches occur on average only between 2-3 times per year 
for the entire industry (Figure 1). 

Indeed, if this analysis is limited to 
only new brands (i.e. not new for-
mulations of existing OTC prod-
ucts) the number is even lower – 
only 1-2 new OTC brands have 
been launched per year over the 
last decade.

Furthermore, the bulk of these 
new OTC innovations occurred 
in a small handful of categories. 
Cold/Cough related, Heartburn, 
and Allergy categories account-
ed for over 50% of the new OTC 
products (see Figure 2 on the 
next page).2

Our research has identified three 
ways to address the challenges 
looming over OTC manufactur-
ers in the consumer healthcare 
industry.3 They are: 

1. Limit self-inflicted wounds to 

product profitability

2. Map the road to profitability over the life of the product and 
align pricing strategy with the overall brand strategy early on

3. Align the organization via a dedicated “Pricing & Profitability” 
role, and involve the C-suite in pricing decisions 

Given the size of the market, improvement in profit margins can 
lead to substantial financial upside. Based on findings from in-
depth interviews conducted with OTC industry executives, as 
well as pricing research findings in the consumer healthcare in-
dustry, this article will examine how manufacturers can improve 
their bottom-line.

1. Limit self-inflicted wounds to product 
profitability
Manufacturers often adopt practices that limit their profitability. 
Two examples of such practices are:

1. Unnecessary discounting and overuse of favorable terms and  
conditions

2. Ineffective retailer incentives and terms

Unnecessary discounting and overuse of favorable terms and 
conditions leaves millions of dollars in potential profits on-the-
table every year. Consumer healthcare manufacturers, like their 
counterparts in other industries, often have robust knowledge 
and firm control of where all of their costs are incurred and how 
top-line revenue is whittled down into bottom-line profitability. 
Very few manufacturers have the same level of knowledge and 
governance in place to oversee the pricing waterfall from list 
prices to net prices paid by the retailer.

Experience suggests that larger players in the market stand to 
gain tens of millions of dollars in additional profitability every year 
by regularly auditing pricing practices within their organizations. 
The source of the potential profit improvement can come from 

Year
Rx-OTC 
Switch/

New OTC 
Approvals

2000 4
2001 1
2002 5
2003 2
2004 0
2005 1
2006 4
2007 3
2008 0
2009 3
2010 1
2011 3

Average 2.3
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Figure 2: Share of Rx-OTC switch/ New OTC approvals in the US by 
product category (2000 – 2010)

Figure 3: Price Waterfall

several areas. Pricing audits often uncover that manufactur-
ers frequently give some of their worst customers—those with 
minimal sales and poor loyalty—some of the best discounts and 
most favorable terms and conditions. Taking a close look at these 
customers and putting policies in place to force sales to better 
justify high discounts to “bad customers” can lead to significant 
additional profit through capturing higher net prices with these 
customers. 

Pricing analytics often uncover patterns like the one shown in 
Figure 4 on the next page. This distribution pattern shows there 
is little to no correlation between the pricing that a customer gets 
and that customer’s sales volume. Customers, in this case retail-
ers, have little incentive to sell more volume.

Putting the aforementioned policies in place to limit discounting 
to underperforming customers can create a strong incentive for 
customers to grow. Figure 5 on the next page shows the impact 
of implementing a more consistent customer pricing framework.

Pricing analytics often uncover that certain discounting mecha-
nisms are well-governed and monitored, limiting misuse, while 
other mechanisms remain un-monitored, increasing the risk that 
sales-reps unnecessarily give away potential profits. In the ab-
sence of regular pricing analytics and monitoring, such “loop-
holes” may not even be known to management.

Ineffective retailer incentives and terms are another potential 
cause of profit leaks. Experience in other retail focused industries 
has shown that manufacturers often provide discounts or trade 
terms that either do not incentivize the right behavior from retail-
ers or that have a much larger impact than originally intended on 
a company’s bottom line.

Routine pricing analytics can also identify other potential pricing 
problems such as unintentional list price inconsistencies among 
SKUs within a brand and unprofitable SKUs. For example, a re-
cent Mystery Shopper study of retail pharmacy prices uncovered 
an example of a pricing inconsistency in over-the-counter Allergy 
drugs. Sanofi/Chattem markets both a 12-hour and a 24-hour 

version of Allegra in a standard formulation as well as in a de-
congestant formulation (Allegra-D). On a per unit basis, the 12-
hour standard product is priced higher than the 24 hour standard 
product; however, this trend is reversed for the “D” formulations, 
where Allegra-D 12-hour is priced lower than the 24-hour ver-
sion. These types of price inconsistencies can cause unintended 
consumer behavior and are potentially a source of lost profits for 
manufacturers.

Many of the corrective actions identified though this type of 
analysis are readily implementable and can lead to near-term 
profit realization with little upfront investment. However, most 
OTC manufacturers do not consistently perform this type of ad-
vanced pricing analytics and as a result may be leaving millions 
of dollars in unrealized profits on the table.

2. Map the road to profitability over the life  
of the product and align pricing strategy with the 
overall brand strategy early on

Companies with world-
class pricing set and ex-
ecute pricing against a 
corporate pricing strategy. 
These companies carefully 
position products within 
their portfolios and craft a 
strategy that fits within that 
context. However, for OTC 
manufacturers pricing is 
most often a decision taken 
by the brand manager and 
is not always optimized in 
the context of the manufac-
turer’s broader portfolio. 

Getting the price right at 
launch is critically impor-
tant and decisions must be 
made which align the pric-
ing strategy with the over-
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Figure 4: Distribution of customer pricing vs. customer size for a 
typical company 

all brand strategy over the full lifecycle of the product. In launch 
pricing too much emphasis is often placed on uptake at launch 
in order to achieve volume targets for the brand. In-depth inter-
views conducted with OTC industry executives uncovered that 

pressure from larger retailers can make it very difficult to change 
prices on leading products once they are set in the market, ef-
fectively locking companies into sub-optimal pricing.

In order to optimize launch pricing, manufacturers need to fully un-
derstand the value proposition of their new products. Manufactur-
ers do not always fully understand the complete value proposition 
of their products in the context of the broader portfolio at launch, 
which makes determining the optimal price extremely difficult. By 
making an investment prior to launch to better understand the 
value story of new products, manufacturers can more effectively 
position products within their broader portfolios and develop 
the right pricing strategy to execute that positioning at launch.

Managing prices after launch is as important as launch pricing 
because the value proposition of products can change drastically 
over the lifecycle of the product, and manufacturers must adjust 
products’ pricing strategy accordingly to account for such market 
changes. For example, in product categories with recent Rx-OTC 
entrants, former market leaders such as Zantac® (heartburn) 
and Benadryl® (allergy) now play significantly different roles in 
the market than they did before the launch of newer generation 
products. Thanks to the launch of next-generation OTC medica-
tions like Prilosec® (heartburn) and Claritin® (allergy), Zantac® 
and Benadryl® now each have a more niche position and their 
pricing should reflect this change. Not adapting a brand’s pricing 
strategy to changes in its value proposition and market positioning 
represents a tremendous wasted opportunity for additional profit 
growth. Figure 7 on the next page shows a suggested framework 
used to maximize profits by pricing brands over different stages 
of the product lifecycle.

A product’s pricing strategy should depend on both the value 
provided as well as the stage in the product lifecycle. New, inno-
vative Rx-OTC switches should aim to maintain a high net price 
by limiting channel promotion. As the product progresses through 
its lifecycle, concessions can be given on price and discounting. 
However, when a product nears the end of its lifecycle or becomes 
a legacy product, manufacturers should look to raise the price 
and limit discounting. Industry experience shows that end-of-
lifecycle and legacy products present a tremendous un-realized 
opportunity to boost profitability. Significant price increases on 
these products can lead to higher profitability as remaining us-
ers tend to have high brand loyalty while some converters will 
switch to higher-margin, next generation products. Manufacturers 
can also more easily implement such price changes as they are 

Figure 5: Consistent customer pricing framework

Figure 6: Pricing: Allegra®

There are two critical areas that deserve more attention:

• Launch pricing

• Managing prices after launch
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isolated and focus primarily on brands that 
are often not top spend items for retailers.

The case of Benadryl® provides an excel-
lent example of this opportunity. Next-gen-
eration allergy medications have launched 
at significant price premiums and have 
converted the vast majority of the market 
over to these newer products in the past 
several years. 

However, a recent study of retail pharmacy 
OTC pricing revealed that Benadryl® has 
maintained its significant price discount 
with respect to the next-generation prod-
ucts. This disconnect represents an oppor-
tunity for the manufacturer of Benadryl®, 
McNeil Consumer Healthcare, to gradually 
reduce the price gap through consistent 
price increases on Benadryl®, especially 
given that McNeil markets one of the next 
generation Allergy medications and can 
potentially benefit from converting customers to the higher-margin 
next generation Zyrtec®.

OTC manufacturers will improve profit margins by mapping the 
road to profitability, which starts at launch by prioritizing profit-
ability with a well-understood value proposition and which con-
tinues over the course of the product lifecycle by adapting to 
changing market conditions.

3. Align the organization via a dedicated  
“Pricing & Profitability” role, and involve the 
C-suite in pricing decisions
Within OTC manufacturers today there is generally no single 
function/department that is responsible for sophisticated pricing 
analytics. This leads companies to overlook pricing as a potential 
area for profit growth. Profitability gains are likely to erode over the 
long-term if an organization is not set up to incorporate a pricing 
function as a core component of product and portfolio strategy. 

OTC manufacturers usually think of pricing not as an organiza-
tional function but as an activity; pricing is typically one among 
several activities that fall under the responsibilities of the Brand 

Manager. Brand Managers may spend time on product pricing at 
the launch of a new product and as part of updates to the annual 
brand plan but this focus on pricing is not a sophisticated analysis. 

OTC manufacturers risk not crafting a pricing strategy that is 
aligned with the overall brand strategy but instead simply de-
termining a price. 

Furthermore, pricing at the portfolio level and price positioning 
within a portfolio of brands probably receives even less attention 
than individual product pricing. The lack of a dedicated pricing 
and profitability function prevents tracking of product profitability 
across a franchise in a systematic way, with the end result that 
profit gains erode in the long-term and the organization does not 
capitalize on the full potential of their product portfolios.

Marketing and sales departments within most OTC manufactur-
ers typically divide up pricing responsibilities and often do not 
collaborate enough to align strategy setting with strategy execu-
tion. Marketing teams craft the value story for a brand and man-
age the P&L. They are responsible for product positioning and 
recommending an appropriate launch price. 

However, the Sales team manages discounts and rebates and the 
overall channel strategy, which has a direct impact on product 
margins. Without a pricing and profitability function that spans 
the marketing and sales teams, it is extremely difficult to coordi-
nate an optimal strategy for the franchise. 

Success in a pricing and profitability function requires a very 
analytical and data-driven approach to problems that combines 
financial rigor with marketing creativity. The goal of a pricing 
and profitability role is one of ensuring highest profitability that 
is in line with the long-term franchise strategy and detecting and 
eliminating any “profit leaks” in the portfolio.

A recent global study conducted with over 2,700 executives and 
managers from over 50 countries across a variety of industries 
shows that a dedicated pricing function gives companies their 

Figure 7: Pricing framework for brands over different stages of the product lifecycle

Figure 8: Pricing: Benadryl® vs. other OTC brand families
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greatest chance to survive and prosper in today’s low-growth 
climate. Companies with a dedicated pricing organization are:

• More likely to have “high pricing power”

• More often successful in achieving price increases

• More likely to command higher margins after a price increase

High pricing power results when C-level executives take an ac-
tive role in pricing. High pricing power makes companies more 
likely to raise prices, more likely to make those increases stick, 
and more confident about future profit growth.

Additionally, companies where C-level executives are directly 
involved in pricing are much more likely to have created a dedi-
cated pricing function than companies in which top management 
does not have pricing on their agenda (Figure 9). A dedicated 
pricing role or function within the organization needs to do the 
day-to-day pricing work that ensures that strategic pricing deci-
sions are implemented. 

Taking advantage of high pricing power via a dedicated pricing func-
tion is a crucial asset at a time when over 80% of companies face 
increased pricing pressure from customers or their competitors. 
 
Conclusion
Pricing is simultaneously one of the most powerful and under-
utilized tools for profit improvement among OTC manufacturers. 
In order to capitalize on this opportunity, manufacturers must 
take three steps:

Limit self-inflicted wounds to product profitability, by bringing 
discounts in line with customer loyalty and incentivizing retailers 
to increase their volume.

Map the road to profitability over the life of the product and align 
pricing strategy with the overall brand strategy early on. A prod-
uct’s pricing strategy should depend on both the value that it 
provides as well as the stage in the product’s lifecycle.

Align the organization via a dedicated “Pricing & Profitability” 
role, and involve the C-suite in pricing decisions. A centralized 
“Pricing & Profitability” function spanning marketing and sales is 
the most effective way to coordinate portfolio strategy, achieve 
and defend price increases, and develop a pricing strategy which 
optimizes profit margins across the portfolio. Following our rec-
ommendations OTC manufacturers can increase their pricing 
power and find new sources of profit growth even at a time when 
the market is becoming more competitive and less forgiving. 
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Figure 9: How pricing organizations boost pricing power and profits
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