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Have you recently taken a long, hard look at your credit card statement? It’s increasingly likely
that you’ll find a few monthly or perhaps even annual subscriptions to a range of services that
you use regularly. You most likely recognize that you are paying for a video or music streaming
service but you can be pretty certain that these are not your only subscriptions.
Over the last decade, we have seen a constant and steady increase in the number of industries
and companies that use subscription services to monetize their offering and, in more cases
than not, this has been a success.
The business model is quite easy to understand. Instead of creating a hit product that will be
‘sold once’, you offer ongoing value such as new content, more personalization, or perhaps
access to updates which customers pay for via a monthly or annual subscription. Companies
end up building stronger relationships with their customers and successful companies enjoy
high renewal rates. And this matters a lot. In our next white paper we will explore this further,
but high renewal rates essentially lead to better revenue visibility (if every consumer renews
at the same price, revenue will be at least as high as in the previous year) which in turn means
that the company can commit capital to research and development spending with more
confidence, offering additional and better services to the customer. This is the virtuous circle
that both companies and customers benefit from.
Subscribing to a service means you don’t actually own the product. Recent surveys suggest
that 68% of adults no longer value ownership and don’t necessarily think that ownership
defines what or who they are1. However, what we do value is the ‘usership’ and the
experience. But what does this actually mean? To use a simple example that most of us can
relate to, we don’t particularly care about owning a DVD, but we do value the experience of
watching the movie. There is absolutely no need to buy a DVD if you can simply watch it on a
video streaming service. Furthermore, 70% of adults say that the maintenance and costs
associated with ownership of material possessions is burdensome and that they would rather
subscribe to a service that takes care of these items.
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they own
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subscribing to a service
frees from the burden of
ownership

A LARGE MARKET GROWING FAST
It is estimated that US consumers already spend $237 a month subscribing to different
services2. Looking at the evolution of our consumption habits, it is very obvious that this
number has been on an upward trajectory over the last decade. The Economics Department
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of ING estimates that Europeans spend an average of EUR 130 per month on subscription
services. Therefore, the European subscription market is estimated to be around EUR 350bn.

Subscription penetration in developed markets remains low
Zuora is a software company that provides financial accounting solutions for companies with
a business model based upon subscription services. Looking at its customers, the Company
estimates that revenue from companies operating with a subscription model have grown at
an 18.1% compounded annual growth rate (CAGR) over the last 6 years. This is 5 times faster
than US retail sales (3.1% CAGR over the same period) and not even comparable to revenue
generated by MSCI All Country constituent companies (0.5% CAGR over that period). Zuora
has assembled these clients into what it calls its Subscription Economy Index, which it updates
quarterly.
Are those $237 or EUR 130 representative of ‘peak’ subscription spending? Surveys would
appear to indicate that this is very much not the case. 74% of adults expect to subscribe to
more services in the future than they do today3. This bodes well for the subscription economy.
In addition, with many of these services first offered in the US and Europe, we suspect other
countries to be substantially less well penetrated, with consumers likely spending
substantially less on subscriptions, representing a large global opportunity.

SUPPORTED BY SECULAR GROWTH DRIVERS
Today, a series of so-called ‘Primary Forces’ are shaping the way that the world is evolving
and are creating secular growth drivers that underpin many very long-term themes, such as
the subscription economy. We consider there to be four of these Primary Forces, namely
demographics, globalization, innovation and resource scarcity.
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In the case of the usage of subscriptions, we identify three secular growth drivers that
underpin its growth horizon. We start with shifting consumer preferences that are derived
from demographic changes. Consumers want to be able to consume anything at any time,
have access to the latest content without asking themselves whether it would be more
sensible to purchase that product or service. This phenomenon also captures the idea that
consumers don’t buy things for the rest of their lives anymore, preferring instead to return
old products in exchange for more recent versions. Subscription-based services facilitate
consumption but also offer affordable access to previously inaccessible products because of
large upfront prices.
Consumers also now realize that many business models that are supposed to be free, actually
rely on data and the monetization of private data through targeted advertising. Increasing
privacy concerns are leading consumers towards other sorts of services. Many consumers for
example prefer to spend $5 a month to read high quality content in The Economist rather
than general content on a media website that interrupts the experience with sometimes
excessive ‘pop-up’ advertising. The increased usage of ‘ad blockers’ is a testament to this
trend.
Corporates also have an increased preference for different business models, especially those
where costs are predictable and can be paid with a regular or predictable frequency. This is
exactly what subscriptions provide, allowing more costs to be recognized as operating
expenses (‘Opex’) rather than capital expenses (‘Capex’), and facilitating often improved
cashflow characteristics.
Innovation, of course, is a big driver of growth for the subscription economy. Implementation
of such services has been facilitated by digitalization. If a consumer goes to a company
website, signs up for a service, enters their personal and credit card details, they are a de
facto subscriber. It is that simple. In addition, companies can offer personalized content to
subscribers. Spotify, for example, will automatically create customized music playlists based
on previous usage and your musical tastes. Elsewhere, Netflix uses the success (or failure) of
existing TV and movie content to create new programming which should improve its chances
of future success.
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The Subscription Economy underpinned by three major secular drivers
Finally, the subscription economy has a positive impact on resource scarcity by increasing the
efficiency of existing resources. In the case of cloud computing, some servers are shared and
used by many companies. Subscriptions are also a pillar of the circular economy or a shift
away from the ‘buy and waste’ approach. For example, if you sell a washing machine based
on a subscription contract, there is little incentive for the vendor to make it obsolete and a
large incentive to reuse as many parts as possible.

MANY INDUSTRIES ARE TURNING TO SUBSCRIPTIONS
Some industries were born comprised of subscription service businesses. Telecommunication
companies for example have been heavy users of that monetization model for decades. It is
interesting, however, to see that telecom companies have increased usage of subscriptions
over time. You possibly remember when you used to pay 30 cents per minute (or a similar
equivalent amount depending on where you live) for domestic calls? Packages including
unlimited calls, messages and even data have become the standard. This is a simpler model
to put in place for telecom companies, while consumers benefit from an ‘all-you-can-eat’
subscription without specifically worrying about the costs of phone usage.
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How many subscription services are you paying for?
The Media industry has been quick to move to subscription-based business. Spotify and
Netflix mentioned above have revolutionized the way that we consume video and music.
Music industry revenue peaked in 1999 before entering a secular decline for 15 years due to
piracy and record labels that would only sell complete albums for comparatively high prices;
the consumer would have to pay their hard-earned money for several tracks they didn’t want
and didn’t necessarily like. Thanks to the rise of music streaming, and the strong demand for
such services, music industry revenue has been on the rise again in the past 3 years. News
outlets also benefited from the shift to subscriptions. News applications from well-known
publishers are growing in popularity. The New York Times for example now has more than 4
million digital subscribers to its ‘app’. Content digitalization also allows that publisher to
target subscribers outside of the US. Interestingly, most subscribers today are between 20
and 40 years old. Who said the news media was dead?

It took the music industry more than a decade to find its right business model
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Retail is also testing components of subscription services. While Amazon is seen as a global
disruptor of retail, most of it relies on Amazon Prime, a subscription service. This brings highly
recurring revenue to Amazon and an opportunity to bring more personalized services.
Elsewhere, the Dollar Shave Club has seen instant success with its subscription-based delivery
of razorblades. In fact, it proved so successful that Unilever bought the company. Zalando,
Amazon and Stitch Fix have all launched personal stylist services; on a regular timeframe, the
companies will send you new clothes selected by an AI algorithm. In addition, other large
retailers such as CostCo are using memberships to grant access to their stores. This brings a
solid base of recurring revenue and allows the Company to provide products at lower prices
to its customers. For CostCo, the highest margin is made on the membership subscription,
not on the products sold in stores. More recently, Nike launched the Nike Adventure Club, a
footwear subscription service for children that lets kids regularly select Nike and Converse
shoes as their feet – and tastes – evolve.

Nike has launched its first subscription shoe service for kids
Furthermore, other consumer-related industries offer services based on subscriptions. Think
about your gym membership, your home security/alarm or guarding subscription or
potentially your utilities that offer contractual fixed prices.
While many consumer services are now available in the form of subscriptions, this is also the
case for ‘B2B’ services. Cloud computing has been the primary driver of this shift. Previously,
CTOs bought software licenses and installed them on their own servers. Every company had
an iteration of its relevant operating software, but there was no consistent, uniform version
across all clients – which, of course, made servicing those clients very complicated for
software developers.
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And then came the cloud. Instead of selling ‘a version’ of the relevant software, developers
would host the software on their own servers and give access to the software through the
web, on a subscription basis. Every customer would consequently be using the same version,
all benefitting from updates as soon as they are deployed and all paying exactly the same
amount per user of the software. In addition, software spending shifted from Capex to Opex,
which is often preferable for corporations.
Subscriptions have grown from 5% of total IT spending to more than 21% last year. This
impacts general software such as HR, CRM or ERP but also software dedicated to specific
industries such as healthcare, architecture or education. Despite the strong growth witnessed
since early 2000, penetration remains low.
A myriad of information providers also uses subscriptions to grant clients access to their
database. For example, users of Bloomberg or Factset in the financial industry are well aware
of this.

Software-as-a-Service has transformed how corporates consume IT

VENDORS ALSO BENEFIT FROM THE MODEL
While we have seen that both consumer and corporate buyers see subscriptions as a better
fit to their consumption habits, vendors also benefit from the model. When a customer signs
up for a new subscription, the vendor enjoys recurring revenues that are highly predictable,
and usually seen as ‘high-quality’. With more confidence on the revenue side, expenses can
be budgeted more precisely with R&D in particular a big beneficiary. With lower upfront costs,
corporates are also able to extend their target market to customers for whom the cost was
too high in a ‘standard’ model. In a subscription model, you also create stronger relationships
with your clients, eventually
Adobe is one of the best illustrations of how a move to subscription can be successful. By the
beginning of the decade, the developer of Photoshop had slowing revenue growth due to
8
C1 - P ublic Natixis

Subscription Economy : The Future of Consumption
declining innovation. In 2012, it decided to move to subscriptions, gradually suppressing
licenses and offering subscriptions instead. While the move negatively impacted the company
financial performance initially, the Company rapidly saw its market expanding and is now
growing revenue at over 20% - to levels that have doubled those observed in 2012. Today,
Adobe is seen as a textbook case for conversion to subscription by many companies that try
to replicate it.
With the right supporting demographic, technological and sustainability drivers in place, the
subscription economy is poised to see further, accelerating growth. Consumers and
corporates increasingly see it as a model that is a better fit with their consumption patterns.
At the same time, vendors also benefit from the model in several ways and are keen to offer
more of their services under subscription. We are convinced that subscriptions will be applied
to more services in the future while their utilization will also increase.
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This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or
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In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme)
registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013
Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204
Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct
Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material
is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is
intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated
to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this
material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to
be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority
or insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated
by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding
to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No
other Person should act upon this material. Registered office: Office 504-D, 5th Floor, South Tower, Emirates Financial Towers, PO Box
118257, DIFC, Dubai, United Arab Emirates.
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau
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In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting
Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional
investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited
(company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building,
Singapore 068808.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for
the general information of financial advisers and wholesale clients only.
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute
financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New
Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the
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In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or an investment
manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional
Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require
authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional
de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information
has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by
or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis
Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV
or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of
specialised investment management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment
Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their services and the
products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to
ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment
advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider
the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the
investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well
as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as
may be forecasted in this material. Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party
sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed, published,
or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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