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ABSTRACT
The study a model for markdown optimization, i.e. how to set prices to maximize revenues from
selling a fashion good, in the context of an e-tailer. Due to the convenience of Internet shopping,
a significant proportion of customers may wait for the price of a fashion item to decrease,
strategically returning multiple times to check on the price. This is an important issue that etailers need to account for when pricing their products. In this talk, we propose and study a
model that incorporates returning customer behavior. We focus on the case of a monopolist etailer selling a single product over a finite horizon. For classes of demand functions, we develop
convex reformulations that are tractable. We derive general insights on pricing strategies in the
presence of returning customers. We compare the revenue of a myopic pricing policy (i.e. which
treats returning customers the same as first-time customers), to the optimal pricing policy. This
allows us to understand the value of smart pricing.
[This paper is joint work with Pavithra Harsha from IBM Research and Zachary Leung from the
ORC, MIT]
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