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Winning the Battle for Consumer Healthcare

Mobilizing for Action

A new market of consumer-focused healthcare
products is emerging to occupy the space between

consumer goods and pharmaceuticals—and becoming
a battleground that giants in both industries are gearing
up to dominate.




Many factors—consumer awareness of health issues, higher personal incomes, more focus on
fitness, and the urbanization of emerging economies, just to name a few—have combined to create
a new market for healthcare products. And the world’s leading pharmaceutical and consumer
goods companies are eager to do battle for this new market’s seemingly unlimited potential.

These companies bring different strengths—and weaknesses—to the battle. We believe the
consumer health company of the future will be an amalgam of the two industries, able to
engage consumers and prove the clinical effectiveness of their products and as adept at dealing
with medical professionals as negotiating supermarket shelf space. Even more important, such
a company will have the ability to identify unmet consumer needs and develop innovative ways
to unlock true value in the marketplace.

In this second paper in a series on the consumer health industry, we explore answers to
questions our consumer health clients are asking." Which categories should we focus on?
Can we succeed with global products and brands, or is this a local market play? How should
the product be positioned between consumer goods and prescription drugs? Where should
we focus—on developed or developing markets, or both? How do we manage specialist and
mass-market channels? What's the best operating model for us?

The fight for the consumer health market is a war with multiple fronts, and participants will have
to organize effectively, move swiftly, and know which battles they must take on and which
tactics will ensure victory.

Defining Consumer Health

The consumer health market covers a wide range of categories and products, all of which claim
to improve some aspect of health or wellbeing and are not generally reimbursed by healthcare
systems. Product characteristics vary widely, with the two most essential dimensions being the
consumer needs they address and the strength of the claims they make (see figure 1).
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' The first paper, Winning the Battle for Consumer Health: Science versus the Marketers, is available at www.atkearney.com.
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Needs addressed by product. Consumers’ needs vary widely depending on their state of
health. For people who are generally healthy, product need is associated with some aspirational
state, such as having more energy, being fitter, or looking younger. People who are not healthy
need treatments for their maladies. In between are people who are neither really healthy nor
really ill—they just need to relieve a headache, soothe aching muscles, or do what they can to
prevent future ilinesses.

The differences between being healthy and ill, of course, are far from clear-cut, and there are
plenty of examples of medicalization, where a natural human condition—erectile dysfunction,
for example—gets classified as a medical condition. This is often driven by the emergence of
products that treat the condition. There is also a trend to promote products as being preventive
in nature, which generates a more predictable buying pattern and higher revenue. While some
products claim only to soothe an upset stomach or ease a headache, others claim to prevent far
more serious afflictions. Some of these products have been clinically proven to do what they
claim, such as the use of low-dose aspirin to reduce heart-attack risks and, more recently, ward
off cancer metastasis. Others, such as some mineral supplements, may, at best, do no harm. For
example, the Journal of the National Cancer Institute found that there is “little to no scientific
evidence that supplements reduce cancer risk” but that “high doses of some supplements
(such as beta carotene) increase cancer risk.”

The consumer health war is shaping up
on two fronts: pharma with scientifically
oroven products and consumer packaged
goods with compelling marketing stories.

Strength of the claim. The second dimension is the strength of the product’s claim. Any
product made with a pharmaceutically active ingredient is subject to stringent standards of
proof of efficacy and safety, and this encompasses much of the over-the-counter (OTC) market.
The limits are clear about what claims can be made and, often, the channels through which
these products can be sold. However, the limits are fuzzy for less-regulated products about
which manufacturers sometimes make plainly untrue assertions about effectiveness. For
example, it's hard to prove that hydration is not best performed by water.

The burden of proof required to make any health claims is increasing. In May 2012, for example,
the European Commission (EC) approved 222 health claims on food and rejected 1,700. The
commission now requires companies to substantiate their claims. Food isn’t the only category
drawing more regulatory scrutiny in Europe. The EC now requires scientific proof of sunscreen
protection factors, and manufacturers of products made with the Chinese curative ginseng are
being challenged in some markets to prove its powers. Indeed, in markets such as Spain,
ginseng is regulated as a pharmaceutical ingredient in several jurisdictions. The EC has also
recently tightened the regulation of traditional herbal remedies and now requires such
medicines to be assessed by national regulatory agencies before they can go on sale.

2 “Dietary Supplements and Cancer Prevention: Balancing Potential Benefits Against Proven Harms,” April 2012,
Journal of the National Cancer Institute
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Manufacturers are also making moves to emphasize scientific claims as a way of capturing
market share or justifying a price premium. Boots No7 skincare products, for example, are
promoted as being clinically proven treatments for wrinkles and other skin flaws, and L'Oréal
has invested in large randomized trials for its facial creams. The latter claims that its Vichy

LiftActiv Retinol HA anti-aging skincare product is backed by a clinical trial involving 52 women,

while its Vichy Night Care anti-wrinkle cream has undergone no fewer than seven clinical trials
involving 300 women.

In short, the consumer health war is shaping up on two fronts. On one side, the pharma industry

is addressing explicit health needs with scientifically proven products, and learning how to
market these products more effectively. On the other side, the consumer packaged goods

industry is using compelling marketing stories about how quality of life can be improved, and
learning to back up those claims with scientific evidence.

Choosing the Battlefield

With such a wide range of product categories to choose from, the question becomes which
battle to fight—and where? Which categories are hot? Which markets are driving the most
growth? Given the rise of chronic diseases, higher household incomes, and more consumer
knowledge and awareness about health, one would expect the consumer health market to be
growing by leaps and bounds everywhere. This is not the case.

Globally, consumer health markets are growing at an average of 5.7 percent but are lagging
overall GDP growth (see figure 2). Compared to other categories, consumer health grows at

Figure 2
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a snail’s pace, particularly when times are good. For example, between 2005 and 2012, consumer
health categories in India grew by less than 13 percent a year, but the cosmetics market grew
more than 27 percent per year. There is also a common belief that the market is being driven by
consumers bearing an increasing burden of health costs. Not so: The proportion is actually
falling, and consumer health spending generally lags overall health spending (see figure 3).

Figure 3
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Several things are responsible for this relatively slow growth. First, getting people to become
more health conscious is not easy. According to Eurostat, 80 percent of the UK population
believe themselves to be in good or very good health, and only 5 percent consider themselves
to be in bad health—this in a country where 23 percent of the people are obese and more than
30 percent have hypertension. Even when people do know they’re unhealthy, they look to their
health system for treatment rather than address the problem themselves.

Relatively new lifestyle categories, such as
food supplements and energy drinks,
are driving market growth, signaling

a shift fromillness to wellness.

Second, the market faces a real innovation deficit. Portfolios of leading consumer health
companies feature products that are an average of 30 to 50 years old. The OTC market has
historically been driven by so-called Rx-to-OTC switches, where drugs containing certain
pharmaceutical ingredients and available only with a prescription are licensed for sale over
the counter once their safety profile is well established (and, typically, once the product has
lost its patent protection). However, only a handful of active ingredients have achieved
OTC-switch status in the United States over the past five years. Meanwhile, the pipeline of
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new pharmaceutical ingredients coming off patent is drying up, and the few that do exist,
such as anti-psychotics and biopharmaceuticals, are unlikely to be suitable for purchase over
the counter. In this market, innovation has been basically limited to marketing and product
variants rather than scientific efforts.

This isn’t to say the market lacks sweet spots of significant growth opportunities. A look
at historical growth rates reveals that the relatively new lifestyle categories, such as food
supplements and energy drinks, are driving market growth, signalling a shift from illness
to wellness as the new consumer motivator (see figure 4).

Potential Hot Markets

Not surprisingly, emerging markets such as Brazil and India are showing the greatest growth
rate in consumer health, just as they are in many other categories. But these markets are still
relatively small compared with the huge U.S. and Western Europe markets. The true picture

Figure 4
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emerges when we look at combinations of categories and geographies to find the hot spots
for growth (see figure 5).

Figure 5
Hot spots for growth
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Perhaps the most disappointing statistic we see is the lack of growth in Western Europe. This is
particularly surprising given that health needs increase with age, and Western Europe will hold
more than 35 percent of the world’s “gray wealth” over the next decade—more than twice that
of Brazil, Russia, India, and China combined, providing a huge and largely untapped market.3
However, a glance at the pharmacy and supermarket shelf shows that consumer health
companies seem satisfied promoting trendy health supplements to young people who do not
need them, rather than providing solutions to the very real health problems older people face.

Generally speaking, choosing the right battles has been the strategy for success in the
consumer health market. We analyzed the performance of leading consumer health companies
to see what had driven their growth. After stripping out the impact of acquisitions, we found
that 20 to 35 percent of all growth could be explained by the natural growth of local categories,
largely driven by demographics, with another 50 to70 percent being driven by acquisitions.
Only 10 to 15 percent came from any type of market-share growth. This is proof that being in the
right place—or choosing the right battlefield—matters. The battle still has to be won, however,
and that’s where tactics come into play.

3 United States Department of Agriculture Economic Research Service International Macroeconomic Data Set (January 2012); United
Nations, Department of Economic and Social Affairs, Population Division (2011)
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Winning Tactics

Given their respective histories, one would expect our two protagonists to approach the market
battle with very different mindsets. Consumer goods companies would try to build global
brands and use marketing muscle to win supermarket shelf space. Pharma, on the other hand,
would use Rx-to-OTC switches as a source of innovation, maintaining their grip on pharmacy
and specialist channels and building a portfolio of local assets. Indeed, this is pretty much what
we found: Players apply the tactics they are most comfortable with and apply much the same
approach across the portfolio.

It is difficult to say which is the winning model. In fact, we aren’t convinced that either approach
is inherently superior. The best tactics will depend on the category and the geography and the
type of company you want to be. The two most important decisions will be the brand’s role and
the distribution channels.

Brand versus Category

Consumer goods and pharma companies define “brand” quite differently. To a consumer goods
company, a brand is the articulation of a relationship with a consumer, encompassing personal
aspirations, trust, and promises of performance. To a pharmaceutical company, a brand

is a molecule—and the value of some of these molecules is enormous. Lipitor, a cholesterol-
lowering drug, has achieved sales of more than $25 billion a year. To put this into perspective,
Coca-Cola generated $31 billion in revenue in 2009.

Unfortunately, it is hard to find any consumer health category where global brands under either
definition have made any significant impact. A look at top brands across categories shows that
global brands rarely achieve more than a few percentage points of market share (see figure 6).

Figure 6
Top brands have achieved only small market share
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This is especially true in Asian growth markets, where local brands are king. A good example is
traditional medicine, which dominates China’s fast-growing minerals and supplements market.

This does not mean that trying to build global brands is a pointless strategy. Big brands are

a proven way to access growing mass-market channels. One need look no further than the story
of Yakult and Danone probiotic health drinks, which clearly demonstrates how a large global
company with a brand-led marketing strategy can overwhelm a local specialist (see sidebar: A Tale
of Two Brands). Global brands are also a good strategy for genuinely innovative products—though

as we have mentioned, product innovation is sadly lacking in the consumer health industry.

A Tale of Two Brands

The story of smallinnovator Yakult
and fast follower Danone reveals
how alarge global consumer
company can overpower alocal
specialist, eveninanindustry
where proof of health claims is
critical (see figure).

In1935, Yakult, asmall Japanese
company, launched a probiotic
yogurt-like drink containing the
Lactobacillus casei Shirota
bacteria. The company claimed
the product helped improve
stomach health by promoting
good bacteria—and had the
evidence to proveit. It was
generally distributed through
health food shops and pharmacies.

In1994, global giant Danone,
known as Dannon in the United
States, saw the market potential

and launched Actimel, ayogurt
drink sold as DanActive inthe
United States and Canada. It
features Lactobacillus casei
DN-114001(commonly marketed
as Lactobacillus casei Defensis or
Immunitas) bacteria, which the
company claimed had stomach-
soothing effects similar to the
bacteriain Yakult's drink. Danone's
product was supported by a huge
marketing campaign in major
supermarket chains and within
acouple of years, Actimel was
the market leader.

However, the aggressive
marketing approach adopted by
Danoneresulted init being caught
by the increasing regulation of
health claims. Activia had been
marketed as easing the digestive
system, and Actimel claimed to

reinforce the body’s protection
againstdisease. In2010 Danone
was sanctioned by the European
Commission for false product
claims, stating that the evidence
did not supportits advertising
claims. Despite the necessary
changeinthe claims being made,
Actimel remains the marketleader.

In afinal twist to the tale, in2000,
Danone took a 3 percent stakein
the company that manufactures
Yakult and is currently looking to
increase that stake above its
current 20 percent. Yakult's
president opposes theincrease,
saying it could impactthe
company'sindependence.?
Discussions between the two
companies continue.

Figure

The brand battle for the probiotic drink market
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4 “Yakult President Opposed to Danone’s Stake Increase,” June 2012, Daily Yomiuri Online, www.yomiuri.co.jp
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However, the reality is that in most markets, consumer health companies will have to build on
existing local brands that embody trusted relationships and are tailored to local needs. For this
reason, it is probably more productive to pursue category leadership than building global brands.

We believe that if consumer health is to achieve its full potential, it needs to grow beyond
Rx-to-OTC switches and clever marketing. It needs to develop science that truly addresses the
health needs of the aging and chronically ill and build the expertise to reach out to consumers
and help them embrace their own health needs. It needs to convince consumers and health
professionals alike that its products are safe and effective, and generate the evidence to prove it.

It is enlightening to look at the evolution of the food industry, where many companies are adopting
the category platform model. Innovation, technology, product concepts, and formats are shared
across countries, while the brands with very strong local consumer loyalty are maintained.

Specialist versus Mass-Market Channels

Nothing illustrates the battle for consumer healthcare more clearly than the choice of distri-
bution channels. Historically, pharmacies have been the dominant consumer health channel,
protected by both tough regulation and customer expectations of where health products
should be sold. However, there is a trend for deregulation, supermarkets are becoming more
credible for health and beauty products, and much of the growth is coming from lifestyle
products. Also, while developing countries such as India and China are seeing an expansion
of pharmacies, pharmacy floor area in most developed markets—and even in Russia and
Brazil—is declining, according to Datamonitor.

Overall, this means that most of the growth in consumer health sales, even OTC medicines,
is occurring in mass-market channels (see figure 7).

Figure 7
Share of OTC growth per channel and region
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2Specialist healthcare retailers and pharmacy category include chemists and pharmacies, parapharmacies and drugstores, and other healthcare specialists;
other retailers include non-store retailing, other non-grocery retailers, and mixed retailers.

Source: Euromonitor, 2010: Consumer Health, Passport database
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Do pharmacies and specialist channels matter anymore? Absolutely. First, pharmacy deregulation
has proved to be incredibly slow in most markets, so pharmacies remain the only route to market
for many products. Second, margins generated in pharmacies and specialist channels are
generally far higher than in supermarkets. Finally, specialist channels such as pharmacies and
dentists provide the expert endorsements that justify premium pricing, which can carry over
to the supermarket shelf.

The key for the successful consumer health company is to use specialist channels to maintain
clinical credibility while using mass-market channels to achieve wide distribution—easier said
than done, to be sure. In the oral care area, for example, some manufacturers have achieved
such a channel triple play with distribution through dentists, pharmacists, and supermarkets,
positioning their products as professionally endorsed and therefore retaining a significant
premium price point as a result. This requires the kind of multichannel mastery that few
consumer health companies can achieve.

Four Strategies for Success

With this in mind, A.T. Kearney developed four basic strategies that build on the traditional
strengths of both the pharmaceutical and consumer goods industries. Appropriately enough,
they take as their starting point either the consumer or science-based industries (see figure 8).

Figure 8
Battle strategies for consumer healthcare
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Source: AT. Kearney analysis

Mass-market maximizer. This is a traditional consumer goods play. The idea is to identify
niche products currently confined to specialist channels and use brand-led marketing to
grow—as we saw in the probiotic health drink example. In this strategy, the premium of
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professional endorsement is sacrificed for volume. Shelf space is maximized through
traditional tools of flavors and multi-packs, and retail collaboration is increasingly the source
of innovation. This works well for aspirational products, for which professional recommendations
are less important.

Category champion. A refinement of the mass-market maximizer strategy, the category
champion positions the consumer health company as trusted supplier for specific health needs.
Scientific credibility, professional endorsement, wide distribution, consumer insight, and smart
marketing are all key requirements. Oral care and baby care are good examples, and this will
probably be the winning strategy for areas such as diabetic food. This strategy requires a broad
mix of pharmaceutical and consumer goods capabilities and the ability to apply science to
consumer needs and create innovative ways of engaging consumers. It requires both sales
skills to medical professionals and old-fashioned shelf-space battles in retail channels.

Generally speaking, choosing the right
battles has been the strategy for success
in the consumer health market.

Discovery-driven disruptor. For companies that boast genuinely new science, the discovery-
driven disruptor emerges as a strategic option. The market potential is immense for any
company able to develop consumer products that delay the onset of dementia or diabetes, for
example—but the science has to work. Products in this category include foods and drinks, and
also services and technology. Addressing chronic diseases may well require more than
consumers buying a product—it will require them to get involved in a program that changes
their behavior. The weight-loss market provides a good example. Virtually every “magic pill”
has failed to take off, as was the case with GlaxoSmithKline’s Alli, a weight-loss product that,
despite a skillful global launch, exhibited distressing side effects that rendered it unsuitable
for unsupervised use.s Meanwhile, behavioral programs such as Weight Watchers thrive. Such
health-oriented programs are a challenge to pull off successfully: Getting people to manage
their weight is analogous to Nike's decades-long campaign to get them to run.

But with Rx-to-OTC switches coming to an end, where will innovation come from? Every pharma
company has a large parts bin of rejected molecules that failed to provide sufficient benefit in
clinical trials or weren’t patentable or worth reimbursement.® This would be a good place to
start looking. Remember, Viagra is just a failed heart drug.

Scientific specialist. The scientific specialist produces products that meet health needs but
are not reimbursed or are given as adjuvant therapies to more conventional medical interventions;
a typical example would be dysphagia (difficulty in swallowing) and specialist nutrition.
Distribution will be through specialist retailers or health professionals, with professional and
peer recommendations the essential selling tools. This is probably the easiest area for
pharma companies to enter, although consumer goods companies such as Nestlé and
Danone are significantly invested in this strategy.

5 “Slim pickings for a new drug strategy,” Financial Times, June 25, 2012
6 See Executive Agenda article, Looking at Failure with a Fresh Eye, at www.atkearney.com.
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Which strategy is the right one? The answer will depend on the battleground—the category and
geography—as much as the heritage of the company itself. This raises the question as to how
many diverse strategies an individual company can pursue and what breadth of portfolio it can
successfully support.

Organizing for Success

Most consumer health companies face two major organizational decisions: the degree to
which the business should be decentralized or globally driven and whether consumer health
is such a different business that it needs to be run independently of the main business, be it
pharma or consumer goods.

Not surprisingly, leading consumer health companies tend to build their organizational model
around that used by the “mother ship.” Consumer goods companies tend toward centralized
brand management and innovation, global manufacturing, and local brand activation. Pharma
companies tend to be more localized. Given that growth for most of these companies has come
through local acquisition, many are an organizational mess of fragmented, underpowered
portfolios and complexity.

Where will innovation come from?
Every pharma company has a large parts
bin of rejected molecules ... Thisis a good
olace to start looking.

We believe there are obvious areas that can—indeed, should—be leveraged globally. The
science and expertise that drive a product’s efficacy are definite assets that should be
leveraged, and there is a glaring need for a strong strategic center to manage acquisitions
and the overall portfolio. At the same time, however, we believe multiple geographic hubs
could become essential for acquiring exposure to alternative sciences and reacting to varied
consumer attitudes toward healthcare. For many products, global sourcing and manufacturing
make sense. A global brand or category-led approach will tend to lead to centralized marketing
activities, leaving sales, trade management, and brand activation as the core responsibility of
the local affiliates.

Now we come to the key question of whether consumer health should be run as a separate
business. Our answer is an emphatic yes. Applying pharmaceutical approaches to quality
management makes consumer products too expensive and innovation too slow, and we have
seen consumer healthcare portfolios destroyed by overzealous lawyers and regulatory officers
applying pharma standards of claims and risk. And pharma manufacturing and supply-chain
organizations have nowhere near the flexibility required of a promotions-driven business.

On the other hand, the cavalier approach consumer goods companies often take can cause huge
problems for a company that relies on the strength of its health claims. Marketers have difficulty
dealing with the rigors of regulatory filings, even when they know that the consequences of
failing to meet standards for a health product can be catastrophic.
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Consumer health is a unique industry, different from either of its parents. When determining the
right organization model, consumer health companies should remember that form follows
function. Start from an understanding of what will drive success on the chosen battleground
and organize accordingly.

Who Will Be the Winners?

To quote Prussian military theorist Carl von Clausewitz, “Given the same amount of intelligence,
timidity will do a thousand times more damage than audacity.” In other words, no matter how
good the strategy and tactics, the inability to mobilize always results in defeat.

From our first paper, it would be easy to conclude that consumer goods companies will win
the consumer health war. Recent strategic moves by consumer giants seem to confirm this
conclusion. Procter & Gamble, for example, is seeking to accelerate the build-up of its
regulatory capabilities by joining forces with Teva, a global leader in generic drugs. Nestlé is
investing $500 million in a health science division. Danone is transforming into a healthcare
company. Pharma companies’ moves—minor OTC portfolio reshuffles and a few acquisitions—
are rather tentative by comparison. Herr von Clausewitz would not approve.

A closer look at two factors, however, makes the overall outcome less certain. First, while the
consumer health industry is bound to consolidate, it will happen by category, and the sheer
number of categories guarantees a fragmented industry with room for many players, both large
and small, for the foreseeable future. Second, regulation is the wild card. In many large markets,
regulators are intervening aggressively, thus changing market rules. If consumer goods
companies cannot adapt to these more highly regulated and complex environments, they risk
being constrained by categories without serious health claims. The result: missing out on areas
with the most potential.

As in all types of evolution, the winners will be those that adapt best to their rapidly changing
environment. The winners in consumer health will be an entirely new species, but it is far from
clear which gene set will prevail.
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