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Abstract

Clearance sales are a common response to over-ordering under demand uncertainty in short life-cycle products, yet
deep markdowns can erode revenue and weaken brand positioning. This note develops a Selective Markdown
Inventory (SMI) perspective: when leftover inventory is high, lowering the clearance price can eventually create
negative marginal revenue, implying that it is optimal to clear only a selective portion of leftovers at a profit-
maximizing clearance price and dispose the remainder at zero salvage value (for instance, through bundling). The
setting is a two-period model with a regular season at a fixed price and stochastic demand, followed by a clearance
period where the clearance price is chosen after observing leftover inventory. Clearance demand is represented
through a linear inverse demand relationship, which implies a concave clearance-revenue function with a peak at a
finite clearance quantity. Accordingly, the optimal policy is to sell up to this best clearance quantity and discard any
inventory beyond it, rather than pursuing progressively deeper discounts. This SMI logic contrasts with the classic
newsvendor setting with a fixed salvage value: by avoiding value-destroying deep markdowns when inventory is
abundant, selective clearance can temper ordering incentives while protecting (and potentially improving) expected
profit.
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