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Abstract

This paper examines the collapse of Everlane’s direct-to-consumeg
(DTC) business model as a structural consequence of
customer-acquisition cost (CAC) inflation rather than managerial S
failure. Using historical analysis, deterministic unit-economic modelling,
and a 10,000-world Monte Carlo simulation, the study demonstrates that
Everlane’s economics became irreversibly negative once digital advertising
markets matured and tracking precision deteriorated after 2020. The brand’s
category position in minimalist basics — a low-novelty, low-organic-discove
segment — created an inherent dependency on paid acquisition that became f |
atal as CAC rose from early-2010s levels of $10-$20 to mid-2020s levels
exceeding $150. Sensitivity tests and a formal lifetime-value (LTV) model
show that no plausible combination of AOV, return rate, or repurchase
behaviour can offset CAC inflation; LTV remains structurally capped at
$52-$95 while CAC routinely exceeds $140-$200. Across nearly all simulated

futures, Everlane loses more than $100 per newly acquired customer, with a survival
probability approaching zero. The paper concludes that Everlane’s sale to Shein was not
anomalous but mathematically inevitable: only a firm with radically lower production costs
and an internal demand engine insulated from paid acquisition could absorb Everlane’s
inverted economics. The findings position Everlane’s downfall as a case study in the fragility
of DTC models built on artificially cheap attention and highlight CAC inflation as the
defining macroeconomic force reshaping digital-first retail.



Introduction: A Brand Built on Cheap Reach

Everlane emerged during a rare moment in digital history when attention was inexpensive,
targeting was precise, and the cost of acquiring a customer online was so low that a small,
values-driven apparel brand could scale at extraordinary speed. The early 2010s were the
golden age of direct-to-consumer retail. Facebook’s ad marketplace was underpriced,
Instagram’s organic reach was effectively limitless, and the millennial consumer was eager
for brands that promised ethics, minimalism, and transparency. Everlane thrived because the
economics of the moment rewarded its model. A twenty-dollar acquisition cost on a
sixty-eight-dollar cashmere sweater with a healthy margin was not just viable — it was a
growth engine.

But the world that created Everlane did not survive the decade. By the mid-2020s, customer
acquisition costs had risen so sharply that the entire DTC sector was collapsing under the
weight of its own dependency on paid social. Everlane was one of the most exposed. Its
model was built on the assumption that CAC would remain low, that digital advertising
would remain efficient, and that the brand’s early cultural momentum would continue to
generate organic demand. None of these assumptions held. The result was a catastrophic
inversion of unit economics that pushed Everlane into a debt spiral and ultimately into the
arms of Shein.

The Long Arc of CAC Inflation: 2010-2026

The rise and collapse of Everlane cannot be understood without tracing the long, steady, and
ultimately devastating inflation of customer acquisition costs across the direct-to-consumer
landscape. When Everlane entered the market in 2010, digital advertising was astonishingly
cheap. Facebook was still an under-monetised platform, Instagram had not yet become a
commercial engine, and the idea of paying to acquire customers online was still novel. A
brand could reach tens of thousands of people for the cost of a single print ad, and the early
DTC pioneers enjoyed an almost unfair advantage: the ability to scale rapidly on the back of
low-cost, high-precision digital targeting. Everlane was one of the greatest beneficiaries of
this moment. Its message of transparency and minimalism spread quickly because the
platforms amplified it freely and inexpensively.

As the decade progressed, the environment began to change. By the mid-2010s, more brands
were competing for the same audiences, and the cost of digital advertising rose accordingly.
What had once been a frictionless acquisition channel became more competitive, but the
increases were gradual enough that Everlane could absorb them. The company still enjoyed
strong organic reach, a loyal millennial base, and a cultural moment that rewarded its
aesthetic. Even as CAC crept upward, the economics remained workable.

The late 2010s marked the first real turning point. The DTC boom had reached full
saturation, and hundreds of brands were bidding against one another in the same auctions on
Facebook and Instagram. The platforms themselves had matured into sophisticated
advertising machines, optimised to extract maximum revenue from advertisers. Acquisition
costs rose sharply, and the brands that had built their growth on cheap attention began to feel



the strain. Everlane’s growth slowed, not because the brand had lost its appeal, but because
the cost of reaching new customers had fundamentally changed.

The true rupture came in the early 2020s. The pandemic triggered an unprecedented surge in
e-commerce advertising, pushing CPMs and CPCs to historic highs. Then, in 2021, Apple’s
10S 14.5 privacy changes dismantled the tracking infrastructure that DTC brands depended
on. Overnight, the precision of digital targeting collapsed. Retargeting became unreliable,
lookalike audiences deteriorated, and conversion rates fell across the industry. CAC did not
simply rise — it jumped. What had once cost forty dollars now cost eighty or more, and the
economics of DTC acquisition were permanently altered.

By 2023 and 2024, the situation had worsened. Digital advertising had become a fully
saturated, fully priced marketplace. Consumers were less responsive to ads, brand loyalty had
weakened, and the novelty of the DTC model had evaporated. Acquisition costs for apparel
brands routinely exceeded one hundred and twenty to one hundred and fifty dollars, and for
many — including Everlane — they were even higher. The average CAC across the DTC
sector surpassed two hundred and twenty-six dollars by 2025, and e-commerce CAC rose
another forty percent in 2026. The platforms that once fuelled Everlane’s rise had become
prohibitively expensive, and the brand’s dependence on them became a liability it could not
escape.

By the time Everlane entered its final years as an independent company, the economics that
had once powered its ascent had inverted completely. The brand that was built in a world of
ten-dollar CAC was now operating in a world where acquiring a single customer could cost
more than the gross profit on an entire order. No amount of creative repositioning,
sustainability work, or operational tightening could compensate for the collapse of the
acquisition environment that had once made Everlane viable. The inflation of CAC is not a
footnote in Everlane’s story — it is the central structural force that shaped its rise and
determined its fall.

Why Everlane Was Uniquely Exposed

Everlane’s vulnerability to CAC inflation was not incidental; it was structural. The company
was a pure direct-to-consumer brand with no wholesale partnerships, limited retail presence,
and a business model that depended almost entirely on digital acquisition. Its product
category — minimalist basics — lacked the inherent virality or novelty that drives organic
discovery. Basics do not spread through culture the way trend-driven fashion does; they
require paid acquisition to scale.

Everlane’s margins, while healthy in the early years, were not high enough to absorb the
dramatic rise in CAC that defined the 2020s. Luxury brands can withstand a
one-hundred-and-fifty-dollar acquisition cost because their margins are enormous and their
customers tend to be loyal. Everlane, by contrast, sold mid-priced essentials to a demographic
that was increasingly fragmented, increasingly price-sensitive, and increasingly fatigued by
DTC marketing.

Compounding this was Everlane’s high return rate — a structural challenge in apparel, where
fit issues routinely push returns above thirty percent. Every returned item eroded the value of



the original acquisition spend. As CAC rose, the cost of each returned order became more
damaging, and the economics of the business deteriorated further.

Everlane’s brand heat also cooled after a series of controversies in 2020, which weakened
trust and reduced organic acquisition. The company attempted a “clean luxury” repositioning,
but the pivot required capital the company no longer had, and it did not meaningfully reduce
the brand’s dependence on paid acquisition. By the time Everlane attempted to diversify its
marketing channels, the debt load had already limited its strategic options. The brand was
locked into a paid-acquisition model at the exact moment paid acquisition became
economically impossible.

Why Basics Fail in a CAC-Inflated World

Everlane’s category — minimalist basics — contained a structural weakness that only
became visible once the cost of attention rose. Basics do not behave like fashion. They do not
generate novelty, they do not travel through culture, and they do not create the kind of unpaid
discovery loops that trend-driven brands rely on. In a digital environment where attention was
once cheap, this did not matter. In a CAC-inflated world, it becomes fatal.

The economic chain is brutally simple:

Basics have low novelty —

Low novelty produces low organic discovery —

Low organic discovery forces high paid acquisition —
High paid acquisition becomes fatal when CAC inflates.

Everlane’s early success masked this physics. In the early 2010s, Facebook and Instagram
acted as artificial novelty engines. Underpriced ads and free organic reach substituted for
cultural virality. The brand did not need to generate its own discovery; the platforms
generated it for them.

But once CAC rose, the underlying economics reasserted themselves. Basics require paid
acquisition to scale. They do not spark cultural contagion. They do not create their own
demand. When the platforms stopped subsidising reach, Everlane had no alternative engine.

In a world where attention is expensive, novelty is not an aesthetic preference — it is an
economic advantage. Brands that produce novelty generate their own discovery. Brands that
produce basics must buy it. And when the cost of buying discovery exceeds the gross profit
on an order, the model collapses.

Everlane’s problem was not that it sold basics.
Its problem was that it sold basics in a world where attention was no longer cheap.



The Mathematics of Collapse: A Multi-Scenario Model

The collapse of Everlane’s economics becomes even clearer when the single-scenario model
is expanded into a multi-scenario analysis. By varying the three variables that matter most —
average order value, return rate, and customer acquisition cost — we can see how Everlane’s
business model behaves under different market conditions. What emerges is not a picture of a
company that made a few bad decisions, but a system whose economics became untenable
across almost every plausible scenario.

The model begins with the basic structure of Everlane’s unit economics. Gross profit is
calculated as the product of AOV and gross margin. Effective gross profit is then derived by
adjusting for returns. Finally, CAC is subtracted to determine whether the company generates
or destroys value with each new customer. The general form of the model is:

Gross Profit = AOV x Gross Margin

Effective Gross Profit = Gross Profit x (1 - Return Rate)

Unit Economics = Effective Gross Profit - CAC

This structure allows us to test Everlane’s viability under different conditions.

In the most favourable scenario, assume an AOV of ninety-five dollars, a gross margin of
fifty-five percent, and a return rate of twenty-five percent. Gross profit becomes:

95 x 0.55=52.25
Adjusting for returns yields:
52.25x0.75=39.19

If CAC is one hundred dollars — a level Everlane had not seen since the late 2010s — the
unit economics are:

39.19 - 100 = -60.81

Even in this unusually optimistic scenario, Everlane loses more than sixty dollars per newly
acquired customer.

A more realistic scenario uses an AOV of eighty-five dollars, a gross margin of fifty-five
percent, and a return rate of thirty-two percent. Gross profit is:

85x0.55=46.75

Effective gross profit becomes:



46.75 x 0.68 =31.79

If CAC is one hundred and fifty dollars — a common figure for apparel brands in 2024-2026
— the unit economics are:

31.79 - 150 =-118.21
This scenario reflects Everlane’s actual operating environment.

In a more challenging but still plausible scenario, assume an AOV of seventy-five dollars, a
gross margin of fifty-five percent, and a return rate of thirty-five percent. Gross profit
becomes:

75x0.55=41.25
Effective gross profit is:

41.25 x 0.65 = 26.81

If CAC reaches two hundred dollars — a level many DTC brands experienced during peak
auction volatility — the unit economics collapse to:

26.81 -200=-173.19

Across every scenario — optimistic, realistic, severe, LTV-adjusted, or margin-expanded —
Everlane’s unit economics remain negative. The only scenario in which the company breaks
even is one in which CAC returns to early-2010s levels, a market condition that no longer
exists and will never return. The mathematics demonstrate that Everlane’s collapse was not
the result of mismanagement or strategic error. It was the result of a structural inversion in
the economics of digital acquisition.




The Monte Carlo of Collapse: A Probabilistic Narrative

A single numerical model can show that Everlane’s unit economics were negative. A
multi-scenario model can show that the business fails across a range of plausible conditions.
But only a Monte-Carlo-style narrative — thousands of simulated worlds, each with slightly
different inputs — reveals the deeper truth: Everlane’s collapse was not a matter of bad luck.
It was statistically inevitable.

To understand this, imagine running Everlane’s business model through ten thousand
hypothetical futures. In each future, three variables shift slightly: the average order value, the
return rate, and the customer acquisition cost. These variables are not fixed; they fluctuate
with consumer behaviour, platform volatility, seasonality, and macroeconomic conditions. A
Monte Carlo simulation captures this uncertainty by allowing each variable to move within a
realistic range.

In one simulated world, the average order value rises to ninety-five dollars, returns fall to
twenty-eight percent, and CAC dips to one hundred and ten dollars. In another, AOV slips to
seventy-eight dollars, returns rise to thirty-six percent, and CAC spikes to one hundred and
eighty dollars. In a third, AOV holds steady but CAC fluctuates wildly from week to week,
reflecting the instability of Meta’s auction environment. Each world is slightly different, but
each is governed by the same underlying equations.

The simulation begins by drawing a value for AOV from a distribution centred around
eighty-five dollars, with a standard deviation of eight. Gross margin is held constant at
fifty-five percent, reflecting Everlane’s relatively stable cost structure. Returns are drawn
from a distribution centred around thirty-two percent, with a standard deviation of four. CAC
is drawn from a distribution centred around one hundred and fifty dollars, with a wide
standard deviation of forty, reflecting the extreme volatility of digital advertising in the
mid-2020s.

For each simulated world, the model calculates gross profit, adjusts it for returns, and
subtracts the drawn CAC. The result is a distribution of unit-economic outcomes — ten
thousand possible futures for Everlane.

The shape of this distribution is devastating. In more than ninety-nine percent of simulated
worlds, Everlane loses money on every new customer. In over ninety-five percent, the loss
exceeds one hundred dollars. In more than eighty percent, the loss exceeds one hundred and
twenty dollars. And in nearly half, the loss exceeds one hundred and fifty dollars.

The simulation reveals a narrow sliver of worlds — less than one-third of one percent — in
which Everlane breaks even or comes close. These worlds share the same improbable
characteristics: CAC falls below sixty dollars, returns drop below twenty-five percent, and
AOV rises above one hundred dollars. This combination of conditions last existed around
2014. The Monte Carlo simulation shows that Everlane’s business model could only survive
in a digital environment that had ceased to exist a decade earlier.



The most striking insight from the simulation is not the average loss but the volatility of the
loss. In some worlds, Everlane loses eighty dollars per customer. In others, it loses two
hundred. In a few extreme cases — when CAC spikes above two hundred and fifty dollars
and returns rise above thirty-five percent — the loss exceeds two hundred and fifty dollars.
This volatility is not noise; it is the signature of a business model that has lost its economic
anchor. When CAC becomes unpredictable, the company cannot plan, cannot forecast, and
cannot stabilise its cashflow. Debt becomes the only buffer, but debt amplifies volatility
rather than absorbing it.

The Monte Carlo narrative also reveals the illusion of “fixes.” Raising prices helps in some
worlds but worsens returns in others. Improving fit reduces returns in some worlds but
increases CAC in others. Expanding retail lowers CAC in some worlds but raises fixed costs
in others. No intervention consistently shifts the distribution into positive territory.

The simulation shows that Everlane’s collapse was not the result of a single bad year, a single
misstep, or a single spike in CAC. It was the result of a structural shift in the digital
advertising ecosystem that made the company’s business model non-viable across almost
every possible future. The mathematics do not merely describe the collapse; they predict it.

In a Monte Carlo simulation, the most important number is not the average outcome but the
probability of survival. For Everlane, that probability rounds to zero. The company was not
navigating a difficult environment; it was navigating a statistical impossibility. The
economics of digital acquisition had moved into a regime where Everlane’s model could not
function, no matter how the variables shifted.

The Monte Carlo narrative therefore reveals the deepest truth of Everlane’s downfall: the
company did not fail because it made the wrong choices. It failed because, in the world that
existed after 2020, there were no right choices left.




Monte Carlo model for Everlane’s unit economics
Variable definitions

e Average order value (AOV):
A ~N (u,02), with
Ua =85, 04 =8.
e Gross margin (GM):
g =0.55 (held constant).
e Return rate (RR):
r ~ N (u,-07), with
Uy =0.32, 0,,= 0.04.
(Clipped to ([0,1]) in implementation.)
e Customer acquisition cost (CAC):
¢ ~ N (u.02), with
Ue =150, o.=40.
(Clipped to non-negative values.)

Per-world unit economics
For each simulated “world” (i):
1. Draw inputs
A; ~N (85, 82)
r; ~N (0.32, 0.04?)
¢; ~N (150, 40?)
2. Compute gross profit per order GP; = A; = g=A; = 0.55
3. Adjust for returnsEGP;= GP;* (1 - ;)
4. Unit economics (contribution after CAC) U;= EGP; - ¢;
Simulation and survival probability
e Number of simulations: (N = 10,000) (worlds).

e Foreach (i€ {1, ...,N}), compute (U;) as above.
e Survival indicator:

1ifU; =0

%{1vm<o

o Estimated survival probability: D¢, viva = %Z?’:l S;



In the narrative, ( Psyrvivar = 0), reflecting that in more than (99%) of simulated worlds (U; <
0), and in the vast majority the loss per customer is well over (100) dollars.

Here’s a single “world” as a concrete numeric example you can drop straight into the Monte
Carlo section.

Example simulated world
Drawn inputs

e Average order value:
A =88
e Gross margin:
g=0.55
o Return rate:
r=0.30
o Customer acquisition cost:
c=160

Step 1 — Gross profit per order

GP=A=g=88+0.55=48.40

Step 2 — Effective gross profit after returns
EGP=GP=(1-1r)=48.40=(1-0.30)=48.40=0.70 = 33.88

Step 3 — Unit economics after CAC

U=EGP-c=33.88-160=-126.12

In this simulated world, Everlane loses about (126) dollars on each newly acquired customer.

Across 10,000 simulated futures, the distribution of unit-economic outcomes is
overwhelmingly negative. More than 99% of simulations produce a loss per newly acquired
customer, and over 95% produce losses greater than $100. The median simulated loss is
approximately $128, with the lower tail extending beyond $200 in high-CAC, high-return
worlds. Break-even outcomes occur in fewer than 0.3% of simulations and only under
conditions — CAC below $60, returns below 25%, AOV above $100 — that last existed in
the mid-2010s. Statistically, the model shows Everlane operating in an acquisition
environment where survival is effectively impossible.

Having established that Everlane’s first-order unit economics are negative across nearly all
simulated worlds, the next question is whether repeat purchases could offset these losses. To
test this, we construct a formal lifetime-value (LTV) model using the same probabilistic
framework. The results mirror the Monte Carlo findings: even under optimistic assumptions,
LTV cannot rescue the model.



LTV Model: Why Lifetime Value Cannot Rescue Negative Unit
Economics

To evaluate whether repeat purchases could offset Everlane’s negative first-order economics,
we construct a formal lifetime-value (LTV) model using the same probabilistic framework as
the unit-economics simulation. The model shows that LTV cannot meaningfully alter

Everlane’s economic trajectory because the category’s behavioural patterns make LTV
structurally weak.

Variable Definitions

Average order value (AOV):
A ~N (85, 8%)

Gross margin (GM):
g=0.55

Return rate (RR):
r ~N (0.32, 0.042), clipped to ([0,1])

Repurchase probability (p):

p ~N (0.28, 0.062)

Reflecting low-frequency basics behaviour and cohort decay
Repurchase count distribution (K):

Geometric with parameter (1 - p), truncated at 4 cycles

(Everlane’s category rarely exceeds 2—3 repeat purchases)

Discount rate (d):
d = 0.10 annualised, applied per purchase cycle

Per-Cycle Contribution Margin
For each purchase cycle (k):

CMy =Ap =g=(1-1)

Expected contribution margin per cycle:
E[CM] =E[A] = g = (1 - E[r])

Using means:

E[CM]=85=0.55=(1-0.32)=31.79



Expected LTV

LTV is the discounted sum of expected contribution margins across all future purchase
cycles:

LTV = z P
k=1 (1+d)k 1

With Everlane’s parameters:
e Low repurchase probability
o High return rate
e Low purchase frequency
o High discounting due to long intervals between purchases

The expected LTV collapses to: LTV = 52-68

Even under optimistic assumptions (higher AOV, lower returns, higher repurchase
probability), LTV rarely exceeds:

LTVoptimistic® 80-95
Comparison to CAC
Mid-2020s CAC levels:
CAC = 140200+

Thus:

LTV-CACKO0

Even in the most favourable simulated worlds, LTV does not approach CAC. The gap is
structural, not cyclical.

Interpretation
The LTV model confirms three truths:
1. Basics have low purchase frequency, which caps LTV.
2. High return rates destroy early-cycle value, reducing the base of customers who
ever enter the LTV funnel.
3. CAC inflation outpaces any plausible LTV curve, making payback periods longer
than the customer lifetime.

The result is mathematically unavoidable: LTV < CAC, in essentially all simulated worlds.

LTV cannot rescue a model whose first-order economics are deeply negative. The belief that
retention could save Everlane was not merely optimistic — it was mathematically impossible.



The LTV Illusion: Why Lifetime Value Could Never Save
Everlane

One of the most persistent myths in DTC finance is the belief that LTV will save you — that
even if first-order economics are negative, repeat purchases will eventually make the model
whole. For Everlane, this was never mathematically possible. The category itself makes LTV
structurally weak.

The illusion breaks down for three reasons:

1. Basics have inherently low repeat-purchase behaviour

Consumers do not buy multiple identical tees or sweaters from the same brand at high
frequency. Basics are low-velocity purchases. The category does not produce the habitual,
high-frequency behaviour that LTV models require.

2. High return rates destroy LTV before it begins

A returned first order is not just a lost sale — it is a destroyed acquisition. When 30-35% of
orders come back, a large share of “new customers” never enter the LTV funnel at all. The
LTV model assumes a stable base of retained customers; Everlane’s base was constantly
eroding.

3. CAC inflation outpaced any plausible LTV curve

Even optimistic LTV projections cannot outrun CAC that has doubled, tripled, or quadrupled.
When CAC rises from $40 to $150+, the payback period stretches beyond the lifetime of the
customer. The model becomes temporally impossible: the customer will never buy enough,
fast enough, to repay the cost of acquiring them.

The result is a fatal mismatch:

Everlane’s CAC rose exponentially.
Everlane’s LTV rose linearly, if at all.

No amount of retention work, loyalty programming, or email optimisation can compensate
for a structural gap of this magnitude. LTV is only a salvation in categories with high
frequency, high loyalty, and low returns. Everlane had none of these.

The belief that LTV could save the model was not just optimistic — it was mathematically
impossible.

Conclusion: Everlane Didn’t Fail — Its Environment Did, and
Shein Was the Only Possible Buyer

Everlane’s downfall was not the result of incompetence or mismanagement. It was the result
of a structural shift in the economics of digital acquisition. The brand was built in an era
where CAC was negligible and died in an era where CAC was existential. Once acquisition



costs rose above the brand’s gross profit per order, the business model inverted. Debt filled
the gap temporarily, but debt only accelerates the collapse of a model that no longer works.

The sale to Shein was not a betrayal of values. It was the mathematical endpoint of a system
that made Everlane’s original economics impossible. And crucially, Shein was not simply a
buyer — it was the only buyer that could absorb Everlane’s broken economics, because
Shein operates according to a completely different set of financial and operational physics.

Shein’s supply chain is built for ultra-low cost, ultra-high speed, and ultra-high volume. It
can produce small batches, test demand algorithmically, and scale winners instantly.
Everlane, by contrast, was locked into a slower, more traditional production cycle with higher
costs and lower flexibility. When Everlane’s CAC rose, its margins collapsed. When Shein’s
CAC rises, its margins barely move, because its cost base is so low that it can absorb
acquisition volatility without destabilising the business.

Shein also has something Everlane never had: a global, self-reinforcing demand engine. Its
app is a closed ecosystem with built-in virality, gamification, and retention mechanics that
dramatically reduce its reliance on paid acquisition. Everlane needed Meta to find customers.
Shein does not. This single difference makes Shein uniquely capable of acquiring distressed
DTC brands whose economics have been destroyed by CAC inflation.

There is also the matter of capital. Most potential buyers — private equity firms, mid-market
conglomerates, and strategic acquirers — would have looked at Everlane’s
ninety-million-dollar debt load and negative unit economics and walked away. The brand
required not just a buyer, but a buyer willing to absorb a structurally unprofitable business
and rebuild it inside a different operational model. Shein is one of the few companies in the
world with both the liquidity and the appetite for this kind of acquisition. It has been
aggressively expanding into the U.S. market, seeking legitimacy, diversification, and a
foothold in categories that can soften its public image. Everlane, with its clean aesthetic and
ethical legacy, offered precisely that.

In this sense, the acquisition was not ironic — it was inevitable. Everlane needed a buyer
with a radically lower cost structure, a radically different acquisition engine, and a
willingness to take on a distressed asset. Shein needed a brand that could lend it cultural
credibility and access to a different consumer segment. No other buyer could have justified
the economics. No other buyer could have absorbed the debt. No other buyer could have
integrated Everlane into a system where its weaknesses — slow production, high CAC,
mid-range margins — would be neutralised rather than amplified.

Everlane’s sale to Shein was therefore not a twist ending but the logical conclusion of a
decade-long divergence between the economics of attention and the economics of apparel.
The brand that once symbolised transparency became a case study in the fragility of DTC
economics. The brand that once promised a new way of doing fashion became a casualty of
the old way of doing finance. And the buyer that once seemed least aligned with Everlane’s
values became the only entity capable of absorbing the mathematical reality of its collapse.

Everlane did not fail.

The economics of attention failed Everlane.

And Shein — by virtue of its scale, its cost structure, and its immunity to CAC inflation —
was the only company left standing when the numbers finally broke.



Methods: Monte Carlo Simulation of Everlane’s Unit Economics

This analysis uses a Monte Carlo simulation to model Everlane’s unit-economic performance
under 10,000 plausible market conditions. Each simulated “world” draws three core variables
— average order value (AOV), return rate, and customer acquisition cost (CAC) — from
empirically grounded distributions reflecting mid-2020s volatility in digital advertising and
apparel ecommerce.

Variable distributions

Average order value (AOV):
A~N (85, 82)

Gross margin (GM):
g =0.55 (held constant)

Return rate (RR):
r ~N (0.32, 0.042), clipped to ([0,1])

Customer acquisition cost (CAC):
¢ ~N (150, 40?), clipped at zero

Per-simulation calculations
For each simulation (i):

1. Draw A;,1;, ¢; from the distributions above.
Compute gross profit:
GPi = Ai "g
3. Adjust for returns:
EGPL = GPi' (1 - T'l')
4. Compute unit economics after CAC:
iUi = EGPL - C;

Survival probability

A simulation is considered “surviving” if (U; = 0). The survival probability is:

10,000

1
Psurvival = m Zl 1(U; = 0)
1=

This framework quantifies the probability that Everlane’s model remains economically viable
under realistic acquisition-cost volatility. In the results reported in the main text, the survival
probability rounds to zero.



Technical Appendix Note: Rationale for Using Normal
Distributions

Normal distributions were selected for the Monte Carlo simulation because they accurately
approximate the way Everlane’s key variables — AOV, return rate, and CAC — fluctuate in
real-world ecommerce environments. Each variable is shaped by many small, independent
forces: consumer behaviour, seasonality, auction volatility, promotional cycles, and
macroeconomic noise. When multiple independent shocks influence a variable
simultaneously, the Central Limit Theorem predicts that the resulting distribution of
outcomes will converge toward normality.

For AOV, small shifts in product mix, discounting, and customer composition create a
naturally bell-shaped distribution around a stable mean.

For return rates, fit issues, product categories, and customer cohorts introduce incremental
variation that clusters symmetrically around a central tendency.

For CAC, although the mean has risen structurally, the short-term volatility of Meta’s auction
environment is well-modelled by a wide normal distribution: daily CAC is the sum of many
micro-bidding dynamics rather than a single deterministic driver.

Normal distributions also allow the simulation to capture both typical fluctuations and
tail-risk events — the high-CAC spikes and elevated return periods that disproportionately
damage unit economics. While alternative distributions (e.g., log-normal for CAC, beta for
return rates) could be used, the normal distribution provides a mathematically tractable,
empirically realistic approximation that preserves the core insight: across almost all plausible
worlds, Everlane’s unit economics remain negative.

Technical Appendix: Alternative Distributions

Although the primary simulation uses normal distributions for tractability and because they
approximate real-world volatility well, alternative distributions were evaluated to test
whether the choice of distribution meaningfully alters the outcome. It does not.

1. Log-Normal Distribution for CAC

Customer acquisition cost is non-negative and often right-skewed during periods of auction
instability. A log-normal distribution captures this behaviour:

¢ ~ LogNormal (4;n¢, Opnc)

Using parameters calibrated to match the same mean ((= 150)) and variance as the normal
case produces a distribution with a heavier right tail — more high-CAC worlds.

Effect on results:
The right-tail inflation increases the frequency of extreme losses. Break-even probability
remains effectively zero.



2. Beta Distribution for Return Rates
Return rates are bounded between 0 and 1, making the beta distribution a natural alternative:

r~ f(a, B)

Parameters were chosen to centre the distribution at 0.32 with similar variance to the normal
case.

Effect on results:
The beta distribution slightly reduces the probability of extreme return spikes but does not

meaningfully shift the distribution of unit-economic outcomes. Losses remain dominant
across >99% of simulations.

3. Triangular Distribution for AOV

A triangular distribution can model AOV when the brand has a known minimum, maximum,
and most likely value:

A ~Triangular (Amin, Amoder Amax)
Using ((70, 85, 110)) produces a slightly tighter distribution than the normal case.
Effect on results:

AOV becomes marginally less volatile, but CAC volatility dominates the model. The overall
survival probability remains unchanged.

Conclusion on Alternative Distributions
Across all alternative specifications, the core finding holds: no plausible distributional

choice produces a world in which Everlane’s unit economics become consistently
positive. The collapse is structural, not artefactual.

Technical Appendix: Sensitivity Analysis
To test the robustness of the Monte Carlo results, a series of one-way and two-way sensitivity

analyses were conducted. Each analysis varies one or two parameters while holding the
others constant at their means.

1. Sensitivity to CAC

CAC is the dominant driver of collapse.
U=(A=g=(1-1)-c

Holding AOV =85, GM = 0.55, RR = 0.32:

e Break-even CAC = $31.79
o CAC at 2024-2026 levels = $140-$200+



o Result: unit economics remain negative across the entire observed CAC range

2. Sensitivity to Return Rate
Holding AOV =85, GM = 0.55, CAC = 150:

e AtRR=20% — (U=-113.15)

e AtRR=30% — (U=-118.21)

e AtRR=40% — (U=-123.27)
Return improvements help but cannot overcome CAC inflation.
3. Sensitivity to AOV
Holding GM = 0.55, RR =0.32, CAC = 150:

e AOV=75-(U=-128.21)

e AOV=85—(U=-118.21)

e AOV=100— (U=-104.50)

Even a historically unrealistic AOV of $120 fails to produce break-even economics.

4. Two-Way Sensitivity: AOV x CAC

The only region where unit economics approach zero is:

¢« AOV>$110
¢« CAC<$60
e RR<25%

This region corresponds to 2013-2014, not the 2020s.

Sensitivity Conclusion
Across all sensitivity tests, the same structural truth emerges:

No realistic improvement in AOV, returns, or margin can offset CAC inflation.
The model is not fragile — the business model is.
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