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What is 
‘subscription 
economy’



Transitioning to a subscription-based business 
model can significantly impact a company’s 
financial landscape, particularly regarding 

cash flow management and long-term 
profitability compared to traditional sales 

models. 



1. Product-Based Subscriptions: Customers receive physical products on a recurring basis 
(e.g., meal kits – Zomato Gold, beauty boxes – Dollar Shave Club).

2. Service-Based Subscriptions: Customers gain access to ongoing services (e.g., 
streaming platforms – Netflix, Prime and more, software as a service – such as Adobe and 

Microsoft).

3. Membership-Based Subscriptions: Subscribers get access to exclusive content, 
discounts, or community benefits (e.g., fitness clubs – Cult Fit).



Flat-Rate Pricing: A single fixed price for access to all features or products, such as streaming services like Netflix.
Tiered Pricing: This involves multiple levels of service at different price points, offering varying degrees of access or features. Examples include Spotify’s 
free, premium, and family plans.
Usage-Based Pricing: Charges are based on the amount of service used, often seen in cloud services (e.g., AWS, Azure).
Freemium Model: Basic services are free, with premium features available at a cost. Example: LinkedIn.
Per-User Pricing: Charges are based on the number of users accessing the service, which is common in SaaS (e.g., Slack, Zoom).
Per-Feature Pricing: Customers pay for specific features they need, allowing customisation. Example: Many CRM software platforms.
Hybrid Pricing: This model combines elements of the above models to create a custom pricing structure that meets various needs. For example, Adobe 
Creative Cloud offers both flat-rate and per-user options.
Pay-as-You-Go: Similar to usage-based pricing, this often involves prepaid credits that customers use as needed. Prepaid mobile plans are an example.





Subscription model
Here are some key financial 

considerations:



Cash flow management

• Predictable Cash Flow: One of the most notable benefits of a subscription model is 
the creation of predictable and recurring revenue streams. Unlike traditional sales 

models, where cash flow can be highly variable and dependent on one-time 
purchases, subscriptions provide regular, predictable cash inflows. This 
predictability aids in more accurate budgeting and financial planning.

• Initial Cash Flow Challenges: Companies might experience short-term cash flow 
challenges during the transition. Traditional sales typically generate a large 

upfront payment, whereas subscription models distribute revenue over time. 
Businesses may need to adjust their cash flow management strategies to 
accommodate this shift, potentially requiring external financing to cover 

operational costs in the short term.



Long-Term Profitability

• Higher Lifetime Value (LTV): Subscription models often lead to higher customer 
lifetime value (LTV) as they generate ongoing customer revenue over extended 

periods. By focusing on customer retention and continuous value delivery, 
businesses can maximise the revenue generated per customer, significantly 

enhancing long-term profitability.
• Customer Acquisition Cost (CAC) vs. LTV: The initial customer acquisition cost may 

be higher in a subscription model due to the need for ongoing engagement and 
support. However, when successfully implemented, the recurring nature of 
subscriptions ensures that the LTV outweighs the CAC over time, leading to 

sustainable profit margins.



Scalability and Growth

• Scalability Potential: Subscription models allow businesses to scale more 
effectively. As customer numbers grow, the recurring revenue stream grows 

accordingly, leading to exponential revenue increases without proportionally 
increasing costs. This scalability is a crucial factor in achieving long-term growth 

and profitability.
• Predictable Growth Metrics: With metrics like Monthly Recurring Revenue (MRR) 

and Annual Recurring Revenue (ARR), businesses can track growth more 
predictably. These metrics provide insights into future revenue potential, enabling 

companies to make informed strategic decisions about expansion, investment, 
and resource allocation.



Customer Retention and 
Loyalty

• Enhanced Retention: A subscription model naturally encourages higher customer 
retention due to the ongoing relationship between the business and the customer. 

By focusing on continuous value delivery and leveraging data to personalise 
customer interactions, companies can reduce churn rates and build a loyal 

customer base, leading to stable and growing revenue.
• Long-Term Customer Relationships: The shift from transactional sales to 

subscription models means businesses can develop deeper customer 
relationships. These relationships are crucial for upselling and cross-selling 

opportunities, which can further enhance profitability over time.



Global trends 







Subscription model

The subscription business model is more than just a trend; it’s a 
fundamental shift in how companies engage with their 

customers and generate revenue.
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