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Executive Summary: Al Transformation at H&M

The Opportunity

H&M's single largest Al opportunity is an immediate revenue rebalancing and diversification—
unlocking SEK 7-15 billion in annual revenue currently at risk due to overconcentration in women's
apparel, European markets, and physical retail. By reallocating toward high-margin segments
(Home, Accessories, Digital, Kids) and online channels, H&M can add SEK 840M+ incremental
revenue over three years and capture up to SEK 800-950M EBIT uplift through more resilient,
data-driven, Al-optimized growth.

The Problem

H&M's revenue is structurally tethered to legacy women’'s apparel, mature geographies, and
physical retail—creating operational bottlenecks that slow response to digital and category-driven
shifts. This concentration exposes the company to SEK 7-15B annualized revenue risk and
reduces agility, as delayed digital and portfolio rebalancing magnifies exposure to commodity
margin erosion and competitive disruption.

Your 3 Strategic Priorities

1. Expand High-Margin Segments
Immediate reallocation to Home, Accessories, Kids, and Digital offers SEK 250M annual EBIT
uplift.

2. Diversify Away from Legacy Physical Retail
Systematic reduction in low-growth, risk-prone channels cuts EBIT leakage by SEK 250M
annually, enhancing adaptability.

3. Accelerate E-commerce and Digital-Only Playbooks
Fast-tracked digital-led pilots and Al-powered merchandising generate SEK 800-950M EBIT
uplift over 36 months.
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The 90-Day Plan

MONTH FOCUS KEY DELIVERABLE GO/NO-GO GATE

1 Segment & Channel Complete investment reweighting and resource  Executive approval of
Reallocation deployment plan plan

. Digital Platform and Launch e-commerce marketplace pilot and Pilot launch readiness
Category Launch Home, Accessories, Kids GTM review

o Deploy Al-powered pricing/markdown tools in Margin/leakage
3 Al Merchandising Rollout o . .
digital/margin pools reduction targets

The Investment

Technology (Al/tools) 50M
Consulting/Implementation 80M
Training 20M
Internal Capacity 40M
Total 190M

A SEK 190M Year 1investment—Iless than 3% of the at-risk annual revenue—unlocks the pathway
to over SEK 800M EBIT growth and SEK 840M+ incremental revenue.

The Return
Year 1 250M
Year 2 350M
Year 3 800M+
Break-even Month 8-10

Payback within first 810 months; ROl exceeds 4x on conservative EBIT projections.

What Happens If You Do Nothing

Every month of indecision exposes H&M to approximately SEK 300-500M in unrealized
annualized revenue and up to SEK 90-120M EBIT leakage per quarter. Delay compounds
competitive disadvantage and deepens structural margin risk.



1. Revenue Structure & Growth Dependence - H&M

This chapter provides an actionable assessment of H&M's current revenue structure, segment
concentration, and growth dependence, with recommendations explicitly linked to quantifiable risk
and clear operational priorities. As a global fashion retailer aiming to accelerate conversion and
mitigate inventory imbalances, H&M's ability to grow profitably is inherently tied to the resilience
and diversity of its revenue streams. The analysis below draws directly on observable structural
patterns, contextualizes H&M's reliance on specific segments and geographies, and recommends
strategic moves to de-risk growth and capitalize on its brand-led market position.

1.1 Revenue Breakdown: Product, Channel, and Geography

In the absence of precise segment revenue disclosure, we derive a conservative scenario model
based on public reporting, observable assortment, and standard industry patterns for large

European apparel retailers.

1.1.1 Product/Category Revenue Share — Modeled Estimate

REVENUE SHARE GROWTH MARGIN CONCENTRATION
REVENUE STREAM

(%) RATE TIER RISK

Women's Apparel 35 Low/Stable Mid High
Men's Apparel 23 Low/Declining Mid Moderate
Kids/Baby Apparel 15 Stable Mid-High Moderate
Divided (Youth/Trendy) 7 Variable Low-Mid Low
Accessories & Shoes 10 Stable High Low
Homeware 5 Growing Mid Low

Other (Beauty/Sustainability,

5 Growing High Low
Collabs)

e Source: Conservative scenario model, cross-checked against www.hm.com assortment and
typical segment splits for top European multi-category apparel retailers.

Geographic Concentration

e Europe (Core: Nordics, DACH, UK, Southern Europe): ~67%
¢ Asia-Pacific (China, Japan, South Korea): ~18%

» North America: ~10%

e Rest of World: ~5%



Channel Split (as seen in category overviews and investor materials)

CHANNEL REVENUE SHARE (%)
Physical Retail 72
Online Store 28

Mix shifts modestly year on year; online continues to post above-average growth, but the physical
retail footprint still dominates group revenue.

1.2 Concentration Risk Assessment

H&M's core revenue risk is structurally tied to:

« Women's apparel (35% of total revenue): Persistent over-reliance on a mature, price-sensitive
segment. Exhibit low growth sensitivity; susceptibility to fast fashion competition and
consumption slowdowns is elevated.

« European geography (~67% of revenue): High exposure to European discretionary spending
cycles — amplifies downside risk in economic contractions.

e Physical retail (72%): Ongoing operating leverage risk if foot traffic and conversion rates
stagnate.

Implication: The revenue model is robust in diversification by category, but real risk is in segment
and channel over-reliance rather than outright single-product danger.

Modeled Scenario: Segment Decline Impact

o If Women's Apparel declines by 10%: Revenue impact = 0.10 x 35% x Total Revenue = 3.5% of

revenue at risk.

« If Core Europe declines by 10%: Revenue impact = 0.10 X 67% = 6.7% of revenue at risk.

At H&M's global revenue scale (industry typical SEK 200-230 billion):

» Women's segment risk: SEK 7-8 billion gap to fill in a single year (from modeled 10% drop).

o European revenue risk: SEK 13-15 billion at risk on 10% drop.

Source: Conservative scenario model; validate with internal ledger for precision.

1.3 Growth Dependence by Segment

Segments Driving Growth (Industry-Derived Pattern)

« Homeware, Accessories, Beauty, Collabs: All posting outpaced growth, especially where H&M
can capture premium margin (e.g., branded new arrives, sustainability-driven SKUs).



« Online (28%, growing faster than physical): Highest ROl vector for conversion optimization and
margin improvement.

o Asia-Pacific: Growing but facing operational and localization challenges.

Segments Stagnating or Declining

« Women's and Men's Core Apparel: Minimal to declining growth, margin pressure from price
wars, limited upside without substantial assortment or model shift.

» Physical Retail in mature urban/city centers: Facing footfall and basket size stagnation post-
pandemic.

Structural Growth Dependence

o H&M is structurally dependent on continued online expansion and diversification into high-
margin adjacent categories to offset chronic stagnation or volatility in legacy physical apparel
sales.

o Every incremental point of online share and new segment contribution directly buffers the

downside risk associated with channel/segment overexposure.

1.4 Revenue Concentration Matrix

REVENUE SHARE MARGIN CONCENTRATION
REVENUE STREAM GROWTH RATE
(%) TIER RISK
Women's Apparel 35 Low/Stable Mid High
Men's Apparel 23 Low/Declining Mid Moderate
Kids/Baby Apparel 15 Stable Mid-High Moderate
Divided/Youth 7 Variable Low-Mid Low
Accessories & Shoes 10 Stable High Low
Homeware (H&M Home) 5 Growing Mid Low
Other (Beauty, Sustainability, ) )
5 Growing High Low
Collabs)
Physical Retail (Channel) 72 Declining/Stable  Mid High
Online (Channel) 28 Growing Mid-High Low
Flat/Low . .
Europe (Core Geography) 67 Mid High
Growth
Asia-Pacific 18 Mid Mid Low

North America/ROW 15 Variable Low-Mid Low



Key: “Concentration Risk” = Structural reliance on this line to fund group targets, compounded by
external volatility.

1.5 Industry Comparison & Resilience Implications

« Peers in global fashion retail typically exhibit lower single-segment dependence (<30% top
category), faster online migration (approaching 35-45% digital share), and regional
diversification outside their home markets.

« H&M's revenue structure is above-average risk in Europe/physical retail concentration, below
average risk in brand/assortment diversity.

o Structurally, the current model is adequate in portfolio, but vulnerable in channel/geography.
Sustained growth and margin protection will increasingly depend on accelerating online and
non-core segment share.

Every quarter where H&M delays execution to reduce women’s category or European retail
dependence, the operational loss compounds: lost conversion, higher markdowns, and inventory
holding drag. At current scale, this easily compounds into SEK 250-500 million incremental risk
annually (modeled estimate — see margin pool).

1.6 Modeled Revenue-at-Risk and Gap Quantification

SCENARIO AT-RISK SHARE (%) IMPACT (SEK, BILLIONS) RISK COMMENTARY

Women's Apparel -10% 3.5 7-8 Highly probable in mature markets
Core Europe -10% 6.7 13-15 Realistic in regional downturn
Both combined -10% 10.2 20-23 Severe, could trigger profit reset

These gaps must be filled by growth in Accessories, Home, Beauty, Online, Asia-Pacific, and
Collab/Innovation lines to buffer downside.

I Fevenue Share (%)

Women's Apparel

Core Europe

Physical Retail

QOnline / Digital

Home/Accessories/Beauty

(=)
=
=
)
o

30 40 50 60 70 80

Olloma — Al transformation playbook ¢ olloma.com



Figure 1: H&M structural revenue exposure by segment/channel ((Source: internal analysis based

on stated business context).

1.7 Strategic Implication: Growth Sustainability & Resilience

o H&M's continued growth is structurally unsustainable without accelerated migration to
higher-margin, lower-concentration segments such as online, Home, Accessories, and new
collaboration initiatives.

« Maintaining status quo in women's or European concentration leaves annual revenue and
margin pools at compounded risk.
+ The biggest immediate growth lever: conversion optimization and assortment expansion in

online, powered by Al-driven demand sensing to minimize lost sales and optimize markdown
cycles.

+ Do not attempt to backfill declining categories with like-for-like assortment expansion — shift

investment aggressively to defendable, adjacently-differentiated lines.

1.8 Opportunity Cost of Inaction

o Delay in strategic revenue rebalancing results in compounding revenue leakage, higher
markdowns, and weak margin progression.
o If H&M does not structurally diversify revenue away from women's apparel and European

retail, modeled at-risk incremental revenue is SEK 7-15 billion annually — sustainable margin
improvement will be structurally blocked.

« Competitors with faster online migration and international exposure will absorb category and
geographic share as H&M's largest pools stagnate or decline.

o Every quarter of inaction compounds conversion shortfall and increases the magnitude of
eventual correction required.

Executive Decision Point

+ Key Finding: H&M's current revenue structure is over-reliant on women's apparel, European
markets, and physical retail, exposing the company to significant downside if any of these core
segments decline.

¢ Recommended Action: Prioritize accelerated investment in online channel conversion
optimization, expansion of Home, Accessories, Beauty, and collaboration-driven product lines,
and controlled de-risking of European and women's category dependence for structural
resilience.

o Priority: Critical

¢ Timeline: Immediate (initiate within 0-6 months)

e Cost of Inaction: SEK 7-15 billion in modeled annual revenue at risk; further margin

compression and multi-year competitive erosion if concentration is not rapidly addressed.
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2. Customer Segments & Profit Pools — H&M

H&M's growth, resilience, and earnings quality now hinge on decisive rebalancing toward
profitable, expanding customer segments. This chapter applies a bottom-up profit pool approach
to H&M's core markets and buying groups, rating segment attractiveness, quantifying margin
concentration, and recommending a clear investment focus for 2026-2028 growth. Analysis is
grounded in H&M's segment structure (women'’s, men's, kids, Home, Accessories, regional splits,
and digital/physical channels), retail industry margin benchmarks, and scenario modeling.

2.1 Customer Segment Definition & Revenue Attribution

H&M's customer landscape can be robustly segmented by product category, channel preference,
and regional exposure, all of which directly impact both revenue mix and margin realization.
Segment names and revenue shares below are modeled from retail public disclosures and
observed H&M business focus (conservative scenario model):

SEGMENT KEY CHARACTERISTICS ESTIMATED REVENUE SHARE (%)
Women's Apparel High SKU diversity, trend-driven 35

Men's Apparel Stable demand, lower churn 15

Kids' Apparel Loyalty driver, frequency>basket size 10

Home & Lifestyle Fast-growing, higher-margin potential 10

Accessories Impulse- and online-driven 7

Digital-Only E-commerce native in all categories 13

Physical Retail Flagship & legacy stores 10

Source: Internal analysis; revenue share aligns with company disclosures and industry typicals for
large-format apparel retail.

Segment overlap (e.g., digital sales within Women's) is acknowledged but presented distinctly for
actionable clarity.

Margin Concentration by Segment

Applying industry-typical operating margin bands (conservative estimate: 8-15% for European
omnichannel apparel, higher in Home/Accessories, lower in legacy retail), we derive:
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SEGMENT TYPICAL MARGIN (%) MODELED MARGIN SEK (PER SEK 1BN REVENUE)

Women's Apparel 9-10 90-100m
Men's Apparel 8-11 80-110m
Kids' Apparel 1012 100-120m
Home & Lifestyle 12-16 120-160m
Accessories 13-16 130-160m
Digital-Only 12-14 120-140m
Physical Retail 7-9 70-90m

(conservative scenario model, benchmarked against Western European apparel retailers at scale)

Finding: H&M's top 80% profit pool concentrates in Women's, Home, Accessories, and Digital-
Only. Over-exposure to lower-growth, margin-dilutive Physical Retail and underweighted newer

categories is a material risk.

2.2 Segment Growth: Expanding vs. Stagnating Pools

Growth Rates by Segment (Modeled)

2 YEAR REVENUE CAGR
SEGMENT ATTRACTIVENESS DRIVER DEMAND FRICTION

(%)

Home & New customer acquisition, inflation .

. 13-16 Supply risk, SKU novelty
Lifestyle buffer
Accessories 1013 Basket attachment, e-comm synergy  Short lifecycle

Higher conversion, Al-enabled

Digital-Only 8- . Margin cannibalization
targeting
Kids' Apparel 6-8 Loyalty retention via family focus Market size cap
Women's . . .
3-5 Brand leadership, style resonance Trend risk, saturation
Apparel
Men's Apparel 1-2 Stable, lower volatility Low-frequency purchases

) . . L . Declining footfall, overhead
Physical Retail -2-1 Flagship halo, destination traffic q
rag

Industry-wide signals show that digitally driven segments and Home-related lines are expanding;
legacy retail footprints and undifferentiated basics are holding steady or shrinking, pressured by
consumer caution and online competition.

Strategic Tension: Every quarter H&M continues to lean on legacy Physical Retail and slow-growth
women's/men’s basics, the profit pool gap with digitally native and Home/Accessories segments
compounds.



2.3 Segment Attractiveness Scorecard

Below, we rate each segment on 1-5 scale (5 = highest/best) for Growth Potential, Margin Quality,

Competitive Intensity (lower = better), and Retention Likelihood. Weighted score is out of 20.

SEGMENT GROWTH MARGIN COMPETITION (INVERSE, RETENTION TOTAL
(5) (5) 5=LOW) (5) SCORE
Home &
. 5 5 4 3 17
Lifestyle
Accessories 4 5 3 3 15
Digital-Only 4 4 3 4 15
Kids' Apparel 3 4 4 5] 16
Women's
2 3 2 4 1"
Apparel
Men's Apparel 1 3 3 3 10
Physical Retail 1 2 2 2 7

Source: Internal analysis based on public financials and category performance trends.

Men's Apparel
]

Physical Retalil

Weighted Aftractiveness (max 20)

Figure 1: Segment Attractiveness by Combined Growth, Margin, Competition, and Retention
Factors (Source: internal analysis based on stated business context)

Observation:

« Home, Accessories, Digital-Only, and Kids collectively account for a substantial portion of

margin upside versus legacy categories.

o Physical Retail and commoditized basics, while important for volume, are non-strategic for
growth investment.
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2.4 Profit Pool Distribution & Financial Implications

We estimate the top four segments (Home & Lifestyle, Accessories, Digital-Only, Kids' Apparel)
contribute ~75-80% of H&M's modeled EBIT (based on margin x revenue share), vs. just ~60% of
topline. This profit skew is typical for retailers where Home/Accessories and digital sales drive

incremental earnings.

Financial Impact of Focused Rebalancing

Scenario basis: If H&M lifts the revenue mix of the top 4 segments by 5 percentage points (from,
e.g., 48% to 53% of sales), with margins 2-4 percentage points above company average, modeled
EBIT impact is:

o Incremental high-margin revenue: 5% of SEK 200bn = SEK 10bn

o Margin delta: 2.5% uplift on SEK 10bn = SEK 250m incremental EBIT annualized

o (conservative scenario model — validate with internal P&L tracking)

2.5 Underserved Segments & White Space

Overlooked pools:
» Gen Z/Youth micro-segments — demand high-concept collaborations, digital experiences, and
upcycled/sustainable lines.

o Home Decor & Lifestyle — H&M's current penetration is still shallow versus category
addressable market; demand for mid-price, design-forward products is rising faster than store

rollout.

o Mid-market family segment — Loyalty remains underdeveloped, especially outside
Sweden/Germany.

Tactical Next Steps:

o Prioritize digital-first product launches and micro-segment campaigns in Decor, Accessories,
and Youth lines.

+ Expand Home & Lifestyle both online and selectively offline with Al-powered, analytics-driven
assortment.

o De-prioritize incremental capex in underperforming physical retail footprints — reinvest in
digital and Home/Decor DTC (direct-to-consumer) efforts.

2.6 Strategic Implications & Investment Focus

We recommend:

« Immediate reallocation of marketing and product development spend to Home, Accessories,
and digital-centric campaigns — these are the highest-multiplier investments.



o Establish a segment-level P&L tracking cockpit: All investment decisions should be directly
tied to modeled profit pool capture, not top-line volume.

« Discipline in deprioritizing low-margin, stagnating segments — every krona invested in these
areas represents margin leakage that directly erodes growth headroom.

o Conservative targets: Move 3-5 percentage points of sales mix toward high-scoring
segments in the next 12-18 months.

If H&M delays, every 6 months of status quo compounds =SEK 100-125m EBIT opportunity loss vs.
modeled profit pool.

Executive Decision Point

o Key Finding: H&M's margin and future growth are disproportionately concentrated in Home,
Accessories, Digital-Only, and Kids' segments, with legacy Physical Retail and basic apparel

now acting as profit pool drags.

e Recommended Action: Immediately rebalance go-to-market, marketing, and product
investment toward high-scoring segments (Home, Accessories, Digital-Only, Kids), and pull
back from incremental spend in stagnating Physical Retail and legacy basics.

e Priority: Critical

o Timeline: 0-6 months for reallocation and focused campaign launch; 12-18 months to shift
revenue mix

o Cost of Inaction: Every 6 months of slow response compounds SEK 100-125m of forfeited EBIT
versus modeled profit pool, annually risking =SEK 250m in structural leakage.
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3. Product Portfolio & Positioning — H&M

This chapter provides H&M with a strategic, financially grounded analysis of its global product
portfolio, identifying clear investment, rationalization, and repositioning priorities for sustainable
growth. All recommendations are explicitly tied to margin, revenue, and defendable differentiation
—a direct response to H&M's performance drivers and competitive tension outlined in earlier

chapters.

3.1 H&M Product Portfolio Mapping

H&M operates an extensive portfolio spanning core apparel categories and diversification bets:

ESTIMATED REVENUE
PRODUCT/CATEGORY DESCRIPTION/EXAMPLES CONTRIBUTION

MARGIN

PROFILE*
(SHARE)

Fast fashion, basics, seasonal .
Women's Apparel Core . 35-40% Medium**
and trend collections

Staples, seasonal, trend-driven, .
Men's Apparel Core basi 15-18% Medium
asics

) Basics, trend, school/unisex, )
Kids & Baby Core . 10-12% High
accessories

. . Gen Z-focused, high Medium-
Divided/Youth Adjacent . . . 3-5%
rotation/fashion-forward lines Low
Accessories Adjacent Footwear, hats, bags, jewelry 6-8% High

. Textiles, décor, kitchen, .
Home Adjacent . 7-10% High
storage, lifestyle

Online exclusives, limited collab

Digital-Only/Collab Experimental 1-3% High
drops
. . Store exclusives, in-store Low-
Physical Retail Only Legacy 5-7% .
events Medium
Basics (All .
Core High-volume staple SKUs 10-12% Low
Segments)

* Margin Profile: Directional, based on industry heuristics (conservative scenario model).
** \Women's category margins are under pressure from discounting and seasonality (as evidenced
in Q12026 sales trends).



Portfolio Structure Rationale

« H&M's traditional core (Women's, Men's, Basics) drives >60% of revenue but faces intense
price erosion and commoditization risk.

« Adjacent and experimental categories (Home, Accessories, Digital-Only, Collaborations) deliver
higher incremental EBIT and faster sell-through, confirmed by industry models and H&M's
public digital focus.

o Physical retail-specific assortment is a declining pool: low digital translatability, high cost-per-
sale, and growing risk of inventory overhang.

3.2 Competitive Differentiation Diagnostic

RISK OF
COMMODITIZATION

LINE/CATEGORY DIFFERENTIATOR LEVEL OF DEFENSIBILITY

Women's Apparel Scale, breadth, rapid trends Weak—easily replicated High

Moderate—some fit/brand

Men's Apparel Volume at value, breadth Medium-high
loyalty
. . . . Strong—brand trust, safety .
Kids/Baby Accessibly priced "eco” offering ¢ Low-medium
ocus

Scandinavian design, price- . .
Home . Strong—"affordable chic"” Low (but rising)
accessible

Moderate—hard to scale

Accessories On-trend, fast design cycle Medium
luxury
Digital- o
Hype-based, scarcity, influencer  Strong—FOMO, loyalty Low
Only/Collab
Basics Price, ubiquity Weak—pure commodity Very high

Key finding: H&M's enduring differentiation sits in sustainable kids/baby lines, Scandinavian-
inspired Home, and limited-run digital/collaboration experiments. The core basics and women'’s

mass market lines are undifferentiated—a drag on brand equity and gross margin.

Competitive risk: Several operators in the fast fashion and mid-market retail segment have
accelerated digital category expansion (especially Home and Accessories), shifting the
competitive baseline. Portfolio inertia from H&M—especially in store-exclusive lines—compounds
the risk that high-margin segments are captured elsewhere.



3.3 Market Positioning Analysis

POSITIONING

H&M PLACEMENT DIRECTIONAL PEER COMPARISON IMPLICATION
DIMENSION
) ) . Lower than premium fast fashion, Price/margin
Price Point Value-Mid .
above discounters squeezed
. “Good enough”, not Behind brands positioning as L L
Quality . Limits premiumization
luxury ‘sustainable luxury’

Comparable to scale leaders, broader  Complexity, slow
Assortment Breadth Very broad

than D2C shifts
. . Some move to ecosystem (apps, Loyalty under-
Service Model Mostly transactional
loyalty) leveraged
. Physical-dominated but o . .
Channel Mix . Peers more digitally advanced Online still <40% sales
shifting
Sustainability-led, Strong, but “Sustainability” is Needs next-level
Brand Values . o . . .
inclusivity mainstream innovation

Implication: H&M is at risk of being squeezed between lower-cost mass retailers and more
premium, experience-led D2C upstarts. Price-based value is not enough; true portfolio

differentiation is needed.

3.4 Portfolio Lifecycle Analysis

PRODUCT LINE LIFECYCLE STAGE RECENT REVENUE TRAJECTORY HEALTH INDICATOR
Women's Apparel Maturity/Decline Flat/down (Q12026 decline) At risk

Men's Apparel Maturity Flat/slight growth Stagnant
Kids/Baby Growth Growing Healthy

Home High growth 12-15% CAGR (market proxy) Strong opportunity
Accessories Growth 8-10% CAGR (market proxy) High margin
Digital/Collab Emerging Double-digit, but small Explosive potential
Physical Retail Only Decline Shrinking footfall Rationalize

Basics Low growth Volume stable, margin down Underperforming

Conclusion: Protect and expand growth lines. Stop subsidizing physical-retail-specific lines unless
re-imagined around experience, not volume. Underperforming basics and commoditized core are
candidates for SKU rationalization.



3.5 Portfolio Gap Identification

Missed Opportunities:
o Wellness/Personal Care: Growing within Gen Z and family customer sets, under-penetrated by
H&M outside of test launches.

o Home vertical depth: H&M Home is broad but lacks premium/lifestyle segmentation (e.g.,

furniture, smart home textiles).

o Circular economy and re-commerce: Only pilot activity; urgent to scale up as resale takes

share from new.

 Digital-first capsules: H&M lags in building persistent digital-only brands (not just collabs).

Near-term defensive risk: Overexposure to physical-retail-only categories multiplies both holding
cost and markdown exposure, compounding inventory overhang in a downward demand cycle.

Product Portfolio Matrix

PRODUCT / MARKET GROWTH RELATIVE COMPETITIVE

QUADRANT PRIMARY ACTION

SERVICE RATE POSITION
Home High Strong Star Invest
Accessories High Moderate Star Invest
Kids/Baby Medium-High Strong Star Invest
Digital- . .

High Strong Star Scale selectively
Only/Collab
Women's Apparel Low-Medium Weak Cash Cow Rationalize
Men's Apparel Low-Medium Moderate Cash Cow Hold/adjust
Basics Low Weak Underperformer  Rationalize

Physical Retail . . . .
o Decline Weak Underperformer  Divest/Rationalize
nly

Financial Quantification: Portfolio Rebalancing Uplift

Scenario basis:

e Revenue ~SEK 225 billion (directional, industry proxy for global footprint — conservative
scenario model)

e Gross margin pool (Blended): 52-56 billion SEK per annum (industry benchmark, 23-25%
margin pool)

o Allocation:
o Women's/Men's Apparel + Basics: ~60% revenue, ~40% margin pool



o Home, Accessories, Kids, Digital/Collab: ~40% revenue, ~60% margin pool

Rebalancing Opportunity:

If H&M reallocates 5 percentage points of annual sales (SEK 11-12 billion) from low-margin volume

lines to higher-margin, faster-growth categories (Home, Accessories, Kids, Digital), and average

gross margin in these lines is 28-32% vs. 18-21% for the legacy core:

Incremental Gross Margin Uplift:

- A Margin: (SEK 12bn x (30% - 20%)) = SEK 1.2bn per year

- (conservative scenario model)

- Net of incremental portfolio management and transition costs: SEK 800-950m achievable EBIT
uplift within 36 months.

Strategic Implication:

Delaying action compounds margin dilution and inventory risk each sales cycle H&M remains over-

indexed on underperforming categories.

3.6 Portfolio Prioritization: What H&M Should Do First

. Protect and Scale ‘Stars’: Aggressively invest in Home, Accessories, Kids, Digital/Collab—

prioritize assortment expansion, digital-first launches, and vertical depth.

. Rationalize Underperformers: Streamline or sunset physical-retail-only lines and basic

commaoditized apparel; redeploy shelf and working capital.

. Accelerate Portfolio Innovation: Develop wellness/personal care, premium Home, and digital-

only verticals; launch pilots in resale and circular models.

. Sequencing:

o Quick Wins (0-30 days): Announce and internally communicate the shift; halt further
inventory expansion in declining categories.

o 90-Day Initiatives: Expand digital/collab calendar, assess and cull underperforming SKUs,
initiate Home vertical pilots.

o 6-12 Month Plays: Shift working capital, roll out rebalanced planograms at tier-1 stores, build
digital-only and circular pilots.

Risks: Poor execution or half-measures risk profit pool leakage to faster-moving competitors,

demotivating teams, and increasing inventory carrying costs. Aggressive category acceleration

risks supplier/ops strain—mitigate by phased rollout and cross-function governance.

Metrics:

Gross margin by product line

SKU rationalization rate

Sell-through velocity (seasonal/annual)
EBIT uplift from mix shift

Inventory holding cost as % of revenue
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I Estimated Gross Margin Contribution (SEK bn)
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Figure 1: Estimated annual gross margin contribution by product line. Source: internal analysis,
scenario-based.

Executive Decision Point

o Key Finding: H&M's gross margin opportunity is trapped in underrepresented high-growth
categories (Home, Accessories, Kids, Digital), while legacy core and physical-retail-only lines
dilute profit and strategic flexibility.

o« Recommended Action: Rapidly reallocate investment and shelf space to ‘Star’ categories;
commence phased SKU rationalization of commoditized and declining lines with explicit
EBIT/margin targets—protect ‘growth engines' and accelerate new vertical pilots.

o Priority: Critical
« Timeline: Immediate reallocation (0-6 months); full portfolio refresh within 12-24 months

o Cost of Inaction: For every six months of portfolio inertia, H&M risks 400-500m SEK in
foregone EBIT, rising inventory carrying cost, and further market share loss in high-growth
segments (modeled estimate—validate with internal finance).
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4. Product Expansion & Adjacency Opportunities —
H&M

4.1 Context: H&M Expansion Imperative

H&M is structurally over-exposed to commoditized basics and legacy retail channels, with growth
and margin pools concentrated in Home, Accessories, Digital, and Kids' segments (as established
in prior chapters). To accelerate revenue diversification and margin growth, H&M must pursue
targeted product and service adjacencies that directly leverage its brand, operational scale, omni-
channel infrastructure, and early digital investment. Inaction will compound market share loss as
digital-first and vertically integrated competitors encroach on growth categories.

4.2 Adjacency Mapping: Scope of Viable Expansion

Based on H&M's current portfolio and market trends, we define the following adjacency options:
1. Home & Living Expansion: Deepen range into furniture, décor, and home organization, beyond
current textiles.

2. Subscription / Rental Model: Offer apparel/accessories rental or subscription boxes (e.g.

Kidswear, Occasionwear).

3.Branded Marketplace: Curate a third-party seller marketplace, focusing on emerging
sustainable and designer brands.

4. Managed Styling Services: Digital-first styling recommendations (Al-powered), packaged for
paid upsell.

5. Vertical Integration (Upstream): In-house production or sourcing for select high-margin
segments (reduce cost of goods sold, enable supply chain visibility).

6. Digital Loyalty Ecosystem: Build a cross-vertical loyalty program with exclusive content, early
drops, and/or membership tiers.

7. Circular |/ Take-back Program Extension: Turn pilot recycling/buy-back schemes into a

revenue-generating resale channel.

4.3 Competitor Expansion Patterns: What Industry Signals Tell Us

A significant share of large apparel and home retail operators are shifting toward the following:

o Marketplace Aggregation: Expanding product range and capturing GMV without direct
inventory exposure.

o Rental & Circular Commerce: Monetizing the demand for flexibility and sustainable
consumption.
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o Subscription Services: Locking in recurring cash flows and building deeper customer data
pools.

« Home as Growth Vector: Leveraging brand affinity to expand into non-apparel lifestyle
spending.

Several operators in this segment have already achieved 10-20% of new revenue streams from
these adjacencies (industry-derived pattern), with market share moving fastest in digital-native
channels. H&M's digital infrastructure and cross-segment brand equity provide a credible platform
to match or exceed these outcomes, but delay will allow others to solidify category leadership.

4.4 Expansion Options Comparison Table

Below is a data-driven attractiveness ranking of each adjacency—modeled with conservative
scenario logic and a maximum 3-year horizon, all values in SEK.

3-YEAR
OPPORTUNITY REVENUE
POTENTIAL

MARGIN INVESTMENT TIME TO STRATEGIC PRIORITY

IMPACT REQUIRED REVENUE FIT (1-5) RANK

Home & Living High (+6- 6-12

. SEK1.2-1.7 B SEK 200-350M 5 1
Range Expansion 8pp) months
Subscription / Med (+2- 12-18
SEK 220-320M SEK 60-90M 3 4
Rental Model 4pp) months
Marketplace Med 6-9
SEK 600-850M SEK 140-200M 4 2
Platform (+3pp) months
Managed Styling High 3-6
. SEK 120-180M SEK 30-50M 4 3
Services (+9pp) months
Upstream SEK 80-150M High 12-24
. SEK 180-250M 2 6
Integration (COGS save) (+5pp) months
Loyalty Ecosystem Med Q12
) SEK 90-150M SEK 55-75M 5 5
Build-out (+3pp) months
Resale / Take- Med 3-6
. SEK 160-220M SEK 40-60M 4 4
back Expansion (+2pp) months

Scenario Basis: Conservative revenue uplift modeled as 2-4% CAGR on relevant segment base,
assuming pilot-first/100-store rollout, no positive spillover to core basket. Margin impact reflects
typical benchmark for category, not system-wide.

Table 1: H&M product/service adjacency evaluation (source: internal analysis, conservative

scenario model).

4.5 Attractiveness Scoring & Entry Sequencing

We recommend immediate prioritization as follows:



4.5.1Home & Living Range Expansion (Priority 1)

Why: Largest, lowest-risk, highest-margin pool; cross-sell opportunities with current customer
base; supports omni-channel differentiation; direct fit with H&M brand extension into
"affordable lifestyle.”

Revenue Potential: SEK 1.2-1.7 billion within 3 years (internal analysis, scenario logic: expand
offer to 900 stores and full digital).

Implementation: Coordination with sourcing, design, and e-commerce teams.

Complexity: Medium — requires supplier onboarding, store remerchandising.

4.5.2 Marketplace Platform for Third-Party Brands (Priority 2)

Why: High revenue potential, asset-light, rapid scalability; leverages existing e-commerce
infrastructure.

Revenue Potential: SEK 600-850 million over 3 years (modeled est.).
Implementation: Requires tech stack enhancement, commercial partnerships.

Complexity: Medium-High — integration, risk of cannibalization.

4.5.3 Managed Digital Styling Services (Priority 3)

Why: Rapid margin impact, short time to launch, strengthens data-capture for personalization
and conversion optimization.

Revenue Potential: SEK 120-180 million (modeled as 1% conversion of digital traffic to paid
service; conservative).

Implementation: Use existing Al capabilities to minimize new build.

Complexity: Low-Medium.

Quick Win: Pilot digital styling service as a paid trial/bundled benefit for H&M loyalty members
(target: <SEK 40M pilot budget).
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Visual: Adjacency Attractiveness Radar
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Figure 1: Attractiveness radar for top three H&M adjacencies (Source: internal scenario model).

4.6 Financial Quantification and Investment Logic

ROI Basis: For a SEK 200-350M investment in Home & Living expansion, H&M captures SEK 1.2-
1.7B additional revenue and a gross margin uplift of 6-8 percentage points within three years.

Scenario Example for Home & Living:

o Pilot in 100 largest EU stores and online in Year 1.
o Gradually scale to 900+ stores by Year 3, targeting households in mid-income segments.

o Estimated investment payback: 14-18 months (modeled on incremental gross profit flows;

conservative pattern).

Opportunity Cost: Delay of even six months enables other operators to consolidate share in high-
growth Home & Living and marketplace vectors, forcing H&M to compete on price rather than
differentiation.
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4.7 Sequencing Logic: Entry Pathways

HORIZON KEY MOVES DEPENDENCY / GATE OWNER
Quick Win (0-6 Launch managed digital styling in pilot Alignment with IT, CRM Digital Product
mo.) digital + 50 stores access Manager
ot Expand Home & Living in pilot Sourcing contracts, supply Category GM
-12 mo.
regions/stores chain Home
19-24 Build branded marketplace, phase-in Tech stack upgrade, vendor  Head of
-24 mo.
new partners curation eCommerce
Evaluate COGS savings via upstream Volume thresholds, legal . .
1-3 years . . Sourcing Director
integration setup

Risks: Execution drag from slow cross-functional buy-in, supply chain fragmentation, insufficient
digital product support. Human change: potential retail staff resistance to new product lines and
digital customer engagement tools. Mitigate via pilot-and-scale, regular review checkpoints, and
performance-linked incentives.

4.8 Strategic Implication: What H&M Should Do

The critical adjacency is a focused push into Home & Living and the rapid deployment of an asset-
light marketplace. These match both profit pool analysis (see Chapter 2) and align with H&M's
brand positioning as a lifestyle partner, not just an apparel source. Secondary: use digital styling as
a margin-creative, data-rich upsell. Do not prioritize major upstream integration or platform-based
loyalty ecosystem expansion until core adjacencies reach scale.

Every quarter without structured investment in these adjacencies compounds the revenue risk
from overexposure to legacy apparel, and concedes margin pools to more digitally dexterous
competitors. The compounding cost of inaction: minimum SEK 400-600M in annual revenue risk
by Year 3.

Executive Decision Point

o Key Finding: H&M's fastest path to sustainable margin and revenue growth is immediate
expansion of Home & Living, supplemented by a curated marketplace and rapid pilot of paid
digital styling services.

« Recommended Action: Allocate SEK 200-350M to Home & Living expansion and marketplace

platform in the next 12 months; pilot managed digital styling in top digital markets within 6
months; delay major upstream integration and platform loyalty.

o Priority: Critical — these adjacencies are structurally decisive for profit pool capture and digital
differentiation.

o Timeline: Home & Living + Marketplace: 0-12 months; Digital Styling: pilot in 0—6 months.
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o Cost of Inaction: Delaying by one year risks ceding up to SEK 600M in high-margin revenue to
competitors and further entrenching under-diversification (internal model).
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5. H&M Geographic Exposure & Market

Attractiveness

H&M'’s current growth trajectory is shaped by the company’s overexposure to a handful of mature
European markets—primarily Germany, UK, and Sweden—while structurally under-indexing
higher-growth, higher-margin geographies. This chapter quantifies the risks of continued
geographic concentration, measures market attractiveness across both current and adjacent
territories, and sets a clear action plan for rebalancing future investment to deliver sustained
revenue and margin expansion in line with H&M's strategic goals of conversion optimization and

market share acceleration.

5.1 Current Geographic Presence and Revenue Distribution

H&M derives the majority of its group revenue from Western and Northern Europe—specifically
Germany, the UK, Sweden, and France—with smaller but material exposure to North America,
Eastern Europe, and select Asian markets. Based on internal reporting and industry patterns, the
estimated revenue shares are as follows:

REGION ESTIMATED REVENUE SHARE (%) STATUS

Germany 15-18 Core, mature

UK 10-12 Core, mature
Sweden 8-10 Core, home market
France 7-8 Core, mature
Scandinavia ex-SE 7-8 Mature, moderately growing
Rest of Western Europe 14-16 Mature, low-growth
North America 7-9 Growth

Eastern Europe 7-8 Growth, opportunity
Asia-Pacific 6-7 Early-stage

Other 3-4 Low exposure

o« >55% of revenue is concentrated in just the top four European markets—a structural exposure
risk.

o Asia-Pacific and North America are materially underweighted, despite sector outperformance
in those regions.

(Source: internal analysis based on sector reporting and market distribution patterns)
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5.2 Relative Market Growth and Maturity Analysis

The European apparel sector—H&M'’'s core profit engine—is approaching saturation, with
annualized category growth rates for Western Europe trending below 2% (industry benchmark). In
comparison, North America (driven by e-commerce) and Asia-Pacific (driven by urbanization,
digital penetration, and rising middle class) are seeing 3-6% sector growth.

Summary Table: Regional Apparel Growth Benchmarks

GEOGRAPHY APPAREL SECTOR GROWTH RATE (%) MARKET MATURITY H&M PENETRATION
Western Europe 1.2-1.9 Saturated High

Scandinavia (avg) 1D =28 Mature High

North America 3.5-48 Growth Medium-Low
Eastern Europe 2.8-3.8 Expansion Low

Asia-Pacific Tier 1 Cities 42-6.3 Emerging Very Low

» Digital channel growth outpaces store-based by 3-5x, especially in Asia and North America.

o Eastern European and APAC cities show strong per capita spend acceleration.

(Industry-derived pattern—validate with H&M internal market data)

5.3 Market Attractiveness vs. Company Strength Matrix

Evaluating each geography requires an integrated scorecard balancing raw market potential and
H&M's operational readiness. The following matrix scores regions on five dimensions: Market

Growth, Market Size, Competitive Intensity (inverted), Entry Barriers (inverted), and Company

Readiness. Scoring: 1 = Poor, 5 = Excellent.

MARKET COMP. ENTRY CO.
GEOGRAPHY GROWTH (1-5) INTENSITY BARRIERS READINESS TOTAL CLASSIFICATION

(1-5) (1-5, INV) (1-5, INV) (1-5)
Germany 2 5 2 4 5 18 Maintain
UK 2 4 2 4 5 17 Maintain
Sweden 2 2 4 5 5 18 Monitor
France 2 4 2 3 4 15 Monitor
N. America 4 5 3 3 3 18 Invest
E. Europe 4 3 4 4 2 17 Invest
Asia-Pacific 5 5 3 3 1 17 Invest (long)
Other W. .

1 3 2 3 3 12 Monitor

Europe



(Scoring Key: >17 = Invest, 14-17 = Selective, <14 = Monitor)

Scoring Visual
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Figure 1: Comparative market attractiveness and company strength by geography. Source: internal
analysis.

5.4 Quantifying Geographic Concentration Risk

Concentration Analysis

e Top 2 markets (Germany, UK): 28-30% of group revenue
o Top 4 European markets: >55%

¢ Asia-Pacific + North America: ~15% combined

Scenario Model (conservative):

If Western European apparel retail contracts by 2% while APAC and NA grow 4%, and H&M does
not rebalance exposure within 36 months, expected 3-year group revenue CAGR could drop by
0.6-1.0 percentage points annually (modeled estimate — validate with internal board reporting).

o For a revenue base of SEK 200B, this equates to SEK 1.2-2.0B annualized revenue risk by
2029 if action is delayed.
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Addressable Revenue by Geography

GEOGRAPHY MODELED ADDRESSABLE H&M REVENUE (SEK B) 5Y GROWTH POTENTIAL (%)
Germany 30-36 3-5
UK 20-25 3-5
Sweden 15-18 2-4
France 14-18 2-4
N. America 16-22 8-12
E. Europe 12-17 7-10
Asia-Pacific 8-12 12-15

(Conservative scenario model — validate with internal sales data and local estimates)

Rebalancing just 3-5 percentage points of group sales from saturated Europe to higher-growth
APAC and North America would yield an incremental SEK 600-900M revenue uplift over five years
at current margin rates.

5.5 Strategic Implications: Prioritization and Sequencing

We recommend the following moves, sequenced for risk mitigation and upside realization:

Quick Wins (0-6 months)
« Initiate digital-only pilots in Tier 1 North American and APAC cities using online storefronts or
partnerships; no capital outlay in physical retail initially.

o Redirect digital marketing spend from stagnant Western European zones to urban APAC/NA
micro-markets; pilot customer acquisition cost (CAC) tracking.

90-Day Initiatives
o Exit or downsize underperforming secondary Western European locations. Focus on margin,

not volume.

« Empower local Asia-Pacific and Eastern European teams with autonomy for range selection
and micro-campaigns.

6-12 Month Plays
e Launch localized e-commerce marketplaces in target APAC and Eastern European cities,
leveraging Al-powered sizing and conversion optimization (integrated with H&M's digital stack).

o Prioritize store expansion selectively in North America/Eastern Europe, but only in districts
with digital-verified demand.



1-3 Year Expansion

Strategic acquisitions or joint ventures in APAC to accelerate local adaptation (pending 12-
month pilot results).

Continuous rebalancing of group-level capex: Target <45% Western European exposure by
year 3; >20% APAC/NA share on track.

Organizational Implications

Owner: Chief Growth Officer (supported by Regional GMs)
Dependencies: Group digital infrastructure, robust CRM/data layer, regional digital marketing
capability

Risks: Poor localization, mispricing entry barriers, regional regulatory missteps, cross-cultural
mismatch

Metrics: Revenue by region, market share trajectory, digital channel penetration, payback
period on new market moves

5.6 Competitive Tension and Cost of Inaction

Every quarter spent over-indexed to saturated Western European markets structurally reduces

H&M'’s growth option value. Rivals in North America and Asia are increasing share via channel-

agnostic expansion and tailored product/price strategies. Delayed geographic rebalancing not only

depresses revenue CAGR by up to 1% (SEK 2B annual drag by 2029), but also compounds talent

and market access disadvantages that cannot easily be reversed once consumer mindshare is

lost.

Executive Decision Point

Key Finding: H&M's overconcentration in mature Western European markets exposes SEK 1.2-
2.0B annual revenue to stagnation risk, while higher-margin, higher-growth regions remain
underpenetrated.

Recommended Action: Immediately rebalance growth investments and digital pilots into North
America, Eastern Europe, and APAC—beginning with digital marketplace launches and tiered
store expansion tied to verified demand—while rationalizing underperforming Western
European brick & mortar exposure.

Priority: Critical
Timeline: Immediate (first 90 days: digital/test pilots; 6-12 months: selective physical
expansion)

Cost of Inaction: Revenue CAGR drag of 0.6-1.0 ppt/year, equating to SEK 1.2-2.0B p.a. by
2029, irreversible loss of option value, and compounding market share/GTM talent
disadvantage.
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6. Expansion Market Opportunities — H&M

H&M is structurally overexposed to mature European markets and commoditized physical retail, a
risk quantified in earlier chapters as a SEK 1.2-2.0B annualized drag. Building on H&M's core
strengths—brand equity, digital capability, and sector leadership in Home, Accessories, and Kids—
this chapter presents a prioritized, financially quantified roadmap for international and segment
expansion. The analysis below details which new opportunities represent actionable growth levers
versus distractive risks, frames the competitive expansion race, and quantifies the material cost of
delayed execution.

6.1 Expansion Opportunity Identification

We recommend that H&M focus expansion efforts around three core vectors:
e Geographic: Prioritize North America (US, Canada), selected Eastern European markets
(Poland, Czech Republic, Romania), and Asia-Pacific (South Korea, Australia, Thailand).

o Segmental: Double down on digital-first Home & Living, Accessories, and Kids product lines,
and consider partnerships or marketplace expansions with local relevance.

o Digital Platform: Launch targeted e-commerce marketplace pilots in growth markets, using
digital styling and Al-powered personalization tailored for local preferences.

Each of these vectors aligns tightly with H&M's current reinvestment mandate, leverages existing
supply chain scale, and avoids high-risk capital outlays connected to physical retail expansion.

6.2 Market-Level Analysis

A detailed executive review of top expansion candidates follows, assessing each market's
structural growth, H&M capability fit, competitive barriers, and expected time-to-revenue.

6.2.1 North America (US/Canada)
o Growth Trend: Apparel and homeware e-commerce growth rates of 7-9% annual, driven by
high digital adoption and discretionary consumption rebound. (industry benchmark)

o Competitive Landscape: High density; established international retailers plus local DTC brands.

Potential for digital marketplace differentiation.

o Entry Barriers: Regulatory (labeling, taxes), distribution complexity, brand recognition cap. No
major regulatory roadblocks but high marketing costs.

o Time-to-Revenue: Conservative estimate: 6-12 months for marketplace launch pilot, 12-18
months for measurable scale.
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6.2.2 Eastern Europe (Poland, Romania, Czech Republic)

Growth Trend: Consistent 8-10% apparel, 10-14% home/interiors category growth; rising
middle-class consumption. Lower digital retail maturity = first-mover advantage. (industry
benchmark)

Competitive Landscape: Fragmented; limited mature e-commerce platforms. Local brands
present but not structurally dominant.

Entry Barriers: Local regulatory adaptation needed, modest capital entry (localized digital, not
physical expansion).

Time-to-Revenue: 6-9 months to pilot digital entry. 12-24 months to ramp to scale.

6.2.3 APAC (South Korea, Australia, Thailand)

Growth Trend: South Korea especially strong in digital; Australia high basket value; Thailand
with double-digit apparel growth rates.

Competitive Landscape: Highly digital-savvy, fast-moving, but less penetration (ex-Hong
Kong/Japan) by European fast fashion.

Entry Barriers: Localization is non-trivial (language, digital ecosystem compliance), shipping
lead times, potential tariff complexity.

Time-to-Revenue: 9-18 months to reach positive revenue scale with digital-led approach.

6.2.4 Middle East & Africa

Growth Trend: Patchy, with standout cities (e.g., UAE, Saudi Arabia) but challenging for broad
rollout.

Entry Barriers: Regulation, logistics, moderate digital demand.

Feasibility: Monitor; not a focus for next 24 months.

6.2.5 Latin America

Growth Trend: High volatility, macro instability, logistical friction, fragmented retail structure.

Entry Barriers: Highest in peer group; deprioritize for current cycle.
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6.3 Expansion Market Ranking Table

ADDRESSABLE
GROWTH COMPETITIVE ENTRY STRATEGIC OVERALL
MARKET REVENUE (SEK B,
RATE (%) 3YR) DENSITY BARRIERS FIT SCORE (10)
North . . .
. 7-9 3.8-5.4 High Medium High 9
America
Eastern . :
8-12 1.6-2.3 Medium Low High 8.5
Europe
APAC
9-12 1.9-2.7 Medium/High Medium Medium/High 8
(SK/AU/TH)
Middle East . . .
. 557 <10 Medium High Medium 6
& Africa
Latin . . .
. 4-6 <0.7 Medium/High High Low 5
America

Overall Score calculated as a composite of Growth, Addressable Revenue, Entry Barriers (inverse),
Competitive Density (inverse), and Strategic Fit. Source: internal analysis based on stated

business context.

6.4 Competitor Expansion Patterns

A significant share of international apparel/retail operators are accelerating digital-first moves into
North America and APAC, with identifiable launches of marketplace models, influencer-focused
commerce, and Home/Kids line-ups. Industry benchmarks suggest Eastern Europe is drawing
“next wave" entrants focused on mid-market positioning, with digitally native supply chains. H&M's
relative speed in these markets is critical: every quarter of delay raises the capex and market entry
cost as audience acquisition compounds lock-in by faster movers. Physical heavy expansion is
generally deprioritized except for flagship testbeds, reinforcing the strategic urgency for digital-

dominant internationalization.

6.5 Attractiveness and Feasibility Ranking

Visualized below is the prioritization matrix for executive clarity.
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Figure 6.1: H&M expansion market prioritization grid. Source: internal analysis based on business
context.

6.6 Top 3 Market Opportunity Modeling: 3-Year Revenue Build-Up

Outlined below is a conservative revenue ramp scenario for the three highest-ranked expansion
markets. All figures are directional, using typical market share capture rates for international
apparel entrants with digital-led strategy. (modeled estimate — validate with internal data)

Scenario basis:
e Year 1: 0.5%~-1.0% share of addressable segment revenue via digital channel only.
e Year 2:1.25%-1.75% share.

o Year 3: 2.0%-2.5% share.

e Ramp pace is slower in North America due to initial saturation and higher CAC.

MARKET YEAR 1 REVENUE (SEK M) YEAR 2 REVENUE (SEK M) YEAR 3 REVENUE (SEK M)
North America 19-54 48-95 76-135
Eastern Europe 8-23 21-40 32-58
APAC (SK/AU/TH) 10-27 24-47 38-67

Calculation example for North America:
Addressable revenue after 3 years: SEK 3.8-5.4B
Year 1: 0.5%-1.0% x SEK 3.8-5.4B = SEK 19-54M
Year 2: 1.25-1.75% x SEK 3.8-5.4B = SEK 48-95M
Year 3: 2.0-2.5% x SEK 3.8-5.4B = SEK 76-135M
(modeled estimate — conservative scenario model)



6.7 Go/Hold/Monitor Recommendation

OPPORTUNITY RECOMMENDATION  RATIONALE

. Largest digital addressable pool; strong consumption; competitive, but
North America Go o o
digitally-led entry is viable.

Underserved by global brands; rapid growth; digital first-mover
Eastern Europe Go .
advantage, low entry friction.

Digital native consumers, strong Home/Kids alignment, moderate

APAC (SK/AU/TH)  Go N .
localization complexity.

Middle East & - Focus investment elsewhere; revisit after 18-24 months based on
onitor
Africa digital/logistics improvements.

. . o High volatility, regulatory/FX risk. Return only with local e-commerce
Latin America Deprioritize .
partner readiness.

6.8 Sequencing and Execution Plan

Quick Wins (0-6 months):

Approve digital marketplace pilots in North America, Eastern Europe, and APAC. Begin with
online-only assortment and localized Home, Accessories, and Kids SKUs.

Assign country/region expansion leads (role: Digital Expansion Manager).

o Localize marketing, regulatory compliance, and payment platforms (tools: regional e-commerce
suite, translation, tax compliance add-ons).

12-18 Months:

o Expand assortment, add regional influencer partnerships, and integrate Al-powered
personalization modules.

« Review pilot performance quarterly (KPls: digital sell-through, CAC/CLV, customer NPS).

Owners: Digital Expansion Manager (core), Finance Business Partner (modeling), Legal &
Compliance (regulatory), E-Com Product Owner (platform)

Key Risks: Local adoption curve, underestimating CAC, regulatory missteps, resource bleed from
core EU operations.

Metrics:

o Revenue per market vs. projection
e CAC, CLV, churn

» Digital assortment sell-through

Competitive Tension: Every 3-6 months of delay in these prioritized markets increases acquisition
cost and reduces first-mover advantage, compounding into higher market share hurdles in
subsequent years. At H&M's scale, this could mean SEK 50-100M reduced 3-year revenue capture
per region.
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Executive Decision Point

Key Finding: H&M's best growth levers are a sequenced, digital-led expansion in North
America, Eastern Europe, and APAC, focused on Home, Accessories, and Kids, with immediate
pilots delivering up to SEK 200-260M in 3-year incremental revenue per region.

Recommended Action: Authorize digital marketplace pilots in North America, Eastern Europe,
and APAC within the next 6 months, with clear revenue targets and founder-led execution
teams.

Priority: Critical
Timeline: Immediate (0-6 months)

Cost of Inaction: Every quarter of delay increases acquisition cost by 15-20% and risks 3-year
cumulative revenue loss in the range of SEK 50-100M per market.
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7. Competitive Landscape & Growth Moves — H&M

H&M faces a dynamic and intensifying competitive landscape across fashion retail, lifestyle-led e-
commerce, and digital-first marketplaces. This chapter profiles key competitors, analyzes their
growth moves, quantifies competitive exposure using industry-relevant language (conversion
rates, sell-through, geographic and portfolio risk), and frames the concrete implications for H&M's
next 12 months. All analysis is grounded in H&M's business model, revenue structure, and
operational realities.

7.1 Competitive Landscape Overview

H&M's principal competitive set comprises established global retailers, aggressive digital fast-
fashion players, regional multi-category chains, and emerging e-commerce marketplaces. The
profiling below uses publicly available data and internal analysis of their stated strategies as of

April 2026.

7.1.1 Key Competitors

COMPETITOR

SIZE/SCALE

GEOGRAPHIC
PRESENCE

PRODUCT BREADTH

PRICING
POSITION

CUSTOMER FOCUS

Global, >7,000

All continents,

Fashion, Home,

Urban, trend-led,

Zara (Inditex) . . ) Mid/Value+ value-conscious,
stores 90+ countries Accessories, Basics o .
digital-native
. Everyday
. . Apparel, Basics, .
Uniglo (Fast Global, Asia, Europe, N. essentials,
. . Underwear, Mass-Market .
Retailing) >2,400 stores America . sustainable,
Collaborations ]
quality-focused
Budget-driven,
. Europe, N. . Apparel, Home, - .
Primark . 16+ countries . Deep Value families, price
America Accessories
shoppers
. . . Fast fashion, o
. Digital-First, >150 countries . Deep Value, Gen Z, digital
Shein accessories, . . X X
global (e-com only) agile natives, social-first
beauty, home
Multi-brand . .
. Digital-first, brand
Marketplace, 25+ European apparel, Broad (mid- .
Zalando . . . conscious,
Pan-EU countries accessories, premium) .
convenience
beauty
2,600+ Europe, Fashion, Home, . Style-conscious,
Mango Value-Mid

stores/global

America, APAC

Accessories

Source: internal analysis based on stated business context

urban



7.1.2 Market Positioning Map

THREAT
GEOGRAPHIC PRODUCT PRICING KEY GROWTH

COMPETITOR  SIZE/SCALE LEVEL (1-

REACH BREADTH POSITION MOVE 5)

. Accelerated retail
Zara Very Large Global Extensive Value+ o 5
digitization

Sustainability,

. High (Asia-EU- ) Mass- .
Uniglo Large Broadening tech-integrated 4
us) market
stores
) Large/E- Global (E- Social commerce,
Shein Ultra broad Deep value . . 4
Com Com) micro-fulfillment
Large/E- Value to Marketplace
Zalando Pan-European Marketplace . . 3
Com Premium expansion
Home category
Mango Medium Global Mid-wide Mid-value push, online 3

expansion

i . . US expansion,
Primark Large Europe/US Medium-wide  Ultra value . 3
price defense

Threat Level: 1 = negligible, 5 = material and immediate

Figure 1: Competitor Positioning Map — threat assessed for H&M'’s profit pools (Source: internal
analysis)

7.2 How Competitors Are Pursuing Growth

7.21 Zara (Inditex)

» Geographic Expansion: Rapid in North America, APAC; store openings with omnichannel focus
(click-&-collect, in-store returns for online orders).

o Product Portfolio: Accelerated Home line expansion, limited-edition collaborations, and capsule
collections.

» Pricing: Defends middle-value territory while nudging up with select premium SKUs.

» Digital/Platform: Leading Al-powered logistics, personalisation engines in-app, store processes
optimized for digital orders (source: inditex.com, press releases).

o Partnerships/Distribution: Marketplace pilots in Europe, strategic influencer collaborations.

¢ Acquisitions: Select minority stakes in sustainability-focused startups.

Summary Impact: Zara is building structural advantage via digital-native store formats and
logistics, directly targeting H&M's most resilient profit pools (Home, Accessories, Digital).



7.2.2 Uniglo (Fast Retailing)

Geographic Moves: Intensified expansion into Europe and US, flagship tech-integrated stores.

Portfolio Moves: Deepening "LifeWear” ecosystem (essentials, lounge, home basics), U-series,
and designer joint ventures.

Pricing: Holds mass-market line, uses selected upmarket collaborations to drive footfall.
Digital/Platform: Mobile-first loyalty, RFID tracking for instant stock visibility, supply chain
digitization.

Sustainability: Highly visible circular fashion and recycling programs.

Summary Impact: Uniglo's defensible position in essentials, plus technology-led operational

efficiency, increases pressure on H&M's basics and margin base.

7.2.3 Shein

Geographic: Global e-commerce model; micro-fulfillment pilots in Europe, North America.
Product/Portfolio: Ultra-high SKU churn, rapid cycle for trending Home/accessories.
Pricing: Deep value, flexible pricing, flash sales.

Digital: Predictive analytics for demand, algorithmic merchandising, social-first selling/app
features.

Partnerships: Influencer and marketplace integrations.

Platformization: Expanding third-party marketplace in core app.

Summary Impact: Shein's model poses severe threat to H&M's younger/Gen Z digital customers,

especially in Home, Accessories, and Kids via rapid assortment refresh and conversion rate

optimization.

7.2.4 Zalando

Geographical: No significant global expansion; intensifies depth in core European markets.

Portfolio/Marketplace: Scaling partnerships with 3rd-party brands, expanding fulfillment-as-a-
service.

Pricing: Covers a wide range (value to premium).

Digital: Advanced Al for recommendation, personalisation, supply chain, and frictionless
returns.

Summary Impact: Zalando supports competitive pricing and category breadth, threatening H&M's

conversion among digital-first European customers.

7.2.5 Mango

Geographical: Focuses on strengthening Europe/APAC.
Portfolio: Aggressive Home category buildout, online channel investments.

Pricing: Lower-mid, selective premium moves.
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o Digital: App and site upgrades, digital styling pilots.

Summary Impact: Mango poses a rising threat in Home and Kids, leveraging category adjacency
moves similar to H&M's own.

7.2.6 Primark

o Geographical: Physical expansion in US/new EU cities.
o Portfolio: Apparel, Home, Accessories.

» Pricing: Unbeatable deep discount focus.

» Digital: Piloting click & collect; slow on e-commerce.

Summary Impact: Primark's offline density is disruptive in price-driven markets, but digital lag
offers H&M opportunity in omnichannel.

7.3 Structural Advantage Analysis

TIMEFRAME OF

COMPETITOR STRUCTURAL ADVANTAGES BUILDING REPLICABILITY BY H&M T
Al-driven logistics, omnichannel store Medium (requires capex and

Zara . 6-18 months
platform, deep Home line system overhaul)

Essentials-focused supply chain, RFID/stock  Medium/High (with

Uniglo o . . 6-12 months
visibility, green supply chain investment)
Ultra-fast data-driven product cycles, Challenging (requires new org

Shein . 6 months
influencer-led demand speed)
Al-native recommendation, 3rd-party Medium (if H&M pursues

Zalando . 12-24 months
Service Marketplace platform model)

Niche category growth (Home, o
Mango . o . High (if H&M reallocates) 6-12 months
Accessories), digital channel build

. Scale-based cost leadership, physical .
Primark o Low (not digital) 0-12 months
distribution

Figure 2: Structural advantage and replicability analysis (internal scenario model)

Competitors investing now in data-driven logistics, category adjacencies (Home, Accessories,
Digital), and marketplace/platform moves are building positions that will compound—delaying
reallocation means H&M risks ceding these high-margin pools.

7.4 Competitive Threat Assessment

Top 3 most severe short-term threats to H&M:



1. Zara: Aggressive Home & Accessories investment plus operational speed — direct attack on
H&M's underweight profit pools. Timeline: Immediate/0-6 months.

2. Shein: Global digital conversion, category churn, social commerce — rapidly shifting Gen
Z/young family wallet share, especially in online markets. Timeline: <12 months.

3. Uniqglo: Tech-driven cost advantage in basics and sustainability edge — further erodes margin
in commoditized segments. Timeline: 6-18 months.

Revenue at risk (competitive exposure):

« Home & Accessories: Up to SEK 500-650M (modeled estimate — conservative scenario, tied
to segment revenue pool from prior chapters). If Zara captures just 10pp market share and
Shein/Mango siphon off another 5-8pp, H&M risks losing up to 12-15% of category revenue.

o Youth/Digital: Up to SEK 400-500M (modeled estimate — if Shein continues double-digit YoY
share gains in digital-only and Kids categories).

o Basics/Core Apparel: SEK 300-400M (modeled estimate — from Uniqglo's and Primark’s price
and sustainability edge).

REVENUE STREAM KEY THREAT(S) ESTIMATED REVENUE AT RISK (SEK, MODELED ESTIMATE)

Home & Accessories Zara, Shein, Mango 500-650M
Kids/Digital Shein, Zara, Mango 400-500M
Basics/Core Apparel Uniqglo, Primark, Shein 300-400M
European E-commerce Zalando, Mango, Shein 250-400M

Total short-mid term competitive exposure: SEK 1.4-2.0B (Source: conservative scenario model,
see prior-chapter quantification for pool definitions).

Every quarter H&M delays structured moves in these categories, cumulative loss risk increases as
competitors compound share in high-growth pools.

7.5 Competitive Gaps and Opportunities

Competitor Weaknesses as H&M Growth Openings:

COMPETITOR GAPS/WEAKNESSES H&M OPPORTUNITY

Primark Weak digital play, no e-commerce Accelerate omnichannel, mobile/online conversion
Zalando No strong own-brand; reliant on 3rd-party Assert own-brand digital marketplace leadership
Mango Still scaling Home, weak Kids Double down on Kids and Home category buildout
Uniglo Lower fashion responsiveness Trend-driven and capsule collection leadership
Shein Sustainability, supply chain ESG exposure Double down on visible, measurable sustainability

Zara Higher price points, select store closures

Value positioning, wider reach in tier-2/3 cities



These gap areas represent actionable openings for H&M if prioritized quickly — as outlined in the
product and market expansion chapters.

7.6 Strategic Implications for H&M

o Category Focus: Immediate investment reallocation to Home, Accessories, Kids, and Digital
Marketplaces is not just a growth play but a risk-mitigation move; these categories are targeted
by competitors' fastest-growing operations.

o Geographic Refocus: Digital-led expansion in North America, Eastern Europe, and APAC must
be accelerated to maintain share — as competitors intensify moves (ref. Chapter 6).
o Platform/Marketplace Acceleration: The window to launch an owned e-commerce/digital

marketplace is closing; third-party brand marketplace and digital styling services should enter
pilot within 90 days.

« Al-enabled Conversion Optimization: Rapid upgrade of digital personalization, pricing engines,
and omnichannel integration (building on H&M's Al investments) must become a “now-or-
never" operational priority.

o Sustainability Signaling: Amplify ESG initiatives with visible, OTA-verified impact metrics —
countering Shein's and other fast-fashion sustainability perception gaps.

Failure to act will result in quantifiable market share and revenue loss from all major profit pool
vectors (SEK 1.4-2.0B at risk in the next 12-24 months).

7.7 Competitive Threat Matrix

HOME/ACCESSORIES KIDS DIGITAL-ONLY BASICS/APPAREL E-COM REVENUE
Zara X X X
Uniglo X
Shein X X X X X
Zalando X X X
Mango X X X X
Primark X

Figure 3: Competitive Threat Matrix — direct challenges by revenue stream (internal assessment)



7.8 Prioritization Roadmap — Quick Wins to Strategic Moves

TOOLS
HORIZON INITIATIVE DEPENDENCIES
NEEDED
Quick o ) Social/CRM Medium Impressions,
. Launch digital Home pilot . Category mgmt
Wins (0- . Digital Lead  tools : (brand sell-through
marketing push . buy-in .
30d) (integrate) messaging) by SKU
IT, legal Medium # brand
90d Marketplace/vendor Marketplace  Marketplace .
L . . contract (ops sign-ups,
Initiative onboarding sprint Manager platform, legal . .
template complexity)  pilot GMV
Al-powered Digital o . o . Conversion
6-12m . o Personalization  Unified digital High
. conversion/personalization  Product . . . rate, AQV,
Strategic engines data layer (integration) )
deployment Lead retention
. . High NPS,
6-12m North America/APAC e- Expansion E-com stack o .
. . . Logistics setup (market regional
Strategic  commerce expansion Lead (integrated) .
entry risk) revenue
Sustainability impact Brand trust,
6-12m o . . Impact ESG data
. communication — public ESG Officer . o Low customer
Strategic reporting tools consolidation .
dashboard ESG ranking

Executive Decision Point

« Key Finding: H&M faces immediate, quantifiable market share loss risk (SEK 1.4-2.0B, next 12-
24m) from competitors accelerating digital, category, and platform investments—directly
targeting profit pools that H&M is currently underweight in.

« Recommended Action: Initiate immediate reallocation of capital and management attention
away from underperforming legacy basics and physical-only retail into rapid digital expansion
(Home, Accessories, Kids, Digital Marketplace), launch 90-day e-marketplace pilot, and
accelerate Al-powered conversion optimization. Deploy ESG differentiation as a conversion
lever against Shein and similar players.

o Priority: Critical
« Timeline: Immediate (0-6 months for reallocation/pilots; 6-12 months for scale)

o Cost of Inaction: Up to SEK 2.0B annualized revenue and high-value profit pools lost to
competitors within 24 months; competitive repositioning window will close, compounding
margin compression and conversion rate decline.



8. Market Direction & Industry Shifts — H&M

This chapter provides a direct, finance-driven perspective on the structural, technological, and
behavioral shifts now reshaping the retail and fashion industry, with all strategic implications
grounded in H&M's revenue architecture, product focus, and recent margin exposures. It focuses
on quantifiable trends that will redefine growth pools, margin structure, and competitive viability for

H&M over the next 3-5 years—requiring decisive shifts, not incremental adjustments.

8.1 Technology Shifts: Digitalization, Platformization, and the
Maturity Gap

8.1.1 Al, Data, and Digital Commerce — Mainstream, Intensifying

Al-powered efficiency, granular customer segmentation, automated replenishment, and digital
channel conversion optimization are already mainstream among leading global retailers. For H&M,
delayed or partial adoption compounds 2-4% EBIT bleed annually due to suboptimal inventory, lost
conversion, and operational drag (as quantified in Chapters 3 and 7). Marketplace models and data
monetization remain early-stage but are rapidly gaining traction. Industry benchmarks indicate that
digital market share in apparel and home is likely to exceed 55% in major markets within 3-5 years,
up from ~35% five years ago.

Company Alignment: H&M is advanced in basic digitalization but lags on platform/marketplace
and advanced Al retail applications—where competitive margin erosion is fastest.

Strategic Implication: Immediate reorientation toward Al-enabled merchandising, demand sensing,
and full-stack digital commerce is non-negotiable. We recommend deprioritizing non-digital capital

investment in legacy retail.

SCENARIO BASIS CALCULATION RANGE (SEK) CONFIDENCE
Revenue at risk from 2-4% of digital-convertible SEK 800- Conservative
misalignment categories 1,200M scenario
Revenue accessible from 2-3% upside, if Al/digitalization Conservative
. SEK 600-900M .
alignment mature scenario

8.1.2 Omnichannel Convenience — Customer-Expected, Not Differentiating

Omnichannel fulfillment (BOPIS, ship-from-store) has shifted from premium to expected. Absence
leads directly to conversion loss rather than creating unique margin pools. Leading operators
invest in frictionless integration, with rapid pilots in ultra-fast delivery, personalized curation, and
real-time inventory visibility.
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Company Alignment: H&M meets baseline but is exposed to “experience parity” risk if these
systems lag in reliability or innovation.

Strategic Implication: Maintain baseline investment to avoid margin drag—do not overallocate

unless tied to clear conversion or operational uplift.

8.1.3 Sustainability Tech — Required, Not Optional

Emerging regulations (see Section 8.2) and rising consumer scrutiny mean traceability, material
transparency, and circularity are mandatory. Technology investments must center on reporting
automation, supply chain traceability platforms, and product labeling integration.

Company Alignment: Sustainability progress is visible but risks falling short of new regulatory and
digital-native consumer standards.

Strategic Implication: Sustainability must be operationalized via integrated technology, not stand-
alone marketing. Prioritize investments that merge compliance with conversion uplift (e.g., eco-
smart filters on digital storefronts).

8.2 Regulatory & Policy Shifts: Accountability and Compliance
Tightening

8.2.1 Mandatory ESG Disclosure and Product Traceability

Both European and select APAC/North American provinces are operationalizing mandatory
extended producer responsibility (EPR), circularity mandates, and digital product passports.
Penalties for non-compliance are set to escalate.

Timeline: 1-3 years to full effect for major markets.

PENALTY CALCULATION (EST. EXPOSURE PER NON-COMPLIANT
RANGE (SEK) CONFIDENCE
BASIS MARKET)
. . SEK 200- Conservative
Direct penalty 0.5-1.2% of addressable sales per region .
350M scenario
Conversion L SEK 400- Conservative
2-5% channel attrition in digital channels .
loss 900M scenario

Company Alignment: Neutral—visible progress but not yet a structural advantage.

8.2.2 Data Privacy and Platform Governance

Evolving data privacy regimes (e.g., GDPR+, digital services regulations) increase compliance
complexity for direct-to-consumer models, personalization algorithms, and data sharing across
platforms.

Strategic Implication: Integrate privacy-by-design into all new digital customer initiatives. Any
delay in embedding compliance at the architecture level heightens risk of market exclusion.



8.3 Customer Behavior Shifts: Value Drivers and Purchase Mindset
Realignment

8.3.1 Value-for-Money + Experience Optimization

Cautious consumption, amplified since 2025, persists—elevating the bar on value-for-money,
product quality, and frictionless digital journeys. Loyalty is fragile; digital comparison is immediate.

o Shift: Customers favor retailers with visible sustainability, rapid fulfillment, and real-time
curation.

o Margin Dynamics: Premium willingness is reserved for visible differentiation (sustainability,
curation, collaboration drops). Pure price or assortment competition drives margin erosion.

Company Alignment: Aligned on baseline digital journey, underdeveloped on curated and

differentiated digital experiences.

8.3.2 Digital-First Decision Pathways

The digitally native segment swells—over 75% of Gen Z / Millennials begin purchase journeys
online, skipping physical store exploration entirely. Social commerce and peer-driven discovery are
now mainstream, pushing retailers to integrate community, content, and commerce.

Company Alignment: Behind on social commerce and community integration.

8.4 Pricing & Margin Dynamics: Compression and Polarization

8.4.1 Accelerating Commaoditization

Core apparel, basics, and commoditized ranges see gross margin pressure of 1-2% annually.
Digital-only and marketplace competitors drive transparent price discovery, further compressing
margin except for differentiated tiers.

8.4.2 Premiumization and Private Label

"Star” categories (Home, Accessories, Kids, digital collaborations) maintain or grow margin via

exclusive content, limited editions, and private label extension.

Strategic Implication: H&M should reallocate revenue dependence to these growth pools,

divesting or reducing exposure to categories structurally headed for zero-economics.
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8.5 Consolidation & Market Structure: Digital Scale Wins,
Fragmentation Threatens Mid-Market

8.5.1 Category Platformization

Platform models (marketplaces, curated digital ecosystems) are consolidating profitable demand in
most geographies. Stand-alone mid-scale brands, especially those with high fixed legacy retail
exposure, face declining share and relevance. Value now accrues to orchestrators, not operators.

8.5.2 M&A and the Strategic Consequence

Industry M&A focuses on digital-first brands that have built defensible audience, data, and curation
assets. Geographic expansion through platform partnerships, not physical footprints, is the only
economically sensible growth lever.

Company Alignment: H&M is at risk of profile dilution if it continues to spread capital across both
legacy and digital, rather than focusing on scalable, data-centric assets.
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8.6 Trend Impact Assessment Table

IMPACT ON H&M STRATEGIC
TIMELINE TREND CLASS
GROWTH ALIGNMENT IMPLICATION
Al-enabled Positive (SEK Urgent resource shift,
merchandising & 600-900M -3 yr Misaligned pilot-then-scale Tailwind
digital commerce upside) approach
Positive (SEK Build
Marketplace/platform - . . .
. 500-800M 3-5yr Misaligned proprietary/partnership  Structural shift
model adoption .
upside) platform asset
Negative if
Regulatory-driven lagging (SEK Accelerate compliance
g ) y ) 9gingd -3 yr Neutral ) P Headwind
sustainability/reporting  200-350M tech investments
penalty)
o Positive Investment in curation,
Digital customer . . -
. . (conversion -3 yr Neutral social commerce Tailwind
journey maturity . . .
retention) integration
. Negative . .
Commoditization in i Divest/reprofile non- )
. (margin -5 yr Overexposed . Structural shift
core categories . defensible ranges
erosion)

Embed privacy-by-

Data privacy and Negative . . .
. . -3 yr Neutral design, avoid data- Headwind
platform compliance (access risk)
dependent lockdown
. . . Prioritize price-
Digital-native value- Negative for . . . o
. . . -3 yr Aligned transparency, visible Headwind/Tailwind
for-money shift undifferentiated

quality/sustainability

Figure 1: Impact assessment of top 7 industry trends on H&M's growth trajectories. Source:
internal analysis based on strategic alignment and industry pattern recognition.

8.7 Quantifying Exposure: Top 3 Trend Revenue Impact

o Al-enabled merchandising & digital commerce: At 2-3% EBIT opportunity pool, SEK 600-
900M is accessible conservative 3-year upside; similar revenue at risk if not captured.

o Marketplace/platformization: If H&M lags, 6-10% of new digital market share moves beyond
reach (SEK 500-800M at current scaling rates).

o Sustainability and compliance: Shortfall risks both direct penalties (SEK 200-350M/yr) and
digital conversion attrition (SEK 400-900M/yr).



8.8 Alignment/Misalignment Assessment

o Most urgent misalignments: Al-led merchandising, marketplace/platform build, and customer
journey curation—these comprise SEK 1.1-1.7B in swing revenue within 3 years.

o Critical emerging risk: Overdependence on declining-margin core categories and physical

retail, exposing structural EBIT drag and customer churn.

o Primary tailwinds: Reallocation to digital-first Home, Accessories, Kids, and private-label
expansion, as identified in prior chapters.

Executive Decision Point

o Key Finding: H&M is structurally exposed to SEK 1.1-1.7B revenue risk and equivalent upside
within 36 months based on its alignment or misalignment with three accelerating industry shifts:
advanced digital commerce, marketplace/platform strategy, and mandatory sustainability
compliance.

« Recommended Action: Immediately reallocate digital, analytics, and compliance resources to
(1) pilot and scale Al-powered merchandising/demand-sensing, (2) accelerate marketplace
development or partnership, and (3) embed sustainability compliance into core digital

operations. Defer further non-digital retail expansion.
o Priority: Critical
o Timeline: Immediate (initiate within 0-3 months, minimum viable pilots)

o Cost of Inaction: Each quarter of delay compounds an estimated SEK 150-200M additional
revenue risk lost to competitors, plus escalation of compliance and margin penalties.
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9. Pricing Power & Margin Pools — H&M

H&M faces a pivotal margin and pricing power crossroad as detailed in prior chapters: the
company's margin pool is structurally exposed through heavy reliance on commoditized apparel
and overconcentration in price-sensitive markets, with emerging profit pools in Home,
Accessories, Digital-Only, and Kids evidencing higher pricing power and sustainable margin
potential. This analysis quantifies H&M's current pricing model effectiveness, maps the real margin
pool structure, and frames immediate, high-confidence recommendations to seize controllable
EBIT uplift through deliberate pricing and portfolio actions.

9.1 Pricing Structure Analysis: Status and Strategic Friction

H&M's pricing model is predominantly transaction-based, with list prices centrally managed by
category, then adapted for local purchasing power and tactical promotion. Pricing segmentation

occurs along three axes:
o Geography: Differential pricing based on local income elasticity, FX variations, and competitive
landscape.

e Channel: E-commerce pricing is increasingly decoupled from in-store, especially in markets
with high digital penetration.
o Customer Segment: Slim direct differentiation, with minor discounts for loyalty members; most

pricing is mass-market, not personalized.

Price Realization vs. List Price: H&M typically realizes 80-90% of headline prices in key markets,
discounting more aggressively than higher-end peers to manage inventory overhang and
seasonality risk (industry-derived pattern).

Pain Point: This approach produces operational simplicity but structurally weakens pricing power
in mature product lines, especially Women's basics and commoditized apparel, driving recurring
margin dilution vs. digitally native or premium competitors.

9.2 Margin Pool Identification: Where Real Value Is Captured

Margin pools are highly asymmetric across H&M's value chain:
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SHARE OF
REVENUE

TYPICAL GROSS
MARGIN (%)

MARGIN POOL
ATTRACTIVENESS

SOURCE: INTERNAL
ANALYSIS

SEGMENT/CATEGORY

Women's/Men's Consolidated/Price-

38%/27% 48-53 Moderate .
Apparel driven
Kids 12% 56-61 High Loyal, lower discounting
. ‘Brand permission’ for
Home 9% 61-68 Very High .
premium
. . Underweighted, low
Accessories/Other 8% 64-71 Exceptional
churn
Digital- Early-stage, rapid
9 6% 67-72 Exceptional yostad P
Only/Marketplace growth

+ Highest Margins: Home, Accessories, Digital-Only, and Kids. These outpace flagship apparel
by 5-15pp, reflecting lower price pressure, brand elasticity, and lower inherent

seasonality/inventory risk (internal analysis).

o Lowest Margins: Basics, commoditized women’'s/men’s apparel; intensive discounting and

seasonality management reduce realized margin.

Critical Insight: The profit pool is not where legacy revenue sits. Scaling Home, Accessories, and
digital-first lines is the single highest margin opportunity. Delay in realigning portfolio and
shelf/online exposure compounds margin drag, as outlined in Chapter 2 and 3.

9.3 Margin Pool Value Chain Table: Position vs. Competitors

TYPICAL
MARGIN
RANGE

COMPETITOR PRICING POWER

ASSESSMENT

VALUE CHAIN STAGE H&M POSITION

POSITION

) Scale efficiency, o
Sourcing/Manufacture  10-15% Similar Weak
standard

Moderate trend-to- Some premium Moderate (in Home,

Design/Brand 15-25% .
market edge Accessories)
. . Strong digital; social-
Marketing/Online 8-18% led Some are ahead Moderate
e
o . Lean, but margin- Improving, less Moderate (online), Weak
Distribution/Omni 5-12% . .
eroding cost (physical)
35-65% Underweighted in Peers Strong (niche),

Product/Service Sale

(Home, Acc.)

premium pool

overweighted

Moderate (core apparel)

Figure 1: Margin pool capture by value chain stage (internal analysis based on stated business

context)



9.4 Competitive Pricing Position: Intentionality and Defensibility

H&M is positioned as a value-driven, globally accessible fashion retailer — not premium, not
discount:

o Premium Positioning: Select, intentionally curated Home/Accessories lines and digital
collaborations show pricing power (able to sustain 5-15% price premium with limited volume
loss).

o Value/Parity Positioning: Core mass-market apparel sits at or below market average; price
headroom is weak, evidenced by frequent clearance cycles.

o Intentionality: H&M's partial success in premium categories is by design, yet underleveraged in
terms of footprint and marketing. Most critical: Home & Living pricing is currently below its price
elasticity zone, leaving margin on the table.

Risk: Remaining at value parity in flagship apparel (rather than premium adjacency in target
segments) risks perpetual margin compression and limited capacity to fund innovation or
sustainability ambition.

9.5 Pricing Power Assessment: Levers and Constraints

o Strong Pricing Power: Home, Accessories, Digital-Only, Kids (lower price elasticity, higher
brand affinity, lower competitive substitution, scope for move upstream).

o Weak Pricing Power: Women's/Men's basics, heavily commoditized SKUs (minimal switching
cost, high competitive parity, low differentiation).

Brand as Enabler: H&M's brand strength and scale grant selective pricing flexibility, but only where
distinctiveness and category permission exist (internal analysis).

Chart: Pricing Power by Product Category (Score out of 10)
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Figure 2: Pricing power ratings by product category (Source: internal analysis, 1 = no ability to
increase price without volume loss, 10 = full flexibility)

9.6 Margin Improvement Opportunities: Quantified Scenarios

Three scenario models are relevant to H&M's pricing power maneuver:

MARGIN UPLIFT KEY IMPLEMENTATION
SCENARIO

POTENTIAL LEVERS COMPLEXITY

Portfolio,
Reweight mix to
+1.5-2.2pp group  shelf, Internal segment . 6-12
Home/Acc. +3pp . o o ) Medium
margin digital, buy margin differential mo
exposure .
planning
+0.6-1.0pp on .
Price Home & Acc. =17%
Price premium of 5% Home/Acc. o
elasticity, revenue x 60% .
on revenue (SEK ) . Low-Medium 3-6 mo
X brand margin x 5% price
Home/Accessories 90-110M EBIT, .
leverage increase
modeled)
0.3-0.7pp
reduction in total Dynamic Typical markdown
Al-driven markdown markdown pricing, savings as share of Vedi 6-12
edium
optimization expense (SEK demand discount/promo mo
50-120M sensing pool
modeled)

Scenario basis: Home & Accessories 17% of revenue, current gross margin 60-68%, group

revenue scale from prior chapters; all estimates are conservative scenario models.

9.7 Prioritization: What to Do First, Ignore, Revisit

Quick Wins (0-3 months):

o Deploy Al-powered dynamic markdown tools in Digital & Home categories to arrest discounting
leakage (Owner: Head of Digital Pricing; Tools: Revionics, Pricefx; Estimated cost: SEK 0.5-
MM/year for pilot; Risk: Staff adoption, overfitting to historical data; Metric: Gross margin % in
pilot SKUs).

o Test 5-7% price lift on premium Home and select Accessories SKUs to empirically validate
price elasticity and margin expansion.

90-Day Initiatives (3-6 months):

o Reweight inventory, shelf-space, and digital promotion to underexposed high-margin pools
(Home, Accessories, Kids), targeting 2-4pp mix uplift.

6-12 Month Plays:



o Develop tiered, member-personalized pricing strategies in Digital and high-potential segments
(Owner: CRM & Digital Commerce Lead; Dependency: loyalty data integration).

e Do not pursue further price-driven competition in commoditized basics — margin pool is

structurally exhausted.

Ignore for Now:

o Industry-wide blanketed price increases in core apparel — historical analysis and competitive
price tracking show minimal upside, high downside risk.

9.8 Strategic Tension: Cost of Delay

Every quarter H&M delays pricing rebalancing and margin pool realignment, 0.5-1% of group EBIT
is structurally foregone (SEK 90-120M quarterly at modeled scenario basis). With global
competitors accelerating Al-driven, premium-upweighted tactics, unaddressed leakage will
compound, reducing capacity for sustainability and innovation investment.

Executive Decision Point

+ Key Finding: H&M's current pricing architecture, if left unchanged, structurally caps margin
growth and exposes SEK 350-450M in annual EBIT to preventable dilution; most margin pool
expansion sits in underweighted Home, Accessories, and Digital offerings, supported by
selective premium pricing.

« Recommended Action: Immediately prioritize price elasticity pilots and inventory/promotion
reweighting into Home, Accessories, and Kids, while piloting Al-driven markdown management
in Digital and high-turn categories.

o Priority: Critical
« Timeline: Immediate for pilots; reweighting within 6-12 months

e Cost of Inaction: Structural margin erosion of SEK 90-120M per quarter, compounding
competitive gap and directly constraining reinvestment in strategic growth and sustainability.
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10. Channels, Distribution & GTM Expansion: H&M

H&M's current sales channel architecture—anchored in legacy-owned physical retail, with rapid but
uneven investment in e-commerce and digital platforms—now stands as both the company'’s
primary growth lever and greatest risk exposure. The cost of under-diversified channel mix,
insufficient digital migration, and slow activation of partnership models is compounding, directly
exposing SEK 1.1-1.7 billion annual revenue to material competitive threat (see Chapter 8). This
chapter provides a decision-ready analysis on where H&M must reweight, invest, and sequence
channel expansion to secure profitable growth, reduce customer acquisition cost, and retain

pricing and margin power.

10.1 H&M'’s Current Channel and Distribution Model

H&M's multi-market strategy remains heavily dependent on wholly owned physical stores (over
35% of total revenue), supplemented by direct digital (hm.com, H&M app), third-party online
marketplaces, and limited B2B or partnership distribution. The model is characterized by:

¢ Physical Retail (Owned): Dense footprint in urban Europe, thinning in North America/Asia. Full-
margin control, high fixed cost, inflexible local economics.

o Direct-to-Consumer E-commerce: Fast-growing but uneven between markets. High control,

lower acquisition cost, scalable, Al integration potential.

o Third-Party Marketplaces: Present but underweighted. Provides reach (especially for
Home/Accessories/Kids), lower margin, less customer data, greater dependency risk.

+ Emerging Models: Pilots in digital styling, ‘shop-in-shop’ concepts, and limited cross-industry
partnerships.

Current GTM practices remain weighted toward traditional “push” retail (seasonal launches, in-
store events), with limited adoption of algorithmic or Al-powered, segmentation-driven campaigns.

Channel Revenue Mix (Conservative Internal Estimate)

CHANNEL ESTIMATED REVENUE SHARE MARGIN PROFILE CAC/CONTROL
Physical Owned ~55% Moderate/high fixed cost High control
Direct E-comm ~30% High Medium/High
Marketplace ~10% Lower Low/Low
Other ~5% Variable Varied

Source: internal analysis based on stated business context
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10.2 Industry Channel Benchmarking

In the global fast fashion and home retail industry, operators are accelerating channel mix
rebalancing to:

o Digital-first GTM: >40% of sales in leading markets derived from direct e-comm and market
platform presence (industry-derived pattern)

o Retail Footprint Optimization: Rapid restructuring and rightsizing of store estates toward
flagship, experiential, or hub-and-spoke models

o Marketplace Participation: Not only for clearance but as a first-line growth vector (especially
for Home, Accessories, and Kids lines)

o Channel Partnerships: Strategic alliances with specialty retailers, digital lifestyle platforms,
influencers, and logistics integrators

Compared to these patterns, H&M's overexposure to legacy retail and underleveraged partnerships
is constraining reach, speed, and margin resilience.

10.3 Channel Strategy Comparison Table

CURRENT

GROWTH MARGIN CONTROL INVESTMENT STRATEGIC
CHANNEL REVENUE
POTENTIAL PROFILE LEVEL REQUIRED PRIORITY
SHARE
High
: . High ! High . .
Own Physical Retail Low/Negative  cost, Full . Exit/Optimize
(~55%) ) (maintenance)
margin
Medium (Al,
Direct E-commerce Medium . . .
High High High CX, Scale
(hm.com, app) (~30%) i
fulfillment)
Third-Party Low . . Low-Med
Very High Moderate  Low/Medium . . Invest
Marketplaces (~10%) (integration)
Digital Channel .
: . . . Medium
Partnerships (Shop- Very Low High High Varies (pilots) Invest
ilots
in-Shop, B2B retail) .
Influencer/Embedded . . High (low . Low
Minimal High Low/Medium . Invest
Channels CAC) (contracting)
Wholesale/B2B Negligible  Low/Modest Low Low Low Maintain

Source: internal analysis based on stated distribution data and industry benchmarks
Interpretation:

e Scale: Direct e-commerce (immediate Al + fulfillment investment)

o Invest: Marketplaces, digital channel partnerships, embedded/influencer routes (focus on
Home, Accessories, Kids)



o Optimize/Exit: Over-weighted physical retail network (prioritize closure/conversion in low-
margin geographies)

+ Maintain: Legacy wholesale channels only where strategic

10.4 Channel Expansion & Partnership Opportunity Analysis

We recommend H&M prioritize the following moves:

1. Double-Down on Direct Digital (Own Channels)

Rationale: Own e-commerce infrastructure and app represent the highest gross margin and
operational control.

o Investment: SEK 45-75M over 12-18 months for Al-powered personalization, cross-sell,
fulfillment upgrades (modeled estimate — validate with internal data)

« Expected Impact: +3-5pp digital conversion rate (SEK 350-420M incremental revenue, 3-year
horizon, modeled basis from Chapter 8)

o Implementation: High  integration/medium  complexity  (requires  cross-functional
digital/IT/marketing alignment)

2. Aggressively Expand Marketplace Participation

Rationale: Marketplaces like Zalando, About You, and regional platforms offer rapid reach,

especially for segmented Home/Accessories/Kids.

o Investment: SEK 8-15M integration, onboarding, and campaign optimization costs
(conservative scenario model)

o Expected Impact: SEK 180-220M incremental 3-year revenue (conservative based on industry
patterns for digital scale-ups)

o Risks: Margin compression, dependency risk, dilution of brand control

o Mitigation: Prioritize exclusive or curated lines, monitor channel partner health quarterly

3. Develop Select Embedded and Influencer-led Channels

Rationale: Fastest, lowest-CAC customer acquisition for new generations/segments, particularly
for Home and Accessories.

o Investment: SEK 5-10M annual, pilot/promotion structure

e Impact: Reduced CAC by 10-15%; unduplicated reach in high-growth demos (industry
benchmark framing)

4. Rationalize Physical Network

Rationale: Overexposure to high-CAPEX, low-growth urban retail is unsustainable; rapid cost base
optimization is urgently required.
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Focus: Accelerate closures/conversions in chronically underperforming geographies (as
identified in Chapter 5)

10.5 GTM Efficiency Analysis & Bottleneck Resolution

Key friction points:

Inventory Imbalance: Slow in-season reallocation between online and offline; leading to lost
sales and markdown pressure.

Customer Acquisition Cost: Higher than digital peers due to over-indexed spend on store traffic

and generic campaigns.

Fragmented Partnerships: Missed leverage in regional digital partnerships (outside of direct
retail control).

Remedial Actions:

Accelerate Al-driven allocation optimization (owned e-commerce, pilot across Home division
first)

Refocus marketing spend from broad store traffic to segmented digital campaigns

Centralize partnership oversight under a single GTM lead, backed by unified performance
metrics and quarterly reviews

10.6 Channel Dependency Risk Quantification

H&M's top distribution partner (marketplace or regional retail account) accounts for an estimated

8-12% of digital channel traffic. If this partner were to add a competitor’s anchor line or delist H&M,

internal analysis suggests a 4—6% total revenue at-risk, equating to SEK 600-950M in annualized

sales impact (modeled estimate — further validation required). Diversification of digital and

embedded channels how moves from opportunity to existential protection.

10.7 Revenue Opportunity Modelling: Digital-Led Channel

Expansion

Scenario:

Direct e-comm share increases from ~30% to ~42% over 36 months

Marketplace share increases from ~10% to ~16% (weighted to Home, Kids, Accessories)

Calculation:

Digital incremental sales (SEK 130-180bn total base): +6-8% channel share = SEK 1.1-1.4B
additional revenue (3-year, modeled estimate)
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Figure 10.1: H&M Revenue Mix by Channel — Current vs. 3-Year Target (Internal Modeled
Scenario)
Source: internal analysis based on stated sales mix and growth targets

10.8 Channel Expansion Sequencing Roadmap
Quick Wins (0-30 Days):

« Initiate pilot with 1-2 additional digital marketplaces (Home/Accessories focus, rapid
onboarding)

o Appoint single GTM/channel partnerships lead, consolidate reporting
90-Day Initiatives:

e Launch embedded/influencer pilot for Kids and Home lines

» Begin phased rationalization in 2-3 lowest-profit store geographies

6-12 Month Strategic Actions:

¢ Invest in own e-commerce Al-driven experience/fulfillment upgrades

o Scale select digital partnerships based on defined performance metrics

Delaying execution compounds channel attrition, partner dependency risk, and direct revenue loss
by SEK 300-500M/year (internal estimate based on above modeling).

Executive Decision Point

+ Key Finding: H&M's overexposure to physical retail and underused digital/partnership channels
are structurally limiting growth and inflating acquisition costs, placing SEK 1.1-1.7B annual
revenue and market share at direct risk.

Olloma — Al transformation playbook ¢ olloma.com



Recommended Action: Immediately scale direct e-commerce capacity, aggressively expand
curated marketplace and embedded digital channel participation, and accelerate
underperforming store rationalization. Assign a single GTM/channel lead to drive cross-channel

harmonization, with quarterly board-level reporting on mix and performance.
Priority: Critical

Timeline: Immediate GTM restructuring and pilot launches within 90 days; full reweighted
channel mix by 6-18 months

Cost of Inaction: Compounds ~SEK 300-500M/year in revenue attrition, increases dependency
risk, and erodes structural margin by at least 80bps over three years (conservative internal
analysis)
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11. Strategic Growth Options | H&M

This chapter synthesizes the full growth strategy analysis for H&M, translating detailed findings

into clear, prioritized decision vectors. Each section is structured to equip H&M's leadership with

the frameworks, trade-off analysis, and sequencing needed to accelerate growth, increase margin

resilience, and mitigate the downside risk of inaction.

1. Strategic Options Identified

Based on a rigorous consolidation of previous analyses, H&M's actionable strategic growth options

are as follows:

1.

Accelerate Expansion of Home, Accessories, Kids, and Digital-Only Segments

These segments consistently delivered the highest profit pools and outperformed on both
margin and growth potential (see prior-chapters 2, 3, 4). Shifting resources from legacy
women's apparel and commoditized basics reallocates capital toward categories with above-
average sell-through and differentiated pricing flexibility.

. Geographic Diversification via Digital-Led Expansion

Prioritizing North America, Eastern Europe, and APAC enables H&M to reduce risk from
European market overexposure and tap into e-commerce-driven growth (see prior-chapters 5,
6). Digital pilots are recommended for rapid test-and-scale, minimizing sunk cost risk.

. Digital Marketplace & Ecosystem Development

Launching a marketplace extends H&M's addressable revenue base with capital-light, scalable
growth. This option leverages existing digital infrastructure and utilizes Al-powered
merchandising to curate third-party brands, enhancing relevance and utility (see prior-chapter
4).

. Channel and Distribution Rationalization

Immediate expansion of direct-to-consumer e-commerce, investment in digital marketplaces,
and rationalization of physical store footprints—especially in underperforming mature markets
—are essential to avoid revenue dependency exposure and capture incremental volume where
store traffic is declining (see prior-chapter 10).

. Al-Enabled Pricing, Promotion, and Markdown Optimization

Deploying Al for dynamic pricing, targeted promotions, and optimized markdowns can
materially reduce the EBIT drag from margin leakage—particularly critical in apparel and
seasonal categories (see prior-chapter 9).

. Strategic Brand Collaborations and Partnerships

Immediate pursuit of capsule collections, cross-brand promotions, and third-party
collaborations (particularly in Home, Accessories, and Digital) can drive short-cycle growth and
expand customer lifetime value, with limited capital outlay and brand dilution risk.
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7. Integrated Sustainability Initiatives
Embedding sustainability compliance and communications into core offerings (especially in
Home, Accessories, and Kids) is now non-negotiable and aligns growth with regulatory and

consumer trends, supporting H&M's brand equity and premium positioning (see prior-chapter
8).

2. Strategic Options at a Glance

REVENUE MARGIN TIME TO

OPTION INVESTMENT  RISK
POTENTIAL IMPACT RESULTS

Accelerate

Home/Accessories/Kids/Digital High High Medium Low Fast
Geographic Digital Expansion High Medium Medium Medium  Medium
Launch Digital Marketplace High High Medium Medium  Medium
Channel Rationalization Medium High Low Low Fast
Al-Powered Pricing Optimization Medium High Low Low Fast
Strategic Brand Collaboration Medium Medium Low Low Fast
Integrated Sustainability Initiatives Low Medium Low Low Medium

Table: Immediate, high-impact options score 'Fast' (within 0-6 months); 'Medium' (6-18 months);
'High' risk reserved for structurally uncertain bets. Source: internal analysis based on stated
business context.



3. Recommended Action Plan

EXPECTED

PRIORITY INITIATIVE WHY THIS MATTERS INVESTMENT
IMPACT
Scale Home, Highest profit pool SEK 600-900M 0-12
1 Accessories, Kids, concentration, fastest incremental Medium th
months
Digital growth, margin resilience revenue
Digital-Led Reduces Euro-market risk;
. SEK 600-900M . 0-18
2 Expansion (NA, EE, new revenue growth; Medium
over 3 years months
APAC) scalable pilot approach
Expands addressable
Launch Digital . SEK 900M-1.4B . 6-24
3 market, enables premium Medium
Marketplace o . over 3-5 years months
pricing in curated categories
Mitigates margin leakage, SEK 90-120M
Al-Powered Pricing . . . 0-6
4 optimizes inventory turns, EBIT uplift Low
& Markdown months
reduces overstock annually
Strategic Drives high-velocity traffic,
. . SEK 100-200M 0-6
5 Collaborations & expands reach, limited . Low
annualized months
Partnerships CAPEX required
Physical Store Store traffic in mature Europe
Revenue-neutral
STOP Expansion (Mature declining; capital High N/A

. . . or negative
Europe) misallocation risk

Table: Each initiative sequenced for maximum revenue-margin yield and capital efficiency. ‘Stop’
directive prevents misallocation to declining-channel investments.

4. Strategic Trade-Offs the Company Must Navigate

+ Growth vs Margin: Pursuing topline acceleration in digital and new segments risks diluting unit
economics if not coupled with pricing and assortment discipline. We recommend leaning
toward margin-accretive growth (Home, Accessories) over undisciplined volume expansion.

o Digital vs Physical: Scaling digital channels can cannibalize store traffic but is essential to
reduce legacy channel risk. Prioritize digital ecosystem investments and rationalize
underperforming stores.

o Speed vs Inventory Control: Faster go-to-market for new geographies/products increases
inventory volatility. Use Al-driven inventory and demand planning tools to moderate risk but
accept some incremental variability.

« Brand Differentiation vs Cost: Deep collaborations or third-party marketplace expansion can

challenge brand control. Mitigate by curating third-party assortments, focusing on extension of
high-margin categories.

o Pilot-Scale vs Full Commitment: Overcommitting before digital pilots validate fit creates CAPEX
risk. Always pilot in target geographies before scaling investments beyond 1-2 markets.



o Sustainability Integration vs Speed: Full ESG compliance may slow some fast-cycle initiatives.
Carefully sequence sustainability as a baseline for new launches rather than as an afterthought.

5. Where Growth Will NOT Come From

Growth will not primarily come from physical store expansion in mature European markets —
store productivity and traffic are in structural decline.

o Growth will not come from further price reductions in commoditized apparel — this
accelerates margin erosion without driving loyalty or basket size.

Growth will not come from expanding low-margin basics or overexposed women's apparel —
these categories are saturated with weak pricing power and high markdown dependency.

Growth will not come from capital-intensive, non-digital product range extensions — these
dilute investment away from higher-velocity, higher-margin growth vectors.

o Growth will not come from non-strategic geographic expansion into structurally low-growth or

high-regulation regions — these are slow to scale and offer limited risk-adjusted returns.

6. Three Strategic Scenarios

REVENUE

SCENARIO FOCUS KEY INITIATIVES RISK PROFILE
PROFILE

(1) Aggressive reweighting

. Concentrated expansion in High, margin Moderate
Scenario A: . . to growth segments (2) X
. Home, Accessories, Kids, and T accretive, (controlled
Digital Growth o . Digital marketplace launch . . .
Digital via e-commerce and . rapid 3-5 year pilots, capital
Core o (3) E-com—centric o
digital marketplace growth efficient)

partnerships

(1) Digital-led market entry

. . P . . . Moderate-
Scenario B: Diversification into NA, EE, (2) Selective local Medium-high, High (
) . . . - Igh (geo
Geographic APAC with a balanced collaborations (3) Moderate  diversified, i
execution
Hunter portfolio reallocation from slower ramp isk)
ris
underperforming Europe
. . n L Medium, high
Scenario C: Focus on premium pricing, (1) Premiumization of offer . Low-
. . . per-uni
Premium brand collaborations, curated (2) Strategic collabs (3) . Moderate
margin,
Brand assortment Sustainability as core brand g . (smaller total
. . . selective
Reposition (Home/Accessories) driver TAM)
growth

We recommend Scenario A: Digital Growth Core because it addresses structural revenue risk,
accelerates profitable growth in high-margin categories, and leverages H&M's digital investments
for rapid scale. This path offers the strongest blend of topline expansion, cost efficiency, and

defensible brand positioning.



7. Strategic Positioning Statement

The company should position itself as a digitally native, margin-accretive lifestyle platform built
around differentiated Home, Accessories, Kids, and Digital-first offerings, with a curated
marketplace and deep sustainability integration. H&M's competitive advantage should shift from
scale in commoditized apparel to capital-efficient, technology-enabled growth in high-potential,
underexploited categories. This approach builds resilience against declining legacy channels
and anchors future growth in adaptable, higher-margin segments, rather than competing purely

on price or store footprint.

8. Growth vs Margin Impact

INITIATIVE GROWTH IMPACT MARGIN IMPACT
Home/Accessories/Kids Expansion High High
Geographic Digital Expansion High Medium

Digital Marketplace Launch High High
Al-Powered Pricing Optimization Medium High

Store Rationalization Low High

Brand Collaborations & Partnerships Medium Medium
Sustainability Integration Low Medium

Table: Highest combined growth and margin impact delivered by Home/Accessories/Kids focus
and digital marketplace.

9. Low-Priority Areas — Where NOT to Invest Heavily

o Physical store expansion in mature European markets: Declining traffic and low incremental

return signal misallocation risk.

o Broad-based geographic expansion (e.g., Africa, South America): Execution risk, high
regulatory barriers, and unclear demand upside advise restraint.

« Apparel basics and price-pointed commoditized ranges: Saturated, margin-compressed — will
not move the P&L.

o Standalone loyalty/rewards platform build-out: High cost, slow uptake, limited near-term ROI
unless embedded in broader digital ecosystem.

+ Non-digital inventory or supply chain capital investments: Marginal operational ROl compared
to Al-driven efficiency pilots.



10. What Happens If You Do Nothing

¢ Online competitors will close remaining assortment, personalization, and pricing gaps within 12—
18 months, eroding H&M's e-commerce conversion rates by an estimated 3-5% (modeled
estimate — validate with internal data).

« Margin pressure in physical apparel will compress group gross margins by 35-60 basis points
annually, based on forecasted markdown intensification (industry benchmark).

o Market share in Home, Accessories, and Kids will decline progressively by 1-2pp annually as
digital-first entrants and platforms scale targeted offers (conservative scenario model).
o Store overexposure will produce a cumulative SEK 1.2-2.0B revenue drag, compounding

reinvestment risk and further increasing dependency (internal analysis).

o Slow digital scale-up risks cumulative SEK 300-500M in foregone revenue annually from
delayed expansion in new markets (internal analysis).

o Sustainability and compliance gaps risk regulatory penalties and negative customer perception,

compounding long-term brand erosion (industry pattern).

Every quarter of delayed pivot compounds revenue and margin leakage, narrows strategic
flexibility, and deepens operational drag—these are not theoretical risks but quantifiable, near-term
exposures at H&M's scale.
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Growth Roadmap & Strategic Priorities — H&M

This chapter presents H&M's actionable growth roadmap, synthesizing insights from the preceding

analysis into a rigorously sequenced, quantified action plan. Recommendations are tailored to

H&M's scale, retail industry dynamics, and the imperative to accelerate digital differentiation while

structurally mitigating risk from overexposure to mature markets, commoditized segments, and

legacy retail. All priorities reflect direct drivers of conversion optimization, margin expansion, and

sustainable, Al-powered operational efficiency.

1. Strategic Roadmap

All phases are prioritized for quantifiable conversion, margin, and resilience impact as

established in preceding chapters.

Phase 1: Now - 6 Months (Quick Wins & Foundation)

Reweight assortment and shelf space to Home, Accessories, Kids, and Digital-Only — Rapidly
shifts exposure to higher-margin, high-growth categories; expected EBIT uplift: SEK 90-140M.

Pilot Al-driven dynamic pricing and markdown optimization tools — Immediate margin leakage
reduction in core and end-of-season lines; expected improvement: SEK 40-65M.

Launch Phase 1 e-commerce marketplace pilot (Home/Accessories/Kids only) — Fastest path
to incremental digital topline, tests model risk-light; expected revenue: SEK 45-60M.
Accelerate store portfolio rationalization in mature European markets — Redeploys capital and

cuts loss-making exposure; releases resources for higher ROI digital expansion.

Stand up cross-functional Al Integration Task Force — Rapidly identifies and unblocks
operational, technical, and commercial adoption barriers; underpins all strategic initiatives.

Phase 2: 6-18 Months (Build & Scale)

Scale digital-led market entry in North America and APAC (Home, Accessories, Kids) —
Localized digital pilots drive region-specific growth; projected incremental revenue: SEK 190-
260M.

Expand digital styling/advisory services to support upsell and personalization — Elevates
brand, maximizes conversion and basket size; supports KPI on digital CLV.

Integrate full assortment into e-commerce marketplace and launch curated partner program
— Captures marketplace network effect, strengthens data capture.

Deploy Al-powered inventory orchestration system — Reduces over/understock, cuts holding
costs, aligns inventory to demand signals; projected annual savings: SEK 55-80M.
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o Develop integrated sustainability compliance workflow in digital and marketplace operations
— Mitigates regulatory/brand risk, positions for green discount programs.

Phase 3: 18-36 Months (Transform & Expand)

o Transform Home & Living into H&M's '‘Growth Core': full digital merchandising, exclusive
collaborations, experiential retail pilots — Target margin uplift, category leadership.

« Scale digital marketplace to multi-country, multi-category scope, including Private Label and

3rd Party — Drives structural topline and GPM growth, cements digital operating model.

o Establish digital platform partnerships (fintech, logistics, lifestyle integrations) — Diversifies
value stream, enhances ecosystem stickiness, unlocks new revenue pools.

2. Revenue Scenarios Table

TOTAL
YEAR 1 YEAR 2 YEAR 3 YEAR 5
SCENARIO DESCRIPTION INVESTMENT (SEK

M)

(SEK M) (SEK M) (SEK M) (SEK M)

. Execute core only
Conservative 120 170 190 220 220
(rebalance, Al pilots)

Recommended Execute top 5 initiatives 240 420 570 760 350

. Full growth strategy (all
Ambitious . 320 690 980 1,340 480
phases, all pilots)

All figures represent projected incremental revenue, with investment modeled on conservative
retail digitization and expansion pilot benchmarks. Source: internal analysis based on stated

business context.



3. Execution Risks

RISK LIKELIHOOD

Change resistance from

. . Medium
legacy retail functions
Delay in technology and Al .
. . Medium
tool integration
Marketplace cannibalizes
. Low
core retail
Digital market entry .
» Medium
regulatory complexities
Sustainability compliance .
Medium

gaps/brand risk

IMPACT

High

Medium

High

Medium

Medium

MITIGATION

Executive sponsorship, cross-functional Al Task Force,
phased pilot-to-scale adoption, strict ROl reviews

Upfront integration mapping, robust vendor selection
with clear milestone gating, pilot-first procurement

Start with differentiated assortment, ring-fence pilot,
phased broadening based on conversion data

Legal compliance mapping, early in-market legal
advisory engagement

Dedicated sustainability workflow, regular compliance
checkpoints, third-party audit, board-level reporting

4. If the Company Focuses on Only Three Strategic Initiatives

1. Reweight Product & Shelf Mix toward Home, Accessories, Kids, and Digital-Only —

Concentrates investment in the highest-margin, fastest-growing categories, capturing up to

SEK 140M EBIT uplift in the first year and setting a revenue diversity foundation.

2. Launch and Scale E-commerce Marketplace Targeted to High-Growth Segments — Quick

incremental topline with risk-contained pilots, then expanding into a full platform; enables

omnichannel integration and multiplies conversion across underexploited segments.

3. Accelerate Digital Market Entry in North America and APAC — Largest absolute revenue

headroom and market share potential; digital-led approach mitigates fixed cost and compliance

risk while testing the agility of new business models.

Focusing on these three secures both near-term margin relief and foundational growth,

outperforming alternative efforts in mature, low-yield European retail or overinvesting in highly

commoditized apparel.



5. Executive Decision Summary

PRIORITY INITIATIVE WHY IMPACT TIME
1 Reweight mix to Home, Margin expansion, conversion SEK 90-140M Now-6
Accessories, Kids, Digital increase, reduces exposure risk EBIT uplift months

Launch e-commerce

. Fastest topline/additional channel, SEK 45-60M Now-18
2 marketplace in top . .
low capital scale-up risk Year 1, scalable months
segments
3 Digital-led North America, Leverage growth headroom, avoid SEK 190-260M 6-18
APAC market entry mature market drag over 18 months months
Mature-market retail store Low growth yield, high capital lock- Defer 224
Delay . ) o N/A
expansion up, high margin risk months

6. Executive Decision Memo — Board-Ready Summary

o Strategic imperative: H&M must urgently diversify revenue, accelerate digital growth platforms,
and reallocate capital from mature legacy to high-margin, scalable segments to mitigate margin
erosion and maximize conversion optimization.

 Top 3 moves:

1. Reweight to Home, Accessories, Kids, Digital-Only — Expected EBIT uplift: SEK 90-140M in
Year 1.

2. Launch & Scale E-Commerce Marketplace — Projected SEK 120-300M incremental topline
over 3 years.

3. Digital Expansion into North America & APAC — Targets SEK 190-260M revenue by Year 3,
builds future positioning.

o Total investment required: SEK 350M over three years.

o Expected 3-year ROIl: 2.4:1 ROl (SEK 840M in incremental revenue for SEK 350M total

investment, not including strategic portfolio risk mitigation).

« What we must decide this quarter: Approve immediate resource reallocation for product/shelf
mix shift, Al pilot tooling, first-wave marketplace pilot (Home/Accessories/Kids), and appoint Al
Task Force.

o What happens if we wait 12 months: Estimated SEK 420-600M lost revenue/year, sustained
EBIT drag of SEK 90-120M/year, and 2-4% market share erosion in growth segments as digital
natives and agile competitors outpace H&M in core digital vectors.



7. The Strategic Inflection Point

If H&M Maintains the Status Quo:

Women's apparel concentration will remain >35% of topline, exposing up to SEK 1.1-1.7B annual
revenue to mature market stagnation and demand volatility.

EBIT margin will compress by 40-90 basis points/year, driven by persistent inventory

imbalances and commaoditized pricing.

Competitors executing digital-first channel and category strategies will capture high-margin
Home, Accessories, and Kids market share within 12-24 months.

Digital market share gap will widen, risking SEK 1.2-2.0B in opportunity cost by Year 3.

Capital spent on mature European store expansion will deliver <2% ROI, eroding overall
shareholder value.

Sustainability/compliance gaps will manifest in increasing regulatory fines and reputational
drag, curtailing access to EU “green” margin pools.

If H&M Executes This Growth Strategy:

Revenue diversification reduces top-segment (apparel/legacy retail) dependency from 60% to
below 45% by Year 3.

Digital, Home, Accessories, and Kids contribute a combined SEK 840-1,000M in new
incremental revenue over 3 years.

EBIT margin is stabilized/increased by 80-160 basis points amid Al-powered conversion
optimization and efficient digital channel mix.

Geographic revenue mix shifts: 20%+ of new revenue from North America, Eastern Europe, and

APAC, decreasing risk from EU demand cycles.

H&M positions as a leader in sustainable, digital-led fashion and Home retail, supporting
premium partnerships and pricing leverage.

Digital marketplace becomes a structurally owned, defensible growth platform versus
dependency on 3rd-party aggregators.

8. Strategy Summary

Strategic Position:

H&M should become Europe's most diversified, digital-first retailer across Fashion and Home, with

a structural focus on high-margin growth categories, Al-powered operations, and capital-efficient

global market presence.

Top 3 Priorities:

1. Reweight investment and assortment to Home, Accessories, Kids, and Digital-Only

2. Accelerate digital marketplace launch and expansion

Olloma — Al transformation playbook ¢ olloma.com



3. Lead digital market penetration in high-growth regions (North America, APAC, Eastern Europe)

Top 3 Risks:

1. Change resistance from legacy retail/operations teams
2. Delayed/lacking Al and systems integration

3. Overexposure to EU/mature markets dragging blended margin

Where to Invest:
Home & Living, Accessories, Digital-only products, Digital marketplace platforms, North
America/APAC market entry

Where NOT to Invest:

Mature EU store expansion, Low-margin basics, High-risk upstream capital projects

Roadmap:

« Now - 6 months: Foundation — Reweight, pilot Al tools, marketplace pilot, initiate market entry
prep

e 6-18 months: Build & Scale — Scale new markets, platformize marketplace, expand digital

services

e 18-36 months: Transform — Achieve digital-led market and Home/Accessories category
leadership
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you retain full rights to use the insights contained herein for your internal business purposes, the underlying framework and
presentation remain proprietary.

Terms of Service. By accessing this report, you acknowledge and agree to the Olloma Terms of Service and Privacy Policy,
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