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Abstract
Product returns in omnichannel retail present a multifaceted challenge, significantly impacting financial performance and environmental sustainability. Many returned items fail to re-enter the original sales channels, thus complicating the returns management process and increasing environmental waste. To strategically reduce return rates and enhance sustainability, retailers need to understand the drivers behind product returns by considering macro-factors, customer-related factors, and retailer-controlled factors. Additionally, returns fraud has emerged as a significant issue, requiring the adoption of advanced IT systems and strategic measures to minimize fraud opportunities. Given the critical importance of product returns today, this section highlights the need for strategic approaches in managing product returns and associated fraud within two main omnichannel retail frameworks.
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The nature and scale of the consumer product returns problem
Product returns from brick-and-mortar stores are typically in the low single digits, but for online purchases, they rise from around 1 in 10 (10%) to almost 1 in 3 (33%) for most products. For certain markets and products like women’s dresses – which are particularly difficult to fit – returns rates can be as high as 70%. Even though the nature of product returns may seem normal or understandable, returns are wasteful in terms of environmental and financial resources, significantly impacting companies, society, and the environment. Moreover, ordering excessive quantities, such as various sizes or styles, and then returning many items can adversely affect retailers by disrupting product availability complicating inventory management and planning.
Despite the increasing media attention (e.g., Tait, 2023; Doherty, 2023), many retailers are still not fully aware of the financial and environmental impact of product returns. This is often due to a lack of senior management oversight and a lack of strategic data analysis. Yet, product returns significantly impact retailers’ profitability. We estimate that processing a single product return costs retailers around GBP 12 in 2024, and numerous items do not make it back to the original sales channel for a variety of reasons. These include the item showing signs of wear and tear, being dirty, damaged, end of line or out of season, components missing, tags or packaging damaged or missing. Additionally, delays or difficulties in processing can mean the items are ultimately not resold as initially intended. 
Many customers are unaware that not all returned items can be resold because they have not been fully informed about the environmental impacts of returns. Consumers often believe their individual returns are too insignificant to cause substantial environmental damage (Zhang, Dawson, & Frei, 2023). Hence, the critical role of additional awareness to empower consumers to make more sustainable choices regarding product returns.
Returned products may be resold at discounted prices, sent back to the manufacturer, or liquidated (auctioned off in bulk). The processes and pathways for dealing with product returns are complex and often inefficient, as the process mapping in Frei et al. (2022) illustrates. A large share of the secondary market sales happens via various types of third-party traders, and most items get shipped far away in bulk, with an uncertain destiny. What proportion of returned (or otherwise unsold) items ultimately get incinerated or dumped is unclear. 
However, an increasing number of retailers are strategically taking control, recognising the value returned products represent in secondary markets when backed by retailer or brand names. Secondary sales channels include online and physical outlets as well as online marketplaces. They may sell discounted new, used, damaged and repaired, refurbished or remanufactured items. 
The EU and Scotland are introducing legislation that forbids the destruction of usable goods (Council of the European Union, 2023; Scottish Parliament, 2023), but it remains to be seen how this will reflect on manufacturing, sales, and returns practice. 
Besides the issue of wasted resources when rejected products need to be replaced by new ones, product returns also generate a significant environmental impact through additional packaging for shipping, transportation, and processing (e.g. dry-cleaning) and new packaging for reselling. Numerous companies commit to overarching sustainability goals but fail to implement them when it comes to product returns management (Zhang, Frei, Wills et al., 2023). 

A framework for product returns in omnichannel retail 
Most retailers aim to reduce product return rates to cut down on financial losses, whereas others have adopted a more proactive approach by strategically incorporating product returns into their business models. In either case, it is critical to understand what causes and influences product returns.
The product returns framework (Frei et al., 2023) shown in Figure 1 structures product returns drivers into three categories: macro-factors, which represent the general environment in which the retailer operates; customer-related factors; and retailer-controlled factors, which can be divided into two groups: 
(1) Product and operations-related drivers include issues with fitting and sizing, inaccurate descriptions and images, order picking and shipping problems, as well as product complexity and unclear user manuals. 
(2) Process and policy-related drivers include the pricing of shipping and returning (particularly bad: free shipping above a spending threshold in combination with free returns!), ‘buy now pay later’ offers, and certain refund practices. 
The combination of data analytics and retailer performance metrics can inform what measures and interventions to implement to manage returns rates, affecting the retailer-controlled factors. The economic, environmental and social impact of the retailer’s performance will also influence the macroeconomic factors. For instance, a struggling retailer will close branches and eliminate jobs, hence increasing unemployment and reducing spending people’s power. This, in turn, will affect the consumers’ purchasing and returning behaviours. Also, in response to rising returns rates, retailers may pass on the costs to consumers by hiking the prices of goods for everybody, thereby affecting the broader economy. 
[image: ]Figure 1: The customer experience framework for product returns

A framework for product returns fraud
The incidence of product return fraud has risen significantly in recent years. The pandemic and subsequent cost-of-living crisis increased psychological and economic pressures on people struggling to make ends meet (Cifas, 2021; Zhang, Frei, Bayer et al., 2022). Product returns fraud is often seen as a victimless and non-violent crime. It can be tempting for opportunist fraudsters but is also exploited by organised criminals. It is common to find cybercrime communities and online guides with instructions on how to defraud specific retailers, and there are even online refund services available that professionally execute the returns fraud against a fee.
There are many different types and subtypes of returns fraud (Zhang, Frei, Senyo et al., 2023), including wardrobing (buying an item, using it, and then returning it), price arbitrage (e.g., returning a cheap fake), shipping-related fraud; returning stolen merchandise (potentially with a genuine or fake); employee returns fraud; payment refund fraud; and multichannel returns fraud (for instance, abusing poor coordination between channels).
The best defence for retailers is eliminating opportunities for fraud and creating the image of being tough on fraud, which can deter potential fraudsters. The multichannel product returns fraud framework (Zhang, Frei, Senyo et al., 2023) categorises anti-fraud strategies into three areas: factors related to products (with small, expensive items being most vulnerable), retailer-related factors and consumer-related factors. According to the augmented fraud triangle (Schuchter & Levi, 2016), for consumers to commit fraud, there must be an opportunity – a weakness on the retailer’s side – as well as the pressure and capability to execute it. The rationalisation aspect refers to the fact that most people fundamentally have some scruples about committing fraud but may rationalise this away by considering that they are not harming an individual and that it is increasingly socially acceptable, especially in the case of wardrobing (Ajzen. 2020).
The retailer’s strategy for dealing with product returns fraud will depend on their motivation (e.g., how far they have recognised the problem) and their particular challenges and barriers to implementation. Several counter-fraud interventions require a modern IT system and robust analytical tools to communicate across the retail and customer service channels in real time. Such systems must also be able to record and verify item-level identification data, such as serial numbers, intended to prevent multiple refunds for the same returned item. More sophisticated systems allow retailers to track and analyse the behaviours of individual customers as well as clusters of customers who may be collaborating to defraud the retailer. Retailers could adapt returns decisions accordingly and approach suspected fraudsters with personalised communication, threatening legal action.
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Figure 2: The multichannel product returns fraud framework

Concluding remarks
Product returns significantly affect retailers' bottom lines, mainly due to the very high returns rates in ecommerce. At the same time, product returns are also very wasteful and environmentally unsustainable due to the additional need for transportation and packaging, with numerous items being destroyed rather than resold due to their condition or additional operational constraints. Product returns have also consistently gained increasing media attention in recent years, and retailers are periodically publicly scrutinised for their actions. Recent landmark cases include the fashion retailer Zara after the introduction of a very modest online returns fee (Nanji, 2022) and Pretty Little Thing after suddenly banning customers with returns rates deemed too high, allegedly without appropriate warning and applying the new rule also retrospectively (Jones, 2024). Communication is key: consumer expectations must be managed carefully. This is particularly important when retailers take action on individuals based on their purchase and returns history. If this is perceived to be unfair or discriminatory, legal action may be taken, such as in the Retail Equation's court case (Rogers & Cahoy, 2022). 
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