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Abstract Customer product returns are a key challenge for
online retailers. Previous research primarily focused on causes
of returns and possible interventions to reduce customers’
product returns and concomitant costs for online retailers.
However, little is known about the effect of product returns
on key relational outcomes. Drawing on relationship market-
ing theory, we test a model that relates product returns to three
relationship marketing outcomes—customer satisfaction,
trust, and positive word-of-mouth. A field study based on
online panel data from customers of eight large online retailers
demonstrates that product returns negatively affect customer
satisfaction with the retailer, customer trust, and word-of-
mouth. The findings extend previous research by revealing
that product returns can detrimentally affect relationships with
customers. Implications for e-commerce research and man-
agement are discussed.
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Introduction

Online retailers have to deal with the challenge of product
returns, which represent a major cost driver. Typical product
return rates range from 10% to 30% for U.S. retailers depend-
ing on product category (Brohan 2013; Ibi research 2013).
Large European online fashion retailers such as Zalando even
report return rates of up to 50% (Miiller 2013; Weverbergh
2013). Handling returned items that are in a saleable condition
costs online retailers between $6 and $18 per item (The
Economist 2013). It is not surprising then that e-commerce
scholars and practitioners have focused attention on drivers
of individual-level consumer product returns (e.g., Ram
2016; Walsh et al. 2016).

The pertinent literature has identified various consumer-
related and firm-related drivers of consumer product returns.
For example, Maity and Arnold (2013) report that the effort
and the experience of consumers’ online product search affect
their return rate. Others investigated dysfunctional and fraud-
ulent consumer return behavior (e.g., Harris 2008; Wang et al.
2012). Studies dealing with firm-related drivers of consumer
product returns found that online retailers’ reputation de-
creases returns (Walsh et al. 2016) whereas lenient return pol-
icies increase the probability of orders and returns as well as
online retailers’ profit (Wood 2001; Zhou and Hinz 2015).
The profit-boosting effect of returns, which on the surface
appears counterintuitive, is explained by Petersen and
Kumar (2009, p. 45) who state “that up to a threshold, in-
creases in product return behavior increase future customer
purchase behavior”. However, Shah et al. (2012) argue that
this problem (i.e., excessive product returns) is particularly
common for retailers with very liberal product return policies.
Moreover, favorable online product reviews (Minnema et al.
2016) and re-stocking fees (Petersen and Anderson 2015) are
shown to suppress returns. Bower and Maxham (2012) report
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that customers who had to pay for their returns spent signifi-
cantly less subsequently than customers whose returns were
free (75%—100% vs. 158%—457% of pre-return spending by
the end of two years).

Although past research suggests that there is a direct
link between consumer-related and firm-related drivers
of consumer product returns and actual return behavior,
there is scarce empirical research examining whether
and to what extent consumers’ attitudes and behaviors
are affected after products had been returned. An excep-
tion are studies using longitudinal data (e.g., Bower and
Maxham 2012; Petersen and Kumar 2009). However,
those studies focus on post-return spending behavior
(i.e., behavior after the product is returned) and neglect
psychological constructs which seem useful in under-
standing how returns may affect customer relationships
with the online retailer. Taken together, no research has
examined the effects of product returns on relational
outcomes. This is an important oversight given that cus-
tomer relationships are the “raison de etre of the firm”
(Parvatiyar and Sheth 2000, p. 6).

This research gap invites research into consumer behav-
ioral outcomes of product returns. We attempt to fill this
gap in the literature by relating product returns to three
relational outcomes widely considered as key relational
constructs (e.g., Ahearne et al. 2005; Blut et al. 2014;
Gummerus et al. 2012)—customer satisfaction, trust, and
positive word-of-mouth. The proposed link between con-
sumer product returns and their relationship with the retailer
is important for both theoretical and managerial reasons.
Theoretically, to gain a complete understanding of the im-
pact of product returns on online retailers, scholars need to
move beyond existing findings focused on drivers of
returns to examine consumer-related behavioral outcomes
of returns. Managerially, such research is valuable because
product returns may undermine a retailer’s relationship mar-
keting efforts, which refer “to all marketing activities di-
rected toward establishing, developing, and maintaining
successful relational exchanges” (Morgan and Hunt 1994,
p- 22). Thus, product returns not only lead to higher han-
dling costs and lower profitability but may also hamper the
online retailer’s efforts to promote return business.

This research is organized as follows. First, we re-
view the existing literature on product return conse-
quences. Then, we propose a conceptual model that
links customers’ product returns to key relationship mar-
keting outcomes—customer satisfaction, trust, and posi-
tive word-of-mouth in relation to the online retailer.
Specifically, we theorize that product returns are nega-
tively related with all three relationship marketing out-
comes. Next, we test this conceptual model using data
from an online panel. Finally, we discuss implications
for product return management and further research.
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Theoretical background and hypotheses
Literature review on return consequences

As mentioned earlier, product returns-related research largely
focused on the drivers of product returns. In contrast, the pres-
ent research aims to shed light on the consequences of product
returns, that is, on attitudes and behaviors resulting from
returns. Table 1 provides a comprehensive but not exhaustive
summary of the pertinent literature and highlights the fact that
only few studies examined the consequences of product
returns in terms of subsequent customer behavior.

The existing literature has emphasized the impact of han-
dling returns. Bower and Maxham (2012), using longitudinal
field studies over four years, found that customers who had to
pay for their returns spent subsequently less than customers
who were not charged a return fee. Similarly, Griffis et al.
(2012a) investigated the effect of return speed on the basis
of real customer data reporting that return speed affects order
frequency, number of items per order, and therefore the total
value of the customer relationship. Ramanathan (2011) used
aggregated rating data from 1070 websites to demonstrate that
the ease of returns and refunds positively influence customer
loyalty for low- and high-risk products. Mollenkopf et al.
(2007) explored relationships between different aspects of re-
turn management systems (e.g., service recovery, site ease)
and customer loyalty intentions. However, these studies did
not investigate customer-related consequences of product
returns, such as the impact of customers’ product return rate
on behavioral or relational outcomes. Only Petersen and
Kumar (2009) measured the impact of product returns on sub-
sequent buying behavior. They found that returns positively
affect the number of future purchases up to a threshold.
However, their data contained not only Internet, but also cat-
alog, telephone, and retail purchases. Thus, it remains unclear
whether Internet returns actually increase loyalty in the form
of subsequent purchases or whether they affect other relational
outcomes.

Collectively, these studies outline the relevance of handling
product returns in a customer friendly way and indicate effects
on subsequent purchase behavior. Nevertheless, no study thus
far has explored the relationship between costumers’ product
returns and relationship marketing outcomes, such as custom-
er satisfaction, trust, and positive word-of-mouth, even though
relationship marketing outcomes are considered as very im-
portant for online retailers (Gao and Liu 2014; Gefen 2000;
Kim et al., 2009a).

Relationship marketing and relational outcomes

Central to relationship marketing theory (e.g., Hennig-
Thurau et al. 2002; Morgan and Hunt 1994) is the
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Synthesis of literature considering consequences of product returns

Table 1

Findings

Product return consequences

Sample/procedure

Author(s)

After two years, customers who paid for product returns decreased their

351 Long-term customer spending as a consequence of

Bower and  Actual customer spending data and two surveys (n;

subsequent spending by 75%—100%. Product returns that were free
to the consumer increased customer spending by 158%—457%.

return fee and free returns

334) over four years

and n,

Maxham
(2012)
Griffis et al.

Return speed (with which returns are handled and credit processed)

Subsequent shopping behavior of consumers as a

Actual customer spending data (n = 195) and return

increases order frequency, number of items per order, average item

value, and therefore the total relationship value.

consequence of return process experiences

history provided by a moderately sized online retailer

(2012a)

Returns management system affects customer loyalty intentions.

Mollenkopf Survey of five different retailers’ customers (n = 464) who Perceived value of return offering, return satisfaction,

Loyalty intentions are also affected by customers’ satisfaction with,
and perceptions of, the value of the returns service offered.

and loyalty intentions affected by the returns

management system

had experienced a product return in the prior

2-3 months

et al.

(2007)
Petersen and Actual customer spending data between 1998 and 1999  Future product purchases as a consequence of product

The amount of product returns is positively related to the subsequent

amount of product purchases, up to a threshold.

returns

1586) and 2004, from a

(n; = 1572 and n,

Kumar

(2009)

multi-channel retailer
Ramanathan Data from rating site, www.epubliceye.com, during

Customer loyalty as a consequence of return handling  Handling product returns (ease of returns and refunds) affects customer

loyalty for low-risk and for high-risk products but not for

medium-risk products.

20062007, using aggregated ratings for a total of 1070

websites

2011)

notion that customer-firm relationships should be mutu-
ally beneficial. Because relationships are critical to the
success of the organization, Mdller and Halinen (2000,
p. 31) maintain that “buyer-seller relationships are the
core issue in relationship marketing, and in the whole
marketing discipline.” Service firms, especially retailers,
invest in relationship marketing activities to positively
affect customer relationship outcomes. The pertinent lit-
erature details various relationship outcomes, however, it
is widely accepted that the following are among the key
relationship outcomes: customer satisfaction, trust, and
positive word-of-mouth (Gao and Liu 2014; Kim et al.
2009b; Sabiote and Roman 2009; Walsh et al. 2012;
Zhang et al. 2011).

Customer satisfaction refers to the consumer’s re-
sponse to the evaluation of the perceived discrepancy
between prior expectations and the actual performance
of a product or service (Day 1984). The customer’s
general satisfaction with a retailer will be continually
updated based on recent experiences with the retailer
and the resulting level of satisfaction (Mollenkopf
et al. 2007; Oliver 1997). Customers’ satisfaction with
a relationship again leads to relationship commitment
and loyalty (Hennig-Thurau et al. 2002; Morgan and
Hunt 1994; Petersen and Kumar 2009). Ideally, cus-
tomers feel such a level of satisfaction based on the
retailer’s past performance that they will not consider
other retailers that provide similar products and services
(Dwyer et al. 1987). Therefore, customers’ satisfaction
with an online retailer is a key driver for subsequent
purchases (Kim et al. 2009a; Liao et al. 2010; Zhang
et al. 2011).

Satisfaction results from customers’ past experience with a
retailer, whereas trust refers to customers’ confidence in the
retailer’s future performance (Anderson and Narus 1990;
Zhang et al. 2011). According to Moorman et al. (1992), trust
is defined as the customer’s willingness to rely on a seller in
whom one has confidence. Trust is also viewed as a benefit
customers receive as a result of a long-term relationship with a
retailer (Hennig-Thurau et al. 2002). This benefit leads to
reduced anxiety and increased comfort in knowing what to
expect (Gwinner et al. 1998), and thus encourages customers
to continue the relationship. Trust is per se desirable for re-
tailers, but it also positively affects relationship commitment
and functional conflict as well as reduces customers’ decision-
making uncertainties, acquiescence, and propensity to leave
(Morgan and Hunt 1994). In the online context, trust is a
key determinant for the retailer’s success (Kim and
Benbasat 2006) as it directly leads to customers’ increased
intentions to purchase (e.g., Gefen 2002; Kim et al.
2009a; Lim et al. 2006).

While trust and satisfaction are key for customer retention,
positive word-of-mouth, on the other hand, is very helpful to
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attract new customers (Hennig-Thurau et al. 2002). Customer
retention and attraction are both important for retailers’ long-
term success. Hence, attracting new customers is key to suc-
cessful relationship marketing activities (Berry 1983;
Gronroos 1990; Morgan and Hunt 1994) and thus word-of-
mouth is viewed as an important relational outcome in the
marketing literature (Hennig-Thurau et al. 2002). Positive
word-of-mouth refers to the communication between cus-
tomers, concerning the evaluation of products or services,
and involves “relating pleasant, vivid, or novel experiences;
recommendations to others; and even conspicuous display”
(Anderson 1998, p. 6). This positive communication between
existing and potential customers helps to attract new cus-
tomers for retailers (Hennig-Thurau et al. 2002).

The relevance of lasting and mutually beneficial re-
lationships has also been noted for online retailers.
(McNaughton et al. 2001, p. 532) argue that because
online retailers face increasing customer demands, re-
tailers face “issues in managing order fulfilment pro-
cesses, billing and maintaining customer service levels
in domestic markets and overseas. In this context, en-
hanced customer service skills are critical to deepen
customer interactions and build long and profitable
relationships.” In contrast to brick and mortar stores,
online retailers just have a few virtual touch points with
their customers, as online retailers’ communication with
customers is predominantly based on website interac-
tion. Online retailers often find it more difficult to cre-
ate a lasting relationship with their customers since the
parties are not in the same physical location and cannot
rely on physical cues, such as proximity, handshakes,
body signals, and the human senses in general (sight,
hearing, smell, taste, and touch; Laroche et al. 2005).
Therefore, the effective fulfilment of online shopping
orders has been identified as critical for shaping rela-
tional outcomes (Griffis et al. 2012b; Liao et al. 2010;
Rao et al. 2011), implying that the handling of shopping
returns might be crucial, too.

Apart from being logistically complex and expensive,
product returns may be viewed by customers as an in-
dication of the retailer’s ineptness. In other words, prod-
uct returns may be conceptualized as service failures,
which detrimentally affect relational outcomes (Chuang
et al. 2012; Dai and Salam 2014; Hui et al. 2011; Kim
et al. 2009b; Van Vaerenbergh et al. 2014). Because it
is harder for online retailers compared to offline re-
tailers to develop and nurture relationships with cus-
tomers (Walsh et al. 2010), it should be in their strate-
gic interest to protect relationships with customers.
Therefore, anything that might harm those relationships
deserves research attention. Addressing the fact that
product returns may be perceived as service failures,
we examine how returns may affect relational outcomes.
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Hypotheses
Direct effects

The primary objective of the current research is to investigate
the relationship between product returns and key relational
outcomes (see Fig. 1). In doing so, we respond to Pei et al.’s
(2014) assertion that more research is needed into the conse-
quences of customers’ product return behavior. The theory of
cognitive dissonance is well suited for explaining the effect of
product returns on consumer relational outcomes. Cognitive
dissonance reflects a consumer’s state of psychological dis-
comfort; the discomfort may arise when the consumer holds
contradictory cognitions (Festinger 1957; Powers and Jack
2013). For example, when a consumer purchases a product
online and finds it not to meet her expectations, she can feel
dissonance because the comparison of what was expected
versus what was received is not favorable. In this context,
Buttle (1998, p. 248) argues that if “performance is below
expectation, the customer might sense dissonance”. Such cog-
nitive dissonance likely is associated with feelings of doubt
and remorse (Powers and Jack 2013). We theorize that cogni-
tive dissonance is always aroused whenever a consumer
returns a product, irrespective of the return reason.
Moreover, we posit that the relationships between returns,
satisfaction, trust and positive word of mouth are moderated
by customers’ monthly spending.

According to Statista (2014), the most frequent return rea-
sons are products which do not fit or look as expected, espe-
cially in the fashion retail context, as well as product quality.
In other words, delivered products do not appear as expected,
indicating a discrepancy between the customer’s expectation
and actual or perceived product characteristics. Perceived dis-
crepancies between expectations and the actual performance
of a good or service results in (dis)satisfaction (Day 1984;
Oliver 1980). If this discrepancy is experienced repeatedly,
customers likely become dissatisfied. In other words, this
expectation-perception gap will trigger cognitive dissonance
and affect customer satisfaction with the performance of the
online retailer where the product was purchased.

Hla: Product returns are negatively related to customer
satisfaction.

Trust encompasses the customer’s confidence in a seller’s
reliability and integrity as well as the actual willingness to rely
on this seller (Morgan and Hunt 1994). Consistent with the
availability heuristic (Tversky and Kahneman 1973), we the-
orize that the customer’s recent product returns to a retailer
will prompt cognitive dissonance and increase the perceived
probability of future returns, leading to the belief that future
orders will result in negative outcomes. Repeated past and
expected future returns therefore might diminish the perceived
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Fig. 1 Estimated structural
model
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Relational outcomes

returns
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satisfaction H
i : * Monthly purchases
¢ Trust « ~le Age
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i Control variables
Product returns x | -137* , Positive '
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Moderator

Note: Numbers are standardized path coefficients.

Dotted lines indicate nonsignificant paths. *** p <.001, ** p < .01, + p <.100.

trustworthiness of the retailer. In addition, previous returns,
which are perceived as service failures will affect the per-
ceived reliability of the retailer and thus affect trust (Weun
et al. 2004).

H2a: Product returns are negatively related to cus-
tomers’ trust.

Word-of-mouth is influenced directly by customers’ per-
ceived value (Dai and Salam 2014), encompassing the
“trade-off between benefits or gets (quality, convenience, vol-
ume, etc.) and costs or gives (money, time, efforts, etc.)” (De
Matos and Rossi 2008, p. 582). Customers who return prod-
ucts will perceive low or negative value, as the costs in terms
of handling the product return (i.e., repacking products, fill in
forms, return package, and wait for refunding) might out-
weigh the benefits. Furthermore, De Matos and Rossi (2008)
identified service quality as a word-of-mouth antecedent, con-
ceptualized as the ability to meet or exceed customers’ expec-
tations. Customers who repeatedly return products will have
doubts regarding the quality of the online retailer. Some cus-
tomers may engage in verbal communication in order to alle-
viate the discomfort caused by cognitive dissonance (Buttle
1998; Wangenheim and Bayon 2007). Put differently, those
doubts will shape customers’ post-consumption behaviors,
including their word-of-mouth behavior.

H3a: Product returns are negatively related to positive
word-of-mouth.

Moderation effects

Customer spending, which directly determines firm revenues
and profits, represents customer choice behavior which is as-
sociated with rational information (Epstein 1994) and

customers’ overall satisfaction with the retailer (e.g., Babin
and Darden 1996). Walsh et al. (2014) demonstrate that a
service firm’s reputation and customer commitment is posi-
tively associated with customer spending. Thus, previous re-
search suggests that customers are more willing to spend with
retailers they find credible and with whom they want to be in
an enduring relationship. However, when high-spending cus-
tomers feel doubt and remorse in relation to certain aspects of
the transactions with the retailer (i.e., returning products), the
negative effect of product returns on relational outcomes will
likely be confounded. Therefore:

HI1b: Monthly spending moderates the negative rela-
tionship between product returns and customer satisfac-
tion such that the relationship is strengthened.

H2b: Monthly spending moderates the negative rela-
tionship between product returns and customer trust
such that the relationship is strengthened.

H3b: Monthly spending moderates the negative rela-
tionship between product returns and customer positive
word of mouth such that the relationship is
strengthened.

Method
Procedure and measures

A questionnaire with multiple-item scales adapted from liter-
ature for the constructs depicted in Fig. 1 was administered to
members of an online panel. The questionnaire was pre-tested
using a student sample. A random sample of customers from a
consumer panel maintained by a market research firm was
drawn. To be considered for the survey, panel members had
to shop on a regular basis at multiple online retailers.
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Respondents were then randomly assigned to one of eight
large online retailers operating in Germany, where they had
been a customer in the past. Those retailers, which differed in
terms of product assortment, were: Amazon, Conrad
Electronics, Ebay, lkea, Neckerman, Otto, Quelle, and
Zalando.

As we use the same source for independent and dependent
variables, our results may be affected by common method
variance, which posits that a significant amount of variance
explained is attributed to the measurement rather than to the
theoretical foundations (Podsakoff et al. 2003). We used pro-
cedural as well as statistical remedies to reduce and assess the
probability of common method variance. Regarding procedur-
al remedies, we pre-tested all the items for clarity and assured
anonymity to respondents, to reduce item characteristic
effects.

Respondents had to answer all questions (e.g., regarding
their satisfaction) in relation to the one online shop they were
randomly assigned to. The sample size is 451. The sample is
largely representative of German online shoppers in terms of
age and gender (56% female). Each respondent reported the
average number of product orders as well as his/her monthly
spending in Euros with the online retailer. The product return
rate was measured as the reported percentage of product pur-
chases that were returned. Respondents were also asked about
their return reasons. The main return reasons were the prod-
ucts not being the right size or not meeting expectations. We
measured customer satisfaction (i.e., ‘I am satisfied with the
services this online retailer provides’) and trust (i.e., ‘This is
an online retailer that you can trust’) with one item, respec-
tively; the items were taken from Tsai and Huang (2007) and
Walsh et al. (2016). Word-of-mouth was measured with one
item (i.e., ‘I am likely to say positive things about this retail-
er’) taken from Koufteros et al. (2014). The moderator, cus-
tomer monthly spending, was measured as average spending
per month (in Euros) at the retailer. Customers’ monthly pur-
chases (i.e., average number of orders per month), age, and
gender served as control variables.

In classical relationship theory, switching costs are consid-
ered as positively influencing relational qualities and out-
comes (Morgan and Hunt 1994). Although procedural
switching costs (e.g., evaluation costs, learning costs, set-up
costs; Burnham et al. 2003) are quite low in the online retail-
ing context, customers’ order frequency might increase
switching costs (Pick and Eisend 2014). Therefore, we also
control for the number of customers’ purchases (see Fig. 1).

Results

The correlations between the main model variables appear in
Table 2.
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Table 2  Correlations

Variables 1 2 3 4 5
1. Product returns 1.000 - — - -
2. Product returns *  -0.093"  1.000 - - -

monthly spendings

3. Customer -0.187"" -0.010  1.000 -
satisfaction »
4. Trust -0.090"  -0.056 0.6917" 1.000 -

5. Word-of-mouth -0.170™" -0.137"" 0.675™" 0.710™ 1.000

ek p < 001, p<.01,” p<.05,% p<.10

To evaluate the potential threat of common method vari-
ance, we performed Harman’s single factor test (cf. Fuller
et al. 2016) for all indicators that reflect the independent var-
iable and the relational outcomes. When we performed
Harman’s one-factor test to assess common method variance,
a one-factor model was derived that explained considerably
less than 50% of the variance. The one-factor model yielded a
ratio x2/df = 4.02, compared with x2/df = 1.486, for the mea-
surement model. The fact that the one-factor model fit was
significantly worse than that of the measurement model sug-
gests that common method bias is not an issue for our data.

To test our hypotheses, we fitted a structural equation mod-
el with five single-item measures representing product return
rate, satisfaction, trust, word-of-mouth, monthly purchases,
age, and gender (control variables) and the hypothesized rela-
tionships, using AMOS 22 with a maximum-likelihood esti-
mator. To incorporate the control variable, monthly purchases,
we applied a log transformation to this variable, as it appeared
left skewed (i.e., many less frequent purchases, but some ex-
treme numbers of purchases). The model fit is reasonably
good with all indices above recommended levels: x2/
df = 1.545 (p = .159), GFI = .99, CFI = .99, NFI = .98, and
RMSEA = .035.

As shown in Fig. 1, overall support was found for the
hypothesized relationships between product returns and the
three relational outcomes. Product returns negatively affect
customer satisfaction (—.187, p < .001) and word-of-mouth
(=.170, p < .001), confirming Hla and H3a. However, the
proposed negative relationship between product returns and
trust is significant only at the 10%-level (—.086, p = .067). We
therefore can only mildly support H2a.

Regarding the moderating effect of monthly spendings, we
find an effect for the relationship between returns and positive
word of mouth, in support of H3b (—.137, p < .01; see Fig. 1).
However, the relationships between returns and satisfaction
(=010, p =.831) and trust (—.056, p = .235) were not strength-
ened by customer spending. Therefore, H1b and H2b have to
be rejected.

As assumed, the control variables monthly purchases, age,
and gender are not negatively associated with the three out-
comes. The variable monthly purchases does not affect
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customer satisfaction (.000, p = .995), trust (.033, p = .475),
and positive word-of-mouth (.027, p = .552). Age does not
affect customer satisfaction (.021, p = .652), trust (—.050,
p = .290), and positive word-of-mouth (.062, p = .185).
Also, gender shows no effect on customer satisfaction (.048,
p = .316), trust (.035, p = .469), and positive word-of-mouth
(.022, p = .640).

Even though not all hypotheses could be confirmed, the
findings generally support the proposed negative effect of
product returns on relationship marketing. Furthermore, the
missing effect of the control variable monthly purchases indi-
cates that customers’ repeated purchases are not necessarily
associated to relational outcomes in short-term (i.e., within a
month).

Discussion

The present research is premised on the assumption that cus-
tomer product returns not only hurt firm profits in the short
term, but also impair the relationship between the customer
and the firm. Accordingly, this research addresses the question
whether product returns harm online retailers’ relationships
with their customers by negatively affecting key relational
outcomes. Although not all hypotheses could be confirmed,
we provide evidence for the negative effects of product returns
on three key relationship marketing outcomes, namely cus-
tomer satisfaction, trust and positive word-of-mouth. In addi-
tion, we show that customer monthly spendings exacerbate
the negative effect of product returns on word of mouth, sug-
gesting that when heavy shoppers have to return products their
willingness to act as advocates of the retailer decreases.

Theoretical implications

Whilst some studies examined consequences of product
returns—especially of return handling and policy in a broader
sense (e.g., Bower and Maxham 2012; Griffis et al., 2012a;
Mollenkopf et al. 2007; Ramanathan 2011; Zhou and Hinz
2015)—they did not assess the impact of product returns on
relational outcomes. In addressing this oversight, our results
show that product returns negatively impact key relational
outcomes. Specifically, we demonstrate that product returns
negatively affect customer satisfaction and word-of-mouth,
and mildly influence trust. Our findings support our reasoning
that returns commonly constitute a discrepancy between cus-
tomers’ expectations and online retailers’ actual performance.
As such, product returns are akin to service failures.

In contrast to Petersen and Kumar (2009), who show that
product returns could increase subsequent purchases (up to a
threshold) in a mixed retail context, we show that returns
actually harm relational outcomes, such as customer satisfac-
tion, in an online retail context. As customer satisfaction is an

important predictor for future purchases (e.g., Gustafsson
et al. 2005; Kim et al., 2009a; Zhang et al. 2011), our results
suggest that product returns might decrease subsequent orders,
thus complementing the findings presented by Petersen and
Kumar (2009). A possible explanation for this deviating result
might be that customers order alternative products after send-
ing mismatching products back, so that returns are followed
by subsequent higher short-term orders, while satisfaction
decreases.

In contrast to customer satisfaction, which is key for cus-
tomer retention, trust and word-of-mouth are major relational
outcomes that help to attract new customers (Hennig-Thurau
etal. 2002). Hence, our findings that product returns negative-
ly affect trust and word-of-mouth communication indicate that
product returns may even hinder customer attraction, especial-
ly because frustrated customers engage in more (negative)
word-of-mouth than satisfied customers (Anderson 1998).

To sum up, our results (1) demonstrate the importance of
considering relational outcomes as consequences of product
returns and (2) contribute to the product returns literature as
well as to relationship marketing theory by showing that prod-
uct returns negatively affect customer satisfaction, trust and
word-of-mouth.

Managerial implications

Product returns represent a key challenge for online retailers.
The average percentages of products being returned are high
as well as the concomitant costs for handling and reselling
returns. Hence, retailers focus on causes of returns and possi-
ble interventions to reduce returns and save costs. On the other
hand, previous research on product return consequences
showed that customer-friendly returns are important for re-
tailers’ long-term profitability (e.g., Bower and Maxham
2012; Zhou and Hinz 2015) and that product returns are relat-
ed to increased subsequent purchases (Petersen and Kumar
2009), indicating that returns may even have positive conse-
quences for customers and retailers. As a result, many firms
make efforts to soften and promote their return policy, for
example, by providing a ‘100 day return period’. Such poli-
cies likely contribute to higher return rates. Our findings sug-
gest that product returns negatively affect relationship market-
ing outcomes. Specifically, product returns decrease customer
satisfaction and negatively affect word-of-mouth.

Customers who order several alternative products will very
likely send at least one item back after deciding to retain a
product, and thus will not necessarily be dissatisfied.
Therefore, it is important for retailers to distinguish between
such ‘good returns’ (i.e., ordered different alternatives and
returned a few products) and ‘bad returns’ (i.e., returned all
products) to strengthen relational outcomes and profitability.
For example, retailers could prevent ‘bad returns’ and push
‘good returns’ by encouraging customers to order additional
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product alternatives. Also, data mining of ‘good returns’
might help to improve alternative product recommendations
(Neal 2011), and thus prevent future ‘bad returns’.

As mentioned earlier, further analysis of customers’ order
history could be important because product returns and the
resulting dissatisfaction might not decrease subsequent pur-
chases in the short-term. Customers might order alternative
products after sending mismatching products back. If cus-
tomers need to return subsequently ordered alternatives again,
this might even have a substantially more negative impact on
relational outcomes. Moreover, due to switching costs, cus-
tomers might change retailers only after a series of
dissatisfying events. In contrast, a successful subsequent order
(i.e., product retained) could eliminate the negative effect of
the previous order. Retailers should therefore set up refined
return data monitoring procedures (e.g., detect related orders)
and consider intelligent return management strategies (e.g.,
provide customers with personalized product recommenda-
tions) to improve the customer’s satisfaction with future
purchases.

When assessing the total costs of product returns, retailers
should also include the indirect costs of decreased word-of-
mouth communication. As positive word-of-mouth helps re-
tailers to attract new customers and thus to save customer
acquisition costs (e.g., by spending less for mass media and
online marketing), decreased positive word-of-mouth will in
turn increase retailers’ costs. Therefore, besides return han-
dling costs, retailers should estimate the supplementary cus-
tomer acquisition costs offsetting the word-of-mouth impact.
Taken together, our results shed new light on what might be
considered the ‘hidden’ consequences of product returns; hid-
den, because relationship outcomes are difficult to measure in
practice.

Limitations and future research

The current research examined product returns of cus-
tomers of eight large online retailers, ranging from sin-
gle category (e.g., clothing, electronics) to multi catego-
ry retailers. It may encourage future studies on the ef-
fect of product returns on relational outcomes in differ-
ent product categories. Our research focused on three
relational outcomes—customer satisfaction, trust and
word-of-mouth. However, the effect on trust appears on-
ly marginally significant. As trust is a key relational
quality in itself as well as a relational outcome, further
research is required into the nature of the association
between product returns and trust. Moreover, future re-
search may examine other relational qualities and out-
comes (e.g., loyalty, commitment) in relation to product
returns. Although we used data from a customer panel,
the data did not allow us to conduct a longitudinal
analysis of customer return behavior. Future studies
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could investigate returns-relational outcomes relation-
ships using longitudinal customer- and possibly firm-
level data. Also, field experiments could be ideally suit-
ed to assess causality and in terms of external validity
(Gneezy 2016).

Also, we do not elaborate on return reasons in this study.
Future research is thus necessary to determine the impact of
different return reasons for different product categories on
relational outcomes. In this context, potential mediators and
moderators will be helpful in understanding the underlying
mechanism of product returns affecting customer relation-
ships. We investigated the influence of customers’ return rate
(relative numbers) in online retailing contexts. Multi-channel
retailing, which is a retail business model that blends offline
and online retail formats, may be associated with unique prod-
uct return behaviors (Gallino and Moreno 2014). Considering
the absolute amount of product returns of multi-channel cus-
tomers within and across channels could be a fruitful research
issue.

Moreover, customer dissatisfaction may be proportional to
the returned products per order. In this context, future research
should consider customer’s purchase order composition, for
example the number of retained products in relation to the
number of ordered products, the number of product alterna-
tives (e.g., fashion product in different sizes and colors) or the
number of impulsively ordered products. In doing so, research
could examine the influence of different kinds of return cir-
cumstances on customer satisfaction. Relatedly, future re-
search could explore the salience of product returns in
decision-making situations. In other words, what is the prob-
ability that a consumer will think about returning the product
in the decision-making situation? This ‘mental availability’
(cf. Romaniuk and Sharp 2004) is likely dependent on the
recency of the last return (i.e., time elapsed since last return)
and may mean that the consumer is more likely to return a
product in cases when she thinks about returning it during
online purchasing process. Furthermore, relational outcomes
are linked to subsequent purchases. However, relational dam-
age (e.g., to satisfaction) might unfold its effect over time.
Therefore, future research should make use of longitudinal
data to investigate the short-, mid- and long-term conse-
quences of returns on relational and behavioral outcomes.

Finally, to deal with potential common method variance,
we applied Harman’s one-factor test which is easy and fast to
apply. Arguably, the marker variable technique, which pro-
vides a correction factor (cf. Malhotra et al., 2006), represents
an even more robust assessment of common method variance.
However, because of the costs associated with obtaining the
data for this study, a marker variable (i.e., a variable theoret-
ically unrelated to other items in the survey) was not included
in the survey. Therefore, future studies are encouraged to em-
ploy the marker variable technique and other tests to assess
common method variance.
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Appendix

Measures

Construct and item Adapted from

Customer satisfaction® Tsai & Huang

I am satisfied with the services this online retailer (2007)
provides.
Customer trust” Walsh et al.
This is an online retailer that you can trust. (2016)
Customer positive word-of-mouth® Koufteros et al.
I would say positive things about this online retailer ~ (2014)

to other people.

Customer monthly spending
How much, on average, do you spend per month at
this online retailer?

Galloway et al.
(2008)

1 =up to 20 Euro

2 =21 to 40 Euro

3 =41 to 60 Euro

4 =61 to 80 Euro

5 =81 to 100 Euro

6 = more than 100 Euro

 The items were rated on a seven-point scale ranging from strongly agree
(1) to strongly disagree (7)
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