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CHAPTER 5

Managing Product Returns Within 
the Customer Value Framework

Alec Minnema, Tammo H.A. Bijmolt,  
J. Andrew Petersen, and Jeffrey D. Shulman

IntroductIon

Marketing scientists and practitioners acknowledge that it is essential to 
measure and manage customer value (Petersen and Kumar 2015). 
Customers can create value to the firm by purchasing products, not 
 returning these products, recommending products to other potential cus-
tomers, influencing other customers, and providing feedback to the com-
pany (Kumar et al. 2010a). Importantly, these customer behaviors will be 
interrelated. For example, product returns may affect future purchases, 
product returns, and engagement behaviors—which all affect customer 
value. Hence, customer value goes beyond customer purchase behavior, 
and  customer value management should also include customer engage-
ment behavior and customer product return behavior (Van Doorn et al. 
2010; Kumar et al. 2010a).
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First, customer engagement involves customer behaviors that are not 
directly purchase-related behavior. Van Doorn et al. (2010, p. 253) define 
customer engagement behaviors as “the customer’s behavioral manifesta-
tions toward a brand or a firm, beyond purchase, resulting from motiva-
tional drivers”. This behavioral dimension of customer engagement 
incorporates writing reviews and customer referrals. Customers can create 
value to the firm by writing reviews. A recent meta-analysis demonstrates 
that product reviews affect sales, where more reviews and more positive 
reviews lift sales (Babic et al. 2016). In addition, product reviews have an 
impact on product returns (Minnema et  al. 2016). Hence, academic 
research examined customer referral behavior and demonstrated its impact 
on firm profit (Kumar et al. 2010b).

Second, including product returns in customer value management is 
critical because product returns can be a substantial economic cost for 
retailers. Return rates reportedly vary between 10% and 50%, with sub-
stantial profit impact (Banjo 2013; Forrester 2015). Annually, US custom-
ers return $264 billion worth of products (Kerr 2013). Product returns 
not only result in lost sales but also lead to other costs such as shipping 
fees, often paid by the retailer, and remanufacturing costs such as repack-
aging the product (Guide et  al. 2006). Consequently, Gartner (2014) 
labels product returns “the ticking time bomb of multichannel retailing”.

The large financial impact of product returns has spurred academic 
research in several fields. For instance, one solution to reduce the costs of 
product returns is to make the reverse logistics more efficient, a problem 
that has been addressed extensively in the operations literature (Dekker 
et al. 2004). However, the focus of this chapter is on managing product 
returns from a marketing perspective, which we cluster around three major 
topics. First, we discuss how product returns and engagement behaviors 
should be included in the customer value framework (see Fig.  5.1). 
Second, we discuss the antecedents of a customer’s product return deci-
sion. These include the impact of product return policies and the effect of 
information provision at the moment of purchase on purchase and return 
decisions. We also discuss the impact of customer and product character-
istics on product return decisions. Third, we focus on the consequences of 
product returns. We discuss the effect of product returns on future pur-
chase and product return behavior, as well as on customer engagement 
behaviors. Thus, the aim of this chapter is to support both researchers and 
practitioners through a comprehensive, research-based synthesis of cur-
rent knowledge on antecedents and consequences of product returns and 
how this relates to measuring and managing customer value (Fig. 5.1).

 A. MINNEMA ET AL.
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the relatIonshIp Between product returns 
and customer Value

A customer’s decision to return a product has an immediate economic 
impact on a firm’s profitability, both in terms of the loss in the profit mar-
gin from the customer’s original purchase of that product as well as the 
cost the firm bears to process the product return. Because of this many 
firms still treat product returns as an economic cost that needs to be man-
aged (and often minimized). At a minimum some firms try to manage 
these costs at the aggregate level given that product returns are such a 
substantial cost for firms (Blanchard 2007). They do this by setting return 
policies that try to minimize the number of products returned by provid-
ing disincentives for customers to return products (e.g., a restocking fee or 
offering only a limited time window to return a product) or by attempting 
to streamline the reverse supply chain to reduce the average costs of 
product returns (see Dekker et al. 2004).

Product return policies

· Money back guarantee
· Product return leniency
· ….

Pre-purchase information

· Retailer provided information
· Customer generated information
· ….

Customer characteristics

· Return habits
· Category experience
· ….

Customer Value Framework

Product characteristics

· Product category
· Price
· ….

Purchase behaviors

Product Return 
behaviors

Engagement 
behaviors

Fig. 5.1 Antecedents and consequences of customer product return behavior 
within a customer value framework
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Some firms have even taken it a step further by implementing strategies 
which are responsive to an individual customer’s product return behavior. 
For instance, research has shown that some firms actually reduce market-
ing expenditures to customers that return products in the hopes that these 
return-prone customers will make fewer future purchases that have the 
potential to be returned (Petersen and Kumar 2009). However, managing 
customers based on their product return behavior does not seem to be a 
common practice by retailers as of yet. A recent survey suggests that many 
retailers (over 60% of those surveyed) did not consider an individual cus-
tomer’s product return behavior when determining optimal marketing 
resource allocation decisions (Petersen and Kumar 2015). This seems 
shortsighted as recent research has shown that there could be positive 
consequences that arise out of customer product returns (e.g., improving 
future customer relationships).

This leads to the question of what firms should do to better manage 
customers accounting for the relationship between purchases, product 
returns, engagement behaviors, and profitability. It is important for firms 
to adjust their processes for customer management and optimal marketing 
resource allocation. From a customer management perspective, this should 
start by including customer product return and engagement behaviors in 
the customer value framework. Based on recent work by Kumar et  al. 
(2010a) and Petersen and Kumar (2015), we propose that customer value 
can be measured in the following way:
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(5.3)

where:
CVi,t=0 = Customer value for customer i at time t = 0
CLVi,t=0 = Customer lifetime value for customer i at time t = 0
π1(Purchasesit) = Expected profit from purchases by customer i in 

time t
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π2(Returnsit) = Expected profit lost and costs incurred from returns by 
customer i in time t

π3(Engagementit) = Expected profit from engagement behaviors by 
customer i in time t

Marketingit = Expected marketing costs spent on customer i in time t
Returnsit = Expected number of returns by customer i in time t
ReverseLogistics = Expected reverse logistics costs per return
Priceit = Expected average price per returned purchase by customer i in 

time t
r = Discount rate (Approximately 3.56% by quarter—or 15% annually)
n = All customers in the sample
T = Number of time periods in the prediction horizon
P(Relationshipi,t=1) = The probability customer i is active in the rela-

tionship at t = 1

First, scholars argued that customer engagement behaviors, such as 
providing referrals and writing reviews, should be included when measuring 
customer value (Kumar et al. 2010a). Hence, customers can create value 
through engagement behaviors, as shown in Eq. (5.1). Second, a recent 
study by Petersen and Kumar (2015) adapted the traditional customer 
value framework to include the cost of product returns when measuring 
customer lifetime value (CLV). By measuring CLV as in Eq. (5.2), it is 
clear that customers can increase value to the firm by making more pur-
chases but also by returning fewer products. It is important to include 
return behavior in Eq. (5.2) because the traditional CLV model may pre-
fer selecting a customer who has purchased a lot even if that customer has 
returned the majority of products purchased. In fact, Petersen and Kumar 
(2015) found that the correlation between customer selection based on 
the traditional CLV framework and a CLV framework which includes 
product returns was only weak (0.27).

Product returns are a relatively new addition to the customer value 
framework, and the question becomes how much the inclusion can 
improve a firm’s marketing resource allocation decisions. Petersen and 
Kumar (2015) ran a field experiment and found that allocating resources 
on the value framework including product returns can lead to significant 
benefits to the firm relative to the resource allocation strategy based on the 
traditional customer value model. The study was able to increase the profit 
from purchases by 18.1%, decrease the profit lost from product returns by 
30.7%, and decrease the marketing costs to the firm by 29.7%. This lead to 

 MANAGING PRODUCT RETURNS WITHIN THE CUSTOMER VALUE... 



100 

an increase in short-term average customer profit by 28.5% and long-term 
average customer profit by 19.7%. Thus, product returns play a significant 
role in the value of the customer to the firm which indicates that product 
returns should be taken into account.

Equation 5.3 shows that profit or loss due to product returns depends 
on both the number of returns and the reverse logistics costs. The focus of 
the next section is on antecedents of customer product return decisions 
which is directly related to the number of returns.

antecedents of customer product return decIsIons

For today’s retailers it is important to understand the drivers of customer 
return decisions because product returns affect profitability considerably 
and thereby form a key component of customer value management as 
explained in Section “The Relationship Between Product Returns and 
Customer Value”. Extant literature defines the customer journey in three 
stages, namely, pre-purchase, purchase, and post-purchase (Lemon and 
Verhoef 2016). A mix of behavioral and empirical research has examined 
various antecedents of product returns at each stage of the customer  journey. 
Prior research can be clustered around how product return decisions are 
affected by the seller’s decisions influencing the pre-purchase stage of  the 
customer journey, seller decisions targeted toward the post-purchase stage, 
customer characteristics, and product characteristics. In the following sec-
tions, we review the key findings of these streams of research.

seller’s decIsIons durIng pre-purchase stage

Sellers often take actions in the pre-purchase stage to avoid the substantial 
cost of product returns. In the pre-purchase stage, the customer collects 
information about the products that could be purchased. Typically, this 
information does not reveal the product at full and so customers make their 
purchase decisions on imperfect information (Shulman et al. 2015). When 
customers are allowed to return purchases, consumers follow the pre- 
purchase stage with two additional stages in the customer journey: the cus-
tomer decides to purchase the product (purchase stage) and next the 
customer decides to keep or return the purchased product (post-purchase 
stage) (Anderson et al. 2009a; Minnema et al. 2016). In the post-purchase 
stage, the customer inspects the product and ultimately the product will be 
revealed at full (Wood 2001). If the product does not meet the expectations 
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formed in the pre-purchase stage, the customer will be dissatisfied and 
hence is more likely to return the product (Bechwati and Siegal 2005). 
Therefore, the information provided pre-purchase will affect both the pur-
chase and return decision.

Especially when purchasing online, customers have limited ability to 
evaluate and test products before purchasing them (Shulman et al. 2015). 
As a consequence, retailers offer multiple sources of information on their 
website to inform customers, such as product specifications, product pic-
tures, and online customer reviews. These information sources will affect 
the customer’s expectations regarding the product.

Prior studies show that there is a tension in the effect of information on 
purchase and product return decisions (Shulman et al. 2015). On the one 
hand, more information may prevent customers from purchasing the 
product if there is a poor fit between the product and the customer. 
Without additional information, the customer might have purchased the 
product which he would probably have returned due to the poor fit: the 
purchase prevention effect. On the other hand, providing more informa-
tion may increase customer expectations which leads to more purchases 
and more returns because the product does not meet these expectations: 
the marginal loss aversion effect. Thus, information at the moment of 
purchase affects the decision to return or keep a purchased product.

To provide more detailed product information, retailers invested in 
web technologies such as zoom features and alternative pictures to help 
customers to make better decisions (De et al. 2013). In general, zoom 
technology allows customers to see finer product details such as fabric and 
small decorative features which conveys mainly factual product informa-
tion. When a customer gains more factual information, the customer 
expectations will be more realistic and hence, use of zoom technologies 
lowers product returns (De et al. 2013) due to less product uncertainty 
(Hong and Pavlou 2014). A second web technology to convey product 
information is the alternative photo technology, which enables the cus-
tomer to see the focal products rotation but also the contextualization. 
The contextualization provides mainly impression-based information 
because in clothing this contains models wearing the product. Impression- 
based information may be more ambiguous and hard to verify, which may 
lead customers form unrealistic expectations which results in higher prod-
uct returns and more importantly, lower net sales (i.e., purchases—returns) 
(De et al. 2013). Thus, web technologies can either help or hurt retailers 
in reducing product return rates and increasing net sales, all depending on 
the type of information provided.
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The presentation of products also affects the decision to return the 
product. When products are simultaneously presented, customers gener-
ate many comparative thoughts. In contrast, when products are sequen-
tially presented, this will result in more non-comparative thoughts 
(Bechwati and Siegal 2005). Hence, when customers are faced with an 
alternative not in the initial choice set after they decided to purchase, they 
are more likely to remain with their initial choice when the products are 
sequentially presented. They do so because their non-comparative 
thoughts regarding the product are still valid to defend their initial pur-
chase decision.

An additional source of information that is available on many retailers’ 
websites is formed by online customer reviews (OCRs), which are the 
result of customer engagement behavior. OCRs complement retailer- 
provided information (Chen and Xie 2008) and make other information 
available on the retailer’s website less important (Kostyra et al. 2016). 
Online customer reviews may help to form pre-purchase expectations 
about a product, and thus may affect return decisions, next to customer 
purchase decisions (Babic et al. 2016). Review valence (i.e., average prod-
uct rating) helps to form or alter product expectations at the moment of 
purchase. If reviews are overly positive (i.e., valence is higher than the long- 
term product average), this leads to high expectations about the  product 
which increases the purchase probability. After the purchase, the high 
expectations due to overly positive reviews are not met, which results in 
negative expectation disconfirmation and consequently increases return 
probability as well (Minnema et al. 2016). The effect of overly positive 
reviews is—more notable—negative for a retailer’s financial performance 
because of the high reverse logistics costs associated with product returns. 
The other OCR characteristics (volume and variance) mainly affect pur-
chase decisions, and have little to no effect on product returns. Thus, a 
substantial body of research shows that information provided at the 
moment of purchase affects both the decision to purchase and the deci-
sions to return the product.

seller return polIcy In post-purchase stage

The firm’s product return policy may have an impact on customer pur-
chase behavior as well as on their return behavior, and hence on customer 
value (Fig. 5.1). One might think that firms with a lenient product return 
policy will just have to process more product returns which can lead to 
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costs spiraling out of control potentially outweighing the benefits of 
increases in future purchase behavior (Eq. 5.2). However, the effect of the 
return policy on purchases and product returns may depend on specific 
dimensions of that policy. A meta-analytic review study classifies return 
policy leniency along five dimensions (Janakiraman et al. 2016): monetary 
leniency, time leniency, effort leniency, scope leniency, and exchange leni-
ency (see Table 5.1). The results of the meta-analysis indeed indicate that 
different return policy dimensions have different effects on purchase and 
return decisions. In what follows, we provide a more detailed overview of 
the literature along dimensions of leniency.

monetary lenIency

A key dimension of product return policies is whether a firm asks a restocking 
fee or refunds the full monetary amount paid (monetary leniency). 
A large body of literature provides guidance as to when a firm should offer 
a money-back guarantee. A general rule of thumb is that a retailer should 
accept returns if it can earn greater value from salvaging the returned item 
than the customer’s cost of returning the item. This rule of thumb estab-
lished in Davis et al. (1995) holds when the retailer sells on a consignment 
agreement with the manufacturer (Hu et al. 2014), when the retailer sets 
inventory levels with demand uncertainty (Akcay et  al. 2013), and when 
accounting for reduced clearance prices intended to clear inventory (Altug 
and Aydinliyim 2016). One concern with a money-back guarantee is that 
customers may decide to rent for free by buying and then returning. Davis 
et al. (1995) shows that if customers experience a transaction cost smaller 
than their trial value obtained from free renting, then a money-back guar-
antee is less profitable.

Building on the general rule of thumb, research provides guidance 
about how the quality of the product affects the decision to offer a 
money- back guarantee. The suggestions depend on whether or not  quality 
is known by the customers. If product quality is unobservable, then high- 
quality sellers should offer a money-back guarantee to signal quality, but 
low-quality sellers will find such an offer too costly (Moorthy and 
Srinivasan 1995). If quality is observable, product returns arise because of 
uncertainty about product fit rather than because of quality. In this case, 
the low-quality seller has a greater gain as a result of offering a money- 
back guarantee than the high-quality retailer, though both retailers should 
allow returns.
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A variety of factors have been shown to affect a company’s optimal 
restocking fee. The greater importance customers place on how well a 
product matches their needs, the higher the restocking fee should be 
(Shulman et al. 2009). The higher return penalty ensures that customers 
keep their purchase when they would otherwise return it without subse-
quently exchanging for another product. Competition can actually increase 
restocking fees because firms want to dissuade customers from making a 
return in order to buy from the competition (Shulman et  al. 2011). 
Moreover, a more generous return policy attracts customers who are less 
likely to keep their purchase, thereby increasing the company’s cost disad-
vantage relative to its competitor.

Product quality also affects the optimal restocking fee, though there is 
no consensus in the academic literature on exactly how. Gu and Tayi 
(2015) find that a monopolist should have a tightened return policy if the 
product value is high as a means to encourage consumers to mend 
the product to improve fit. In contrast, Inderst and Tirosh (2015) find 
that when quality is observable and customers vary both in their ex ante 
appreciation of quality and their ex post evaluations, high-quality retailers 
will be more generous in their refund than their low-quality competitors. 
This is consistent with the empirical finding of Bonifield et al. (2010) that 
in practice return leniency increases as the ratings of e-tailer quality 
increases. There is apparently room for further research to resolve the 
discrepancies between findings and develop a unifying theory of when 
the high-quality seller will be more or less generous in its refund.

Manufacturers often cannot set the return policy retailers offer to cus-
tomers, but can influence these policies with their contract to the retailer. 
Research has found that the manufacturer should accept returns from the 
retailer at an overly generous refund in order to incentivize the retailer to 
offer an efficient refund to customers, thereby boosting sales (Shulman 
et  al. 2010). Additionally, Su (2009) shows that a manufacturer can 
improve profitability with a differentiated buy-back contract that pays the 
retailer different rates for returned units than units the retailer was unable 
to sell. However, when this is not possible, a manufacturer can use a sales 
rebate contract to achieve the same channel profits.

A monetary lenient product return policy (no restocking fee) leads to 
increases in purchases (Bower and Maxham 2012). For the return deci-
sion, the results are mixed: economic models indicate that monetary 
lenient return policies increase returns (e.g., Shulman et  al. 2009). 
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An   analytic review study based on experimental and field studies find a 
positive, albeit insignificant effect of a monetary lenient return policy on 
costumer return decisions (Janakiraman et al. 2016). Hence, more research 
is needed to conclude on the impact of monetary lenient return policies 
on product return decisions.

tIme lenIency

Return deadlines (time leniency) have little to no impact on purchase deci-
sions, but do affect customer return decision: when offering more lenient 
return deadlines (longer deadlines), customers have a lower likelihood to 
return the product. This happens because a customer may postpone the 
returning decision and next forgets to return the product or starts to 
appreciate the product more, the so-called endowment effect (Janakiraman 
and Ordóñez 2012).

scope lenIency

Some stores restrict the items they consider “return-worthy”, and some 
retailers do not allow customers to return sales items (low scope leniency). 
Scope leniency mainly influences the return decision: if a retailer does not 
allow customers to return items on sale, purchases probability is not affected, 
but customer return rates decrease. Hence, higher scope leniency increases 
the product return probability.

effort lenIency

Companies can make decisions that impact the effort required to return a 
product. For instance, some retailers create “hassle” for customers who 
aim to return the product, such as requiring the original receipt and that 
the product package should be retained (low effort leniency). Higher 
effort leniency, where the retailer reduces the hassle to customers, increases 
the purchase probability, but does not influence customer return decision 
(Janakiraman and Ordóñez 2012). Research shows that companies should 
impose a greater hassle for returns when the product’s benefits can be 
consumed in a short period of time (Davis et al. 1998). This will reduce 
the number of customers who get “free rent” by buying and returning 
after use.
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exchange lenIency

The final leniency factor studied is exchange leniency. Some retailers offer 
cash refunds whereas others only allow product exchange or store credit. 
Having a lenient exchange policy does not have an impact on purchase 
probabilities, but does result in lower return probabilities; a potential 
explanation is that customers with minor product complaints are more 
likely to exchange products when exchange clauses are more salient 
(Janakiraman et al. 2016), and hence a more strict exchange policy results 
in more returns.

summary of return lenIency

A less lenient return policy is one way to reduce the costs of product 
returns. However, there is an inherent trade-off in that such a cost- reducing 
policy will also reduce revenue due to its negative impact on demand. For 
example, in women’s footwear category, allowing returns generates $15 in 
value to the customer per purchase (Anderson et al. 2009a). Hence, a key 
decision firms have to make to handle product returns is to set product 
return policies.

There is a large and growing body of academic research (see Janakiraman 
et al. 2016) to help managers as they decide whether to accept returns, 
how much of a refund to offer for returns, and how long to allow a cus-
tomer to hold the product before making the return. The effectiveness of 
these decisions, at both the retailer and manufacturer level, interacts with 
customer-level factors, the firm’s cost structure, and the competitive land-
scape. Yet, overall, the impact of a more lenient return policy on purchase 
decisions outweighs the impact on return decisions. In engaging custom-
ers to make a purchase and to manage returns, managers should recognize 
the strategic and cost implications of their return policy as well as the 
revenue implications.

customer characterIstIcs

Most studies found non-significant effects of customer demographics on 
product returns, but some differences exist across studies. So far, research 
did not find significant effects on return likelihood for income, marital 
status, education, and age (Hong and Pavlou 2014; Petersen and Kumar 
2009). The effects for gender are mixed: Minnema et al. (2016) found 
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that males have lower return rates in electronics and furniture category, 
whereas Hong and Pavlou (2014) found no significant difference in return 
rate between males and females for online auctions at Taobao and eBay. In 
addition, customers who are new in the category tend to have higher 
return rates (Petersen and Kumar 2009). When customers purchase for 
the first time in a category, they have higher levels of uncertainty and are 
therefore more likely to return purchased products.

Return rates may also vary depending on specific contextual settings. 
Schulze and Srinivasan (2016) find that return rates vary from country to 
country. They argue that this between-country variation is not driven by 
variation in customer characteristics but by variation in the efficiency of 
the postal system between countries. Customers may purchase products as 
gifts, which are given to a recipient and hence do carry both economic 
value reflected in the product price but also have an added value from a 
social dimension. Because returning a gift can cause tension in the rela-
tionship between the gift giver and the recipient, products purchased as 
gift are returned less compared to when the customers purchased the 
product not as a gift (Petersen and Kumar 2009).

product characterIstIcs

Product return rates vary considerably across product categories. For cat-
egories such as fashion and footwear, return rates are reportedly higher than 
for categories such as electronics and furniture (Mollenkopf et al. 2007; 
Minnema et al. 2016). A major difference between categories is the degree 
to which it is difficult for customers to assess the fit between the product 
and their own preferences (fit uncertainty; Hong and Pavlou 2014). 
Customers perceive higher fit uncertainty for experience products com-
pared to search products, and hence we observe higher return rates for 
experience products. However, prior studies did not find differences in 
return likelihood between durable and consumable products, where con-
sumable products are immediately consumed or last a short period of time 
(Janakiraman et  al. 2016). For more expensive products, customers are 
more critical, and hence more likely to return a product that lacks fit 
(Anderson et al. 2009b; Hess and Mayhew 1997). This also holds for the 
temporary price differences; the return rate for items on sale is lower 
because if the product is less expensive, customers are not as critical 
(Petersen and Kumar 2009). Multiple studies suggest that average review 
valence can be used as a proxy for average perceived product quality 
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(De Langhe et al. 2016). For products with higher average valence, product 
return rates are lower which suggests that for higher perceived quality, 
lower return rates are observed (Minnema et al. 2016; Sahoo et al. 2016).

consequences of customer returns 
on transactIonal and non-transactIonal BehaVIors

In this section, we review the key findings of research related to the con-
sequences of product returns. Specifically, we discuss the impact of prod-
uct returns on future purchase and return behavior and the impact on 
customer engagement behaviors.

Impact on future purchase and return BehaVIor

For firms it is important to understand the relationship between contem-
porary customer product returns and the future purchase and return 
behavior, and in this way account for the indirect effect of product returns 
on customer value.

First, a study by Petersen and Kumar (2009) with a catalog retailer that 
has a lenient product return policy empirically showed that increases in a 
customer’s product returns led to increases in that customer’s future pur-
chase behavior relative to customers that did not return products. In fact, 
a simulation in this study found that the optimal product return rate which 
generated the highest profit for the retailer was around 13% at which the 
costs of product returns outweighed the benefits of increases in future pur-
chases. Other studies confirm this finding, so does improved refund speed 
help to improve total relationship value (Griffis et al. 2012) and can increase 
total spending at the retailer by 158%–457% after customers have experi-
enced a free return (Bower and Maxham 2012). In addition, a higher pro-
portion of returned items result in longer relations with the firm. This is 
explained by the positive encounter with the firm’s service representatives 
which enhance loyalty to the firm (Reinartz and Kumar 2003). Thus, firms 
need to think about creating strategies that might encourage customer 
behaviors (e.g., cross-buying) that also lead to increases in product returns 
when customers have not returned many (or any) products in the past. 
However, retailers should be cautious in asking customers a fee to return 
the purchased product when the retailers perceive that the customer is at 
fault (equity-based return policy). When customers perceive this policy as 
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unfair, their post-return spending decreases by 75%–100% at the retailer 
(Bower and Maxham 2012).

Second, contemporary purchase and return behavior also influences 
future return behavior. In general, customers who purchase more products, 
return more products (Petersen and Kumar 2009) because customers must 
buy products in order to return them. However, there are significant dif-
ferences based on previous return behavior. Some customers consistently 
return previously purchased products, whereas 20% of the customers did 
not exhibit any incidence of return behavior (Shah et al. 2014). Also other 
studies reported higher return rates for customers who returned in the past 
(Petersen and Kumar 2009; Minnema et  al. 2016). Therefore, habitual 
returners are more likely to be unprofitable cross- category buyers (Shah 
et al. 2012) and are likely to contribute negatively by their CLV to the 
firm, see Eqs. (5.1, 5.2 and 5.3) in Section “The Relationship Between 
Product Returns and Customer Value” (Shah et  al. 2014). Hence, 
 examining product returns becomes even more critical in customer value 
management, because of a positive indirect effect through increasing future 
purchases and a negative indirect effect through increasing future returns.

Impact on customer engagement BehaVIors

Customer value is not limited to the value of the transaction itself, but also 
comprises behavioral manifestations after a purchase (Van Doorn et  al. 
2010). Customers can help acquire new customers by providing referrals and 
can influence customers by, for example, writing reviews (Kumar et al. 
2010a). Hence, ignoring non-transactional behavior may not provide the 
complete impact of product return behavior, see Eq. (5.1). A study by 
Petersen and Kumar (2010) ran a field experiment with a retailer which 
changed its return policy from being somewhat strict (only  allowing  product 
returns when products are defective or the wrong products have been 
shipped) to a more lenient return policy (allowing product returns at any 
point after purchase). The results of this field experiment showed that prod-
uct return leniency did result in an increase in product returns, but the 
increase in purchase behavior was significantly larger, leading to a  beneficial 
effect on net sales. Additionally, the study found that there were  additional 
indirect benefits from this change in product return policy—a significant 
increase in customer referrals. When customers have a product return experi-
ence that is low in hassle due to a lenient product return policy, this leads to 
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an increase in profitability due to purchases outpacing product returns, and it 
also has a positive indirect effect on firm profitability through mechanisms 
such as increases in customer referral behavior.

The effort in returning the product has similar consequences: higher 
effort in the customer product return experience negatively influences cus-
tomer satisfaction with the return process which lowers the loyalty intentions 
toward the firm (Mollenkopf et al. 2007). Although a satisfactory return 
process between customer and retailer creates positive attitudes toward the 
retailer, customers are obviously less satisfied with the product. Hence, prod-
uct return behavior also influences the arrival of customer reviews for the 
returned product. Customers are less likely to write a review for a product 
they have returned, and if customers do write a review, the expected star 
rating is lower (Minnema et  al. 2016). Given the profit impact of non-
transaction behaviors such as referrals and customer reviews, it is important 
for firms to take these behaviors into account (Kumar et al. 2010a).

To conclude this section, the existing literature on the consequences of 
product returns provides the following insights. First, product returns are 
not just an economic cost that needs to be minimized. A satisfactory 
 product return experience between a customer and a firm can actually lead 
to future benefits for the firm in several ways. It can lead to a decrease in 
the customer’s perceived risk to purchase in the future, making the cus-
tomer more likely to engage in future purchases with the firm. The posi-
tive interaction can also lead to increases in a customer’s attitude toward 
the firm which can lead to increases in positive word of mouth and/or 
referrals. However, the customer may also learn from a product return and 
have a higher probability to return future purchases, which has a negative 
impact on customer value.

conclusIon and dIscussIon

In this chapter, we have discussed product returns and its relation with 
purchase and customer engagement behavior, within the customer value 
framework. Product returns form a key component of customer value and 
one of the main drivers of profitability for today’s retailers. In the past 
decade, we have observed a growing stream of research on product 
returns, due to the increasing use of distant channels for purchasing and 
associated higher return rates that are observed for these channels. One of 
the most important findings is that product returns are not a necessary evil 
in the exchange process: product returns have positive consequences on 
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the future purchase behavior and help to foster loyalty and engagement 
toward the retailer. A large body of studies showed that retailers have 
instruments to manage product returns, such as customer relationship 
management tools, effective product return policies, and information pro-
vision at the moment of purchase. Based on extent research, we provide 
ten important findings on product returns (see Table 5.2).

This synthesis also helps to provide guidance in the identification of 
important areas for future research on product returns. Although research 
related to product returns spurred during the last decade, we believe that 
research can contribute to further improve understanding. One of the 
main directions for future research deals with examining under which 
 conditions and for what type of firms, products, and customers a more or 
less lenient return policy is called for, and how this is different for the five 
dimensions of the return policy. For example, one could develop a unifying 

Table 5.2 Ten main findings on product returns

Managing product return behavior
1. Incorporating customer product return behavior in customer value models improves a 
firm’s marketing resource allocation and profit
2. Return policy leniency increases with the perceived quality of the retailer
3. Manufacturers should accept returns from the retailer at an overly generous refund in 
order to incentivize the retailer to offer an efficient refund to customers to boost sales
Antecedents of product returns
4. Return policies that offer monetary and/or effort leniency lead to an increase in 
purchases whereas longer deadlines reduce return rates
5. The information provided at the moment of purchase can either increase or decrease 
product return likelihood: return rates increase when information leads to higher product 
expectations and decrease when information mainly reduces uncertainty in expectations
6. Return rates are higher for experience products compared to search products, because 
customers perceive more fit uncertainty in the former case.
7. Return rates are higher for more expensive products and lower for products on sale, 
because customers are more critical for more expensive products
Consequences of product returns
8. Customers who experience a satisfactory return process are likely to increase their 
future spending at the retailer because of the lower perceived risk in making a purchase
9. Product return behavior is a habit; some customers consistently return purchased 
products, whereas others do not exhibit any incidence of return behavior
10. Product returns affect non-transactional behaviors. Customers who experience a 
low-hassle return process are more likely to provide positive referrals to the firm. When 
customers return, they are less likely to write a product review and the provided review is 
more negative

 MANAGING PRODUCT RETURNS WITHIN THE CUSTOMER VALUE... 



114 

theory of when the high-quality seller should be more or less generous in 
its return policy compared to a low-quality retailer. Although studies 
showed the positive impact of return policy leniency dimensions 
(Janakiraman et al. 2016), future research should examine how this effect 
is contingent on retailer quality and product characteristics.

A second direction for future research is related to the antecedents of 
product returns. A substantial body of research showed the impact of pre- 
purchase information on product return decisions (Shulman et al. 2015). 
With respect to the customer engagement behaviors, extant research 
shows that reviews affect returns (Minnema et al. 2016). However, future 
research could examine the impact of the other behavioral dimensions of 
customer engagement on product returns. For example, when customers 
discuss their return behavior in (electronic) word of mouth, what is the 
social influence of these behaviors on the return behavior of other 
customers?

A third direction for future research is related to the consequences of 
product return decisions. Kumar et al. (2010a) propose four core dimen-
sions of customer engagement value (CEV): (1) customer purchasing 
behavior, (2) customer referral behavior, (3) customer influencer behav-
ior, and (4) customer knowledge behavior. Prior studies showed that 
product returns have a positive effect on customer purchase (Petersen and 
Kumar 2009), referral behavior (Petersen and Kumar 2010), and cus-
tomer information value (Minnema et al. 2016). However, research on 
the impact on customer knowledge behavior is lacking. A positive relation 
between product return behavior and customer knowledge behavior can 
be expected. Customers who return a product can provide the firm of very 
valuable feedback regarding the information provision that may have 
caused the misfit or can help firms better understand for what kind of cus-
tomer the product fits best. More broadly, the consequences of product 
returns on customer engagement behaviors are not completely clear as of 
yet. Recent managerial research discusses the “loyalty loop” (see Court 
et al. 2009), which suggests that in the post-purchase stage, a trigger may 
either strengthen the bond with the retailer or that customers may con-
sider alternative retailers (Lemon and Verhoef 2016). A positive return 
experience results in more purchases and referrals but future research 
should examine the long-term impact on these relations.

This overview aims to provide readers a better understanding of product 
returns and how product returns should be managed and be taken into 
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account in customer value management. In addition, we hope this overview 
fuels research on the important topics related to product returns, in par-
ticular in retailing and in customer relationship management.
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