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Abstract: A substantial proportion of purchases in the fashion industry are returned, representing nearly eight billion dollars in merchandise annually. These
returns create significant challenges for retailers, straining their operations, complicating inventory management, and eroding profitability. This study
investigates how different discount strategies influence net sales, defined as sales after accounting for returns. Specifically, we compare two common
discount strategies: bundle discounts, which offer reduced prices for specific products when purchased together, and per-item discounts, which apply to
individual products without additional purchase requirements.

Our analysis focuses on three key factors influencing the effectiveness of discount strategies in enhancing net sales: customers’ uncertainty about a
product’s post-purchase value, the post-purchase leverage effect of bundle discounts, and customer inattentiveness to pricing details. Collaborating with
one of Turkey's largest fashion retailers, we use structural estimation to evaluate bundle discounts in comparison to per-item discounts. Our findings reveal
that net sales under bundle discounts can outperform per-item discounts by 15.61% when the post-purchase leverage effect is utilized effectively. However,
bundle discounts may underperform when this leverage is absent or poorly implemented. Additionally, we find that customers often overlook pricing
details, amplifying their uncertainty about a product’s post-purchase value and contributing to higher return rates. Simulations show that improving
customer attentiveness to pricing details can further increase net sales by 2.68%.

When choosing the optimal discount strategy, retailers should consider both product returns and customers’ potential inattentiveness to pricing details.
Bundle discounts that effectively use the post-purchase leverage effect achieves the best net sales. While inattentive customers may generate higher initial
sales, retailers ultimately benefit more in net sales from a customer base that is attentive to pricing.
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