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Lululemon (LULU) is a premium performance brand transitioning from
domestic growth to global monetization. Its focus on technical product
innovation, international expansion, and capital discipline positions it for
long-term earnings resilience. While markets fixate on U.S. consumer and
tariff headwinds, we believe they overlook three core drivers: rising
innovation-linked value perception, macro-driven behavioral tailwinds,
and structural pricing inefficiencies. With normalized capex, strong full-
price sell-through, and category leadership, LULU is positioned for a
fundamental re-rating.

Recent product launches such as the Pace Crush and Go Further
collections mark a deliberate acceleration in functional design and athletic
utility. Reviews across independent publications and consumer channels
consistently highlight material improvements in durability, comfort, and
technical sophistication. These developments align directly with J.P.

Morgan’s recent findings that value-conscious U.S. consumers

increasingly reward performance innovation over price-based promotions.

In an environment of selective spending, Lululemon’s ability to maintain
margin while expanding its technical offering represents a strategic moat.

Simultaneously, high-frequency behavioral data suggests that premium
retail demand is tightly correlated with stock market performance.
Chanel’s U.S. president recently noted that store traffic among affluent
customers can “almost be predicted by how the market is performing.”
This insight carries profound implications: with the S&P and Nasdaq
reaching new highs, Lululemon — whose core customer profile skews
high-income and urban — is primed to benefit from a non-consensus
resurgence in discretionary intent. Few retail names possess such direct
exposure to the wealth effect dynamic.

Complementing the fundamental view is a structural signal from Shelke
Global Research’s proprietary VANTAGE Model, a multi-factor engine
designed to isolate moments of deep market dislocation. The model has
recently flagged Lululemon as materially mispriced, with internal triggers
indicating a high-probability inflection zone. While the framework
remains confidential, VANTAGE incorporates a dynamic overlay of
technical, behavioral, and structural signals to identify setups where price
action diverges from underlying conviction. This alignment reinforces our
belief that the market is underestimating Lululemon’s earnings durability
and strategic pricing power.

Lululemon isn’t riding out a cycle; it’s structurally re-architecting its business
model. From biomechanics to behavioral targeting, international monetization to
brand-led margin control, the company is weaving a strategic lattice of pricing
power, operating leverage, and asymmetric exposure to wealth sentiment. This is
not just a premium retailer — it’s a compounding brand utility vehicle poised for
long-term earnings durability and valuation re-rating.

Price Target: $417
Current Price: $245
Upside Potential: +70%
Timeline: 9-12 Months
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To validate or challenge our long thesis, we track the following high-frequency and fundamental catalysts
across Lululemon’s value chain:

Full-Price Sell-Through & Product Margin Mix

e  Why it matters: This is a direct signal of pricing power and innovation utility. If Lululemon can
maintain or grow its full-price sales percentage amid cautious consumer sentiment, it confirms its
positioning as a technical necessity, not a lifestyle luxury.

e Tools: Earnings call transcript parsing (mentions of markdown cadence), SKU-level ASP analysis via
e-commerce scraping, analyst channel checks, Google Trends for specific product names.

International Same-Store Sales Growth (China, Japan, Middle East)

e  Why it matters: International expansion is the non-consensus leg of the re-rating thesis. We are
particularly focused on markets with aspirational urban demand and strong DTC potential.

e Tools: Regional app download data (Taobao, WeChat Mini Programs), store foot traffic (SafeGraph /
Placer.ai), commentary on FX-neutral sales trends, third-party e-commerce aggregator data.

Inventory Velocity & Working Capital Efficiency

e  Why it matters: Signals how well Lululemon is managing product flow, especially in the context of
lean operations. An efficient supply chain means higher free cash flow and less margin compression
risk.

o Tools: Gross inventory/sales ratio, cash conversion cycle trends, YoY inventory growth vs. revenue,
sell-through rate comments.

Macro Wealth Effect Proxies

e  Why it matters: Lululemon’s demand elasticity is tightly linked to high-net-worth consumer
confidence. Rising equity markets (especially SPX/Nasdaq) tend to coincide with increased full-price
discretionary spend.

e Tools: Correlation models between SPX/Nasdaq weekly returns and LULU traffic/sales metrics,
Chanel/Hermés commentary, AmEx Platinum spending reports, luxury foot traffic trends.

Reassessment Triggers

We remain conviction-driven but nimble. Key developments that would trigger an internal reassessment
include:

e  Stalling Full-Price Sell-Through Despite Bullish Macro Backdrop
o If discounting rises or new drops fail to sustain pricing power, it suggests innovation fatigue
or brand dilution.
e Underwhelming International Comp Growth
o Failure to see traction in APAC or EMEA despite DTC investment may point to localization
issues, pricing mismatch, or poor brand translation.
e Inventory Build-Up Relative to Revenue
o A rising inventory-to-revenue ratio, especially without clear product innovation, signals
potential overproduction and markdown risk.
e Equity Market Correction
o A sharp drawdown in SPX/Nasdaq could suppress affluent consumer confidence. If macro
headwinds begin to outweigh innovation tailwinds, we may reframe our thesis timing.
e  Management Commentary Shift
o If management guidance shifts away from full-price and innovation toward promotions or
broad-based discounting, we would reassess the long-term moat thesis.



=
O
—
q
L
N
é
Yy
q
=
O
|
O
L
—
|
L
=
N

Expanded Risk Matrix

e U.S. Consumer Weakness
o A material decline in discretionary spending due to inflation, interest rate pressure, or
weakening labor markets could weigh on U.S. comps and margin profile.
o Offset: Lululemon’s core customer skews affluent and more economically resilient;
international growth reduces overreliance on the U.S.
e Innovation Fatigue
o Risk that repeated product drops lose incremental excitement or fail to deliver true
performance differentiation, leading to flat ASPs and lower sell-through.
o  Offset: Recent collections like Pace Crush and Go Further emphasize functional upgrades, not
just seasonal aesthetics—supporting long-term brand depth.
e Multiple Compression
o In arisk-off macro environment or rate-driven equity rerating, growth retailers may see P/E
and EV/EBITDA multiples contract irrespective of fundamentals.
o Offset: LULU’s strong FCF conversion, disciplined capex, and full-price sales resilience offer
downside protection and support relative re-rating.
e Fashion Cycle Risk
o Changing consumer preferences away from athleisure or toward new lifestyle aesthetics could
challenge demand velocity.
o  Offset: Lululemon’s identity is rooted in performance innovation, not just trend-following; it
is positioned more like a technical gear company than a fashion brand.
¢  Supply Chain or Geopolitical Disruptions
o Unexpected shocks in sourcing regions (e.g., APAC) due to trade tensions, tariffs, or shipping
cost inflation could impact inventory availability or margins.
o Offset: Supply chain diversification and pricing power allow LULU to absorb shocks better
than peers. Elevated margins act as a buffer.

Institutional Hedging

e If the fashion cycle reverses or trend shifts away from athleisure:
o Hedge Tool: Short ONON, NKE, or the XLY Consumer Discretionary ETF
o Rationale: These peers have higher valuation sensitivity and less technical defensibility;
downside beta to fashion sentiment is more pronounced
e If macro demand shocks hit discretionary spending (e.g., recession fears, retail pullback):
o Hedge Tool: Long puts on SPY or XLY
o Rationale: Captures broad market risk and high-beta consumer cyclicality; useful for hedging
global macro contagion that impacts retail multiples
e If the wealth effect weakens due to equity market drawdowns:
o  Hedge Tool: Short luxury-exposed names like Tapestry (TPR) or Capri Holdings (CPRI)
o  Rationale: High-net-worth consumer sentiment is tightly correlated with equity markets; these
stocks act as proxies for affluent spending behavior

Investors still anchored to U.S. consumer cycles and promotional fears are missing the structural evolution
underway. Lululemon is transitioning from premium athleisure brand to global performance platform—one that
monetizes technical innovation, embeds itself in wellness and lifestyle routines, and captures asymmetric upside
from global discretionary tailwinds. This is no longer a story of stores and yoga pants. It’s a company building a
durable, pricing-power flywheel at the intersection of wellness, functionality, and cultural relevance. In doing
so, Lululemon is quietly positioning itself as the performance engine of the modern affluent consumer.
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Disclosure:

This report is intended solely for informational and education purposes and does not constitute an
offer, solicitation, or recommendation to buy or sell any security, financial instrument, or investment
product. The view expressed herein are those of the author(s) as of the date of publication and are
subject to change at any time without notice. While the information contained in this report derived
from sources believed to be reliable, its accuracy, completeness, or timeliness is not guaranteed.

All opinions, forecasts, and projections reflect the author’s judgement at the time of writing and may
not materialize. Any financial models, valuation methods, or scenario analyses included are based on
assumptions that may prove to be incorrect or incomplete. Readers should not rely solely on this
report when making investment decisions and are strongly advised to conduct their own independent
due diligence and consult with a qualified financial advisor.

The author(s) may hold positions in the securities or strategies discussed, and such positions may
change without further notice. This report is not intended for distribution in jurisdictions where such
distribution would be illegal or restricted by law. Use of this content is at your own risk, and neither
the author(s) nor Shelke Global Research assumes any responsibility or liability for any direct or
indirect loss arising from the use of this material.



