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How AI Changed Returns, What Merchants Can Do, and the

Dark Edge No One Wants to Talk About

INTRODUCTION

Artificial Intelligence (AI) has rapidly altered the retail

landscape, creating changes that many consumers may not fully

understand. Merchants, on the other hand, are acutely aware of

these shifts and experience their profound effects on daily

operations. A nuanced yet significant conflict has arisen

between AI-powered fraudsters and retailers who employ AI to

safeguard their businesses. This ongoing battle does not take

place in traditional domains like hacking, card theft, or

cybersecurity; instead, it revolves around the seemingly simple

but crucial matter of returns. The evolving dynamics of returns

have become a focal point of confrontation between these two

sides.

For many years, the processes surrounding returns, including

the potential abuse of return policies, followed a predictable

pattern. Committing fraud used to require a considerable degree

of skill and effort, as deception had defined limits and

tangible evidence was essential in supporting claims. However,

the current landscape has changed dramatically, significantly

lowering the barriers to committing fraud. Today, a simple

prompt, a free application, and just thirty seconds are all

that is needed for individuals to engage in deceptive practices

with ease. This shift has made fraud more accessible than ever

before.
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This ebook explores three

interconnected realities that

characterize this new

landscape: how AI has

amplified return fraud, the

practical measures merchants

can implement to counteract

these issues without

infringing on privacy laws,

and the darker implications of

blacklists, flawless

enforcement, and the erosion

of consumer trust. The goal is

not to incite fear but rather

to illuminate the forces

shaping contemporary commerce.

By understanding these

dynamics, both merchants and

consumers can grasp the

significant consequences of

AI-powered detection and its

implications for their

interactions.

1. How AI has supercharged

return fraud.

2. The practical ways

merchants can respond

without violating privacy

laws.

3. The darker edge:

blacklists, perfect

enforcement, and the

erosion of consumer trust.

The intention behind this

examination is to provide

clarity on the forces at

play in modern commerce. By

equipping both merchants and

consumers with this

understanding, we can shed

light on the significant

consequences of AI-powered

detection in the retail

environment.

THE RISE OF AI IMAGE

FAKERY AND CONSUMER

RETURN FRAUD
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PART I

Fraud Used to Require

Skill. Now It Requires a

Prompt.

A decade ago, consumers

attempting to defraud

retailers were required to

possess a certain level of

skill and creativity. They

needed to stage convincing

photographs, manipulate

receipts, or craft plausible

narratives to support their

claims. This requirement for

effort served as a deterrent

for many individuals,

prompting them to reconsider

before engaging in such

deceitful activities. The

process demanded time,

thought, and a degree of

ingenuity that not everyone

possessed. As a result, many

potential fraudsters were

deterred by the system's

inherent barriers.

However, with the emergence

of generative AI, those

deterrents have been largely

eliminated. Nowadays, anyone

with access to a smartphone

or computer can easily

generate convincing images

that support fraudulent

claims. This capability

allows individuals to

quickly and effortlessly

create a variety of

deceptive materials,

including:
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 Realistic photos of “damaged

products.”

 Simulated cracks, dents,

tears, or signs of liquid

damage.

 Fabricated serial numbers.

 Realistic-looking boxes,

labels, and packaging.

 Polite and remorseful refund

requests.

 Contextual environments that

enhance believability, such as

bathroom tiles or kitchen

counters.

With just a single click, a

counterfeit image can be

generated alongside an

automated explanation. This

process often leads to the

automatic approval of refund

requests, resulting in refunds

issued without thorough

verification. The financial

repercussions of this

fraudulent activity ultimately

ripple through the entire

retail ecosystem, affecting

all stakeholders involved.

Why This Fraud Exploded So

Fast
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The tools available for committing fraud have become

overwhelmingly powerful, accessible, and often free. This shift

has created an environment with virtually no barriers to entry

for individuals seeking to engage in fraudulent activities.

Many consumers do not even perceive their actions as fraudulent

because the tools they utilize resemble editing software rather

than instruments of deception.

Several factors contribute to the rapid escalation of this type

of fraud. These include:

 Expedited refund processes that prioritize speed over scrutiny.

 Lenient return policies that inadvertently encourage abuse.

 A pervasive cultural attitude that suggests large companies have

the capacity to absorb losses.

 Growing financial pressures faced by households, which can lead to

justifications for dishonest behavior.



As a result, the moral reservations that once deterred

individuals from committing fraud have diminished

significantly. AI contributes to this by creating a

psychological distance from the act of deceit. The fraudster

does not physically interact with the item, does not damage it,

and does not confront the dishonesty directly. Instead, the act

of generating an image and submitting it to the system makes

the process feel less like fraud and more akin to simple

content creation.

The Cost No One Sees

AI-driven “soft fraud” may appear minor at the individual

level; however, its cumulative impact on the retail sector is

catastrophic. The repercussions of this form of fraud encompass

a range of significant issues, including:
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 Lost merchandise that cannot be recovered, leading to financial

losses.

 Increased shipping and restocking costs that erode profit margins.

 Elevated operational overhead as retailers work to combat these

persistent challenges.

 Stricter return policies that ultimately frustrate honest

customers.

 Categories particularly sensitive to fraud, such as electronics,

are incurring substantial losses.

Numerous retailers have reported that return fraud rates have

increased by double digits year after year. In contrast,

consumers remain largely unaware of these struggles. They see

only the convenience that easy returns provide, while merchants

grapple with the harsh reality of diminishing profit margins.

Case Studies from the Front Lines

1. A fashion retailer has documented a startling rise in

returns that feature impeccably lit AI-generated photos of

alleged “manufacturer defects” that never actually existed.

Alarmingly, the damage patterns depicted in these images are

strikingly similar across hundreds of claims, indicating a

systematic issue at play.

2. A mid-market electronics brand has received numerous claims

of cracked screens, all utilizing AI-generated break patterns

that do not align with the laws of physics observed in real-

world scenarios. Such discrepancies should immediately raise

red flags for any discerning retailer.
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3. A popular marketplace platform identified multiple user

accounts submitting the same AI-generated images of damage,

albeit with slight variations in noise, angle, and color

adjustments. This indicates a coordinated effort to exploit the

system, highlighting fraudsters' evolving tactics.

The Psychology of Soft Fraud

Soft fraud thrives because it does not feel like a crime to

those who engage in it. Consumers often find it easy to

rationalize their actions with statements such as:

 “They overcharged me anyway.”

 “It’s only one small refund.”

 “It’s not hurting a real person.”

 “Big companies expect some fraud.”

In reality, the situation is much simpler than these

justifications suggest. AI has effectively diminished the

psychological barriers that once kept most individuals honest.

Today, committing fraud can feel more like creating content

than engaging in a moral failing.

Fraud has undeniably evolved, prompting the pressing question

of how merchants should respond to these challenges. How far

can they go in their efforts to mitigate fraud without

infringing upon legal boundaries or jeopardizing consumer

trust?
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PART II



HOW MERCHANTS CAN FIGHT AI

FRAUD: LAYERS OF DEFENSE, NOT

DYSTOPIA

Why Most AI Detectors Are

Useless

Retailers eager to combat fraud often

rely on “AI image detectors” that

claim to discern whether a model

generated an image. Unfortunately,

these tools frequently fail to

deliver the accurate results

merchants need to identify fraud

effectively.

They often misidentify a variety of

images, including:

 Real photographs as fabricated

images.

 Fake images as authentic photographs.

 Historic and public-domain images.

 AI-generated images of the

Declaration of Independence.



Fraudsters are remarkably quick to

adapt to changing circumstances,

often outpacing the updates made to

generic detection tools. Most off-

the-shelf solutions are designed

primarily for marketing purposes

and fail to address the specific

challenges that retailers encounter

in their daily operations. This

lack of customization leaves

retailers vulnerable to

sophisticated fraud schemes that

can be executed with relative ease.

To combat fraud effectively,

retailers require custom forensic

systems tailored to their specific

products, packaging, lighting

conditions, and manufacturing

details. This approach is essential

for accurately identifying

fraudulent activities and

protecting their bottom line.
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Image Forensics Built for Retail

Effective solutions to combat fraud should focus on identifying

inconsistencies in the physical world rather than relying

solely on generative models. These inconsistencies are critical

indicators that can help retailers detect fraudulent activity.

Examples of such inconsistencies include:

 Impossible lighting conditions that would not occur naturally.

 Texture anomalies that raise suspicion about the authenticity of

the product.

 Inconsistent materials that do not correspond with the expected

product specifications.

 Incorrect product geometry that deviates from established

standards.

 Background artifacts that indicate manipulation or alteration.

 Manipulation of EXIF metadata, which can reveal inconsistencies in

the image’s origin.

 Comparison against known product “fingerprints” for authenticity

verification.

AI is most effective when paired with domain-specific truths.

Therefore, fraud detection requires retail-trained models

rather than generic classifiers that lack the necessary

contextual understanding to assess and authenticate products

accurately.
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Behavioral Return Risk

Scoring

Every major retailer

discreetly implements an

internal scoring system that

operates similarly to a credit

score, tailored to its unique

needs. This scoring system is

vital for identifying

potential fraudulent behavior

and mitigating risks.

Signals that contribute to

this scoring include:

 The frequency of returns

among individual customers.

 The inherent risk

associated with specific

product categories.

 The time intervals between

purchases and subsequent

returns.

 Patterns indicating claims

of “did not receive” that

may signal fraudulent

intentions.

 The reuse of photographs

across multiple claims may

indicate a coordinated

effort.

 The targeting of high-value

items specifically for

returns.

 Distortions in lifetime

value assessments that may

arise from fraudulent

behavior.
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This scoring practice remains legal as long as it remains

internal and confidential. However, sharing such data between

retailers could trigger consumer credit regulations,

potentially violating laws such as the Fair Credit Reporting

Act (FCRA), the General Data Protection Regulation (GDPR), and

the California Consumer Privacy Act (CCPA).

Smart Friction for High-Risk Users

Implementing risk-based friction can help ensure that honest

customers remain satisfied while effectively slowing down those

who may intend to exploit the system. This approach allows

retailers to safeguard their interests without alienating

genuine shoppers.

Possible strategies for implementing smart friction include:

 Mandatory return drop-off at physical store locations.

 Third-party inspections of returned items to verify their

condition.

 Implementing delayed refunds for certain transactions to prevent

immediate exploitation.

 Establishing ineligible return windows for specific purchases to

limit abuse.

 Category-specific limitations on returns to mitigate risk.

 Account suspension in extreme cases of abuse or fraud.

This approach mirrors the antifraud systems used by credit card

companies, in which low-risk customers receive expedited

service while high-risk customers undergo additional scrutiny.

This method balances efficiency with security.
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Product Fingerprinting

Retailers can train AI systems to recognize the specific

characteristics of their products. This training enhances the

ability to detect fraudulent activities effectively.

Characteristics that can be targeted include:

 Unique packaging patterns that are specific to particular items.

 Formats of serial numbers that consistently align with genuine

products.

 Expected defect shapes that signify authenticity and quality.

 Surface and texture signatures that distinguish authentic products

from counterfeits.

The stronger the fingerprint created through this process, the

more challenging it becomes for fraudsters to replicate or

forge genuine products. These tools provide practical

solutions; however, their societal consequences must also be

carefully considered. The final part of this ebook will delve

into the darker aspects of these developments.
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PART III
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THE DARK EDGE: BLACKLISTS,

PERFECT ENFORCEMENT, AND

WHAT HAPPENS WHEN TRUST

BREAKS

The Casino Precedent — The

Griffin Book

Long before the rise of AI-

driven retail fraud, Las Vegas

casinos waged a continual

battle against card counters

and cheaters. Their solution

became widely recognized and

somewhat infamous:

The Griffin Book, a

centralized intelligence

ledger utilized across

casinos, maintained detailed

records of:

 Suspected cheaters.

 Individuals identified as

suspected advantage

players.

 Photographs of individuals

under suspicion.

 Aliases used by suspected

individuals.

 Notes detailing behavioral

patterns of suspected

fraudsters.
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Casinos subscribed to this

system, often without the

knowledge of those listed.

Mistakes were common within

this system, and once someone

was flagged, it became nearly

impossible to remove their

name from the list.

This is the scenario that

retailers fear recreating—a

world where suspicion follows

individuals everywhere they

go, tarnishing their

reputations and experiences in

the retail environment.

Why Retailers Cannot Build

a Casino-Style Blacklist

Retailers face numerous

constraints that prevent them

from establishing a casino-

style blacklist. These

limitations include:

 Privacy laws that protect

consumer rights.

 Fair credit reporting

regulations are designed to

ensure transparency.

 Restrictions on data-sharing

practices that safeguard

consumer information.

 The risk of mass consumer

backlash against perceived

injustices or unfair

practices.
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The establishment of a cross-retail “return abuse bureau” would

effectively create a shadow scoring system for shopping

behavior, leading to immediate consumer and regulatory revolt.

History has shown that Western cultures fundamentally reject

moral or behavioral scoring systems, even when framed as tools

for “fraud prevention.”

The Invisible Danger — T&Cs That No One Reads

While retailers are prohibited from sharing identity-linked

fraud lists, they often gather far more data than consumers

realize. The Terms & Conditions that consumers agree to

encompass:



Behavioral monitoring practices that may include:

 Automated decision-making processes that influence consumer

interactions.

 AI-driven classification of consumer behavior to assess risk.

 Third-party evaluations of fraud risk that may impact consumers.

 Data retention policies that lack time limits, leading to

indefinite storage of consumer information.

 Storage of images and metadata that could be used against

consumers.

 Device and network fingerprinting for tracking purposes, often

without consumer consent.



Consumers frequently click “Agree”

without reading lengthy legal

documents, utterly unaware that they

have granted retailers extensive

rights to utilize automated judgments

against them. In this manner, consent

becomes a mere formality rather than

an informed understanding of the

terms. This lack of awareness marks a

critical juncture where trust begins

to erode.

The Perfect Enforcement

Paradox

Humans have historically tolerated

flawed enforcement mechanisms in

various aspects of life. We have

grown accustomed to systems that

allow for:

 Inconsistent enforcement of rules,

such as those associated with parking

tickets.

 Store associates exercise discretion

when addressing customer issues.

 Human error creates necessary wiggle

room in enforcement practices.
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AI, however, eliminates that wiggle room, introducing a level

of rigidity that can lead to unintended consequences. With AI-

driven systems, every action becomes scrutinized and enforced

uniformly, leaving little room for the nuanced understanding

that human discretion can provide. This paradigm shift raises

questions about the balance between effective fraud prevention

and the preservation of consumer trust and satisfaction.

The Real Fear — Misclassification

False positives constitute a significant and often overlooked

threat within AI-driven fraud detection systems. These errors

can lead to severe repercussions for consumers and retailers

alike, creating a cascade of adverse outcomes. For instance,

consumers may find themselves denied refunds that they

rightfully expect, resulting in frustration and a sense of

betrayal. Additionally, accounts can be suspended without any

prior warning, leaving individuals feeling powerless and unable

to access their funds or services. Furthermore, the permanent

flags placed on accounts can adversely affect future

transactions, leading to a cycle of distrust and

dissatisfaction. The absence of a human appeal process means

consumers have no recourse to challenge automated decisions,

further compounding their feelings of helplessness. To add to

this distress, no explanations are usually provided for adverse

actions, leaving individuals in the dark and without a clear

path to redemption.
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A single misclassification can carry lasting repercussions,

particularly if data retention policies are indefinite. This

concern is not merely hypothetical; the history of casinos

serves as a cautionary tale, exemplified by the infamous

Griffin Book, which cataloged individuals flagged for

suspicious activity. Retailers must learn from these historical

missteps to avoid repeating past mistakes, ensuring their

practices regarding consumer rights and data management are

fair and transparent.

A Better Path — Accountability Without

Authoritarianism

Retailers must prioritize establishing robust fraud defenses

while simultaneously implementing strong guardrails to protect

consumer rights. This balanced model is essential for fostering

a sense of fairness and trust between businesses and their

customers. A critical component of this approach is providing

transparent explanations when returns are denied, ensuring that

consumers understand the rationale behind such decisions.

Additionally, it is vital to have transparent processes in

place for appealing decisions, which empowers customers by

giving them a voice in the process. Authority for human

oversight in decision-making is also crucial, as it allows for

context and nuance that automated systems may overlook.
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Furthermore, risk scoring mechanisms with expiration dates

should be implemented to ensure fairness and prevent indefinite

penalties for consumers. Retailers must also adopt privacy-

first data handling practices to safeguard consumer information

and maintain trust. Importantly, prohibiting cross-retailer

blacklists is essential to prevent a culture of punitive

measures that can unfairly target innocent individuals.

Establishing customer-visible logs of automated decisions can

enhance accountability and transparency, allowing consumers to

see the data and reasoning behind the actions taken against

them. AI technology should be leveraged to enforce fairness in

consumer interactions, rather than to impose dominance.

Conclusion — The Future of Trust in Commerce

AI is fundamentally redefining the boundaries between consumer

behavior and corporate enforcement strategies. While fraud is

becoming increasingly easier to perpetrate, the detection

mechanisms are simultaneously evolving to become more robust

and effective. However, this duality presents a challenge, as

the consequences of mistakes in this landscape are becoming

increasingly severe for both consumers and retailers. The

future will belong to retailers who successfully strike a

harmonious balance between fast, generous policies that cater

to honest customers and intelligent defenses that effectively

counter abuse.



Page 27

Moreover, it is crucial to develop transparent systems that

avoid the pitfalls of excessive surveillance and overreach,

while also incorporating human judgment in situations where

algorithms may fall short in understanding context. Trust is

the cornerstone of successful commerce; AI has the potential to

either reinforce that trust or to destroy it outright,

depending on how retailers choose to implement and utilize this

technology. Ultimately, the onus is on retailers to make

conscious choices that prioritize fairness and consumer rights,

ensuring that the future of commerce is built on a foundation

of trust and accountability.



In a world where AI-generated deception blurs the lines

between reality and fraud, merchants and consumers face an

unprecedented challenge in the realm of product returns.

This book reveals the alarming rise of soft fraud, where

moral reservations fade away, and explores innovative

strategies retailers can adopt to safeguard their interests

while maintaining consumer trust. As the battle against

exploitation intensifies, the future of retail hinges on

finding the delicate balance between generous return

policies and intelligent fraud prevention.


