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ABSTRACT

In the context of fierce competition in the global sportswear market, Lululemon has achieved a leap from a North American local
brand to a globally renowned brand through precise brand positioning and product innovation. To capture market share,
Lululemon has accelerated its global market expansion strategy by opening new stores, innovating new products, and other
means to expand its business. However, market expansion is accompanied by increased capital investment, rising operating
costs, exchange rate fluctuations, and many other uncertainties. These may trigger issues in cash flow management and the
stability of profitability. If not handled properly, they could affect the overall financial security and sustainable development of
the enterprise.
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1 Introduction

In the context of intensified competition in the global sportswear market, Lululemon, through precise positioning and
product innovation, has grown from a local brand in North America to a global one,and has accelerated its global market
expansion strategy. It has expanded its business by opening new stores and introducing innovative products. However,
expansion is accompanied by challenges such as increased capital investment and rising operational costs. Financial risks
such as rising costs, inventory accumulation, and profit decline have gradually emerged. Especially in the context of a
slowing growth rate in the Chinese mainland market and the encroachment on mature market shares, these risks pose
threats to its profitability stability and long-term development. Existing studies lack targeted analysis of the financial risks
during Lululemon's expansion period. Therefore, this article will dissect the causes and impacts of risks, sort out the
effectiveness of response measures,and provide references for the same industry and academic research.

2 Literature review section

At the same time, Lululemon is facing many financial risks during its market expansion, such as inventory backlog,
declining profits, or rising costs. The company has also adopted some coping strategies. This section reviews existing
financial risks in the market, which are related to competition market share growth being hindered, the Chinese market,
although it has become the fastest-growing region globally, its growth rate is also showing a slowdown trend. This is
mainly because other local brands in China have gained market share by leveraging their cost-effectiveness and favorable
distribution channels. Profit growth in the first quarter of 2025 was positive, but it also experienced a 2.13% year-on-year
decline, resulting in a negative growth in revenue. The increase in cost pressure was caused by the impact of tariffs, which
led to an increase in supply chain costs and an increase in transportation costs. Additionally, some unique aspects of
fabric production by Lululemon, such as ensuring the supply of fabric quality and stability, have become difficult as more
brands can obtain similar fabrics, gradually diminishing Lululemon's fabric advantages and challenging the
competitiveness of its products. In the Chinese market, Lululemon is facing the price competition from numerous local
brands. It can expand product categories, such as expanding the men's sportswear category, adding outdoor running and
other series, which can achieve growth in men's business revenue and diversify revenue sources, reducing dependence
on a single category. Strengthening digital marketing and local operations, increasing investment in more platforms. In
China, through local operations such as channel & T , launching member discounts, etc., it attracts consumers.
Strengthening inventory management, using Al to predict trends, accurately predicting market demand, reducing blind
production, establishing a shared inventory center to break the barriers between stores and online warehouses,
achieving optimal resource allocation, and also implementing strategies for price adjustment to balance brand
positioning and customer acquisition, optimizing procurement and cost control. The company can alleviate the financial
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impact of tariffs through more negotiations with suppliers on procurement channels, and may also reduce costs to
address cost risks.

So far, this year's losses have increased by 46.11% year-on-year, and Lululemon's stock price dropped by more than
19% during trading. The core business in North America continues to be under pressure. The net revenue in the Chinese
market increased by 25% year-on-year. In the second fiscal quarter of 2025, Lululemon's net revenue increased by 6.5%
year-on-year to 2.525 billion US dollars, although it continued to grow, it was slightly lower than the market expectation
of 2.54 billion US dollars. At the same time, Lululemon's net profit in the second quarter decreased by 5.6% year-on-year
to 371 million US dollars. This is already the second consecutive quarter that Lululemon has experienced a decline in net
profit. Overall, the existing research on the targeted analysis of Lululemon's financial risks in market expansion,
especially the research from perspectives such as its emerging sports brand and unique operation model, still has gaps,
providing exploration space for this study.

In the current highly competitive market for sportswear and casual wear, Lululemon has achieved rapid growth by
adopting a product positioning of "functionality + fashion" and precise user insights. It has also gradually launched a
global expansion strategy. However, as its business scope expands to more countries and regions, the uncertainties faced
by the enterprise in supply chain management, market competition, user retention, etc. have significantly increased. The
financial risks such as rising costs, inventory accumulation, intensified competition, customer loss, and declining sales
rates have gradually emerged, posing challenges to its profitability stability and long-term development capabilities. This
article will systematically analyze the causes and impacts of these financial risks, outline the logic and effectiveness of the
enterprise's existing response measures, and extract replicable experience lessons, providing reference for enterprises in
the same industry and related academic research.

At the same time, we collected the financial reports (balance sheets, income statements, cash flow statements) of
Lululemon for the past 5 - 10 years, as well as macro data such as market size, growth rate, and competitive landscape. To
study the financial rifsks and response strategies of Lululemon's market expansion, we collected the key data from the
past 5 - 10 years. In terms of financial reports, from 2010 to 2025, it increased by 10.07% compared to 2024. The annual
gross profit in 2025 was 6.271 billion US dollars, an increase of 11.79% compared to 2024. The balance sheet shows that
the total assets in 2025 were 7.603 billion US dollars, an increase of 7.21% compared to 2024. The quarterly total assets on
July 31, 2025, were 7.523 billion US dollars, an increase of 11.56% compared to the previous year. At the market data level,
the global sports apparel market is large and continues to grow. For example, the global yoga clothing industry's output
value was 33.68 billion US dollars in 2020, and is expected to reach 70.29 billion US dollars by 2030. Lululemon faces
intense competition in the high-end sports apparel segment. International giants such as Nike and Adidas have seized
market share with their rich resources, while emerging brands like Alo Yoga and Vuori focus on specific segments to share
the pie. Local brands also enter the market through "substitute” products. However, Lululemon has experienced rapid
growth in the Chinese mainland market. In the fiscal year 2024, its net revenue increased by 41.3% compared to the
previous year, accounting for 12.9% of the total revenue. However, some mature market shares have been eroded.

Using financial ratio analysis to assess the profitability, losses, and operational risks during expansion, identify potential
financial risks such as rising costs and inventory buildup, and explore the causes of these risks, such as expansion
investment, market competition, and operational model factors.

3 Argumentation section

Assuming that during the expansion of Lululemon, there is a significant correlation between its financial risks and
factors such as expansion strategies, market environment, and operational models; and the targeted countermeasures
proposed can effectively alleviate financial risks and enhance the financial resilience and market competitiveness of the
enterprise.

By leveraging theories such as enterprise expansion financial risk management and financial ratio analysis, we will
analyze the financial situation of Lu Lu Le Mon during its market expansion from dimensions such as profit, loss, and
operational risks. At the same time, by integrating theories such as cross-cultural management and cross-border
enterprise finance, we will explore the cross-cultural, economic, and legal financial issues faced by its international
expansion.

Lululemon is expanding its market to adapt to the growth of the global casual clothing market and has launched the
"Triple Force x Double Growth Plan", aiming to achieve a net profit of 12.5 billion US dollars by 2026 (compared to 6.25
billion US dollars in 2021). The "Power of Three x 2" growth strategy includes doubling the revenue of men's clothing and
digital business, and achieving a fourfold increase in international market revenue. The focus is on product innovation,
consumer experience, and market expansion, with the goal of doubling the revenue from men's clothing and e-
commerce, and quadrupling the revenue from the international market. The target audience is high-earning individuals
aged 18 - 45 in the high-end sports and leisure sector. Financial reports show that the total revenue in the Chinese
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mainland market reached 1.361 billion US dollars, a significant increase of 41.3% compared to 2023's 964 million US
dollars, and the proportion of total revenue increased from 10% to 12.9%. This growth rate far exceeds the 3.9% growth in
the Americas and the 26.8% growth in other regions of the world, making the Chinese market the fastest-growing region
for Lululemon globally. Its product lineup includes women's yoga, running, training, tennis series, men's sport pants,
casual shirts, women's shoes, golf, hiking, men's shoes, and other new product lines. However, expansion requires a large
amount of capital investment, which may bring debt pressure. If the pace is imbalanced, it may lead to financial risks such
as tight capital chains and debt defaults, and the uncertainty of resource investment and return during the strategy
implementation will amplify the risks. This is the core background of the research.

The strategy formulation and verification are based on the results of risk analysis. It proposes strategies for optimizing
investment decisions, risk management, cash flow management, and profit improvement. These strategies can be
evaluated for their effectiveness and feasibility through simulation verification methods.

The research results, through the analysis of Lululemon'’s financial data and market information, identify the financial
risks it faces during its market expansion, such as rising costs (expansion investment, operating costs, etc.), inventory
backlog (match between product layout and market demand, etc.), intensified competition (impact of emerging and
traditional brands), customer loss (effects of discount promotions on the brand's high-end image), and declining sales
rate (result of multiple factors acting together). At the same time, the implementation effects and shortcomings of
existing countermeasures, such as controlling costs throughout the process, raising prices for some products, increasing
research and development, expanding the market and product categories, etc,, are also identified. To enhance the
scientificity and practicality of Lululemon's financial risk response strategies for market expansion, simulation verification
is introduced, taking into account its rising costs, inventory backlog, and existing measure shortcomings.

A thorough analysis of the causes of financial risks reveals factors such as the capital investment and return uncertainty
of the expansion strategy, the cost control pressure under the "high-cost, high-pricing" model, the market volatility risk
due to reliance on core products, and the operational cost burden of the direct store expansion model. These risks are
influenced by multiple factors interacting with the market environment (such as changes in consumption trends and
changes in the competitive landscape) and the enterprise's operations (such as supply chain management and marketing
models). The financial risks of Lululemon's market expansion are the result of the interweaving of strategic choices,
business models, and the internal and external environment. The deep reasons can be analyzed from four core
dimensions, and the risks will be amplified by the interaction between the market environment and enterprise
operations: Firstly, "aggressive globalization" requires short-term concentrated investment of a large amount of capital for
store, production, and marketing layouts, but the emerging market's consumer demand, purchasing power, and cultural
differences lead to uncertain returns, exacerbating cash flow and profit fluctuations; Secondly, under the "high cost - high
pricing" model, to maintain the high-end positioning, high investments are needed in raw materials, research and
development, and store experience, while supply chain fluctuations increase costs and rationalization of consumption
reduces the acceptance of high prices, creating a "difficult to reduce costs and difficult to raise prices" dilemma, causing a
decline in gross profit margins; Thirdly, relying on a single or a few core products weakens the risk-resistance ability, and
when consumer trends shift or competitive products attack, core product sales will fluctuate, the cultivation period of
new product categories is long and difficult to fill the gap, dragging down revenue growth; Fourthly, the direct store-led
expansion requires full assumption of fixed costs, which cannot be shared like the mixed model. When demand is not as
expected, the operating cost rate is high, squeezing profits. In addition, the shift in consumption trends, combined with
delayed research and development, the competition from local brands, the increase in compliance requirements in
emerging markets, and the lack of cross-regional management, will form "risk resonance", further eroding financial health.

Based on the identified financial risks and their causes, we explore the optimization direction of the response
strategies. For example, in terms of cost control, how to achieve a more precise balance between cost and brand value;
the response strategies need to upgrade from a single approach of reducing costs and expanding uniformly to a more
precise balance. We can draw on the mature experience of leading enterprises to optimize the path. In the cost
management aspect, we need to break away from the conventional thinking of merely reducing expenditures and
instead transform it into a dynamic balance between cost and brand value. Lululemon can refer to this logic and sign joint
research and development and guaranteed purchase agreements with leading suppliers for fabrics, exchanging long-
term orders for purchase price discounts to avoid immediate effects on R&D investment or reducing fabrics. In market
expansion, how to adjust strategies based on the characteristics of different regional markets (such as second- and third-
tier cities in China); for brand image maintenance, how to avoid the negative effects of discount promotions and other
means while ensuring market competitiveness. We can also compare the strategies of other enterprises in the same
industry (such as Nike) in responding to similar risks to provide reference for the optimization of this research strategy.
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4 Conclusion

This study summarizes the research results on the identification of financial risks, the analysis of causes, and the
response strategies for market expansion in the Lu Lu Le Mon market. It clearly define its uniqueness in financial risk
management during the expansion period of the high-end sportswear industry (such as the risk characteristics brought
by emerging sports brands and unique operation models), as well as the academic value added by the existing research
(enriching industry financial risk management cases, "growth and risk relationship" theoretical examples, and research
contents on cross-border enterprise finance and cross-cultural management).

The research conclusion indicates that there are multiple financial risks in the market expansion of Lululemon, and the
existing countermeasures have certain effects but need to be optimized. At the same time, it emphasizes the practical
significance of this study for enterprises (to promote sustainable expansion and enhance financial resilience), industries
(to provide expansion references for the same industry), and policy-making (to provide cases for trade, foreign exchange
policies, and supply chain resilience construction), and proposes prospects for future research directions, such as
continuously tracking the expansion dynamics of enterprises, and conducting in-depth research on financial risks in
specific regional markets (such as the domestic market).
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