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Abstract

The rapid proliferation of the subscription economy has fundamentally transformed the
mechanisms through which firms capture value and sustain long-term growth. However, despite
the widespread adoption of subscription-based revenue models across various industries, many
service providers struggle to achieve and maintain revenue stability. This study investigates the
complex interplay between business model innovation, social legitimacy, and revenue stability
within the context of subscription service providers. By conceptualizing business model
innovation as a multidimensional construct encompassing value proposition, value creation, and
value capture innovations, this research explores how these strategic shifts influence the
predictability and consistency of recurring revenues. Furthermore, the study introduces social
legitimacy as a critical mediating variable, arguing that innovative business models must secure
stakeholder acceptance and societal approval to translate into stable financial outcomes. Through
a comprehensive empirical analysis involving survey data from a diverse sample of subscription-
based firms, the findings reveal that while business model innovation positively impacts revenue
stability, this relationship is significantly mediated by the degree of social legitimacy the firm
commands. The research contributes to the strategic management and marketing literature by
providing a nuanced understanding of how intangible assets like legitimacy function as vital
conduits for realizing the financial benefits of structural innovations. The practical implications
offer guidance for managers seeking to navigate the tension between continuous innovation and

the need for predictable revenue streams in highly competitive digital markets.
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1. Introduction
1.1 Background of the Subscription Economy

The global economic landscape has witnessed a profound paradigm shift over the past two decades,
transitioning from traditional ownership-based transaction models to access-based subscription
services. This transition, often referred to as the subscription economy, has permeated nearly every
sector, ranging from software and digital media to consumer goods and industrial equipment. The core
premise of the subscription model lies in establishing a continuous relationship with the customer,
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wherein the service provider delivers ongoing value in exchange for periodic, recurring payments. This
structural shift theoretically promises enhanced predictability of cash flows, stronger customer
retention, and an accumulation of rich behavioral data that can be leveraged for continuous service
improvement. Consequently, a multitude of incumbent firms and nascent entrepreneurial ventures have
pivoted their strategic orientations to embrace subscription mechanisms, fundamentally altering the
competitive dynamics of their respective industries. The literature indicates that this shift requires a
holistic reconfiguration of organizational capabilities and customer engagement strategies [1]. As the
market becomes increasingly saturated with subscription offerings, the initial novelty of the model has
diminished, forcing firms to confront the harsh realities of customer churn, subscription fatigue, and
intense price competition. In this highly dynamic environment, the theoretical promise of financial
predictability is frequently undermined by erratic consumer behavior and aggressive competitive
maneuvering. Therefore, achieving genuine revenue stability has emerged as a paramount strategic
objective and a significant managerial challenge for subscription service providers worldwide.

1.2 Problem Statement and Research Objectives

Despite the inherent design of subscription models to generate predictable income, empirical
evidence suggests a high variance in the actual revenue stability achieved by different service providers.
Revenue stability, defined in this context as the consistency, predictability, and resilience of recurring
cash flows against market shocks, remains elusive for many firms. While some organizations manage
to cultivate a loyal subscriber base that yields steady financial returns over extended periods, others
experience volatile churn rates and fluctuating acquisition costs that destabilize their revenue streams.
Traditional explanations for this variance have largely focused on operational metrics such as service
quality, pricing strategies, and customer relationship management [2]. However, these conventional
perspectives often overlook the broader strategic and institutional factors that govern long-term market
success. Specifically, the role of business model innovation in driving revenue stability has yielded
paradoxical insights in the existing literature. On one hand, continuous innovation is touted as essential
for maintaining competitive advantage and delivering superior value [3]. On the other hand, frequent
alterations to the business model can disrupt customer expectations, introduce operational friction, and
erode the perceived reliability of the service. This study aims to reconcile these conflicting perspectives
by introducing social legitimacy as a vital explanatory mechanism. Social legitimacy, representing the
generalized perception that a firm's actions are desirable, proper, and appropriate within a socially
constructed system of norms, is posited as the bridge between innovation and stability. The primary
objective of this research is to comprehensively examine how business model innovation influences
revenue stability and to explicitly test the mediating role of social legitimacy in this relationship. By
doing so, the study seeks to answer the critical question of how subscription service providers can
innovate their business models without compromising the predictability of their revenue streams.

2. Literature Review and Theoretical Background
2.1 Revenue Stability in Subscription Models

Revenue stability is a multidimensional construct that reflects not only the quantum of income
generated by a firm but also the variance and predictability of that income over time. In the context of
the subscription economy, revenue stability is fundamentally anchored in the concepts of monthly
recurring revenue and annual recurring revenue [4]. Unlike traditional transaction models where each
sale is an independent event requiring continuous marketing and sales efforts, subscription models
front-load the customer acquisition cost with the expectation of recouping it through a prolonged
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lifetime value. Consequently, the stability of this revenue is heavily dependent on minimizing customer
churn and maximizing net revenue retention [5]. The strategic management literature emphasizes that
stable revenue streams lower the cost of capital, facilitate long-term strategic planning, and provide a
buffer against macroeconomic downturns. However, maintaining this stability requires a delicate
balance between acquiring new subscribers and nurturing the existing base. External market forces,
such as the emergence of disruptive alternatives and shifting consumer preferences, pose constant
threats to this equilibrium. Furthermore, the psychological phenomenon of subscription fatigue, where
consumers become overwhelmed by the sheer number of recurring financial commitments, has
introduced a new layer of volatility [6]. Firms must therefore continuously justify the recurring expense
to their subscribers, moving beyond mere functional utility to embed their services deeply into the daily
routines and emotional lives of their customers. This continuous justification process necessitates

ongoing adaptations to the firm's overarching strategy and operational execution.

2.2 Business Model Innovation

The concept of the business model has evolved from a vague industry buzzword into a robust
theoretical framework for analyzing how firms create, deliver, and capture value. Business model
innovation refers to the deliberate modification or complete reinvention of one or more components of
this value architecture to achieve a sustainable competitive advantage [7]. In the subscription domain,
business model innovation can manifest in several distinct forms. Value proposition innovation involves
redefining the core offering, perhaps by bundling complementary services, shifting from a product-
centric to a solution-centric approach, or personalizing the user experience through advanced data
analytics. Value creation and delivery innovation entail reconfiguring the internal processes,
technological infrastructure, and partnership networks required to produce the offering. For example,
transitioning from localized servers to a cloud-based infrastructure allows for greater scalability and
continuous feature deployment. Finally, value capture innovation involves altering the revenue
mechanisms, such as moving from a flat-rate subscription to a usage-based or tiered pricing structure
[8]. While the imperative to innovate is well-documented, the implementation of business model
innovation is inherently risky and disruptive [9]. It requires the dismantling of established
organizational routines and the reallocation of resources, which can temporarily degrade service quality
and confuse the existing customer base. The paradox of business model innovation in subscription
services is that while it is necessary to prevent obsolescence and attract new market segments, it
simultaneously introduces uncertainty that can undermine the very revenue stability the firm seeks to
protect.

2.3 Social Legitimacy Theory

To understand how firms successfully navigate the disruptive nature of business model innovation,
this study draws upon institutional theory, specifically the concept of social legitimacy. Legitimacy is
defined as a generalized perception or assumption that the actions of an entity are desirable, proper, or
appropriate within some socially constructed system of norms, values, beliefs, and definitions [10]. In
the corporate context, legitimacy is an intangible resource that is as critical to survival and growth as
capital or technology. Researchers generally categorize legitimacy into three primary dimensions:
pragmatic, moral, and cognitive. Pragmatic legitimacy rests on the self-interested calculations of the
firm's most immediate audiences; it is achieved when stakeholders believe that the firm's activities will
yield tangible benefits for them. Moral legitimacy is based on broader societal judgments about whether
a firm's actions are fundamentally the right thing to do, reflecting alignment with prevailing ethical
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standards. Cognitive legitimacy operates at a subconscious level, where the firm's existence and
operating procedures are taken for granted as the natural way of doing things. For subscription service
providers, establishing and maintaining these forms of legitimacy is crucial for ensuring continuous
customer commitment [11]. When a firm alters its business model, it risks violating the established
expectations and norms that previously conferred legitimacy. Therefore, the success of business model
innovation is heavily contingent upon the firm's ability to legitimize the new value architecture in the
eyes of its subscribers, investors, and regulatory bodies. Without this societal and stakeholder
endorsement, innovative efforts are likely to be met with resistance, leading to increased churn and

revenue volatility.

3. Conceptual Framework and Hypothesis Development
3.1 Business Model Innovation and Revenue Stability

The direct relationship between business model innovation and revenue stability in subscription
services is theoretically complex. Continuous value proposition innovation allows a firm to remain
relevant in a rapidly changing technological environment, thereby securing the ongoing engagement of
its subscriber base. By consistently enhancing the service offering, firms can increase the switching
costs for consumers, making them less likely to abandon the subscription for a competitor [12].
Furthermore, innovations in value capture, such as implementing flexible pricing tiers, can democratize
access to the service while simultaneously maximizing revenue from power users, thereby smoothing
out aggregate cash flows. However, the transitional friction associated with these innovations cannot
be ignored. Structural changes to the business model can alienate legacy users who prefer the original
service configuration. Despite these short-term disruptions, the dominant theoretical perspective
suggests that in dynamic digital markets, stagnation is a more severe threat to stability than the friction
of change [13]. Firms that fail to innovate their business models inevitably face declining subscriber
engagement and heightened vulnerability to competitive displacement, which directly translates to
revenue erosion. Therefore, it is posited that, over the long term, a proactive approach to business model
innovation enhances the structural integrity of the firm's revenue generating mechanisms. The
continuous adaptation of value creation, delivery, and capture processes aligns the firm more closely

with evolving market demands, thereby establishing a more resilient foundation for recurring income.

3.2 The Mediating Role of Social Legitimacy

While business model innovation provides the structural potential for revenue stability, this potential
can only be realized if the innovations are accepted and validated by the firm's stakeholders. This study
argues that social legitimacy acts as the crucial mediating mechanism in this relationship. When a
subscription service provider introduces a novel business model, it must engage in a process of
legitimation to convince consumers that the new model is reliable, fair, and valuable [14]. Pragmatic
legitimacy is established when consumers perceive that the innovative model delivers superior tangible
benefits compared to the previous iteration or competing alternatives. Moral legitimacy is achieved
when the new model aligns with broader societal values, such as data privacy, environmental
sustainability, or fair labor practices, which are increasingly important to modern consumers. Cognitive
legitimacy is attained when the new subscription mechanics become deeply embedded and taken for
granted in the consumer's daily life. If a firm successfully generates these forms of legitimacy, the
uncertainty surrounding the business model innovation is mitigated. Subscribers are more likely to
exhibit patience during transitional periods, trust the firm's strategic direction, and maintain their

recurring payments. Conversely, if an innovation fails to secure legitimacy, it will be perceived as
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opportunistic, confusing, or risky, prompting subscribers to cancel their commitments and thereby
destabilizing revenue. Thus, business model innovation does not operate in a vacuum,; its financial
outcomes are fundamentally dependent on the sociocultural reception of the new value architecture.

" MODERATOR VARIABLES |
Industry Competition ‘
Regulatory Environment

BUSINESS MODEL
INNOVATION
CONSTRUCTS

h 4

SOCIAL LEGITIMACY
MEDIATORS

Perceived Fairness

l of pricing & policies I
Ethical Alignment

I with societal values l

Transparency

in operations & data

Stakeholder Trust
built over time

Value Proposition
Innovation
e.g., personalized
content

REVENUE
STABILITY

Reduced
Churn Rate
Value Creation &
Delivery
Innovation
e.g., tech-enabled
distribution

Predictable
Cash Flow

Long-term
Customer
Value Capture Retention
Innovation
e.g., dynamic
pricing tiers

Control Factors ------—---—--——----
Firm Size
Market Maturity

Figure 1: Comprehensive Conceptual Model of Business Model Innovation, Social Legitimacy, and Revenue Stability in

Subscription Services

3.3 The Moderating Effect of Market Dynamism

The strength of the mediated relationship between business model innovation, social legitimacy, and
revenue stability is likely contingent upon external environmental factors. Market dynamism,
characterized by the rate and unpredictability of change in customer preferences, technological
advancements, and competitive intensity, represents a critical boundary condition [15]. In highly
dynamic markets, the obsolescence of existing business models occurs at an accelerated pace.
Consequently, stakeholders in these environments are generally more receptive to continuous
innovation and may even view it as a prerequisite for granting legitimacy. Consumers in fast-paced
digital sectors expect frequent updates and novel pricing structures, making them more forgiving of
transitional disruptions. In such contexts, business model innovation is more rapidly translated into
social legitimacy, which in turn fortifies revenue stability. Conversely, in more stable or traditional
markets where change is incremental, sudden business model innovations may be viewed with
suspicion. Stakeholders in these environments may strongly prefer the status quo, making the process
of legitimation significantly more challenging and protracted. Therefore, market dynamism is expected
to moderate the pathway between business model innovation and social legitimacy, such that the
positive effect of innovation on legitimacy is amplified in highly dynamic environments. This
theoretical framework provides a comprehensive blueprint for understanding the multifaceted
mechanisms driving financial outcomes in the subscription economy.

4. Research Methodology and Data Collection
4.1 Research Design and Sampling Procedure

To empirically investigate the hypothesized relationships, this study employed a quantitative, cross-
sectional survey research design. The target population comprised executive-level managers, founders,
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and strategic directors of firms operating primarily on a subscription-based revenue model. Given the
multifaceted nature of the subscription economy, efforts were made to ensure a diverse representation
of industries, encompassing software-as-a-service providers, digital media streaming platforms,
consumer subscription box services, and industrial equipment leasing firms. A structured questionnaire
was developed and distributed through professional networking platforms and industry associations. To
minimize the potential for common method bias, several procedural remedies were implemented during
the survey design phase. The temporal and psychological separation of the measurement items was
achieved by interspersing demographic and control variables between the predictor and criterion
constructs. Furthermore, respondents were assured of complete anonymity and confidentiality to
encourage candid responses and reduce social desirability bias. Over a data collection period of three
months, a total of one thousand invitations were disseminated. After rigorously screening the returned
questionnaires for completeness, unengaged responses, and missing data, a final usable sample of four
hundred and twelve valid responses was retained for the empirical analysis. This sample size
significantly exceeds the minimum thresholds recommended for structural equation modeling
techniques and provides sufficient statistical power to detect meaningful effects within the complex
theoretical framework.

4.2 Measurement of Variables

All latent constructs in the conceptual model were measured using multi-item scales adapted from
established instruments in the strategic management and marketing literature. The items were evaluated
on a standard seven-point Likert scale, ranging from strongly disagree to strongly agree. The
independent variable, business model innovation, was operationalized as a second-order construct
comprising three dimensions: value proposition innovation, value creation innovation, and value
capture innovation. The items for these dimensions were adapted to reflect the extent to which the firm
had fundamentally altered its core offerings, underlying processes, and revenue mechanisms over the
preceding three years [16]. The mediating variable, social legitimacy, was also measured as a
multidimensional construct encompassing pragmatic, moral, and cognitive legitimacy. These items
assessed the stakeholders' perceptions of the firm's usefulness, ethical standing, and overall
comprehensibility within the market context. The dependent variable, revenue stability, was measured
using a scale that captured the predictability, consistency, and resilience of the firm's recurring revenue
streams against external market shocks [17]. To isolate the effects of the primary theoretical variables,
several control variables were included in the analysis. Firm age and firm size, measured by the number
of employees, were controlled for, as larger and more mature firms may inherently possess greater
institutional legitimacy and financial stability due to accumulated resources and market presence.
Additionally, the specific industry sector was controlled for to account for baseline differences in
average churn rates and revenue volatility across different segments of the subscription economy.

Table 1: Demographic Characteristics of the Surveyed Subscription Firms

Firm Characteristic Category Frequency Percentage
Firm Age Less than 3 years 85 20.6
Firm Age 3 to 7 years 142 345
Firm Age 8 to 15 years 115 27.9
Firm Age More than 15 years 70 17.0
Firm Size 1 to 50 employees 120 29.1
Firm Size 51 to 200 employees 154 37.4
Firm Size 201 to 500 employees 88 21.4
Firm Size More than 500 employees 50 12.1
Primary Sector Software as a Service 185 44.9
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Firm Characteristic Category Frequency Percentage
Primary Sector Digital Media and Content 110 26.7
Primary Sector Consumer Physical Goods 75 18.2
Primary Sector Industrial and Other Services 42 10.2

5. Empirical Analysis and Results
5.1 Descriptive Statistics and Correlation Analysis

Prior to testing the structural relationships, a comprehensive evaluation of the measurement model
was conducted to establish the reliability and validity of the operationalized constructs. Internal
consistency reliability was assessed using Cronbach's alpha and composite reliability metrics. All
constructs exhibited reliability scores well above the generally accepted threshold of zero point seven,
indicating a high degree of internal consistency among the measurement items [ 18]. Convergent validity
was evaluated by examining the average variance extracted for each latent variable. The results
demonstrated that all constructs possessed an average variance extracted exceeding zero point five,
signifying that the latent variables explained more than half of the variance in their respective indicators.
Discriminant validity was rigorously verified using the Fornell-Larcker criterion, which requires the
square root of the average variance extracted for each construct to be strictly greater than its highest
correlation with any other construct in the model. The correlation matrix revealed that all variables were
significantly correlated in the expected directions, providing preliminary support for the theoretical
framework while confirming that the constructs were empirically distinct. Specifically, business model
innovation showed a strong positive correlation with both social legitimacy and revenue stability.
Furthermore, social legitimacy exhibited a robust positive association with the dependent variable of
revenue stability. The descriptive statistics indicated normal distribution of the data, with skewness and
kurtosis values falling within acceptable ranges for maximum likelihood estimation techniques.

5.2 Hypothesis Testing and Structural Equation Modeling

The hypothesized relationships were formally tested using covariance-based structural equation
modeling. The overall fit of the structural model to the empirical data was evaluated using a combination
of absolute and incremental fit indices. The results indicated an excellent model fit, with the
comparative fit index and the Tucker-Lewis index both exceeding zero point nine five, and the root
mean square error of approximation falling below zero point zero six. The analysis of the path
coefficients provided robust empirical support for the theoretical assertions. The direct path from
business model innovation to revenue stability was found to be positive and statistically significant,
confirming that proactive adjustments to the value architecture contribute to long-term financial
consistency in subscription models [19]. More importantly, the structural model confirmed the critical
mediating role of social legitimacy. When social legitimacy was introduced into the model, the direct
effect of business model innovation on revenue stability was substantially attenuated, though it
remained significant, indicating a partial mediation effect. The indirect effect, calculated utilizing
bootstrapping procedures with five thousand resamples, was significant and positive. This finding
substantiates the argument that the financial benefits of structural innovation are largely realized
through the cultivation of stakeholder acceptance and societal approval [20]. To further elucidate these
dynamics, the moderating effect of market dynamism was tested utilizing a multigroup analysis
approach. The sample was divided into high and low market dynamism groups based on a median split
of the moderator variable. The results demonstrated that the pathway between business model
innovation and social legitimacy was significantly stronger in the high dynamism cohort compared to
the low dynamism cohort, confirming the boundary conditions established in the theoretical framework.
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Table 2: Standardized Path Coefficients and Hypothesis Testing Results

Structural Path Estimate Standard Error t-Value p-Value
BMI to Revenue
Stability 0.28 0.05 5.60 0.001
BMI to Social 0.52 0.04 13.00 0.001
Legitimacy
Social Legitimacy to
Revenue Stability 0.45 0.06 7.50 0.001
BMI to Legitimacy to
Stability (Indirect) 0.23 0.03 7.66 0.001
Firm Age to Revenue 1 0.04 3.00 0.010
Stability
Firm Size to Revenue
Stability 0.08 0.05 1.60 0.110

6. Discussion and Managerial Implications
6.1 Theoretical Contributions

This research makes several profound contributions to the intersection of strategic management,
innovation literature, and the emerging domain of the subscription economy. First, it addresses a
significant gap in the literature regarding the mechanisms that transform volatile innovative efforts into
stable financial outcomes. While previous studies have extensively documented the necessity of
business model innovation, its relationship with revenue stability in recurring payment models has
remained theoretically ambiguous and empirically underexplored. By unpacking this relationship, the
study demonstrates that innovation and stability are not necessarily orthogonal objectives but can be
harmonized through careful strategic execution. Second, the introduction of social legitimacy as a
central mediating variable represents a novel theoretical advancement. The findings illuminate how
intangible, socially constructed assets serve as the vital connective tissue between firm-level structural
changes and consumer-level financial commitments. This perspective enriches institutional theory by
applying it to the hyper-competitive and highly digitized context of subscription services, proving that
even in technologically driven markets, societal validation remains a paramount driver of success.
Third, by incorporating market dynamism as a moderating variable, the study provides a more nuanced,
contingency-based understanding of these phenomena. It theoretically clarifies that the rules governing
the legitimation of new business models are not universal but are highly sensitive to the environmental
context in which the firm operates.

6.2 Practical Implications for Service Providers

The empirical findings offer highly actionable insights for executive leaders and strategic managers
operating within the subscription economy. The primary takeaway is that managers must not treat
business model innovation as a purely internal, operational exercise [21]. When modifying the value
proposition, creation processes, or pricing structures, equal attention and resources must be allocated to
managing the external narrative and securing stakeholder buy-in. To achieve revenue stability, firms
must proactively communicate the tangible benefits, ethical considerations, and logical rationale behind
their innovative efforts to their subscriber base. Failure to manage this legitimation process will likely
result in increased customer churn as subscribers react negatively to uncontextualized changes.
Furthermore, managers should carefully assess the dynamism of their specific market sector before
implementing radical business model changes. In rapidly evolving industries, firms can afford, and
indeed must pursue, aggressive innovation strategies, as subscribers expect and legitimize continuous
advancement. However, in more traditional or stable sectors, managers should adopt a more incremental

approach to business model innovation, focusing heavily on educating the customer base and slowly
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cultivating cognitive legitimacy before instituting sweeping changes to the value capture mechanisms.
Ultimately, sustaining a predictable recurring revenue stream requires a delicate orchestration of
structural agility and strategic communication.

7. Conclusion
7.1 Summary of Findings

The central objective of this research was to explicate the complex mechanisms that drive revenue
stability among subscription service providers, with a specific focus on the interplay between business
model innovation and social legitimacy. The comprehensive empirical investigation, based on data from
a diverse array of subscription-based firms, yielded compelling evidence that challenges and refines
existing strategic paradigms. The results confirm that proactive business model innovation acts as a
fundamental catalyst for establishing a resilient foundation for recurring revenue. However, this direct
financial benefit is not automatic. The study conclusively demonstrates that social legitimacy functions
as an indispensable mediating mechanism. The structural innovations implemented by a firm must be
successfully translated into pragmatic, moral, and cognitive legitimacy to mitigate consumer
uncertainty and prevent elevated churn rates. Furthermore, the analysis reveals that this legitimation
process is highly contingent upon the external environment, with highly dynamic markets facilitating a
stronger translation of innovation into societal acceptance. By synthesizing these diverse theoretical
constructs, the research provides a robust, empirically validated framework that explains the varying

degrees of financial success observed within the contemporary subscription economy.

7.2 Limitations and Avenues for Future Research

While this study offers significant theoretical advancements and practical insights, it is necessary to
acknowledge certain methodological limitations that provide fertile ground for future academic inquiry.
Primarily, the reliance on cross-sectional survey data inherently restricts the ability to establish
definitive causal relationships among the variables. The processes of business model innovation and
the subsequent accumulation of social legitimacy are fundamentally dynamic and unfold over extended
periods. Therefore, future research should prioritize longitudinal study designs that can track these
variables over time, allowing for a more precise observation of the temporal lags between implementing
an innovation, securing legitimacy, and realizing stabilized revenue streams. Additionally, while the
sample was diverse, the measurement of revenue stability was based on self-reported perceptual data
from organizational leaders. Future investigations could significantly enhance the robustness of these
findings by incorporating objective, secondary financial data, such as verified monthly recurring
revenue metrics and exact customer churn percentages. Finally, qualitative case studies focusing on
specific instances of successful and failed business model pivots within the subscription sector could
provide deeper, more granular insights into the specific communication strategies and stakeholder
engagement tactics that most effectively generate social legitimacy during periods of structural
transition. Continued exploration of these themes is essential as the subscription economy continues to

evolve and dominate global commerce.
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