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$4.99 Footlongs?  
Subway, You’re Doing It Wrong

Subway has long been known for its 
“five-dollar footlong” promotions, but 
are these promotions and the vol-
ume they provide actually profitable 
for the company and its network of 
franchises? In this article, the author 
examines how discounting and pric-
ing promotions can have catastroph-
ic effects when not well-planned or 
executed. Author Peter Morelli is 
Growth and Profitability Leader at 
Holden Advisors. He is an expert in 
solving high-impact operational and 
profitability challenges by combin-
ing stakeholder perspectives with data 
analytics to provide clarity and ac-
tionable insights. He can be reached 
at pmorelli@holdenadvisors.com.

Remember the Subway “five-dol-
lar footlong” jingle from 2008? 
Ten years later, Subway is dou-
bling down on the promotion 

with a two-month run of $4.99 footlong 
sandwiches. While the news is music to 
the ears of delighted deal-seeking Sub-
way customers, not all is well in Sand-
wichville.

Best thing since  
sliced bread?
In December, more than 400 franchi-
sees of the world’s largest fast food chain 
signed a petition expressing their distaste 
for the promotion that began this month. 
Store owners claim the promotion is 
hurting their businesses. One franchisee 
stated that “the national promotion-
al focus over the past five years … has 
decimated [us] and left many franchi-

sees unprofitable and even insolvent.”

The franchisee complaints are the least of 
Subway’s problems. Across the business, 
Subway sales declined 1.7% in 2016, 
with same store sales off 13% since 2013. 

To reverse recent trends, and perhaps in 
response to competitor discounts, such as 
McDonald’s $1 $2 $3 value menu, Sub-
way is going back to their familiar dis-
counting playbook to dig themselves out 
of their slump.

This bread basket feels stale
Subway’s franchisee contracts and in-
centives explain at least part of the con-
flict. Franchisees pay Subway 12.5% of 
weekly gross sales in royalty and adver-
tising fees. For Subway corporate, if low-
er prices boost overall sales, that’s a win 
from their perspective.

But hold the spicy mustard
This perspective fails to account for 
franchisee costs and diminishing mar-
gins from promotional pricing. When 
sales are up but franchisee profits are 
squeezed, corpo-
rate still benefits. 
While franchisees 
are not required 
to partake, there 
is pressure from 
corporate and cus-
tomers to offer the 
$4.99 sandwiches, 
ultimately impact-
ing near-term profit-
ability.

Real talk: 
Is the guac-
amole extra?
Subway’s strategy 
isn’t fully baked. At 
first glance, Subway 
has made some ef-
fort to incorporate 

lessons learned from its 2008 recession 
promotion by limiting the discounting 
to a handful of sandwiches, leaving its 
most-valued products at full price. This 
is a reasonably effective Give-Get op-
tion for its customers to balance price vs. 
value decisions for themselves. However, 
the potential sales boost may come at the 
expense of franchisee and corporate prof-
itability.

With this promotion, Subway is hop-
ing to buy long-term customer loyal-
ty, but the only guaranteed outcomes 
are a customer base trained to expect 
steep discounting and intensified price 
competition. While consumers will ben-
efit from a price war, Subway will con-
tinue to bleed red ink for another year.

For Subway, plans to invest in custom-
er experience through store and menu 
upgrades will be tested by a sales strat-
egy that relies heavily on discounting. 
Corporate leaders often make decisions 
based on revenue potential, with sustain-
able profitability a distant consideration. 
Don’t make this mistake.
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